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Learning Objectives

LO1-1 Understand the importance of markets.

LO1-2 Identify three of the main forces shaping today’s economy.

LO1-3 Explain the debate over the role of government in the economy.

LO1-4 Define economics and discuss how prosperity is measured.
LO1-5 Name some key disagreements in economics.

Outline

· There are three key forces that shape the economy:

· Technological change

· Globalization

· The evolution of financial markets
· Who should guide the economy?

· Centrally-planned economy

· An economy with top-down planning by government.

· Laissez-faire economy

· An economy without any government regulation.
· Economic Competition

· Competition is a rivalry between two or more contestants to achieve a goal or reward.

· Most economic competition takes place in the market between buyers and sellers.

· When conducted under a set of fair, commonly agreed-to rules, it is the most consistent force of growth and progress.

· Benefits of competition:

· Force other participants to improve their product.

· Force other participants to innovate by creating new products.
· Government Regulation vs. Deregulation

· The government touches many aspects of the economy.

· The government generally takes responsibility for macroeconomic policy.

· Different nations have different ideas of the appropriate governmental involvement in the economy.

· In recent years, we have seen many centrally-planned economies engage in deregulation; for example the US deregulated the airline industry in the late 1970’s and the UK deregulated many industries during the 1980’s.

· Recall deregulation is the decrease of government control and interference in a given market.
· What is Economics?

· Economics is a diverse and broad discipline that studies everything from the global economy to your personal purchasing decisions.

· Definition: Economics is the study of how individuals, businesses, and governments make decisions and make trade-offs in the face of scarce resources.

· Measuring Prosperity

· Gross Domestic Product (GDP)

· Average wages

· Average household income
· Economists don’t always agree.

· There are some areas where most economists agree.

· Areas of disagreement usually involve economic questions dealing with policy issues, more notably those that have been politicized. 
Common Myths & Common Problems

· I can memorize the course material and do well in the class.

· Economics is a way of thinking; it is a way of looking at the world around us. Rote memorization may be a useful skill in other subjects, but economic tools are only useful when you understand what you can accomplish with them.
· Isn’t economic competition merely cutthroat competition?

· No, economic competition takes place within a set of boundaries; these are the formal and informal rules that must be followed.
· Economics is only important for business and finance people.

· Not true; economics studies how people make decisions.

· Economists study things like how families divide up household chores, how criminals make decisions, how politicians behave, whether it makes sense to vote, and how religious organizations make decisions, among many other topics.
· Economists only care about money.

· This is not true. Economists use statistics such as GDP, average wages, and average household incomes to measure prosperity because they are the most objective forms of data available. They do not measure true happiness, but they are the best approximations we have.
Real World Applications from an Economist’s Perspective

Sub-prime Lending is when a lender offers a loan to a borrower at a higher interest rate. This usually occurs because the borrower does not possess a good credit history or may be more likely to default on the loan. During the early part of the Great Recession, people debated over the ethics of lending money and the ethics of the finance industry in general. People were concerned that providing mortgages (home loans) to individuals who can barely make the monthly payments is unethical. 

By allowing people to borrow money, even those who have a hard time obtaining credit, this system of finance has allowed our economy to grow dramatically over the last century. Especially in connection with sub-prime lending, it has allowed many people to become homeowners who otherwise would never have that opportunity. What is often overlooked, however, is that our financial industry provides the opportunity for people to make capital investments who do not otherwise have the money upfront. While this does create a situation where some people will fail and have their property foreclosed, it has also allowed a vast many others to buy things they otherwise would never be able to have. This is true for businesses as much as homeowners.

Think of someone you know who relies on student loans to pay for their education. Someone else is investing in that person so they can have their education today, with the prospects of earning more money in the future to pay off the loan. That is what banks do when they loan money to small businesses. The bank gives the money today with the expectation that the business will generate more income in the future to pay off the loan. We have to ask whether the good results – the enormous amounts of economic growth - outweigh the bad.

Now it’s Your Turn
1. A great source for seeing the wide range of issues that interest economists is the blog Marginal Revolution at www.marginalrevolution.com. It is written by two economists who openly examine issues that most people do not think apply to economics and they discuss the issues in plain English. 

Other great blogs are:

Michael Mandel’s blog: http://innovationandgrowth.wordpress.com/

Freakonomics: http://www.freakonomics.com/blog/

Greg Mankiw’s blog: http://gregmankiw.blogspot.com/
Kids Prefer Cheese: http://mungowitzend.blogspot.com/
Newmark’s Door: http://newmarksdoor.typepad.com/mainblog/
2. If you really enjoy reading Marginal Revolution or any of the blogs listed above, you can start your own economics blog so you can begin to brainstorm on issues and topics that interest you. One free blogging site is http://wordpress.com. There are also many others. 

Practice Quiz

1. Market transactions:

a. Are coercive and one-sided.

b. Are voluntary.

c. Involve the exchange of goods and services.

d. Both B and C.

2. The key forces shaping our economy are:

a. Technological change, globalization, and the evolution of financial markets.

b. Technological change, government planning, and globalization.

c. Globalization, government, and fear.

d. The evolution of financial markets, technological change, and terrorism.

3. Economic competition:

a. Is the survival of the fittest at all costs.

b. Is wasteful, and harms individuals.

c. When conducted within a set of fair rules, is the most consistent force for growth and progress.

d. Is always unfair and hinders mankind’s ability to grow and prosper.

4. In recent years:

a. More nations have increased the amount of government intervention by their government.

b. More nations have adopted centrally-planned economies.

c. More nations have decreased the amount of government intervention.

d. More nations have refused to change their economy.

5. Closing a nation’s borders to trade:

a. Will make that nation stronger and more self sufficient.

b. Will hurt the nation in the short run and be beneficial in the long run.

c. Will (based on historical evidence) cause the nation to fall behind and be worse off than those nations open to trade.

d. Will (based on historical evidence) cause the nation to grow.

6. Financial markets:

a. Have fueled economic growth.

b. Allow banks to victimize to victimize the poor.

c. Are unregulated by the federal government.

d. Have made our nation poorer.

7. Economics:

a. Only studies money.

b. Studies how people make decisions in a world of scarce resources.

c. Is a broad discipline that studies all forms of human decision-making.

d. Both B and C.

8. An indicator of prosperity that economists use is:

a. The Gross Domestic Product.

b. Average wages.

c. Average household income.

d. All of the above.

9. Economists disagree:

a. On everything.

b. Only on matters of economic technique, but not on policy.

c. On matters of policy, because there usually is not enough data.

d. On nothing.

10. One factor that has helped make globalization easier is that:

a. We like each other more.

b. We are all greedier.

c. Enhancements in technology have made it easier to communicate.

d. Enhancements in technology have made it easier to be more nationalistic.

Answer Key

1. C

2. A

3. C

4. C

5. C

6. A

7. D

8. D

9. C

10. C

