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Unit 1.

Economy and Economics

“The political problem of mankind is to combine three things: economic efficiency, social justice, and 
individual liberty.”

(John Maynard Keynes, Liberalism and Labour, 1926)

Economy and Economics

Most people work to earn a living, and produce goods and services. Goods are either agricul-
tural (like maize) or manufactured (like cars). Services are such things as education, medi-

cine and commerce. Some people provide goods; some provide services. Other people provide 
both goods and services. For example, in the same garage a man may buy a car or some service 
which helps him maintain his car.

The work people do is called economic activity. All economic activities taken together make 
up the economic system of a town, a city, a country or the world. Such an economic system is the 
sum total of what people do and what they want. The work people do either provides what they 
need or provides the money with which they can buy essential commodities. Of course, most 
people hope to have enough money to buy commodities and services which are not essential but 
which provide some particular personal satisfaction.

The science of economics is based upon the facts of our everyday lives. Economists study our 
everyday lives and the general life of our communities in order to understand the whole eco-
nomic system of which we are part. They try to describe the facts of the economy in which we 
live, and to explain how it works. The economist’s methods should of course be strictly objective 
and scientific. We need food, clothes and shelter. We probably would not go to work if we could 
satisfy these basic needs without working. But even when we have satisfied such basic needs, we 
may still want other things, such as toys for our children, visits to the cinema and books. Our 
lives might be more enjoyable if we had such things. Human beings undoubtedly have a wide and 
very complex range of wants. The science of economics is concerned with all our needs: with the 
desire to have a cell phone as well as the basic necessity of having enough food to eat.

The Italian word: “economia” can be translated by two different terms: economics and econ-
omy. There are also in this set the words: economist, economic, economical, uneconomic, un-
economical, economically.

We can say that economics is a science, more precisely it is the science that deals with the 
production, distribution and consumption of wealth.

1.
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economy is employed to indicate the whole economic structure of an individual, of a company 
or of a country.

An economist is an expert in economics, in its theories and/or its practical applications.
economics can be divided into: macroeconomics and microeconomics.
macroeconomics deals with the great problems of a nation, such as: inflation, employment, 

economic growth, and the allocation of natural resources, while microeconomics deals with the 
economy of individuals and individual firms. It studies the behaviour of the individual firm or 
industry. It analyses the decisions and makes assumptions about the behaviour of the individual 
person, firm or industry.

Political Economy is the same as Economics.
As for the adjectives: economic and economical, economic refers to the science of economics 

and its various aspects, principles and problems; in this sense we speak of:
Economic laws;
Economic problems;
Economic situation;
Economic policy;
The economic world.

economical means: not expensive, cheap, that does not consume much.
In this sense we say:
an economical car (a cheap car which doesn’t consume much petrol);
an economical person (a person who is thrifty and frugal and does not waste his/her money);
It is more economical to live in a small town;
He is economical to the point of penny-pinching;
An unprofitable activity, something which is not cheap to buy, to use or to do is uneconomic 

or uneconomical.

ExErCisE 1.

Insert: economics, economy, economist, economic, economical, uneconomical and economically in 
the blanks.

1. Marx and Keynes are two famous………………
2. Those people are studying the science of………………
3. We sometimes call a person’s work his………………activity.
4. People should be very………………with the money they earn.
5. The economic system of a country is usually called the national………………
6. The people in that village live very………………
7. The law of supply and demand is an………………law.
8. ………………is a scientific study.
9. ………………try to understand and study economic phenomena.

zompanti_interno.indd   8 02/03/2009   13.19.38



9

10. Economists study the………………system of a country scientifically.
11. Each country has an………………system. An………………system is the sum total of all the 

………………activities in that country.
12. India has a mixture of private and public ownership and enterprise but makes a clear distinc-

tion between the public sector and the private sector of its………………India has a system 
called a “mixed……………….”

13. We speak of a “dual………………” when the………………activity of a country is a mixture 
of the traditional and the modern, the old and the new, traditional agriculture and highly 
developed I.T.

14. Eating pasta, potatoes and rice rather than meat or fish is………………
15. Buying your food at a small local shop rather than at a big supermarket is………………
16. Someone who teaches about trade between countries is a teacher of………………
17. Pig farming is at present unprofitable and………………

ExErCisE 2.

Put prepositions in the blanks of the following sentences

1. His capital was finally reduced………nothing.
2. They charged quite a lot of money………that commodity.
3. The government is usually responsible………the condition of the national economy.
4. Citizens are required to conform………the law.
5. He agreed………the other economists that the system was unusual.
6. He was paid well………the government………the work he did.
7. The people hoped………a reduction in the price………essential goods.
8. That man subscribed………a number of important newspapers and magazines containing 

information………economics.
9. The consumption of coal and steel has increased greatly………recent years.
10. They have provided many services………the citizens of that town and do not charge very 

much………the services.

* * *

At the Sources of Economic Thought. Three Great Economists

adam smith (1723-1790)

Adam Smith can be considered as the father of economics. His masterpiece, The Wealth of 
Nations, was published in 1776, the year of the Declaration of Independence. Both contain the 
idea of freedom. The Declaration sounded a new call for society dedicated to “Life, Liberty and 
the pursuit of Happiness.” The Wealth of Nations explained how such a society worked.
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According to Smith, the actors in the market are all driven by the desire to make money for 
themselves. The question is obvious: how does a market prevent self-interested, profit-hungry 
individuals from holding up their fellow citizens for ransom? How can a socially workable ar-
rangement arise from such unsocial motivation as self-betterment? The answer introduces us to 
a central mechanism of a market system, the mechanism of competition. Each person out for 
self-betterment is faced with a host of similarly motivated people. Therefore in buying and selling 
each market actor is forced to meet the prices offered by competitors.

In this kind of competition, a manufacturer who tries to charge more than other manufactur-
ers will not find buyers. An employer who tries to pay less than competitors will not be able to 
find workers.

But the market has another important function. According to Smith, the market will arrange 
for the production of goods that society wants, in the quantities society wants. Which means 
demand creates supply.

Because the market is its own regulator, Smith was opposed to government intervention that 
would interfere with the mechanism of competition. Therefore laissez-faire became his philoso-
phy. However, his commitment to the Invisible Hand did not make Smith a conventional con-
servative. He was cautious about government intervention, not totally against it. Moreover his 
book is full of biting remarks about the rapacious ways of the manufacturing class and openly 
sympathetic with the lot of workers. What is conservative about his work is the belief that the 
system of natural liberty founded on economic freedom would ultimately benefit the general 
public.

multiple choice

According to this passage:
The actors on the market are driven by:
a) the desire to make money;
b) the desire to improve society;
c) social motivations.

The market mechanism
a) works in favour of workers;
b) regulates prices;
c) only works in favour of a few sellers.

The theory of laissez-faire is
a) against competition;
b) in favour of economic freedom;
c) a very conservative theory.
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Karl marx (1818-1883)

To many people, the name of Karl Marx conjures up revolutionary images. To a certain extent, 
that is perfectly correct.

However Marx was not only a political activist. He was a penetrative economic thinker, per-
haps the most remarkable analyst of capitalism’s dynamics who ever lived.

Adam Smith was the architect of capitalism’s orderliness and progress; Marx diagnosed its 
disorders. Their visions are rooted in the opposite way that each saw history.

In Smith’s view history was a succession of stages through which mankind passed, climbing 
from the “early and rude” society of hunters and fishermen to the final stage of commercial so-
ciety. Marx saw history as a continuous struggle among social classes, ruling classes contending 
with ruled classes.

Moreover Smith believed that market system would resolve the problem of individual inter-
est bringing about a harmonious society. Marx saw tension and antagonism as the outcome of 
the class struggle and did not think that capitalism would continue for ever. Indeed the class 
struggle, expressed as the contest over wages and profits, would be the main force for changing 
capitalism and finally undoing it.

In conclusion, Smith’s conception of the growth process stressed its self-regulatory nature. 
To Marx growth is a process of pitfalls, a process in which crisis and malfunction lurk at every 
turn.

conclude the following definitions

Marx is described as:
a) A political………………………………………………
b) An economic………………………………………………
c) A remarkable………………………………………………

John maynard Keynes (1883-1946)

Marx was the prophet of capitalism as a self-destructive system; John Maynard Keynes was 
the engineer of capitalism repaired. Today his ideas are not uncontested and some consider 
them as dangerous as Marx’s ideas,—a curious irony,—since Keynes was totally opposed to 
Marxist thought and in favour of improving the capitalist system. Keynes is the father of a 
“mixed economy,” in which the government plays a crucial role. Many economists do not 
agree with John Keynes. Nonetheless he remains one of the great innovators of the economic 
discipline.

The great economists were all products of their times: Smith was the voice of optimistic, nas-
cent capitalism; Marx the spokesman of its bleakest industrial period; Keynes the product of a 
still later time, the Great Depression.
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The Depression hit America like a typhoon. Half the value of all production simply disap-
peared. One quarter of the working force lost its jobs. Over a million urban families found 
their mortgages foreclosed. Nine million savings accounts went down the drain when banks 
closed.

Against this terrible reality, the economic profession, like the business men or the government 
advisers, had nothing to offer.

It was against this setting of dismay that Keynes’s book appeared: The General Theory of 
Employment, Interest and Money. The book never had a central message that was easy to grasp 
like Smith’s. According to Keynes, the overall activity of a capitalist system was determined by 
the willingness of its entrepreneurs to make capital investments. From time to time this willing-
ness was blocked by considerations that made capital accumulation difficult or impossible. All 
the previous economists believed that a failure to accumulate capital would be temporary. For 
Keynes, instead, the diagnosis was more severe. He showed that a market system could reach 
a position of under-employment equilibrium—a kind of steady, stagnant state—, despite the 
presence of unemployed workers and unused industrial equipment. The revolutionary import 
of Keynes’s theory was that there was no self-correcting property in the market system to keep 
capitalism growing.

true-false exercise

a) Marx foresaw the downfall of capitalism.
b) Keynes believed in capitalism.
c) Keynes thought that the government played an important role in the economy of a country.
d) All modern economists agree with Keynes’s theories.

* * *

Economic Systems

Not all economic systems in the world are the same. Many systems are based on private enter-
prise and are essentially capitalistic, while others are centrally planned economies and based on 
the principles of Karl Marx, the 19th century political economist.

Property in many countries can be and is owned by individual citizens and these citizens ex-
ercise considerable economic freedom of choice. They can choose what they want to do and how 
they want to earn their living, but are not of course entirely free to do as they wish. In all com-
munities limits are imposed upon personal freedom, limits which are sometimes very complex.

Complete economic freedom of action can create great difficulties, because the freedoms ex-
ercised by various individuals inevitably conflict. If citizens were completely free, some land-
owners might build factories in unsuitable places, while some factory owners might make their 
employees work too long each day.If they were completely free, workers might stop working 
when they got their first pay, and come back only when they needed more money. Such economic 
anarchy could create instability in the entire economy of a country.
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Laws which relate to economic conditions are sometimes concerned with contracts between 
employers and employees. Sometimes they are concerned with workers’ health, wages and pen-
sions, and sometimes with the location of places of work. Sometimes they protect the interests 
principally of the workers, while at others they may be beneficial to employers. The government 
policy towards both employees and employers will depend mainly upon the political and eco-
nomic ideology which the government adopts, and may be biased towards employers and the 
capital on the one hand, or workers and the problems of labour on the other.

In states which have an authoritarian socialism and an extreme form of central planning, pri-
vate property and private enterprise are reduced to a minimum. They exist but are limited to a 
small area of the economy. The important thing about this kind of system is central planning. The 
State organizes the whole economic effort of the nation and a central authority with complete 
power decides what quantities of goods will be produced, controls their quality, and decides 
where they will go and what prices will be charged for them.

Additionally, the State provides all (or most of) the services which the citizens require. The 
national economy must be planned ahead over a number of years.

The central authority in these countries performs the functions of the price system in capital-
istic economies.

No state today is completely capitalistic or has extreme forms of centrally planned economy. 
The various national economic systems tend towards one type or the other, but many are difficult 
to classify. A country where the economic activity is a mixture of capitalist and socialist organiza-
tion, with the use of both the price mechanism and planning for allocating resources and a mix-
ture of private and public ownership and enterprise, has a system called mixed economy.

A country where the economic activity is a mixture of the traditional and the modern, the 
old and the new, traditional agriculture and highly developed I.T., has a system called “dual 
economy.”

It is however a very difficult matter to plan ahead both in a mixed economy and in a rigidly 
controlled economy, because natural disasters, political changes and other factors can affect the 
general plan in unexpected ways.

ExErCisE 3.

Match up the following expressions and definitions

1. free/private enterprise
2. enterprise culture
3. enterprise zone
4. enterprise economy.

a) an atmosphere which encourages people to make money through their own activities and not 
rely on the government;

b) an economy where there is an enterprise culture;
c) business activity owned by individuals rather than the state;
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d) part of a country where business is encouraged because there are fewer laws, lower taxes, 
etc.

* * *

The Three Sectors of Economy

We generally describe an economy as consisting of three sectors:
 –  the primary sector: agriculture, and the extraction of raw materials from the earth;
 –  the secondary sector: manufacturing industry, in which raw materials are turned into fin-

ished products (although, of course, many of the people working for manufacturing com-
panies do not actually make anything, but provide a service: administration, law, finance, 
marketing, selling, computing, personnel, and so on);

 –  the tertiary sector: the commercial services that help industry produce and distribute goods 
to the final consumers, as well as activities such as education, health care, leisure, tourism 
and so on.

Two hundred years ago, the vast majority of the population of virtually every country lived 
in the countryside and worked in agriculture. Today, in what many people call “the advanced 
industrialized countries,” only 2-3% of the population earn their living from agriculture. But 
some people already talk about the “post-industrial countries,” because of the growth of service 
industries, and the decline of manufacturing, which is moving to “the developing countries.”

But is the decline of manufacturing industry in “advanced” countries really inevitable?
Will services adequately replace it?
The following is the opinion of a famous Canadian economist, John Kenneth Galbraith.
“We worry about unemployment and the loss of manufacturing industry in the advanced 

industrial countries only because we don’t look at the larger social developments. The US, for 
example, no longer depends on heavy industry for employment to the extent that it once did.

This is related to a larger fact that has attracted very little discussion. After a country’s people 
are supplied with the physical objects of consumption, they go on to concern about their design. 
They go on to an enormous industry persuading people that they should buy these goods; they 
go on to the arts, entertainment, music, amusement—these become the further, later stages of 
employment. And these are things that are extremely important.

Paris, London, New York and so on do not live on manufacturing; they live on design and en-
tertainment. We do not want to consider that this is the solid substance of economics, but it is.

I don’t think it is possible to stop this progressive change in the patterns of human consump-
tion. It is inevitable.

(J.K. Galbraith in conversation with Steve Platt, New Statesman and Society)
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ExErCisE 4.

Match up the following expressions with the most suitable definitions

1. to convert itself a) manual work
2. to serve needs b) to change from one thing to another
3. labour input c) to be uncertain, disbelieving
4. to stumble on d) to satisfy people’s desires or requirements
5. to be dubious e) to discover something by accident

* * *

Words of Warning. The Financial Crisis Has Revived Interest in the Writing of J.K. Galbraith

He believed that companies use advertising to induce consumers to want things they never 
dreamed they needed, that easy credit leads to financial catastrophe and that the best way to 
reinvigorate the economy was by making large investments in infrastructure. Not president-elect 
Barack Obama, but J.K. Galbraith, the tall, iconoclastic economist, diplomat and adviser to Dem-
ocrat leaders from J.F. Kennedy on. For years Galbraith’s most famous book was The Affluent So-
ciety, which came out in 1958. But the financial crisis has revived interest in an earlier work,The 
Great Crash, 1929, in which Galbraith showed just how markets become decoupled from reality 
in a speculative boom.

(From The Economist)

glossary

Warning = alarm, something that makes you aware of a possible danger or problem.
Iconoclastic = strongly opposing generally accepted beliefs and traditions.
Decoupled = separated, divided.

answer the following questions:

1. Who was J.K.Galbraith?
2. What is his most famous work?
3. What was his recipe to give new strength to weakened economies?

* * *
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Definitions and Examples

To give a definition we can say:
1. Economics is……………………
2. By economics we mean……………………
3. Economics can be regarded as……………………

ExErCisE 5.

Use the expressions above to give the following definitions:

1. dual economy
2. mixed economy
3. economist
4. low-tech product
5. tertiary sector
6. macroeconomics
7. microeconomics
8. inflation
9. employment.

ExErCisE 6.

Give the following definitions:

1. production (the process of making goods);
2. demand (the consumers’ desire for particular goods or services);
3. commerce (all the activities connected with the buying and selling of goods and services);
4. supply (the amount of goods and services on the market);
5. market (the place where goods and services are bought and sold).

To give an example we can say:
For example……………………
For instance……………………
e.g. (an expression of Latin origin: exempli gratia)

“come per esempio” is:
like……………………
such as……………………
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The following expressions will be useful if you want to make an example:
an example of this is……………………
……………………is an example of……………………

ExErCisE 7.

Use the expressions above to give examples

1. I am thinking of some very fast developing countries (China, India).
2. There are some very fast developing economies (China).
3. Basic human needs are very simple, but every individual has additional personal wants which 

may be very complex (fast cars, expensive clothes, antique furniture).
4. In this scale of preferences essential commodities (food, clothing, shelter, medical expenses) 

come first, then the kind of luxuries which help us to be comfortable (telephone, insurance, 
special furniture, etc), and finally those non-essentials which give us personal pleasures (holi-
days, parties, visits to theatres or concerts, chocolates, etc).

* * *

Economic Indicators

Economic indicators are figures showing how well a country’s economy, that is a country’s 
economic system, is working.

The main economic indicators are: inflation, unemployment, trade, growth and GDP.
1. Inflation is a general rise in the prices of goods and services, and the rate at which they are 

rising is the inflation rate.
2. The level of unemployment is the number of people without a job.
3. Trade:
 a) The trade balance or balance of trade of a country is the difference between the value of its 

imports and exports during a stated period of time, usually a year. When a country exports 
more than it imports, it has a favourable balance of trade. When it imports more than it 
exports, it is said to have an unfavourable balance of trade. The balance of trade only refers 
to the visible trade, that is trade concerning actual goods.

 b) The balance of payments of a country is a record of all the transactions (imports and ex-
ports) that make up both its visible and invisible trade. Invisible trade is trade concerning 
services such as transport services, insurance services, tourism, immigrants’ remittances, 
investments abroad.

 4. G.D.P. (Gross Domestic Product) is the value of all the goods and services produced in a 
particular country during a stated period of time, usually a year. The size of an economy is 
also sometimes measured in terms of G.N.P. (Gross National Product). This is GDP plus net 
income from abroad, for example from investments.
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The Business Cycle

The business cycle or trade cycle is a permanent feature of market economies: gross domes-
tic product (GDP) fluctuates as booms and recessions succeed each other. During a boom, an 
economy (or at least parts of it) expands to the point where it is working at full capacity, so that 
production, employment, prices, profits, investment and interest rates, all tend to rise. During a 
recession, the demand for goods and services declines and the economy begins to work at below 
its potential. Investment, output, employment, profits, commodity and share prices, and interest 
rates generally fall. A serious, long lasting recession is called a depression or a slump.

The highest point on the business cycle is called a peak, which is followed by a downturn or 
downswing or a period of contraction. The lowest point on the business cycle is called a trough, 
which is followed by a recovery or an upturn or upswing or a period of expansion. Economists 
sometimes describe contraction as “negative growth.”

ExErCisE 8.

Insert the following words to complete the sentences: inflation, slowly, strong, less, bad, reces-
sion.

1. A boom is when there is rising demand and other indicators are……………
2. Stagnation is when the economy is growing……………, or not at all.
3. Stagflation is when slow growth is combined with prices that are increasing fast. The term 

indicates: stagnation plus……………
4. Recession is a period when there is negative growth, a period when the economy is produc-

ing……………
5. A depression is a long lasting……………
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