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7 WHAT IS ECONOMICS?

There is no single adequate definition of what economics actually is, and
the old joke that “economics is what economists do” is hardly helpful. A famous
economist of the past, Alfred Marshall (1842—1924), said:

Economiics is the study of mankind in the ordinary business of life;it
examines that part of individual and social action which is most closely
connected with the attainment and with the use of the material requisites
of well-being.

Economics has also been defined as the study of decision-making;
decisions which involve choosing between alternatives in the related activities
of earning, spending, producing and consuming, all with the object of
achieving material well-being.

In short, economics is, like sociology, law and politics, a study of one
aspect of human behavior. It is important and relevant to all of us because it is
concerned with such everyday activities as buying things, getting a job, using a
bank and paying tax. Economics is concerned with people’s wants, in particular
their material wants, and how they can be satisfied.

Economics is often thought of as a science. However, it is a very inexact
science because it is a social science, and is affected by the many influences that
lead to incessant change. Human behavior cannot be examined with the same
precision with which a natural scientist can examine laboratory specimens. The
social sciences, which include economics, psychology, sociology and political
behavior, can never be exact sciences since human behavior is extremely
difficult to test or measure. Much economic behavior is based on what is
known as a value judgment, which means it is based on the personal values
of individuals and so cannot be verified in a factual way. Economics is a living
subject, which is constantly developing and it affects us all.

To understand the society in which we live, we must be informed about
what is going on in our society and what the issues are. As consumers we are

N~z



interested in the goods and services which we buy and how much they cost
us, and we are interested in the incomes we can earn. We spend a great deal
of time thinking about the money we earn and the money we need. Workers
are concerned with the availability of jobs, wages and working conditions.
Business people are interested in the sale of their goods and the costs involved
in the production of them. Everyone is affected by depression, inflation,
unemployment and government policies.

A knowledge of economics will allow us to analyze and assess the values
of policies and decisions made by politicians. And it will help us to become
more aware of the current and future problems of our society and therefore
better able to cope with them. We are all consumers and most of us read
the newspapers, so it is up to us to understand what is going on. Even our
own personal decisions are often affected by the state of the economy, so we
could make better choices if we understood the way the economy operates.
An economy is often affected by factors such as the use of technology, the
actions of the government, industrial relations, and overseas trade. All of
these influences result in constant change. Prices seem to rise constantly.
Some jobs are no longer available, while new types of jobs appear. Changes in
employment and prices affect almost everyone.

Employment and the types of jobs available are all part of the economic
pattern. Some jobs may involve extreme specialization, such as making just
a small part of something; others demand professional skills. All of these
activities enable us to have a variety of goods and services. But while economic
activities satisfy our wants, there are also economic problems to be faced.
The economic system is made up of human beings and so human behavior is
crucial to the system. The principles and motives from which people act are not
necessarily economic in origin, and are often based on non-economic values.
Differing values and social forces have led to countries developing different
economic systems, but all countries face the same economic problems—such
as whether they are producing the right things and by the best methods, how
wants are to be satisfied, and whose wants are to be satisfied.

Economics is a study of living and working in society; but not all societies
behave in the same way.

In order to produce the things people want there must be some kind of
organization. An economic system is made up of the collection of relationships,
customs, institutions, laws and arrangements that are combined to satisfy the
economic wants of the community—to determine what and how production
takes place, and who receives the output. Naturally it depends on the

3uQ Hun

¢ SOILIOUODT S| JBYAA 1IXaL



&
i
.?.
2
[
3
i
#
=
%
W
t

participation of the members of the community. An economic system is not just
an abstraction,; it is the real world.

In one sense the economic system of a society does grow or, rather, develop,
because the type of system a country has depended on its historical background
and its political forces. A nation’s history and political tradition are important
in shaping its economic goals and methods, and its basic economic institutions.
The values and beliefs held by the members of the society are also influential.

The job of an economic system is to form a framework of organization which
enables choices and decisions to be made on how to satisfy the wants of the
community. The way it does this depends largely on the type of society. In the USA
there is still a belief in the value of free enterprise and the ability of individuals
to succeed if they work hard enough. In some countries, such as England
and possibly Sweden, there is a belief in the welfare state, that it is up to the
government to look after the citizens from the cradle to the grave, although there
have been criticisms of this approach because of cost. Countries like Australia seem
to represent a mixture of both these attitudes.

National characteristics and belief systems have led to many differences
between economic systems. It cannot be said that just because two countries
have the same political governments, they will run their economies in the same
way. It is not easy to compare one economy with another and say that one
is better or worse—there is too much diversity, and adequate measurement
is impossible. One can, however, say that the standard of living is better in
one economy than in another. Or one can compare such things as the level
of unemployment or the stability of prices. But these single measures cannot
show a true or complete picture of an economy.
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1. Alfred Marshall Alfred Marshall (1842—1924) was a British economist.
He gave the name economics to the science formerly known as political
economy ( B IF %4 ¥ % ). Mars-hall examined the law of supply and demand
and stated that when the price of a product went up, the demand for it went
down. When the price of the product went down, the demand for the product
rose. This rule applied to certain non-essential products. Marshall called this
theory the theory of the elasticity of demand ( 7 3K 5 4 ¥ {5 ). Marshall was
educated at Cambridge University and was professor of economics there from
1885 to 1908. His most important works are Principles of Economics ({ 2 ¥
#JEI Y, 1890), Industry and Trade T\ 5% % ), 1919), and Money,
Credit and Commerce ( {1RTH . GRS ), 1923).

2. economics economics —IRTEFEAREATKE . HITEAZRMEH, W0: “F
HR”, “BEFRE". At T, B IeEI L BiFEY R
ARUEHS, W &8 —F, Mﬁﬁi&Z"o MIt, economics Bt “ZHEFR”
ZE, $0¥h gy A—-HnHES

3. needs and wants needs F5HIETT &, 1M wants 15 H &8 .

4. value judgment HH{EFIWT, judgement F1l judgment FFPHFEERAT LA .

‘E W) & B J&: estimate of moral, artistic worth based on personal assessment
rather than objective fact, BJl; X}iEME . ZARZMMERTHN EWIEM,

5. goods RE&h. ¥, # 48 the products of primary and secondary
industries such as vegetables and machinery,

6. enterprise  FEASCHY, enterprise F5 92 « b BAL 7 < AR 7 Bk ¢ BIAT 7.
Enterprise i [ 4§ “ k.0 7 8%« FHHGL 7, Uk a person of great enterprise (—
AFPOARSEAI AN ). E4h, entrepreneur /ontrapra'nay AIFEN “ LK ”, FEAY

J&: a person who starts or organizes a commercial enterprise which involves
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financial risks. entrepreneur By B — > i ¥ &: An entrepreneur is a busi-
ness risk-taker who, by bringing together land, labor and capital, sees the
opportunity to make a profit from a new product or process. ZE YR “ 3K

BURE 0« B &R 7,

® 6 9 5 5 9 8 © 0 T 5 S S S B I P S A S S S O S L S O A S S A S P s s S 0

Practice

ol
i l\. Form a phrase.

2
o
&
%
Ak
3
&
8
=
#
"
L

7 BFRR Z PRI
economic  s_ _ economic i
Z 5T BAR KL R
economic g economic p. B
X )| 2011117
economic a___ economic 1=
ZoTK 2t ]
economic g economic s
205 % S ZER
economic d . . economic ¢
Z OIS G EML
economic th_ o economic ¢ _
Z R 2N €
economic b_____ economic p
LY 2308
economic r . economic e _
LU IE LU AT
economic e_ - economic m
230 23 SR TN
economic p.___ economic e
2312/ 2] ZTTHE
economic w____ - economic s o
Z 5L LT RA
economic m_____ economic b___
L UTFLFF ZLYE D
economic 1. economic r. e

%]



@
\& Translate the following into English.

1. P

2. fr(EW

3. FHARELE

4. EIEKF S
5. 20120 304 I 2 T K S AEVF 2 R v R T HARRRRE =
6. BiAT A R 2 X Q
7. FRATAT LKA B 4 2 L R R AR AT H q
8. AT 4 lb AR SR A R B/ N A

9. A NSRRGSR X5

\m\ Discussion questions.
1. What is the definition of economics?
2. What are the main concerns of economists?

3. Why should we learn the basic economic theory?

Wa|qoId JIWOU0T 8Y] :JX8] [euolippy

4. What are economic goods and services?
5. What influences the type of economic system in a country?
6. What type of economic system operates in China?

KW\ Writing task (150 words).

Write a letter to your friend and tell him/her that you like (or do not like)
learning economics. You should give reasons for your decision in your letter.
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Nobody ever has everything he or she wants and the basic economic
problem is said to be scarcity'. This is because human wants are greater than

the resources available to satisfy them. Choices have to be made on which

1 scarcity Ft, A2
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wants are to be satisfied first, and on how resources are to be allocated' and
combined to satisfy the wants of the community.

Economic resources are generally divided into three main categories’:
land, labor, and capital.

The term land includes natural resources such as water sources and minerals,
even climate. Land cannot be increased, so as a resource its extent is fixed,
although sometimes it can be improved in quality by irrigation® or fertilization”.

The labor resource depends on size and quality of the workforce®. The size
of the workforce depends on the size of the population, the ages at which people
enter and leave the workforce, and the extent to which women participate in
employment. The quality of the workforce depends on the skills and education
of the workers. Business enterprise® and skill is sometimes classified as separate
resource, but for simplicity it is here included under the general heading of
labor. Labor as a resource includes all types of human effort, mental and physical,
which is put into the process of production of goods and services.

By capital we mean the stock of capital goods’ that a country possesses.
Capital goods can be defined as plant and machinery, tools, factory buildings,
communication systems, roads and transport systems. Capital goods are those
goods which are manufactured and are used to produce other goods. They are
manufactured resources. In everyday use, the word “capital” often means stocks of
money or other items of wealth. These could be called financial capital®. When
economists talk about “capital” they usually mean manufactured resources
which are used in the process of production.

It may seem a harsh’® judgement on human behavior to say that wants are
limitless, but just consider the behavior of most people. Obviously those whose
income is low will want more of the goods which make life more pleasant, but
even as people get richer they develop new wants—for better cars, overseas
trips, larger and more luxurious'® homes. With a few exceptions, people always
seem to want more material goods or pleasures than they are able to obtain,

allocate 7+BC, VR, HACZA

category #p2s, R, XA

irrigation #E, 7KF

fertilization JEHE

workforce 3HEIKZE, ahh; BE THEAREE, AN
enterprise F k.U, G, B

capital goods Y& f

financial capital 4 Bi¥¥ 4%

barsh /%5, FFZIHY

10 luxurious F{EHY, EHFEEH
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and this is at the root of the economic problem.

What we can get is limited by our own resources and efforts. These
resources may be the working time needed to earn enough to buy what we want,
and even then there is the problem of choice. We have to decide which of our
wants should be satisfied first, and then how much of our time or income should
be devoted to these priorities' before looking at the satisfaction of others. These
decisions are personal ones but they demonstrate the basic economic problem of
decision-making and choice. If we have one thing, we have to go without? another,
or settle for a smaller proportion of each, simply because our resources are limited
and cannot satisfy all our wants at the same time.

It is an old saying that you can’t eat your cake and have it too’. You can’
t produce two separate things at the same time from the same resources unless
less of each is produced. For example, if a farmer has a piece of land and intends
to grow apples on it, then the land cannot be used to produce wheat, unless
it is possible to divide the land up and the climate is suitable for both crops. A
person with a large garden may decide to cultivate flowers, or dig up the ground
to make a tennis court and swimming pool. Land, as we have seen, is one of the
economic resources which are limited in quantity and for which a choice has to
be made—on the wants to be satisfied and on the extent of that satisfaction.

Time is not classified as an economic resource, but it is an individual
resource, and is limited. The individual has to choose the best way in which
to use leisure time. You cannot play tennis and look at TV at the same time,
although you could play tennis for a short while and then look at the television
for the remainder of the time; but something has to be given up. In economic
terms this is called opportunity cost. This expression means that the want
which was given up was the real cost of the want which was satisfied.

Just as individual people have to make choices and examine the limits
on their choices imposed by the resources available to them, so must such
decisions be made for an entire community. All societies face the same
problem—scarce resources and limitless wants—and the need for decision-
making. The way the problem is approached® depends on the type of
economic system in operation. In one type of system people are perfectly
free to buy as much of the available goods as they wish, so long as they can pay
for them. In another type of system the government decides how much shall be

priority tRAE% BIKH ; K564
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made and how it shall be shared out. The available resources must be allocated
in some way to produce a desired result. Not all societies have the same aims
and not all societies go about the allocation of resources in the same way.

The kind of choices that are made in a community about the most
desirable objectives to pursue rests on value judgements and opinions.

Decisions on what is to be given priority depend on the particular society and
its political and cultural framework. The actions of people in an economic
system reflect their personal values and interests. They come into contact with
each other and agree, disagree, co-operate and compete. This interaction' and
interdependence® develops into a pattern of organization which is characteristic
of the system. An economic system concerns people, their needs and wants,
and is not a mere abstraction. The individuals and groups in society, such as
households, businesses, governments, trade unions and financial institutions,
are all part of the system.

It is important to understand that when economists talk about scarcity,
this term is being used in a special way. Limited supplies are not necessarily
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the same as scarcity in the economic sense. Something has to be in demand
and to have alternative uses to be scarce in the economic sense. Even if there
is only one example of an item, it is not scarce if nobody wants it. Nor is it
scarce if it cannot be used for some purpose or other. In the economic sense,
scarcity means that a resource which can be used for more than one purpose
is in demand, and therefore a choice must be made on how to allocate the
resource among the competing purposes.

The kind of choices which must be made in an economic system stems
from three main questions:

) What is to be produced?

¢ How is it to be produced?

&) For whom is it to be produced?

And how these questions are answered depends on:

&3 the resources available, and

# the type of economic and social system in operation.

Society is a system of human relationships. People enter into various
kinds of relationships, political, social and economic. We could define political
relationships as those which arise from an authority or power structure. Power
and position are acquired by certain people or groups in a society and they

1 interaction HE A, HEL W
2 interdependence HAIKE, EAKLE

N
{10



