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Sense and Nonsense in Economics

Chapter 1 : Twelve Economists, Thirteen Opinions.

The British Economy - or, come to that, any economy

can be better analysed and understood once the economist's

approach has been grasped. There are, of course, "experts

who believe that they fully understand the present day

behaviour of the economy. But will their knowledge enable

them to follow the economic headlines of tomorrow?

The purpose of this chapter is to explain how the economist

approaches a problem, and to introduce a few concepts

which constitute the economist's "tools of the trade".

To most people, economists appear as a kind of clique

whose sole reason for existence is to disagree with each

other. While the economy hurtles headlong into what may

or may not be a bleak wasteland of a future, economists

seem powerless to do anything except argue.

Yet, surprising as it may seem, there is a great deal on

which economists see eye to eye. Economics has been studied.

in various guises, for many centuries ًا and in the last two

hundred years, and particularly the last hundred, a number

of concepts have been developed to make the study of
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Economics more scientific.
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ｐ
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ｐ
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Ｏ
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Ｗ
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Ｓ
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Ｓ
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ｇ

ｅ
ｅ

Ｏ
ｅ

ｎ
ｈ

１
ｋ
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ｈ
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ｈ
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ｈ
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Ｓ
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Ｓ

Ｓ
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ｌ
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Ｓ
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with in turn, are opportunity cost , marginality ,

rationality and eff:i.ciency.
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ｙｌｌ
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ｎ
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Ｓ
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ｎ

・
ｃ

ｍ
ｖ

・
工

ｒ
｛
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ｎ
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ｙ
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ｐ
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Ｓ
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Ｓ
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Ｓ
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Ｓ
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Ｏ
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ｐ
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Ｓ
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ｎ

ｖ
ｅ

ｖ
ｔ

・工
ｅ

ｖ
ｎ
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ｎ
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．
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Ｏ
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Ｓ

Ｓ
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Ｓ
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Ｏ
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Ｓ
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ｎ
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０
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Ｗ
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Ｏ
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Ｏ
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ｈ
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ｈ
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ｋ

１
ｓ

ｓ
ｌ

Ｗ
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Ｏ
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ｂ
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ｂ
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Ｓ
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Ｓ
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９
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ｎ
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ｎ
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ｈ
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Ｔ｛
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ｐ

・
工

ｔ
ｏ

ｃ
ｂ
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Ｓ
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Ｗ
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Ｓ
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Ｗ
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Ｓ
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Ｗ
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Ｓ
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ｐ
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Ｏ
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ｐ
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０
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Ｓ
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Ｏ
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ｈ
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Ｓ
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Ｏ
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ｌ
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Ｏ
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Ｏ

Ｓ
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ｎ
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Ｓ
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Ｗ
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Ｗ
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Ｓ

Ｓ
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１ａｃ
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Ｏ
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０
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Ｓ
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ｐ
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Ｏ
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ｇ
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ｉ
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ｎ
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Ｓ
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ｌ
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ｈ
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ｈ
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ｈ
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０
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０
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Ｓ
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０
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either they disagree with the thesis or that they place

a higher value on the present than on the future.

Another example of opportunity cost can be seen from

literature published by the Campaign 'for Nuclear

In 1973/74, for instance, the £2.9rn spent

on a Phantom aircraft could have paid for the building of

700 new council housesj the £e.6m spent on a frigate

Ariadne could have been used to pay for the production

Disarmament.

of 5,700 buses.

This is, perhaps, a good point at which to state that it

is not for the economist. in his role as an economist, to

make value judgements about what is more desirable - a

Phantom aircraft or 700 new council houses. The economist

presents the choices, and suggests criteria for making

them (as we will see when dealing with the concept of

marginality) but the final decision must rest with others.

Marginality

Allied to the idea of choice and the concept of opportunity

cost is the principle of marginality. Most economic

decisions do not Involve a straight choice between one

thing and another. Rather, they involve a choice between
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тоге of one thing and less of another or vice-versa. In

other words, economic decisions are usually made at the

margin.

This principle can be better understood by looking again

at the examples given in the preceeding section.

Take the example of the choice between a luxury hotel and

This choice would assume a different2000اه pharmacies.

dimension if we knew how many luxury hotels and pharmacies

If, for instance.were already in existence on the island.

there was already a luxury hotel, the opportunity cost of

building another one would, assuming all other factors to

be unchanged, be higher than if there were no hotel to

An alternative way of expressing this is tostart with.

say that the ١'loss" of the 20,000 pharmacies would be

greater if there was already a luxury hotel and a second

one was built.

On the other hand, if there were already a large number

of pharmacies, the cost of building the luxury hotel would

It may be, ofnot be as grea.t as if there were too few.

course, that there were more pharmacies than were absolutely

necessary in some parts of the island, while in other parts

But, in the absence of sensiblethere was a shortage.
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in :inf1ation i_s less costly to the economy than a slight

increase in unemployment.
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that people will make a rational choice based :on the

information they possess. It may well be, of course, that

as a person widens his or her knowledge about a certain

situation, a choice which appeared rational before now

seems less so in the light of the new information.

Nevertheless, at the time the original choice was made,

with the information then available, the decision is

assumed to have been a rational one.

So what does the economist mean by rational behaviour?

Generally speaking rationality means either maximising

or minimising behaviour, depending on the matter under

Consumers, for instance, attempt toconsideration.

maximise the satisfaction they get from using their

Producers may attempt to maximise their profits.incomes.

or to minimise their costs (which isn't necessarily the

same thing).

Let's make a more detailed Investigation into the

Consumers buy various goods andbehaviour of consumers.

services, and save a certain proportion of their income.

in order to maximise the enjoyment they derive from their

The rational consumer, in fact, will spend hisincome.

money in such a way that a higher level of satisfaction

could not be obtained, given his present income and the
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prevailing prices of goods and services .
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earnings. The rational worker would presumably choose

extra work at the expense of lej_sure .
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will behave in such and such a way.

Even if the economist is sometimes proven wrong, a much

greater understanding of economic processes, and in

particular of the workings of the economy, which is the

subject of this book, is likely to be gained by at least

rationality on the part of most people - whichassumin

No doubt governmentsincludes, of course, the Government,

are occasionally incompetent, but for the most part more

is to be gained by looking for rational reasons for their

economic decisions than by doing otherwise.

Efficiency

We come now to the last of the four concepts which form

the basis of all economic thinking, that of efficiency.

Efficiency has come to be, for some people, a dirty word.

conjuring up an image of faceless people working like

When therobots in appallingly sterile conditions.

is mentioned in the same breath as, say.efficiencyword

the National Health Service, an angry response like

People before money" is provoked.

Yet in Economics the word has no such connotations. If
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Nevertheless,been worse still in the absence of the NHS.

it should be possible to improve the efficiency of the

NHS in allocating health care between different income

Saying this should not be seen as putting

for the whole point of the

groups.

efficiency above people

Neverthe-improved efficiency would be to benefit people.

less, it has to be recognised that certain strategies

to Improve efficiency may give rise to disadvantages

Always, in humanwhich outweigh any potential gains.

affairs, must there be a balance.

Armed with these four concepts - opportunity cost,

marginality, rationality and efficiency - it should now

be possible to take an objective look at what has been

going on in the economy, and to assess the solutions

The following twooffered by the main political parties.

chapters present a birds eye view of the recession

These will provideexperienced in Britain and the world,

useful background material to the more detailed analysis

which will follow.
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