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CHAPTER ONE

The Nature and Scope of Economics

LEARNING OBJECTIVES

After studying Chapter 1, you should be able to:

1.
Define the term economics, and explain its scope.

2.
Explain the concept of utility.

3.
Identify the four productive resources, and name the payment each receives for its contribution.

4.
Identify the characteristics of an economic good or service.

5.
Distinguish between microeconomics and macroeconomics.

6.
Explain the relationship of economics to other sciences.

7.
Distinguish between economic theory and economic policy.

CHAPTER SUMMARY

1. Economics is the scientific study of how people and institutions make choices, and how these choices determine the use of society’s scarce resources. Economics focuses on the production, distribution and consumption of goods and services.

2. Production is a process that creates or adds utility. Utility is the economist’s term for usefulness—the ability of a good or service to satisfy a want.

3. Distribution refers to the allocation of the total product or income among the productive resources. The productive resources are labor, land, capital, and enterprise. They are reimbursed in the form of wages, rent, interest, and profits, respectively.

4. Consumption is the use of a good or a service. It is the ultimate end of all economic activity. Goods can be classified as economic goods, free goods, and public goods. Economic goods may be divided into two groups: consumer goods and capital goods. Income is equivalent to the total goods and services produced over a given period.

5. Economic theory deals with the rules and principles we should use under a given set of economic conditions. Economic policy deals with what we actually do under such conditions. Differences between the two frequently occur since our economic policy is often modified by political, social, and military policy.

6. Economics is related to other sciences, including physics, psychology, sociology, political science, and philosophy. Economics is a science of choices and therefore requires an analysis of alternatives prior to an economic decision being made. Prudential judgments frequently enter into the determination of economic goals and principles.

7. The study of economics is divided into two broad areas. Microeconomics deals with the actions of the individual, the firm, and the industry. Macroeconomics deals with aggregates such as total production, employment, and income.

REVIEW QUESTIONS

Matching

Match the letter of each term to its correct definition.

___1. The scientific study of how people and institutions within a society make choices, and how these choices determine the use of society’s scarce resources.

___2. The creation or addition of utility.

___3. The ability of a good or service to satisfy a want.

___4. The allocation of the total product among the productive resources. 

___5. Labor, land, capital, and enterprise.

___6. The time and the effort expended by human beings involved in the production process.

___7. All the resources of the land, sea, and air.

___8. Goods used to produce other goods and services.

___9. The act of adding to the supply of capital.

___10. The act of organizing and assuming the risk of a business.

___11. A person who organizes and assumes the risk of a business enterprise.

___12. The area of economics dealing with what is.

___13. The area of economics dealing with what ought to be.

___14. The use of a good or service.

___15. An object that has utility, is scarce, and is transferable.

___16. The stock of labor, talents, and skills used to increase productivity.

___17. A good that lacks the element of scarcity and therefore has no price.

___18. An economic good to the supplier but a free good to the user.

___19. Economic goods that are directly utilized by the consuming public.

___20. Things of value owned.

___21. A flow concept: the total value of the goods and services produced over a period of time (usually a year).

___22. The sum of all the goods and services (products) produced by an economy over a given period of time.

___23. An organized body of knowledge coordinated, arranged, and systematized according to general laws or principles.

___24. Develops rules and principles of economics and is a guide for action under a given set of circumstances.

___25. Action really taken under a given set of circumstances.

___26. Deals with the economic problems of the individual, the firm, and the industry.

___27. Deals with the aggregates of economics, including total production, total employment, and general price level.


a. Capital goods

b. Consumer goods

c. Consumption

d. Distribution

e. Economic good

f. Economics

g. Economic theory

h. Economic policy

i. Entrepreneur

j. Enterprise

k. Free good

l. Human capital

m. Investment

n. Labor

o. Land

p. Macroeconomics

q. Microeconomics

r. Normative economics

s. Positive economics

t. Production

u. Productive resources

v. Public good

w. Science

x. Total income

y. Total product

z. Utility

aa. Wealth

Multiple Choice

In the space provided, select the best answer to each question.

___1. Economics can best be described as the study of

(a) how to make money

(b) how to operate a business

(c) how to create jobs and control inflation

(d) how choices determine the use of scarce resources

___2. The four basic productive resources are

(a) land, labor, capital, and enterprise

(b) labor, machines, money, and motivation

(c) land, labor, credit, and capital

(d) labor, machines, money, and management

___3. Economics is a science that deals with which of the following functions?

(a) output, spending, and prices  

(b) output, employment, and income  

(c) production, sales, and credit  

(d) production, distribution, and consumption

___4. In economics, goods and services are considered scarce if

(a) they never are sold at a discounted price

(b) they are in demand

(c) they are produced by scarce resources

(d) they are unavailable when desired

___5. Which of the following creates utility?

(a) crane operator  

(b) salesperson  

(c) lawyer  

(d) all of the above

___6. When referring to the allocation of the total product among the productive resources, we use the term

(a) product distribution  

(b) wealth distribution  

(c) marketing distribution  

(d) functional distribution  

___7. The ultimate end of economic activity is

(a) production  

(b) consumption  

(c) profit  

(d) employment  

___8. Economics is related to   

(a) psychology  

(b) sociology  

(c) political science  

(d) all of these  

___9. The percentage of the national income paid out in the form of wages and salaries is approximately

(a) 90 percent  

(b) 75 percent  

(c) 50 percent

(d) 30 percent  

___10. The area of economics that treats what ought to be is known as 

(a) negative  

(b) positive  

(c) normative  

(d) neutral  

___11. Which of the following occupations provides economic services?

(a) toolmaker  

(b) autoworker  

(c) lawyer  

(d) bricklayer  

___12. The four requirements of an economic good are that it be 

(a) transferable, scarce, tangible, and urgent

(b) useful, scarce, metallic, and transferable

(c) scarce, tangible, transferable, and useful

(d) tangible, abundant, useful, and transferable

___13. A nontoll interstate highway would be classified as which type of good?

(a) economic  

(b) free  

(c) public  

(d) none of the above  

___14. Which of the following would not be classified as real wealth?

(a) fur coat  

(b) money  

(c) pleasure boat  

(d) house  

___15. Which of the following statements is not true?

(a) wealth is a static concept  

(b) income is a flow concept  

(c) income is a static concept  

(d) wealth equals the total value of economic goods

___16. A prudential judgment is the process of

(a) reasoning from the general to the particular

(b) using mathematical tools to solve economic problems

(c) reasoning from the particular to the general

(d) selecting the best means for the end intended

___17. Decisions on national economic policies are frequently modified because of other policies that may be 

(a) political  

(b) social  

(c) military  

(d) any of the above  

___18. The controversy over Medicare is an issue that is

(a) economic  

(b) social  

(c) political  

(d) all of the above  

___19. Which of the following would be included in the field of microeconomics?

(a) total employment  

(b) price of automobiles  

(c) general price level  

(d) total production  

___20. Macroeconomics deals primarily with the

(a) firm  

(b) industry  

(c) consumer  

(d) economy as a whole  

True or False

In the space provided, mark T for true or F for false.

��___1. Economics is the scientific study of how people and institutions in society make choices and how these choices determine the use of society’s scarce resources.

��___2. Economics is considered one of the social sciences.

��___3. Economics has many universal, ironclad laws that make it a science.

��___4. Economics considers the production of goods only.

��___5. Production is the creation or addition of utility.

��___6. Manufacturers are engaged in the creation of utility.

��___7. Bankers are engaged in the creation of utility.

��___8. Salespeople are considered unproductive from the viewpoint of economics.

��___9. The sum of all goods and services produced by an economy in a given period of time is known as its total product.

��___10. The two most essential productive resources are labor and money.

��___11. An entrepreneur is one who supplies capital for a business enterprise.

��___12. An economic description of how unemployed people should be made productive is an example of positive economics.

��___13. Functional distribution deals with the allocation of the total product among the productive resources.

��___14. Functional distribution is not related to personal income distribution.

��___15. An economic good must have utility, be scarce, and be transferable.

��___16. About one-third of our total production takes the form of services.

��___17. Economics is often referred to as a science of choices.

��___18. Economic theory and economic policy are synonymous.

��___19. Laying off workers to reduce an industry’s employment costs is a microeconomic issue.

��___20. Reducing taxes to stimulate employment or reduce unemployment is a macroeconomic issue.

SECTION A

Identify the distinctions between each of the following terms:

1. (a)
Microeconomics:   




(b)  Macroeconomics:  




2. (a)  Positive economics:   





(b)  Normative economics: 





3. (a)  Economic theory:
  





(b)  Economic policy: 





4. (a)
Marketing distribution: 



(b)  Functional distribution: 






5. (a)  Income:



(b)  Wealth:






SECTION B

Indicate the proper response to each of the following statements:

1. In 2000, some members of Congress recommended reducing taxes, while others favored reducing the national debt. They were dealing with which of the following?

(a)  microeconomics _______________

(b)  prudential judgments _____________

2. In 2000, USAirways and the Flight Attendants Association (FTA) entered into multi-year collective bargaining negotiations. This was a matter of:

(a)  macroeconomics _______________

(b)  positive economics _______________


3. Some union members thought that the union should have obtained a larger wage increase. They were thinking in terms of:

(a)  macroeconomics _______________

(b)  normative economics ______________

4. In 1990, West Germany and East Germany were reunified. For the United States this was a matter of:

(a)  domestic policy _______________

(b)  international economics  _______________

5. Shipping goods from the factory to the retail store is a matter of:

(a)  marketing distribution _______________
(b)  functional distribution _______________

6. The rise in unemployment during the year 1990 was:

(a)  an economic problem _______________
(c)  a political problem _______________


(b)  a social problem _______________

7. In the following spaces, list the four productive resources and indicate the form of remuneration each receives for its contribution to the productive process:


Productive Resources 



Form of Remuneration

(a)  ______________________________

______________________________________

(b)  ______________________________

______________________________________

(c)  ______________________________

______________________________________

(d)  ______________________________

______________________________________

ECONOMIC INSIGHT

Read the following article; then, based on the information in it, answer the questions that follow.

ECONOMIC STATISTICS: MEASURING ECONOMIC PERFORMANCE

Every day, newspaper, radio, and television reports offer the American public a wealth of information about the U.S. economy. They may tell us how many new jobs have been created, how many cars have been sold, or how much the prices for goods and services have changed. We may learn that interest rates have gone up or down, that exports have increased, or that personal saving has remained flat.

   Economic data provide snapshots of the economy that answer a great variety of questions. How much is the nation producing? How does the U.S. standard of living compare with Germany’s or Japan’s? How much of the nation’s income does the government collect in taxes? Without good data, these questions cannot be answered. Many questions require that snapshots be compared over time. How much has the standard of living increased over the past 30 years? How much more productive are today’s factories than those that existed 10 years ago? And because the economy is continually changing, data that provided a focused picture 10 years ago may no longer adequately measure today’s economy. To maintain an accurate picture, statistical measures—and the ways they are interpreted—need to account for the changing structure of the economy.

   Individuals, corporate managers, and public policymakers all rely on economic data to make informed decisions that affect economic well-being and to judge whether they are achieving their goals. A consumer might use information about changing interest rates in deciding when to buy a new home. An automobile manufacturer is likely to use a wide range of data to determine how many cars to produce in the coming months. Sales data give useful information about the current demand for cars, while data on the number of people employed, changes in household income, and the level of consumer confidence are useful in assessing future sales.

   Laws and contracts often depend on economic data for their operation. Some labor contracts, for example, include cost-of-living allowances that adjust wages in response to inflation. A measure of inflation is therefore needed to make such adjustments. Similar cost-of-living adjustments are made to Social Security benefits.

   Because data are critical for charting the course of the economy, a large number of statistical tables have been included in every Economic Report of the President since 1947. This is intended to help readers understand many of these commonly used economic statistics.

   Care is needed in interpreting statistics. It is important that people who use data understand the concepts that lie behind the measurements, the activity actually measured by the published numbers, and the statistical accuracy of the data. Practical limitations often prevent economic statistics from corresponding exactly to the concepts the user is interested in. Some economic statistics—particularly early estimates based on incomplete data—inevitably contain a great deal of error. Changes in definitions or reporting conventions can be a source of confusion and in some cases may affect the consistency of the data over time.

   Furthermore, substantial changes in the economy—for example, new technologies, demographic shifts, and changes in the nature and volume of international transactions—require statistical agencies to revise periodically the types of data they collect, the ways they collect the data, and the concepts they use to measure the economy. In November 1989 the president signed the Economic Statistics Initiative to upgrade the federal statistical system. Its aim is to help the major producers of economic data develop new techniques to measure economic concepts, improve the accuracy of statistics, and provide a more complete framework for understanding the economy.

   There are many sources of economic data. Any one set of statistics, however, is limited in the questions it can answer; the features that make numbers appropriate for certain uses may make them inappropriate for others. Unfortunately, sometimes data that can give a definitive—or even a very good—answer to an important question simply do not exist. Decision makers must be careful, first, to choose the most appropriate data to analyze issues and, second, to recognize the shortcomings of the measures they use.


SOURCE: Economic Report of the President (Washington, D.C.: U.S. Government Printing Office, 1992).

Economic Insight Questions

1. What economic data might an automobile manufacturer use to determine the number of cars to produce in future months? 



2. Give two examples of how law and contracts often depend on economic data for their operation. 



3. Give three examples of changes in the economy that require periodic revision of data.
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