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Introduction

Economics is all about humanity’s struggle to achieve

happiness in a world full of constraints. Too little time and

money is available to do everything people want. And

things like curing cancer are still impossible because the

necessary technologies haven’t yet been developed.

But people are clever. They tinker and invent, ponder and

innovate. They look at what they have and what they can

do with it and take steps to make sure that if they can’t

have everything, they at least have as much as possible.

Making trade-offs is key. Because you can’t have

everything, you have to make choices. For example, you

have to choose whether to save or spend, whether to stay

in school or get a job, and whether the government

should spend more money on primary education or on

cancer research.

Choice is a fundamental part of everyday life. The science

that studies how people choose – economics – is

indispensable if you really want to understand human

beings both as individuals and as members of larger

organisations.

Sadly, though, economics has typically been explained so

badly that people dismiss it as impenetrable

gobbledygook or stand falsely in awe of it – after all, if

economics is hard to understand, it must be important,

right?

We wrote this book so that you can quickly and easily

understand economics for what it is – a serious science

that studies a serious subject and has developed some



seriously effective ways of explaining human behaviour

out in the (very serious) real world. Read this book to

understand more about people, government, international

relations, business, and even environmental issues such

as global warming and endangered species. Economics

touches on nearly everything, so the returns on reading

this book are huge.

About This Book

Reading this book enables you to discover the most

important economic theories, hypotheses, and

discoveries without a zillion obscure details, outdated

examples, or complicated mathematical ‘proofs’. Among

the topics covered are the following:

How the government fights recessions and

unemployment using monetary and fiscal policy.

How and why international trade is good for us.

Why poorly designed property rights are

responsible for environmental problems such as

global warming, pollution, and species extinctions.

How profits guide businesses to produce the goods

and services we take for granted.

Why competitive firms are almost always better for

society than monopolies.

How the Bank of England controls the money

supply, interest rates and inflation all at the same

time.

Why government policies such as price controls

and subsidies typically cause much more harm



than good.

How the simple supply and demand model can

explain the prices of everything from comic books

to open-heart surgeries.

We do our best to explain these things, and much more,

clearly and directly. We also structure this book to put you

in control. You can read the chapters in any order, and

you can immediately jump to what you need to know

without having to read a bunch of stuff that you couldn’t

care less about.

Economists like competition, so don’t be surprised that a

lot of competing views and paradigms exist among

economists. Indeed, only through vigorous debate and

careful review of the evidence can the profession improve

its understanding of how the world works.

In this book, we try to steer clear of fads or ideas that

foster a lot of disagreement. This book contains core

ideas and concepts that economists agree are useful and

important. (If you want to be subjected to our personal

opinions and pet theories, you’re going to have to buy us

a drink.)

However, economists have honest disagreements about

how to present even the core concepts, so we had to

make some decisions about organisation and structure.

For example, we present macroeconomics using a

Keynesian framework even when we explain some rather

non-Keynesian concepts. (You don’t need to worry if you

don’t know who this Keynes fellow is or what makes him

so Keynesian, because we introduce him to you later in

the book.) Some people may quibble with this approach,

but we think it makes for a succinct presentation.



Conventions Used in This

Book

Economics is full of two things you may not find very

appealing: jargon and algebra. To minimise confusion,

whenever we introduce a new term, we put it in italics

and follow it closely with an easy-to-understand

definition. Also, whenever we bring algebra into the

discussion, we use those handy italics again to let you

know that we’re referring to an algebraic element. For

example, I indicates investment, so you may see a

sentence like this one: You may say to yourself, ‘I think

that I is too big.’

We try to keep equations to a minimum, but sometimes

they actually help to make things clearer. In such

instances, we sometimes have to use several equations

one after another. To avoid confusion about which

equation we refer to at any given time, we give each

equation a number, which we put in parentheses. For

example,

happy = beer + curry2 (1)

Finally, the following conventions are used throughout the

text of all For Dummies books to make things consistent

and easy to understand:

All web addresses appear in this font.

Bold is used to highlight the action parts of

numbered steps.



What You’re Not to Read

The whole point of a For Dummies book is to give you

quick access to the essentials so that you don’t have to

wade through a bunch of stories, facts, and anecdotes.

On the other hand, sometimes stories, facts, and

anecdotes can be both fun and enlightening.

But even when they are fascinating, doesn’t mean you

should be forced to read them. Consequently, we clearly

identify all the ‘skippable’ material. This information is the

stuff that, although interesting and related to the topic at

hand, isn’t essential for you to know:

Text in sidebars: The sidebars are shaded boxes

that share interesting stories and observations, but

aren’t necessary reading.

The bits on the acknowledgements page:

Unless you’re one of our friends who needs an ego

boost, nothing’s here for you.

Naturally, we’d like to believe that you’re going to choose

to read everything we’ve written, but don’t worry: we

aren’t going to find out.

Foolish Assumptions

We wrote this book assuming some things about you:

You’re sharp, thoughtful, and interested in how the

world works.



You’re a secondary school or university student

trying to flesh out what you’re learning in class, or

you’re a citizen of the world who realises that a

good grounding in economics is going to help you

understand everything from business and politics

to social issues such as poverty and environmental

degradation.

You want to know some economics, but you’re also

busy leading a very full life. Consequently,

although you want the crucial facts, you don’t want

to have to read through a bunch of minutia to find

them.

You’re not totally intimidated by numbers, facts,

and figures. Indeed, you welcome them because

you like to have things proven to you rather than

taking them on faith because some pinhead with a

PhD says so.

You like discovering why as well as what. That is,

you want to know why things happen and how they

work rather than just memorising facts.

Finally, you’re better-looking than average and

have a good sense of style. In particular, you really

love this book’s stylish yellow and black cover and

feel almost hypnotically compelled to buy a copy.

How This Book Is

Organised

This book is divided into four parts to make the material

easier to understand and access. Part I covers the big

concepts that motivate how economists look at the world.


