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Chapter 1
What Is Economics All About®

I . Where Did Economics Come From?

@

The emergence® and development of every branch of

science®

invariably® has its own objective. ® For example, geom-
etry© developed from the need for the measurement® of farm
lands®. Then where did economics come from? Why has eco-
nomics developed remarkably® in recent years? The Western e-
conomists believe that economics has developed from the ever-pre-
sent® scarcity® of resources® and the need for people to make ap-
propriate choices. According to the economists, there are two

kinds of goods which can satisfy people’s wants, ®

namely, free
goods® and economic goods. ® The former refer to all things given
freely by nature to human beings. These free goods are in-ex-
haustible. ® The economic goods are limited in supply, but they

are also very important to people’s life. The people’s desires are
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unlimited, but the economic goods which can satisfy people’ s
wants are limited. Economic goods or the resources needed to pro-
duce these goods are relatively insufficient. That is what we call
scarcity of goods. Specifically speaking, in economics, the term
scarcity simply means limited supply. In this sense, all economic
goods are scarce relative to people’s desire for them. So scarcity is
used here in contrast with® inexhaustible supply. In another
sense, scarcity is absolute, @ because it exists in all periods of time
and in all societies.

Since economic goods are scarce, a choice has to be made as
to how factors of production wilt be employed, and customers, @
too, must decide which of their wants are the most pressing. ®
Scarcity and choice, therefore, are fundamental to economists.
How should people satisfy their different. wants with limited goods
and resources? Scarcity requires that people should choose to use
existing resources to produce economic goods to better satisfy their
wants. Specifically speaking, it deals with three basic questions:
First, what goods should be produced and how many goods should
be produced? Second, how should the goods be produced? Third,
for whom should the goods be produced? These three questions
are basic economic problems existing in human societies. It is to
solve these problems that economics has come into being. The
ever-present existence of scarcity and the need for people to make
choices have all along® caused economics to develop. The theme

of this book is microeconomics.
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E . What Is.the Purpose of the Study of Economics?

The formation® and development of economics is based on
the study of economic problems of Western countries. Without e-
conomic problems, economics wouldn’t have come into being.
Western economists believe that in Western countries, a lot of
problems exist such as unemployment, @ inflation, ® the shortage
of energy, ® slow growth of productivity, ® slow economic deve-

® environmental pollution, @ unfair distri-

lopment or stagnation,
bution® of income and so on. Economics is aimed at solving these
problems.

® some outstanding problems as follows:

We now enumerate
1. Productivity and Economic Growth

Since the 1970’s, the growth rate of per capita national in-
come in capitalist countries, especially in the United States, has
been on the decrease. What has caused the slow-down of the eco-
nomic growth? Figures indicate that the percentage of national in-
come spent on new machines, equipment, workshops, etc. has
been reduced, and the speed of making inventions® and renova-
tions? has also slowed. What are the causes for the decline? Is it
caused by unstable economic growth and uncertainties® of other e-
conomic factors? Or is it caused by high taxation® imposed on in-

dividuals and enterprises? Or is it caused by economic burden aris-
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@

ing {rom huge unemployment subsidies, © old age pensions, ® and

medical aid® which improve the worker’s working and living con-
ditions? Is there any way to overcome these difficulties? Should

interference® from government be increased or reduced?

2. Economic Growth and Environmental pollution

The development of national economy can provide people
with many conveniences. Without cars, aeroplanes, and all kinds
of electrical goods, our life wouldn’t be as comfortable as it is to-
day. Without iron and steel, cement, and glass, economy could
not develop at such a'speed as it does today. The utilisation® of
pesticides” and chemical fertilizer® makes it possible to greatly in-
crease agricultural output. But this development has also brought
with it serious environmental pollution problems. Is the large
scale environmental pollution the inevitable result of economic
growth? If it is, then what is the proper economic growth rate
that can avoid serious pollution? If not, how should pollution be

reduced while we maintain the present economic growth rate?

3. Unemployment and Inflation

Unemployment and inflation are two serious problems dis-
rupting® Western societies. After the Second World War, many
countries in the West experienced® several economic crises aside
from the one that occurred in 1929 — 1933 which made millions of
people unemployed. However, many countries are trying hard to

control the inflation and unemployment rate. Some even set a spe-
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cific low level of inflation and unemployment rate in the form of
law. @ However, it is very difficult to put them into practice. @
For instance, in 1978, the U.S. Congress set a mid-term target
of 4% unemployment and 3% inflation but in reality these targets
were difficult to meet. As a matter of fact, the inflation rate and
unemployment rate far exceeded® the figures® set by the govern-
ment. .

Why does a continuous high inflation rate exist together with
a high unemployment rate? How can countries prevent the occur-
rence® of such a phenomenon?® What unemployment level is ac-
ceptable? Can economic recessions® like the one that happened in
the early 1930’ s be avoided? What inflation rate is tolerable?®
Why do prices rise by only 5 — 6% in some countries while in
others by 30 — 40% ? Why has inflation occurred in so many coun-
tries since the 1970’ s? All these problems have relevance® to eco-
nomic stability and the causes for and consequences of economic

recession.

4. Poverty and Unequality® in Distribution of Income

Although Western countries are relatively developed, poverty
still remains a serious social problem. How can poverty be tackl-
ed® and prevented? How is poverty defined? Is it possible to wipe
out poverty in the course of economic development? Poverty must
have something to do with unequal distribution of income. But is
equal distribution of income a satisfactory or achievable® goal?

Two basic economic questions are involved in resolving the prob-
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