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1. What Is Economics?

Interest 1n economics and economic affairs 1s 1ncreasing at a
rapid pace. In the newspapers. on the radio. on television. and
in public places. we hear statements every day about this aspect
of the economy. To a government leader. economics can mean
difficult policy choices between goals that often conflict with
each other, making 1t impossible to please everyone.

But what exactly 1s the subject that economists from Smith
to Marx to the present generation have analyzed? Here are a few
defimtions of economics:

Economics asks what goods are produced. how these goods
are produced and for whom they are produced.

Economics analyzes movements in the overall economy. e.
g. trends i prices, output. unemployment and foreign trade.
Once such trends are understood. economtcs helps develop the
policy by which governments can improve the performance of the
econony.

Economuics includes the study of imports and exports among
nations. It helps to explain why nations export some goods and
not others. It analyzes the effects of putting economic barriers at
national frontiers.

Economics 1s the science of choice. It studies how people
choose to use scarce resources to produce various commodities
and to distribute tilem for consumption.

Economics 1s the study of money, banking, capital and
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wealth.

Since the basic task of an economic <ystem 1s to produce
goods and services and to distribute them among the people of a
society, the most commonly used definttion of economics 1s: The
study of the dectsion a society makes concerning the production
of goods and services and how the society distributes these goods
and services among 1ts members.

Economics 1s typically divided ito main branches called mi-
croeconomics and macroeconomics. Both microeconomics and
macroeconomics deal with economic decision-making but from
different vantage points.

Microeconomics studies the economic decision making of
firms and individuals 1n a market setting: 1t 1s the study of the e-
conony in the small. Microeconomics focuses on mdividual as-
pects of economics, such as consumer demand. supply. and
prices under various conditions. for instance. how a household
spends its money. It also studies the way 1n which a busiess de-
termines how much of a product to produce and how to make
best use of the factors of production. It also bears on such mat-
ters as pricing strategy. People involved in microeconomic trans-
actions are motivated to do the best they can for themselves with
the hmuted resources at their disposal. They use marginal analy-
sis to determine their best course of action.

Instead of analyzing prices, outputs. and sales in individual
markets. macroeconomics deals with broader matters of the
whole economy. Rather than dealing with individual markets and
indvidual consumers and producers., macroeconomucs deals with
the economy as a whole. Because macroeconomics studtes the e-

conomy as a whole. new measures of economic activity are re-
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quired. Important to macroeconomics 1s the definition and mea-
surement of macroeconomic aggregates. such as gross national
product. the consumer price index. the unemployment rate. and
the government surplus and deficit. These measures are called
aggregates because they add together individual microeconomic
components. )

Just as microeconomics studies the relationships between n-
dividual participants 1n the economy macroeconomics studies re-
lattonships between aggregate measures. What are the determi-
nants of mflation? What is the relationship between inflation and
interest rates? Is it necessary to trade off higher employment for
lower inflation? What are the consequences of government
deficits? What 1s the relationship between the money supply and
mnflation?

In modern economics. there 1s a close relationship between
microeconomics and macroeconomics., Macroeconomists have
come to apply more and more microeconomic analysis to tradi-
tional macroeconomic questions such as the relationship between

inflation and unemployment.

Vocabulary

pace ne (=), BE, R, % BE
aspect no BEF. bR ER. (AEER)DFHE
inflation n. BRBK. DHCEK

taxation n. PRBL. TEBL. FHBL. BIEK. EEMBE
conflict ne g, E

maximize v, JEe N B B KRR

analyze . . R

trend n. RE, B%



unemployment  »a. Kk, R A K

barrier n BH.GBREE
scarce a. RZH.AER
commodity n. BRI&, B &
distribute 2. AL

microeconomics n. MBI E

macroeconomics n. % WA FrE¥

focus on g

strategy n. W

transaction n HE, BE.Z5. B, LEEF
disposal n. KV, KB, HE, BH. REE. XA
marginal a. HE%H,. BFR/

deficit n. RFE

aggregate a. B8, EE4H, BEH

surplus a. DEFEE, BED

participant n 5%, £EH

Notes

1. Once such trends are understood ,economics helps develop the
policy by which governments can improve the performance of
the economy. — B AfTEMR TXEHE, EFFLT U
FHREHEHELFRENEER.

2. margnal analysis H R

MEHMNBSEERRR FHR—TEEXNH-FRHX
Rtk
3. microeconomics HME Fr¥
FERBABIES AT BN MEETHRNEET S
B, THRHRAPHE S K E N AR RPN KF R
FprEETMARERSE. 25 AREERAE
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HBRATAREREA . ERRBIT NV ETHEFRET .,
LR T AR LG R A E A R BEIR £ K78
BB FEMET B .

4. macroeconomics EMB 2

FERAAAENBENEFERN S ARETHENARED

AH & EMETFEITHR— BN KF AR FIH &
Mk  EERATBEMERKATAZDN T HHRBA,
B Bk kAR RA B AR AT s R B
5. Macroeconomics deals with broader matters of the whole
economy. EMEF%WRHRER KL G ABAIEE.
6. money supply #ifts

- ERRER TS, — B Ea R PR

i & 1T FO3E B AR 30 R

Exercises

I. True or False

1.

Economics as the term 1s used 1n its broadest sense, deals
with decisions made by government concerning thie pro-
duction of goods.

Economics is a precise science like mathematics.

. Even the most carefully thought out government policies

could not eliminate unemployment and 1inflation.
Economic analysis of a policy 1ssue will provide the gov-
ernment with a decision as to which policy choice it
should make.

Economic analysis of a policy issue will help to clarify the
economic consequences of various possible policies avail-
able to government, while still leaving it up to govern-

ment to make the final choice.



6. Lower interest rates would reduce the level of inflation.

7. The study of economics emphasizes ” What ought to be”
rather than "What 1s or “What could be”.

8. Economics 1s not a precise science hike mathematics.

The disagreement which 1s so common among economists

shows that the field of economics 1s so mnconclusive and
contradictory that the analyses and recommendations of
economists can not be taken seriously.

10. Economucs is typically divided into two main branches.

I. Questions

1. What 1s economics?

2. What 1s the basic task of an economic system?

3. What does macroeconomics deal with?

4. What does microeconomics deal with?

1. Fill in the blanks with the words given below 1n proper form

principal micro individual influence  seek

mcerease output economics examine concern

Econonusts have two ways of looking at 1 and the econ-
omy. One 1s the macro approach, and the other 1s 2 .
Macroeconomics 1s the study of the economy as a whole; microe-
conomics 1s the study of 3 consumers and the business firm.
Macroeconomics 4  questions such as how fast the economy
1s running; how much overall output is bemng generated; how
much total income. It also 5  solutions to macroeconomic
problems such as how employment can be _ 6 . and what can
be done to increase the 7 of goods and services.

Microeconomics examines cause-and-effect relationships that



8 choiwces of individuals, business firms and society. It 1s
__ 9 with things such as scarcity. choice and opportumty costs,
and with production and consumption. 10 emphasis is given
by microeconomics to the study of prices and their relationship to

units 1n the economy.



2. To Satisfy Human Wants
by Using Economic Resources

As mentioned earlier, economics 1s basically the study of the
decisions a society makes regarding the production of goods and
services and the division of this among 1ts people. As we shall
see, different societies make these decisions 1in very different
ways, but all societies are faced with the same problems—how to
use their economic resources to the best possible advantage.

Labor 1s a very broad term that covers all different mental
and physical capabilities and skill possessed by human beings
that can be used to produce goods and services. Labor 1s thus the
largest single resource or input available to any society. Labor 1s
scarce relative to the desire for the output of goods and services
made with the help of labor. Labor consists of the services pro-
vided by doctors, teachers, drivers, construction workers and so
forth. Simply speaking, labor comprises the physical and mental
skills and capabilities possessed by humans, which are used in
the process of production.

Capital 1s divided mto two categories. One 1s financial capi-
tal that consists of " paper” assets or claims like bonds, stocks
and savings accounts. Financial capttal 1s often the claim to
physical capital, but 1t 1s never an input mnto productive process-
es. Physical capital takes the form of factories, houses, and e-
quipment. It 1s a component of production. It1s a produced fac-
tor of production, a durable mput That 1s 1tself an output of the

economy. Capital equipment 1s of crucial importance because 1t
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increases productivity, making 1t possible to raise the living stan-
dard of the society as a whole.

Land 1s the third economic resource. It 1s made up of all nat-
ural resources that are used m production. Such resources in-
clude plants, forests, streams, oil, gas, animals, minerals and
so forth. A difference between land and capital 1s that capital e-
quipment 1s man—made and reproducible, but land resources are
natural and are found in a state of nature, untouched by man.
Land resources are scarce and 1in many cases are becoming more
and more scarce and nonrenewable. Renewable resources,
though scarce, should be sustainable over time with proper man-
agement. Nonrenewable resources will be depleted with time,
though this can be offset with recycling programs.

The basic problem of economics to any society 1s that these
economic resources or productive immput, are in himited supply,
while the needs of human beings are unlimited. So the main task
of any society 1s to organize and make full use of all these avail-
able productive mputs to produce goods and services that can
best satisfy the needs and wants of the people.

Making choices i1s very important, since scarcity is a fact in
everyone’s life. For mstance to produce a single product, like an
automobile, thousands of decisions and choices have to be made.
Somehow, decisions and choices are made by individuals, house-
holds, firms and governments that together determine how the
economy’s limited resources, such as labor and other natural re-
sources are used. The following are the three basic economic
questions that every society must answer:

What to produce?

Since economic resources are scarce, no soclety can have all
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the goods and services 1t would like to have. Choices must be
made to decide what 1s to be produced and in what quantities?
But 1t 1s not always easy to make such choices because the more
one product 1s produced the less will be the production of other
desirable 1tems.

In a command economic system. the government decides
what to produce and directs individuals as to their production
quotas, so that the goods produced conform to the overall plan
that has been set. In a market system the decision 1s completely
decentralized with individuals making the decisions.

Even a wealthy country like Canada cannot avoid the neces-
sity of having to choose what to praduce. In Canada, the ques-
tton of what to produce and in what quantities is answered main-
ly by the private interaction of firms and consumers, though gov-
ernment also plays a role. Prices are critical in determining what
to produce. When the price of some goods rises, firms are in-
duced to produce more of those goods to increase their profits.

One of the most basic ”what to produce” decisions that must
be made 1s whether to produce consumer goods or capital goods.
Consumer goods usually do not contribute to longer term eco-
nomic prosperity and can only give immediate graufication. Capi-
tal goods, such as machinery, on the other hand. provide less
immediate need fulfillment, but will contribute to society’s pro-
duction and prosperity for many years.

How to produce it?

Once 1t has been decided what to produce, 1t must be decid-
ed how each product or service 1s to be produced. Of course,
there are many methods of production. which vary from product

to product. Some are completely manual while others are almost
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