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Why Read This Book?

What if economics is really simple?

What if you don’t need maths to understand how the economy works?

The good news is that it is simple. We are all practical economists. In our everyday lives, we all try to make the most of what we have and who we are.

You already know most of what makes the economy tick. If you spend one hour reading this book, you’ll know it all.

Textbook writers and teachers and professors will tell you I’m wrong. I think they forgot the truth. Of course, it’s possible they just don’t want you to find out for yourself. But I believe the best of people.

If truth for truth’s sake doesn’t grab you, there’s one big reason why you should bother to understand economics. 

Most governments today follow economic policies that undermine prosperity and promote divisions in society. Once you understand how economics really works, you’ll know who the good guys are.

The main ideas in this book can be read in less than one hour. That is the first section. In the second section, you can read about some of the big problems that arise from misunderstandings in economics.

		

The Voluntary Exchange Society

This book is about economics in a society of free people. I call it the Voluntary Exchange Society, for reasons that will soon become clear.

Society is a group of people cooperating. A free society is one where all cooperation is voluntary.

Cooperation means helping others and being helped in return. In other words, cooperation is voluntary exchange of one service for another. Voluntary exchange is a great force for cohesion in society, because we get the things we want mainly by doing things that other people want.

It is hard to think of a society where all cooperation is voluntary, however far back in history we look. Most societies are ruled by a group of people we call the government or, more broadly, the State. The State makes people do some things that they would not do voluntarily. It does this by using force or the threat of force.

Most of the topics covered in the second section of this book involve breaches of the principle of voluntary cooperation. They all make society less well off than it would otherwise be.

		

Section 1 – 
Understanding Economics

Contents

1. The Principle of Human Action

2. Three Steps to Understanding Economics

3. Step 1 – One Person Alone

4. More about Producing, Consuming, and Saving


5. Step 2 – Barter Society

• Property

• Exchange and Specialisation


6. Four Pillars of Exchange

• Value

• Prices

• Entrepreneurs

• Competition


7. Step 3 – Complex Society

• Money

• Currency

• Fiat Currencies

• Making Life Simple

• Complexity and Prosperity


8. The Voluntary Exchange Society – Last Word

		

1

The Principle of Human Action

At the root of economics is one simple truth:

Everything that a person does consists of choosing goals and ways to achieve those goals.

This is called the Principle of Human Action. Economics is the study of the effects of this principle in society. 

I talk in this book about goals and ways to achieve them. The same idea can be expressed as ‘ends’ and ‘means’, as when people say something is the ‘means to an end’.

Goals can also be referred to as needs or wants; I prefer the word ‘goals’ because it is free of any implication about whether a goal is good or bad, important or not.

Goals

What do I mean by a ‘goal’? If you feel hungry, you start to imagine how you will feel when you get something to eat. You decide to make it happen. In other words, you set ‘Get something to eat’ as a goal.

When you achieve a goal or get closer to a goal, you feel more satisfied than before. Another way of saying this would be that you feel better or happier. The goal might be to stop something you don’t like, in which case you could say that achieving the goal makes you less uneasy. Economists use the words ‘psychic gain’ as a general way to describe this feeling of achieving or getting closer to goals.

People have all sorts of goals: feeling like you’ve had enough to eat; feeling loved; feeling you have enough saved for a rainy day; feeling you have helped someone. These are just a few examples. Some goals centre on material things, but many do not; economics is not just about material things or money.

Goals are in the mind. They are personal, even if many of us share some similar goals. Some of your goals may change from moment to moment, or be held unchanging for a while, or for your whole life. You may feel more intensely about one goal than about another. No-one could list all the possible goals in every person’s mind at any instant or keep up with their shifts. They are countless and unmeasurable.

Some goals may be unachievable. Some goals may be bad for the person or for society. Some goals may appear irrational. None of that changes the fact that everything a person does is led by choosing goals and choosing ways to get there. 

Ways

Imagine that you are thinking about how to achieve your goal of ‘Get something to eat’. You could make a sandwich or go to a café; there are probably many ways.

Your resources are limited. How can you achieve your goal using as little of these scarce resources as possible? You always choose the ways that you think make best use of your scarce resources to get closer to your chosen goals. 

Why are resources limited? Each of us lives for a limited time, and few live beyond 100 years, so our time is limited. Our time is the resource that is always inevitably used by whatever we decide to do. Even sleeping and ‘doing nothing’ use up our time. Apart from the air we breathe, almost everything takes effort to obtain, which means someone in society must make the effort and take the time to do it. Every decision is in the end about what to do with your own time.

You may make mistakes. Maybe you chose a way to achieve a goal, but it didn’t get you there, or it used more resources than you expected. You may even change your mind midstream about the goal, so all the effort you made to choose the way and get there was for nothing. That doesn’t change the fact that you made the best choice you could at the time.

Human Action in Summary

The idea that each person sets their own goals and chooses ways to achieve them is called the Principle of Human Action. Almost all other ideas in economics are based on it, and build on it.

Economics is very different from the natural sciences. A scientist studying chemistry or physics investigates the physical world and finds laws that can predict the future, such as what will happen if we heat water. This is called natural science. It is the study of things that do not think.

The economist looks at humans. Human action is led by the mind, by thinking. Thinking is unpredictable, so human action cannot be measured and predicted in the way that is possible in natural sciences. This is why maths rarely helps us understand economics.

Some things we do cannot normally be controlled by thinking, like sneezing. Actions like this are not part of the study of economics.

Another way of expressing the Principle of Human Action is to say that humans are self-determining beings. Each person determines (in other words, decides) how he or she will act. 

Since self-determination is the core of what it means to be human, every human should have the right to self-determination. Economics shows that respect for this basic human right is best for society. Society is most prosperous when each person is free to set their own goals and choose the ways they prefer, subject only to not using force against others. 

That is what the writers of the US Declaration of Independence had in mind when they declared that every person has the right to life, liberty, and the pursuit of happiness.

		

2

Three Steps to Understanding Economics

The world is complex. Millions of people are making choices every minute; billions in money and goods are traded every day. How can we make sense of it all? 

The answer is to approach it in three steps, starting with the simplest and building up.

First, let’s sketch out the three steps. Then we can use each one in turn to explore the important ideas of economics.

Step 1: One person alone

Imagine you are the only human, alone in the world. Your goals probably include getting water, food, and shelter. The only ways to achieve your goals are by your own actions, interacting with nature.

The ‘One person’ economy is simple. Here we can get our basic ideas straight.

Step 2: Barter society

You start to cooperate with other people. Cooperation allows you to specialise in things you are good at. Perhaps you keep hens and produce eggs. You exchange eggs for the produce of others. This is barter, which is an old word for exchange. By specialising and exchanging, everyone can have more than we could all achieve by acting alone.

The barter society introduces the concepts of property, exchange, and specialisation. We only need to grasp a few new ideas; everything else flows from our understanding of the one-person economy.

Step 3: Complex society

Barter is cumbersome. You have eggs and want shoes; I make shoes, but don’t want eggs right now – so, we’re stuck. To get round this problem, people gradually learned to use the most easily exchanged goods as an in-between step. You barter eggs with someone who gives you gold, and you give me gold in exchange for shoes. Precious metals happen to be the best thing to act in this in-between role, which we call money.

Money unleashes society from the limits of barter. Now you can cooperate with millions of people.

Money makes life easier for everyone but raises a few challenges for us to understand.

		

3

Step 1 – One Person Alone

Thinking about this simple world, we get to know two of the three basic types of action: producing and consuming. The third is exchanging, which I’ll get to in a minute. Here we also see that saving is the difference between production and consumption.

Imagine that you wake up on your first day in this world. If you have a goal to get food, the only way is to produce it. For example, you might pick some apples.

When you have produced food, you can consume it.

If you consume the food, you start tomorrow in the same situation as today. If, instead, you save some of today’s food, you can eat tomorrow without producing food.

Then you can spend tomorrow making a tool, such as a stick to help you get apples off high trees. Eating the saved food enables you to spend the day making the tool. You have converted your savings of food into savings in the form of a tool.

On the next day, the tool enables you to gather the apples you need in less time, or to gather more apples in the same time. How much you can achieve in an hour or a day is called productivity. Your savings in the form of a tool has raised your productivity, so you can afford better living standards or you can save faster. Raising your productivity is the only way to have more of what you want.

As your productivity rises, you can save more each day. If you save the same proportion of your production every day, you build a bigger and bigger resource of tools and other savings. This is how our society has become so much richer in the last 200 years than it was for most of human history.
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