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Lesson 1
An Introduction to Economics and the Economy

Most people setting off on a joumey do so knowing where they want to go, why
they want to go there, and the approximate route they intend to take. As we begin

to study economics, it is helpful to look at what economics is about and why we
wish to study it-and also to see something of the route to bedravelled. Thesc are
the issues which are the concern of this opening Lesson.

A feature of the world about us which leads to the study offjgconomics is the
existence of scarcity. The people who belong to socighijhave needs and desires for
goods and services which exceed the availabilify of Jesources. As a result,
decisions must be made, either by society or bylindivifiuals, on three central
economic questions. These involve what goofls dad seinces are to be produced,
how these goods and services are to be progucéd, | dnd for whom they are to be
produced. Economics is about these thré@{questigns’and the decisions surrounding
. them, which are so vital to the functioning ofany,society.

In a market economy, many of these(degisiofis are affected by prices. This was well
illustrated by the oil price shocksf 1973-74 and 1979-80, which had wide-ranging
repercussions for our three sues of what, how, and for whom. Smaller cars and
gas-fired central heating becamd§ more popular; firms looked for. techniques of
production which were Jess reliank on oil; the oil-producing countries became
relatively better off. All this was@in response to price changes. We may view prices
as a key element in'f®sgubiling the demand for goods and services with the
available supply, afid as %eflecting economic scarcity.

One of the most striking economic issues of our day is the pronounced inequality in
the distribution, ofinlcome, both between nations and between individuals within
nations. P{SGussibn of this subject again involves our three basic questions. The
" what is produced and for whom questions are dominated by the fact that the 15 per
cent of tBeywWorld's population living in the rich industrial countries receive almost
twithirds of world income. This in part reflects the how question, with the poorer
countrie$ Having access to much less machinery per worker with which to produce.

One way of summarizing information on what may be produced is the production
possibility frontier, which for an economy producing just two goods depicts points
of efficient production, That is, for each level of output of one good, the production
possibility frontier shows the maximum amount of the other good that can be
produced. The production possibility frontier is usually drawn concave to the
origin, reflecting the assumption of diminishing returns, which states that, as more
resources are devoted to the production of a commodity, their productivity
declines.



