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Foreword


It’s 1348. The plague has reached England. The disease has spread from Eastern Asia to Europe, causing havoc, misery and death – lots of death. By the time it had run its course, an estimated 60 per cent of the population of Europe had died, some 50 million people in all.


Edward III was king of England, and society was regulated by the feudal system, as in most of Europe at the time. A rigid hierarchical order, it placed the king at the top, giving land to the barons and the bishops who, in return, swore “loyalty” to the king and supplied him with armies in time of need. Below them, the knights received land and fought for their lord. At the bottom were the peasants, given land to work by their lord, but also obliged to supply the vast majority of the food they produced to the men of higher rank as well as to work for them some of the time.


Many peasants died of the plague, and with it the feudal system also started to die. Whereas before there were plenty of peasants to do the bidding of the various lords, now there weren’t the numbers available, though the nobility still wanted the same amount of work to be done.


This gave the surviving peasants the power to gain greater benefits, allowing them to choose to work for whichever lord was prepared to offer them better terms. Also, the scarcity of labour made the peasant a newly valuable human being, making it far more likely that they would be able to avoid the kinds of brutal punishment that were common under the feudal system. 


Put in pure economic terms, the feudal system started to collapse because of supply and demand. Demand, which came from the lords, was much greater than supply, the peasants available to work. This gave the supplier greater power to change the terms of the arrangement. And that is economics!


 


 


 


 


CAPITALISM IS THE
ASTOUNDING BELIEF THAT
THE MOST WICKEDEST OF
MEN WILL DO THE MOST
WICKEDEST OF THINGS
FOR THE GREATEST
GOOD OF EVERYONE.

Lord John Maynard Keynes




 


Introduction


Doctor Who said regarding time: “It’s more like a big ball of wibbly-wobbly, timey-wimey stuff.” And economics is a bit like that. It is broken down into two sections – micro and macro – but those sections are often intertwined because economics, just like time, is not a strict science and offers a number of ways to deal with a given economic situation.


WHAT IS ECONOMICS?


The word itself comes from the Greek words “eco” meaning home and “nomos” meaning accounts. Economics has developed from a limited concern to do with family accounts into the wide-ranging subject of today.


Alfred Marshall was an English economist in the late nineteenth and early twentieth centuries and his influential book Principles of Economics, published in 1890, has a definition that is still often used: “Economics is a study of mankind in the ordinary business of life; it examines that part of individual and social action which is most closely connected with the attainment and with the use of material requisites of well-being. Thus it is on the one side a study of wealth and on the other and more important side, a part of the study of man.” 


As Marshall suggests, economics is first and foremost about people. In fact, it’s so important that you will find information on it everywhere: on TV, in newspapers and on social media, and because of this people tend to have fragments of knowledge without necessarily being able to see how it all joins up.


The average person in the street may not be an economist but will make financial decisions based on how confident they are about the economy. If they believe it is going well, they will spend more. If they feel the economy is going badly, they will hold on to their savings and decrease spending for the rainy day that’s just around the corner. 


The following chapters will give you an insight into how your own education, health, skill, experience, spending and wealth are all influenced by whether the economy grows or shrinks and how this affects government spending on education, medical services, armed forces, police and other aspects that have an impact on our lives.
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CHAPTER ONE:


MICROECONOMICS


Microeconomics looks at the smaller aspects of the economy and studies the decisions that people and businesses make regarding the allocation of scarce resources and how this affects the prices of goods and services.


 


 


 


 


The Economic Problem


I have always wanted a Bentley convertible vehicle, but I can’t have one. Why not? 


Well, being a poorly paid teacher is part of the answer (!)
and this helps answer the basic economic problem – that of scarcity. 


There is an assumption in economics that people have limited needs but unlimited wants.


Limited needs are the things we need to live a healthy life: the primordial basics of food, shelter, heat and clothing, along with the more modern benefits of education and healthcare. On the other hand, unlimited wants are not essential but make our lives nicer: that Napa Valley wine, the Mercedes car or those Louboutin shoes!


Scarcity is the result of a demand for a given resource that is greater than the supply of that resource, as most resources are limited. This means choices have to be made about how to use those scarce resources, whether raw materials, time or money.


Those choices are made by people throughout society, whether by a family, a corporation or a government. An individual may say, “Can we afford to have a baby?” A business may have to decide on whether to invest in renewable energy, such as solar, or continue to use non-renewable and finite energy, such as oil. Different governments have contrasting economic policies and those decisions affect the wealth, health and security of its people.


Those unlimited wants create one of the central concepts of economics – that of opportunity cost, which can be defined as the next best alternative foregone. For example, you want to buy a Snickers and a Mars bar, but you only have money for one of them. So an economic decision has to be made – which one do you choose? If it’s the Snickers, then the opportunity cost of that is not having a Mars bar. 


Opportunity cost also affects the political and business worlds. For example, a government has lots of money, but has to decide where to spend it because it still has finite resources. If it decides to spend more money on education, there may be less money for the police or hospitals. 


 


 


 


 


The Economists


There are many economists who have contributed enormously to the font of economic knowledge, but some names stick out more than others. This section looks at four of the most interesting.


ADAM SMITH was a Scottish/British economist and is generally regarded as the Father of Economics. His famous book The Wealth of Nations, published in 1776, was the first comprehensive expression of economic thinking. One of his main theories was specialization and the division of labour, which he espoused, saying that such practices led to increased efficiency and lower costs. His “invisible hand” is a metaphor for how, in a free market economy, self-interested individuals, such as consumers and producers, operate through a system of mutual interdependence to promote the general benefit of society at large.


KARL MARX was a German theorist, who died in 1883 and is buried at Highgate Cemetery in London. His famous works were The Communist Manifesto, the four-volume Das Kapital and his philosophy of Marxism. Marx believed in two basic classes: the owners, or bourgeoisie; and the workers, or proletariat. He felt the fall of the bourgeoisie and the victory of the proletariat were inevitable.


LORD JOHN MAYNARD KEYNES was the rock star of economics whose thinking bestrode the mid-twentieth century. The Englishman was the father of modern macroeconomics and even though he died in 1946 his influence continued, until his ideas fell somewhat out of fashion in the 1970s. His economic thinking was revived in the years that followed the financial crisis of 2007–08, a period known as the Great Recession. 


FRIEDRICH HAYEK was Austrian-born and a member of the Austrian School of Economics. In 1938 he became a British citizen, having joined the faculty at the London School of Economics in 1931. He was a supporter of free-market capitalism and heavily criticized Keynes’s economic thinking on government intervention. Hayek argued that free markets allowed for entrepreneurship, creativity and innovation, which were necessary for societies to prosper. 


 


 


 


 


A NATION IS NOT MADE
WEALTHY BY THE CHILDISH
ACCUMULATION OF
SHINY METALS, BUT IT IS
ENRICHED BY THE ECONOMIC
PROSPERITY OF ITS PEOPLE.

Adam Smith


 


 


 


 


Supply and Demand


Every day we decide whether to buy a good based on price, quality, fashion and other factors.


This is known as demand and is the quantity of a good or service that consumers are willing and able to buy at a given price. Supply is the quantity a producer is willing and able to sell at a given price.


In many countries, market forces decide supply and demand – how much is being supplied by the producers and how much people want to buy it. When there is little supply and high demand, prices go up. With low demand but a lot of supply, prices decrease.


On the supply and demand diagram (see page 17), demand is an inverse, downwards-sloping curve – the higher the price, the less the quantity demanded. Supply is a positive, upwards curve – the higher the price, the more is produced and businesses make greater profit.


The point on the diagram where the curves cross, where supply and demand meet, is known as the equilibrium point. In theory, it represents the state of rest where all economic transactions should occur at those given variables – consumers buying and businesses selling at a certain price.


The law of diminishing marginal utility is important to supply and demand. This law states that as each extra unit of a good is used, satisfaction falls for the consumer, and thus the good is less valuable to them. Marginal is the addition of one, whether it is the cost of producing one more good or the profit from employing one more person. Utility refers to the benefit, satisfaction or happiness someone has from using a good. Consider this example: You have just crossed the desert and are dying of thirst. You reach an oasis. That first glass of water you drink is lifesaving, and you will pay any amount of money for it. But the next glass is not quite so lifesaving, while the next brings you even less benefit, so naturally you will want to pay less. 


 


 


 


 


SUPPLY AND DEMAND GRAPH
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S = Supply


D = Demand


Pe = Price equilibrium


Qe = Quantity equilibrium


 


 


 


 


Factors of Production


Factors of production are the inputs needed in the production process for creating a good or service. There are four main elements: capital, entrepreneurship, land and labour.

OEBPS/images/p17-1.jpg
Price

Pe

Equilibrium
point

l

D

Qe

Quantity





OEBPS/images/cover.jpg
e The —
LlTTLE BOOK OF






OEBPS/images/comm.jpg





OEBPS/images/title.jpg
e The ——_
LlTTLE BOOK OF

summersdale





