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PART ONE

The Basic Concepts
of Economics






Lesson One

Subject Matter and Method of
Political Economy™

Political economy,in the widest sense,is the science of the
laws governing the production and exchange of the material
means of subsistence™® in human society. Production and ex-
change are two different functions. Production may occur without
exchange ,but exchange — by the very fact that it is only an ex-
change of products — cannot occur without production. Each of
these two social functions is subject to the influence of what are
for a large part special external factors,and consequently each
has what are also for a large part its own special laws. But on the
other hand,they constantly determine and influence each other to
such an extent that they might be termed the abscissa and the or-
dinate of the economic curve.

The conditions under which men produce and exchange vary
from country to country, and within each country again from
generation to generation. Political economy, therefore, cannot be
the same for all countries and for all historical epochs. A tremen-

dous distance separates the bow and arrow, the stone knife and
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the exceptional occurrence of exchange transactions among sav-
ages from the steam-engine of a thousand horse power,the me-
chanical loom, the railways and the Bank of England. The inhab-
itants of Tierra del Fuego have not attained mass production and
world trade, any more than they have bill-jobbing or a Stock Ex-
change crash. Anyone who attempted to bring the political econo-
my of Tierra del Fuego under the same laws as are operative in
present day England would obviously produce nothing but the
most banal commonplaces. Political economy is therefore essen-
tially a historical science. It deals with material which is histori-
cal,that is,constantly changing; it first investigates the special
laws of each individual stage in the development of production
and exchange,and only when it has completed this investigation
will it be able to establish the few quite general laws which hold
good for production and exchange in all cases. At the same time it
goes without saying that the laws which are valid for definite
modes of production and forms of exchange also hold good for all
historical periods to which these modes of production and forms
of exchange are common. Thus, for example, the introduction of
metallic money brought into operation a series of laws which re-
main valid for all countries and historical epochs in which metal-

lic money is a medium of exchange.
Phrases and Expressions

in all senses MAFfIIE X Eilk

in the widest sense MHJHE X Fik

be subject to B, 5 HE -

not...any more than... [« —BREHB) -
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it goes without saying AR, A5 TH%
nothing but  H Ryt

hold good (for) <{(%t-)sEMH
(bring)into operation {FSCHE, {4 R

'Notes

(13 A 3093 B BAS YR A AR ) (ANTI-DURING ) 3 SCRR
RET¥R. BREEXRXEFERRY T LBHELHF
FHBS BE T SR8 E XBUAR T #1 &M 5E X BT Xt
R . ,

(2] the material means of subsistance ¥4 & % $t. X B means
BRBFE-BHNTFER.FE”. BRERXLREX . BHEE

B¥A.
Exercises

I. Topics for discussion ;
1. Definition of Economics
2. Definition of Managerial Economics
IL. Put the following into English:
LBREH¥ 2. RIELR 3. BRE 4 IEFRXEH
5. RIEBHEM 6. £ HR 7. EFREFHREIR
8. RAL#RIE 9. LFrMIR 10.X#|HR 1. YHEEFEEH
12. 7888 13. S ER 14. BHHERR 15 BF4EH
IIL. Translate the following into Chinese.
1. the abscissa and the ordinate of the economic curve
. 2. business administration decision
3. China pursues the policy of centralized control and unified

management of foreign exchange by the state.,



4. meaningful normative rules

5. the queen of the social sciences

6. Political Economy is the oldest of the arts,the newest of ‘
the sciences,

7. to compress into a few lines and exact description of a sub-
ject

8. a set of tools of analysis applicable to each other area

IV. Translate the following into Chinese

Here are a few definitions of economics:

1. Economics, or political economy,is the study of those ac-
tivities which, with or without money, involve exchange
transactions among people.

2. Economics is the study of how people choose to use scarce
or limited productive resources (land,labor,capital goods, |
such as machinery technical knowledge) to produce various
commodities (such as wheet, beef, overcoats, yachts, con-
certs,roads ,bombers) and distribute them to various mem-
bers of society for their consumption. ,

3. Economics is the study of people in their ordinary business ‘
of life earning and enjoying a living. |

4, Economics is the study of how human beings go about the
business of organizing its consumption and production ac-
tivities.

5. Economics is the study of wealth.

6. Economics is the study of how to improve society. |

7. Economics is the study of how people and society end up
choosing , with or without the use of money, to employ

scarce productive resources that could have alternative us-



es,to produce various commodities and distribute them for
consumption,now or in the future,among various persons
and groups in society. It analyzes the costs and benefits of
improving patterns of resource allocation.

8. Economics involves the study of topics like wealth and
poverty , money and banks, incomes, taxes, prosperity and
_depression ,big business and labor unions,and hundreds of
other matters that intimately affect the way we live.

9. Economics is the science of the way in which industry and
trade produce and use wealth.

10. Economics, like any social or physical science, is con-

cerned with the behavior of variables—things that may

take on different values over time as conditions change.




Lesson Two

Problems 6f Economic Organization®’

Any society, whether it consists of a totally collectivized
communistic state,a tribe of South Sea Islanders,a capitalistic in-
dustrial nation,a Swiss Family Robinson, a Robinson Crusoce —
or one might almost add a colony of bees — must somehow con-
front three fundamental and interdependent economic problems.

1. WHAT commodities shall be produced and in what quan-
tities? That is, how much and which of alternative goods and ser-
vices shall be produced?

Food or clothing? Much food and little clothing;or vice ver-
sa? Bread and butter today; or bread and grape plantings today
with bread,butter,and jam next year?

2. HOW shall goods be produced? That is, by whom and
with what resources and in what technological manner are they
to be produced?

Who hunts,who fishes? Electricity from oil and coal,or wa-
terfall and atoms,or sun and wind? Large or small scale produc-
tion? If from all these sources, in what quantities for each?

3. FOR WHOM shall goods be produced? That is, who is to
enjoy and get the benefit of the goods and services provided? Or,

8



to put it another way, how is the total of national product to be
distributed among different individuals and families?‘?

Although these three problems are fundamental and com-
mon to all economies, different economic systems try to solve
them diffe;'ently.

In a primitive civilization,custom may rule every facet of be-
havior. WHAT ,HOW,and FOR WHOM may be decided refer-
ence to traditional ways of doing things — ways inherited from
the past.

The WHAT, HOW and FOR WHOM questions in a so-
called “capitalist free enterprise economy” are determined pri-
marily by a system of prices (of profits and losses). (3]

WHAT to produce, HOW,and FOR WHOM would not be
problems if resources were unlimited. If an infinite amount of ev-
ery good could be produced,or if human wants were fully satis-
fied,it would not then matter if too much of any particular good
were produced. Nor would it then matter if labor and materials
were combined unwisely. Since all of us could have as much as we
‘plea'sed,it would then not matter how goods and incomes were
distributed among different people and classes.

There would then be no economic goods,i. e. no goods that
are relatively scarce. And there would hardly be any need for a
study of economics or “economizing. ” All goods would be free
goods,the way pure air used to be.

In the world as it is,even children learn that “both” is not
an admissible answer to a choice of “Which one?"’ Compared with
backward nations or previous centuries, modern industrial soci-
eties seem very wealthy indeed. But higher production levels

9



seem to bring in their train ever-higher consumption standards.
Scarcity remains.

People feel that they want and “need” indoor plumbing,cen-
tral heating, refrigerators, penicillin, books, autos, travel, sports
and concerts,privacy and living space,chic clothes,and so forth.
The biological scientist tells them that they can be well nour-
ished on a thin porridge for a few cents a day, but that leaves
them as cold as the information that the chemicals in their bodies
are worth only $9. 36. Anyone who has kept a family budget
knows that the necessities of life—the absolute musts—have l}r-
tle to do with the minimum physiological needs of food ,clothing,
and shelter.

In The Affluent Society,]. Kenneth Galbraith” eloquently
pointed out that Americans today have for the most part gone be-
yond the level of physiological necessity; that often the consumer
flits, from one purchase to another in response to pressures of
fashion and advertising. Without challenging the Galbraith the-
sis ,one may properly point out that our total product would have
to become many times higher than its present level if the average
American were to become able to live at the level of a moderately
well off doctor,lawyer, professor,or advertising executive — to
say nothing of the living standards of the really well-to-do.

Therefore ,while political economy recognizes the important
germ of truth in the notion that America has become an affluent
society ,economics must still contend with scarcity as a basic fact

of life. Abroad ,this is still even more the case.
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