Partha Dasgupta

ECONOMICS




Economics: A Very Short Introduction



conceptual art and cosmology.

VERY SHORT INTRODUCTIONS are for anyone wanting a stimulating
and accessible way in to a new subject. They are written by experts, and have
been published in more than 25 languages worldwide.

The series began in 1995, and now represents a wide variety of topics
in history, philosophy, religion, science, and the humanities. Over the next
few years it will grow to a library of around 200 volumes - a Very Short
Introduction to everything from ancient Egypt and Indian philosophy to

Very Short Introductions available now:

ANARCHISM  Colin Ward
ANCIENT EGYPT  lan Shaw
ANCIENT PHILOSOPHY

Julia Annas
ANCIENT WARFARE

Harry Sidebottom
ANGLICANISM  Mark Chapman
THE ANGLO-SAXON AGE

John Blair
ANIMAL RIGHTS David DeGrazia
ARCHAEOLOGY  Paul Bahn
ARCHITECTURE

Andrew Ballantyne
ARISTOTLE Jonathan Barnes
ART HISTORY  Dana Arnold
ART THEORY  Cynthia Freeland
THE HISTORY OF

ASTRONOMY  Michael Hoskin
ATHEISM  Julian Baggini
AUGUSTINE  Henry Chadwick
BARTHES Jonathan Culler
THE BIBLE John Riches
THE BRAIN  Michael O’Shea
BRITISH POLITICS

Anthony Wright
BUDDHA Michael Carrithers
BUDDHISM  Damien Keown
BUDDHIST ETHICS

Damien Keown
CAPITALISM  James Fulcher
THE CELTS Barry Cunliffe

CHOICE THEORY

Michael Allingham
CHRISTIAN ART  Beth Williamson
CHRISTIANITY  Linda Woodhead
CLASSICS  Mary Beard and

John Henderson
CLAUSEWITZ Michael Howard
THE COLD WAR  Robert McMahon
CONSCIOUSNESS  Susan Blackmore
CONTEMPORARY ART

Julian Stallabrass
CONTINENTAL PHILOSOPHY

Simon Critchley
COSMOLOGY  Peter Coles
THE CRUSADES

Christopher Tyerman
CRYPTOGRAPHY

Fred Piper and Sean Murphy
DADA AND SURREALISM

David Hopkins
DARWIN  Jonathan Howard
THE DEAD SEA SCROLLS

Timothy Lim
DEMOCRACY  Bernard Crick
DESCARTES  Tom Sorell
DESIGN  John Heskett
DINOSAURS David Norman
DREAMING . Allan Hobson
DRUGS  Leslie Iversen
THE EARTH Martin Redfern
ECONOMICS  Partha Dasgupta




EGYPTIANMYTH  Geraldine Pinch
EIGHTEENTH-CENTURY

BRITAIN  Paul Langford
THE ELEMENTS  Philip Ball
EMOTION Dylan Evans
EMPIRE Stephen Howe
ENGELS Terrell Carver
ETHICS Simon Blackburn
THE EUROPEAN UNION

John Pinder
EVOLUTION

Brian and Deborah Charlesworth
EXISTENTIALISM  Thomas Flynn
FASCISM  Kevin Passmore
FEMINISM  Margaret Walters
THE FIRST WORLD WAR

Michael Howard
FOSSILS  Keith Thomson
FOUCAULT Gary Gutting
THE FRENCH REVOLUTION

William Doyle
FREE WILL Thomas Pink
FREUD  Anthony Storr
FUNDAMENTALISM

Malise Ruthven
GALILEO  Stillman Drake
GANDHI  Bhikhu Parekh
GLOBAL CATASTROPHES

Bill McGuire
GLOBALIZATION

Manfred Steger
GLOBAL WARMING

Mark Maslin
HABERMAS

James Gordon Finlayson
HEGEL Peter Singer
HEIDEGGER  Michael Inwood
HIEROGLYPHS Penelope Wilson
HINDUISM  Kim Knott
HISTORY  John H. Arnold
HOBBES Richard Tuck
HUMAN EVOLUTION

Bernard Wood
HUME  A.]. Ayer
IDEOLOGY Michael Freeden

INDIAN PHILOSOPHY
Sue Hamilton
INTELLIGENCE lan . Deary
ISLAM  Malise Ruthven
JOURNALISM  lan Hargreaves
JUDAISM  Norman Solomon
JUNG  Anthony Stevens
KAFKA Ritchie Robertson
KANT Roger Scruton
KIERKEGAARD  Patrick Gardiner
THE KORAN Michael Cook
LINGUISTICS  Peter Matthews
LITERARY THEORY
Jonathan Culler
LOCKE John Dunn
LOGIC Graham Priest
MACHIAVELLI  Quentin Skinner
THE MARQUIS DE SADE
John Phillips
MARX  Peter Singer
MATHEMATICS  Timothy Gowers
MEDICAL ETHICS  Tony Hope
MEDIEVAL BRITAIN
John Gillingham and
Ralph A. Griffiths
MODERN ART  David Cottington
MODERN IRELAND  Senia Paseta
MOLECULES  Philip Ball
MUSIC Nicholas Cook
MYTH Robert A. Segal
NATIONALISM  Steven Grosby
NEWTON Robert lliffe
NIETZSCHE Michael Tanner
NINETEENTH-CENTURY
BRITAIN  Christopher Harvie and
H. C. G. Matthew
NORTHERN IRELAND
Marc Mulholland
PARTICLE PHYSICS  Frank Close
PAUL E.P.Sanders
PHILOSOPHY Edward Craig
PHILOSOPHY OF LAW
Raymond Wacks
PHILOSOPHY OF SCIENCE
Samir Okasha



PHOTOGRAPHY  Steve Edwards
PLATO |Julia Annas
POLITICS Kenneth Minogue
POLITICAL PHILOSOPHY
David Miller
POSTCOLONIALISM
Robert Young
POSTMODERNISM
Christopher Butler
POSTSTRUCTURALISM
Catherine Belsey
PREHISTORY  Chris Gosden
PRESOCRATIC PHILOSOPHY
Catherine Osborne
PSYCHOLOGY  Gillian Butler and
Freda McManus
PSYCHIATRY  Tom Burns
QUANTUM THEORY
John Polkinghorne
THE RENAISSANCE  Jerry Brotton
RENAISSANCE ART
Geraldine A. Johnson
ROMAN BRITAIN  Peter Salway
THE ROMAN EMPIRE
Christopher Kelly
ROUSSEAU  Robert Wokler
RUSSELL A. C. Grayling
RUSSIAN LITERATURE
Catriona Kelly
THE RUSSIAN REVOLUTION
S. A. Smith
SCHIZOPHRENIA
Chris Frith and Eve Johnstone

Available soon:

AFRICAN HISTORY

John Parker and Richard Rathbone
CHAQOS  Leonard Smith
HIV/AIDS  Alan Whiteside

SCHOPENHAUER
Christopher Janaway
SHAKESPEARE  Germaine Greer
SIKHISM  Eleanor Nesbitt
SOCIALAND CULTURAL
ANTHROPOLOGY
John Monaghan and Peter Just
SOCIALISM  Michael Newman
SOCIOLOQY  Steve Bruce
SOCRATES C.C.W. Taylor
THE SPANISH CIVIL WAR
Helen Graham
SPINOZA Roger Scruton
STUART BRITAIN
John Morrill
TERRORISM
Charles Townshend
THEOLOGY David F. Ford
THE HISTORY OF TIME
Leofranc Holford-Strevens
TRAGEDY  Adrian Poole
THE TUDORS  John Guy
TWENTIETH-CENTURY
BRITAIN Kenneth O. Morgan
THE VIKINGS Julian D. Richards
WITTGENSTEIN A. C. Grayling
WORLD MUSIC
Philip Bohlman
THE WORLD TRADE
ORGANIZATION
Amrita Narlikar

INTERNATIONAL
MIGRATION  Khalid Koser
INTERNATIONAL RELATIONS

Paul Wilkinson
RACISM  Ali Rattansi

For more information visit our web site

www.oup.co.uk/general/vsi/


www.oup.co.uk/general/vsi/

Partha Dasgupta

ECONOMICS

A Very Short Introduction



OXFORD

UNIVERSITY PRESS
Great Clarendon Street, Oxford 0x2 6D P
Oxford University Press is a department of the University of Oxford.
It furthers the University’s objective of excellence in research, scholarship,
and education by publishing worldwide in
Oxford New York
Auckland Cape Town Dar es Salaam Hong Kong Karachi
Kuala Lumpur Madrid Melbourne Mexico City Nairobi
New Delhi Shanghai Taipei Toronto
With offices in

Argentina Austria Brazil Chile Czech Republic France Greece
Guatemala Hungary Italy Japan Poland Portugal Singapore
South Korea Switzerland Thailand Turkey Ukraine Vietnam

Oxford is a registered trade mark of Oxford University Press
in the UK and in certain other countries

Published in the United States
by Oxford University Press Inc., New York

(© Partha Dasgupta 2007

The moral rights of the author have been asserted
Database right Oxford University Press (maker)

First published as a Very Short Introduction 2007

All rights reserved. No part of this publication may be reproduced,
stored in a retrieval system, or transmitted, in any form or by any means,
without the prior permission in writing of Oxford University Press,
or as expressly permitted by law, or under terms agreed with the appropriate
reprographics rights organizations. Enquiries concerning reproduction
outside the scope of the above should be sent to the Rights Department,
Oxford University Press, at the address above

You must not circulate this book in any other binding or cover
and you must impose this same condition on any acquirer

British Library Cataloguing in Publication Data
Data available

Library of Congress Cataloging in Publication Data
Data available

Typeset by RefineCatch Ltd, Bungay, Suffolk
Printed in Great Britain by
Ashford Colour Press Ltd., Gosport, Hampshire
ISBN 978-0-19-285345-5

135791086 42



To Aisha, Shamik, and Zubeida

with their Baba's love



This page intentionally left blank



Contents

coNdNOUT A WN =

Preface x

List of illustrations  xiii

List of tables xiv

Prologue 1

Macroeconomic history 14

Trust 30

Communities 64

Markets 72

Science and Technology as institutions 90
Households and firms 100

Sustainable economic development 117
Social well-being and democratic government 139
Epilogue 158

Further reading 161

Index 163



Preface

Writing an introduction to economics is both easy and hard. It’s
easy because in one way or another we are all economists. No one,
for example, has to explain to us what prices are — we face them
every day. Experts may have to explain why banks offer interest on
saving deposits or why risk aversion is a tricky concept or why the
way we measure wealth misses much of the point of measuring it,
but none of these is an alien idea. As economics matters to us, we
also have views on what should be done to put things right when we
feel they are wrong. And we hold our views strongly because our
ethics drive our politics and our politics inform our economics.
When thinking economics we don’t entertain doubts. So, the very
reasons we want to study economics act as stumbling blocks even as
we try to uncover the pathways by which the economic world gets
shaped. But as economics is in large measure about those pathways
- it’s as evidence-based a social science as is possible - it shouldn’t
be surprising that most often disagreements people have over
economic issues are, ultimately, about their reading of ‘facts’, not
about the ‘values’ they hold. Which is why writing an introduction
to economics is hard.

When I first drew up plans to write this book, I had it in mind to
offer readers an overview of economics as it appears in leading
economics journals and textbooks. But even though the analytical
and empirical core of economics has grown from strength to



strength over the decades, I haven’t been at ease with the selection
of topics that textbooks offer for discussion (rural life in poor
regions - that is, the economic life of some 2.5 billion people -
doesn’t get mentioned at all), nor with the subjects that are
emphasized in leading economics journals (Nature rarely appears
there as an active player). It also came home to me that Oxford
University Press had asked me to write a very short introduction to
economics and there are economics textbooks that are over 1,000
pages long! So it struck me that I should abandon my original plan
and offer an account of the reasoning we economists apply in order
to understand the social world around us and then deploy that
reasoning to some of the most urgent problems Humanity faces
today. It’s only recently that I realized that I would be able to do that
only if I shaped the discourse round the lives of my two literary
grandchildren - Becky and Desta. Becky’s and Desta’s lives are as
different as they can be, but as they are both my grandchildren, I
believe I understand them. More importantly, economics has
helped me to understand them.

The ideas developed here were framed and explored in my book, An
Inquiry into Well-Being and Destitution (Oxford: Clarendon Press,
1993). While writing that book I realized that economics had
increasingly driven my ethics and that my ethics in turn had
informed my politics. As that is an unusual causal chain, the earlier
book was more technical and a lot ‘heavier’. Theoretical and
empirical advances since it was published have led me to hold the
viewpoint I advanced there even more strongly now. I understand
things much better than I did then - including why I don’t
understand many things. The present work is a natural extension of
my earlier book.

While preparing this monograph I have benefited greatly from
correspondence and discussions with Kenneth Arrow, Gretchen
Daily, Carol Dasgupta, Paul Ehrlich, Petra Geraats, Lawrence
Goulder, Timothy Gowers, Rashid Hassan, Sriya Iyer, Pramila
Krishnan, Simon Levin, Karl-Goran Mailer, Eric Maskin, Pranab



Mukhopadhay, Kevin Mumford, Richard Nolan, Sheilagh Ogilvie,
Kirsten Oleson, Alaknanda Patel, Subhrendu Pattanaik, William
Peterson, Hamid Sabourian, Dan Schrag, Priya Shyamsundar, Jeff
Vincent, Martin Weale, and Gavin Wright. The present version
reflects the impact of the comments I received on an earlier draft
from Kenneth Arrow, Carol Dasgupta, Geoffrey Harcourt, Mike
Shaw, Robert Solow, and Sylvana Tomaselli. Sue Pilkington has
helped me in innumerable ways to prepare the book for publication.
I am grateful to them all.

St John’s College
Cambridge
August 2006
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Prologue

Becky’s world

Becky, who is 10 years old, lives with her parents and an older
brother Sam in a suburban town in America’s Midwest. Becky’s
father works in a firm specializing in property law. Depending on
the firm’s profits, his annual income varies somewhat, but is rarely
below 145,000 US dollars ($145,000). Becky’s parents met at
college. For a few years her mother worked in publishing, but when
Sam was born she decided to concentrate on raising a family. Now
that both Becky and Sam attend school, she does voluntary work in
local education. The family live in a two-storey house. It has four
bedrooms, two bathrooms upstairs and a toilet downstairs, a large
drawing-cum-dining room, a modern kitchen, and a family room in
the basement. There is a plot of land at the rear - the backyard -
which the family use for leisure activities.

Although their property is partially mortgaged, Becky’s parents own
stocks and bonds and have a saving account in the local branch of a
national bank. Becky’s father and his firm jointly contribute to his
retirement pension. He also makes monthly payments into a
scheme with the bank that will cover college education for Becky
and Sam. The family’s assets and their lives are insured. Becky’s
parents often remark that, because federal taxes are high, they have
to be careful with money; and they are. Nevertheless, they own two
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1. Becky’s home

cars; the children attend camp each summer; and the family take
a vacation together once camp is over. Becky’s parents also remark
that her generation will be much more prosperous than theirs.
Becky wants to save the environment and insists on biking to
school. Her ambition is to become a doctor.

Desta’s world

Desta, who is about 10 years old, lives with her parents and five
siblings in a village in subtropical, southwest Ethiopia. The family
live in a two-room, grass-roofed mud hut. Desta’s father grows
maize and teff (a staple cereal unique to Ethiopia) on half a hectare
of land that the government has awarded him. Desta’s older brother
helps him to farm the land and care for the household’s livestock,
which consist of a cow, a goat, and a few chickens. The small
quantity of teff produced is sold so as to raise cash income, but the
maize is in large measure consumed by the household as a staple.
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2. Becky riding to school

Desta’s mother works a small plot next to their cottage, growing
cabbage, onions, and enset (a year-round root crop that also serves
as a staple). In order to supplement their household income, she
brews a local drink made from maize. As she is also responsible for
cooking, cleaning, and minding the infants, her work day usually
lasts 14 hours. Despite the long hours, it wouldn’t be possible for her
to complete the tasks on her own. (As the ingredients are all raw,
cooking alone takes 5 hours or more.) So Desta and her older sister
help their mother with household chores and mind their younger
siblings. Although a younger brother attends the local school,
neither Desta nor her older sister has ever been enrolled there. Her
parents can neither read nor write, but they are numerate.

Desta’s home has no electricity or running water. Around where
they live, sources of water, land for grazing cattle, and the
woodlands are communal property. They are shared by people in

3
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3. Desta’s home

Desta’s village; but the villagers don’t allow outsiders to make use
of them. Each day Desta’s mother and the girls fetch water,
collect fuelwood, and pick berries and herbs from the local
commons. Desta’s mother frequently complains that the time and
effort needed to collect their daily needs has increased over the
years.

There is no financial institution nearby to offer either credit or
insurance. As funerals are expensive occasions, Desta’s father long
ago joined a community insurance scheme (iddir) to which he
contributes monthly. When Desta’s father purchased the cow they
now own, he used the entire cash he had accumulated and stored at
home, but had to supplement that with funds borrowed from
kinfolk, with a promise to repay the debt when he had the ability to
do so. In turn, when they are in need, his kinfolk come to him for a
loan, which he supplies if he is able to. Desta’s father says that such
patterns of reciprocity he and those close to him practise are part of
their culture. He says also that his sons are his main assets, as they
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4. Desta at work

are the ones who will look after him and Desta’s mother in their old
age.

Economic statisticians estimate that, adjusting for differences in the
cost of living between Ethiopia and the United States (US), Desta’s
family income is about $5,500 per year, of which $1,100 are
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