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Most people think economics is about money.
            
It isn't.

Economics begins with something much more fundamental: resources. Every society
has limited resources and must decide how best to use them. Those decisions shape
our lives, our prosperity and our future.

In this episode of Understanding Economics, I explain what economists should really
mean when they talk about resources. Human labour, knowledge, wisdom, natural
resources, energy, capital, education and institutions all make up the wealth on which
every economy depends.

Money, by contrast, is not itself a resource. It is simply a claim on resources.
Understanding that distinction changes the way we think about economic policy,
government, markets and inequality.

I also explain why capital maintenance matters. If we consume resources without
replacing or renewing them, future generations become poorer than we are. Economics
should therefore be about stewardship as much as production, ensuring that we
preserve, develop and improve the resources we inherit.

This video is part of my ongoing Understanding Economics series, which starts with first
principles and builds towards explaining how modern economies really work.

If you'd like a clearer understanding of economics without unnecessary jargon, this
series is designed for you.

https://www.youtube.com/watch?v=8h8kLRtN13w?si=OVjcpgFtftJjoGOE
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This infographic supports this video:
                        

             
This is the audio version:

https://www.podbean.com/player-v2/?i=fupgv-1b3eda3-pb&amp;from=pb6admin&amp;
share=1&amp;download=1&amp;rtl=0&amp;fonts=Arial&amp;skin=f6f6f6&amp;font-c
olor=auto&amp;logo_link=episode_page&amp;btn-skin=c73a3a

The Debate Ammunition for this video is available here.

This is the transcript:

Hello, I'm Richard Murphy, and this is Understanding Economics, my series that is
designed to help you understand this complex subject, which does, however, touch
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every aspect of our lives.

In previous videos in this series, I have talked about what the economy is and that we
need to make economic decisions, but why is that? It is because every economy
throughout history, and now, has finite resources available to it. That is why we must
make choices.

Those choices should reflect what the economy is trying to achieve, but all of
economics begins with scarcity as a result, and not with money. The question is: what
are those resources about which we have to make decisions? That is the subject of this
video.

And the first of those resources is the greatest of all. It's us. It's human labour. It's you,
and it's me, and it's everybody else on this planet. The economy exists to meet our
needs. That is something we should never forget, and it can only do that because our
work creates value. We are the greatest creators of all. And some work is paid, and
some is not, and that matters. Care and voluntary activity are real economic activities,
and we should take note that they exist. The point about work is that we do it for each
other, and whether we're paid or not does not matter. We create value as a result, and
it would be a very small economy if we did not.

And saying all that, I must mention that our work is informed by something else, which
is our intelligence, and that provides us with two essential capabilities. Knowledge lets
us know how to do things. Wisdom helps us to decide whether we should do them.
Economics needs both these qualities, but too often it only values knowledge. We
should never forget wisdom because how we make decisions is as important as what
we do once we've made the decision, and both are wrapped up inside our intelligence.

And what do we do with our intelligence? Well, we use the Earth's resources. That's
what we always do. Everything we use begins in nature. Minerals, metals, timber and
fuels all come from our planet. So do food, clean water and clean air, and we cannot do
without them. We depend entirely upon natural systems. Without them, we would
simply not be here. But we need to remember that some natural resources can be
renewed by nature itself. They are by their very nature renewable. And so long as we
steward them well, they will replenish themselves, and that means that we get the
chance to use them again.

But that is not true of everything that we use. Some resources that we use can be used
once, and then they're gone forever. The transformation is final. That is why we must
look after our resources and steward them for future generations.

This stewardship is vital. It is what creates the shared inheritance that we received and
that which we will pass on. And this is something that is called capital maintenance.
And we should remember that when we're talking about the management of our
resources. Capital maintenance is what guarantees that we leave the world in as good a
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place when we depart it as we inherited when we arrived.

And looking at all of this, there is one other essential ingredient, and that is energy.
Ultimately, all our energy comes from the sun. But, and this point is absolutely vital: we
know from physics that energy cannot be destroyed, but every use of it makes it less
useful to us by increasing what is called entropy, which is the state of chaos within our
planet. Essentially, once we use energy, we release heat, and as our planet heats, it
becomes more unbearable to live upon. And so we have to use energy efficiently and
keep the entropy we create as low as possible. That is essential if our planet is to
sustain future generations, and we have a duty to them to make sure that it can.

In the shorter term, we put together a lot of these resources into something that we call
capital. Now, capital exists at a point of time. It is a human construct, but it is one of the
resources that we manage nonetheless. Capital is the benefit of past work saved for
future use. That is the simplest definition that I can find or create, because I think I
made that one up.

It includes machines, buildings, infrastructure, and stored goods. Every form of capital,
however, eventually wears out. It is our job to maintain, renew, and develop it. Capital
maintenance is then an essential feature here as well if future generations are to
benefit from what we create.

We have a duty to pass on as much capital to the people who come after us as we
inherited from the people who came before us. In fact, if they are to live better, and
that is very often our aspiration, we should pass on more rather than less capital, and
that means that we should be measuring the capital that we have.

And let's not forget that capital involves more than mere physical products like
computers, cameras, microphones, and other such things. Capital involves education as
well. Knowledge does not appear by accident. Education turns one generation's
discoveries into the next one's starting point. It does therefore become capital in its
own right. But learning never stops and helps us use every other resource better. So
investing in education creates a form of capital in itself: human capital. Education
maintains, renews and develops that human capital for the benefit of generations to
come. Capital maintenance appears here as well, then.

And institutions are part of capital too. Governments, communities and families sustain
our society. Markets exist because institutions are created that provide the rules of
their operation. Public services are part of institutional capital. Democracy lets us
decide how these shared assets should serve us. If we are to live together, we need to
maintain this form of capital as well. We must maintain it. We must renew it, and we
must develop it. We cannot take it for granted. Government and all the institutions of
our society matter. We must care for them.

And where does money come into all of this? Well, money is not in itself a resource. It's

Page 4/6



incredibly important to point that out. All the things I've talked about so far are
resources; money is not. Money represents a claim on those resources. The ownership
of money changes who has the power to make decisions as a result. If you can claim
more resources as being under your control, you have more power to decide.
Economics must therefore ask the question: who does control resources, and not just
who owns money, because the two are intimately related, but it is the control aspect
that is the more important one that we should be considering.

And we must also ask the question: how can we give a voice to everyone so that
everyone has a chance to participate in this control over the decisions that manage the
resources available to us in this world? It is resources, and not money, that matter most
in our world, and that is why we must consider how the decision-making processes
around both are managed within our economy.

So, resources matter. Our responsibility is to preserve, renew, and develop every one of
the resources we inherit, and to improve them for generations to come. That is what
capital maintenance involves. We cannot have an income until we have ensured that
we have preserved what we have for the benefit of those to come in the future,
ourselves included, of course. If we fail to do that, future generations cannot become
better off than we are. We cannot be sure we'll survive the next year.

And so these ideas about resources are in themselves constrained, and we come back
to that point. We have to make decisions because we cannot do everything. Resources
are finite. This planet is finite. We are finite, and therefore we must make decisions.
Economics is about how we make better decisions, but we have to establish the
framework within which we do that. That is why considering the management of
resources is so important in any economics that is really about human well-being and
how we thrive.

Down below, you will find a list of the other videos in this series. Please take a look.
They all hang together. They come out in order. If you haven't seen any earlier ones,
have a look, because they will help you understand the way in which this series is
progressing, and it's going to be long. There could be 50 or more videos in this series
eventually. So take a look now and prepare yourself for what's to come. We are on a
journey which we'll take together, and this could become something really important as
a resource so that you can better understand the world that we live in and how we can
all contribute to it, manage it, and survive it.

Poll

[poll id="499"]
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