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The eighteenth century French philosopher Francois Quesnay was drawn to the study of
economics by an observation of a small segment of the world around him-the market in
central city Paris. He noticed that people would go to the market daily to shop for food. Just
as certain as the arrival of the daily shoppers was the arrival of farmers into the city with
food . These suppliers of food came from the agrarian regions in the countryside surrounding
Paris. Every day a flurry of activity would take place as shoppers and farmers exchanged
money for food.

What fascinated Quesnay about the process was the absence of any central
coordination . It would have been easy to understand the entire process if someone had been in
charge of feeding Paris and had given the instructions necessary for the exchanges to occur.
The central coordinator could have told the Parisians where to go to buy their food, and he
could have told the farmers which fruits and vegetables to grow, how much of each to grow,
and finally what price to charge for each item.

But no central coordinator told buyers and sellers what to do. The necessary information
came to them through the trial-and-error process we know as the market. Farmers who grew
the wrong kinds of vegetables, who grew too much of one kind of vegetable, or who attempted
to charge too high a price for their vegetables received signals from the market that they were
doing something wrong and would make an adjustment accordingly . If you walked through the
marketplace at the end of the day and saw some farmer with unsold, rotting vegetables, you
might be struck by the failure of the market to coordinate the activities of buyers and sellers.
What you would be overlooking, however, is that on any given day the market successfully
coordinates the actions of the vast majority of buyers and sellers. The key mechanism for

coordinating this activity is the price system.
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So important is the price system in coordinating economic activity that the bulk of this
book is devoted to explaining how prices affect the actions of buyers and sellers. In our
Parisian market example, for instance, suppose the sellers of truffles discovered that they
could sell more truffles at prevailing prices, as buyers cluster around their empty stalls at the
end of most days clamoring for more truffles. Truffle sellers would respond by raising prices.
The higher prices would induce additional individuals to forsake production of other goods
and take to the woods in search of truffles. At the same time, the higher prices would.induce
some buyers to substitute truffleless dishes in place of their regular gourmet meals. In this
simple example, you can begin to see how prices—in this case the higher price of truffles—

serve to allocate resources among competing uses and users. This small slice of experience
from the Paris market is the “stuff” of economics.

o Defining Economics |

Perhaps no member of a profession has more difficulty explaining what he or she does
than an economist. Whenever a person reveals himself or herself as an economist, there
inevitably follows a question about tax laws or about which stock to purchase. Most
economists are happy to give opinions—even uninformed ones. Yet taxes and the stock
market are not the primary purview of economics, although the study of economics can
improve your understanding of these areas. This response usually leads to the question, “Well
then, what is economics about?”

The answer to this question is suggested by our story of the Parisian market. At one
level, economics is the study of individuals’ choices in a world of scarcity. When higher
prices led Parisians into the woods in search of truffles, they chose truffle searching hecause
the higher prices made searching more attractive compared to other activities. Understanding
factors that influence such choices is one aim of economics. At a second level, economics is
the study of the ramifications of individuals’ choices on the ultimate allocation of
resources . For example, the collective choices of individuals to search for truffles will dictate
the total amount of truffles produced as well as influencing the price of truffles. In sum,
economics is the study of individuals’ behavior and the resulting effects on the allocation of

scarce resources.
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£ e Existence of Scarcity and Cholces

When we define economics as the study of individuals’ choices, you should realize that a
critical ingredient to such a study is the existence of secarcity. In fact, choices are made only
when resources are scarce. Everyday use of the term economize captures this idea that we face
limits and thus must economize on our use of resources.

The idea of scarcity can be made more precise if we focus on a particular good . Scarcity
for a particular good means that the amount of that good wanted at a zero cost is greater than
the amount of the good available. Conversely, if the amount of a good wanted at zero cost is
less than the amount available, then that good is not scarce.

Think about the implications of scarcity. If at a zero cost wants exceed what is
available, then if goods were to be offered for free, some individuals would be disappointed by
not getting all they desire. What would be the reaction of those disappointed? Some might
contend that others have taken more than they need, that there would be enough goods if only
some were less greedy. Nevertheless, the fact remains that wants seem to be without bound
while resources are limited. As a result, people must compete to determine the use or users of

scarce goods. In fact, scarcity implies competition. But how do people compete?
ﬁ Forms of Competition

The federal government sometimes engages in programs to distribute stockpiled
commodities, such as cheese. Typically, there are more people who would like to have the
cheese , or other stockpiled good, than there is cheese available. That is, the cheese is a scarce
good,and competition for this scarce good arises. The government sets the rules by which
individuals compete for the cheese.Often these rules require that the cheese be given away
only to individuals below a certain income level. However, even with income as a rationing
criterion, there often remain more people who would like to have the cheese than there is
cheese available. What forms of competition can emerge under these circumstances?

Nonprice competition. On the day when cheese is given out, individuals could start
lining up very early to make sure they are among the fortunate few to receive the limited
supply . First come, first served is a form of competition and as anyone who has ever waited in
a line knows, it does not come without a cost. On very cold or very hot days the cost is higher

and there would be fewer people waiting in line for their “free” cheese.
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If people toward the end of the line think that all the cheese will be given away before
they get theirs, they may try to improve their position in line. Others who have waited may not
care to relinquish their spot, and violence may ensue. Violence is another form of competition
for scarce goods, with the goods going to the victors. The scarcer the goods, the more likely
the outbreak of violence. Practically all wars are wars of acquisition. Land in Europe is
scarcer than land in Antarctica and has spawned more outbreaks of violence.

Competition and prices. On reflection it is easy to see that waiting in line and violence
serve to ration among competing individuals the goods that are in scarce supply. It is not so
apparent that price serves the same function. Those who consider the price of a good too high
are rationed out of the market as surely as if they had been last in line or the loser in a fight.

It is important to see price as a rationing device. Those who find disfavor with the
market often fail to see that eliminating the market will not eliminate the competition for
goods. Scarcity is a universal problem, and the market is just one way of answering that
problem. Any other allocation system still results in some people obtaining goods and others
being left out. Furthermore, there is no guarantee that an alternative rationing system will not
be at least as arbitrary as the market.

The “best” form of competition? So far we have mentioned three forms of
competition by which cheese could be rationed—waiting in line, violence, and price. We can
add to that a system in which a central authority decides who should have cheese and who
should not. A question that naturally arises when discussing different allocation schemes is,
which is best? A 97-pound weakling is not going to care for violence as the form of
competition, while the strong and the brutal may prefer it. Those who have little or no
eaming capability may not favor competition that rations according to price. Such individuals
can not afford many of the items they would like to have, or even many of the items they may
deem it their right to have. When we start to make statements about which is the best
allocation scheme, we have delved into the realm of what economists call normative
€conomics.

) Normative Versus Positive Economies

“Higher tariffs on foreign clothing manufacturers protect jobs in the American textile

industry” is an example of positive economics. Positive economics deals with the

consequences of certain conditions, actions, or behavior. We have not said in this statement
.4 -
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that protection through tariffs is either good or bad, only that one consequence of the
imposition of a tariff is to afford some workers job protection.

If on the other hand we say, “Tariffs ought to be raised so as to protect more American
jobs,” this is an example of normative economics. While positive economics investigates the
consequences of certain actions, it makes no judgment as to which actions should be taken.
This is the realm of normative economics. In the statement above the judgment is that tariffs
are too low. Implied is that there is some optimal level of tariffs—a level that apparently
allows importing the proper amount of foreign—produced clothes while protecting the proper
number of jobs in the textile industry. Many people who make such statements about the
necessity of raising tariffs have no idea what an optimal level of tariffs would be or how an
optimal level would be chosen. They only know that they do not like the present level of
tariffs.

Other examples of normative statements are: “Unemployment is too high,” “Income is
not distributed equally enough,” and “Interest rates are too high.” These statements
involve value judgments of where the level of unemployment, the degree of income equality, or
the level of interest rates should be. For example, depending on the perspective from which
we view interest rates, two people may look at the same rate and make different normative
statements. If I want to borrow money in order to buy a house, I might think that current
interest rates are too high. If I'm saving money in hopes of accumulating a sum sufficient to let
me retire on the French Riviera, 1 might think that current interest rates are too low.

Positive economics cannot tell us what is the best policy with regards to such topics as
interest rates and tariffs. Instead it increases our knowledge about how the economy works so
that once we have decided what is best (essentially a political process), we know how 1o
attain that goal and avoid the pitfalls along the way. Without positive economics we may find
that the policy we pursue works contradictory to our goals. An example is the minimum wage.

Some proponents of the minimum wage favor it because they believe it will achieve
their goal of a more equal income distribution. The goal of achieving a more equal income
distribution is in the realm of normative economics. But positive economics can be used to
determine the actual impact of the minimum wage legislation on labor markets. Economic
analysis finds that often the people who are hurt most by minimum wage legislation are the
underprivileged and the disadvantaged-the people the proponents of the minimum wage seek
to help. We explore the effects of the minimum wage in more detail in Chapter 7, but the

lesson should already be apparent. Without a firm understanding of positive economics, the
. 5 .
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normative judgments we make as consumers, investors, or voters may not actually lead us to
the desired outcomes.

What then are we going to discuss in this bock? Will we present positive economic
analysis or normative judgments? The aim is to focus on positive analysis. That is not to say
that economists do not make normative statements. In fact, economists often make suggestions
on what the government or others should do to achieve a particular goal. In these cases
economists draw upon their understanding of the workings of the economy—positive

economics—in order to anticipate how best to meet these goals.

New Words

segment n . any of the parts into which somethmg can be divided £,
RN

agrarian adj . relating to or conceming the land and its ownership,
cultivation, and tenure 7 3¢ i), Bk ith Y

flurry n. a sudden burst or commotion; a stir B X\, /NG, /N, &
A, gk

fascinate vt . to hold an intense interest or attraction for {1 2, ff #
2 A3
e.g.The city fascinates him.

coordinator n . AE , FSERASY

bulk n. size, mass, or volume, especially when very large K/, K

LR, RBHHUOE
e.g.The bulk of the work has been done.

truffle . - any of various fleshy, ascomycetous, edible fungi, chiefly of
the genus tuber, that grow underground on or near the roots of

- trees and are valued as a delicacy 1 | 3R B
cluster vi . to gather A4 , FUA¥

e.g. The boys and girls clustered together round the camp

fire telling stories and singing songs.
forsake t . to give up ( something formerly held dear) ; renounce HF,

1 E S
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gourmet n.

purview n.

ramification n .

allocation n .

dictate v.

ingredient n.

stockpile v .

rationing n.

criterion n .

disfavor n.

spawn n.

arbitrary adj.

brutal adj.
realm n .

optimal adj .

normative adj.

pitfall n.

Series of Er

a connoisseur of fine food and drink BEXEIE S E R B (£
HEIA

the extent or range of function, power, or competence; scope
TLE

a subordinate part extending from a main body;a branch 43
B XY, R

the action of setting apart or distributing 2}Bt , % &

to say or read aloud to be recorded or written by another H
R, O8,FRE, B HR,aS, E

an element in a mixture or compound;a constituent i 77, B
S

to accumulate and maintain a supply of for future use FA#¥
BARAF-- - LML B R TR

setting apart or distributing( & #1551 ) Bl 25

e.g.capital rationing

a standard, rule, or test on which a judgment or decision can
be based (HtIFHI WA ARUE , HEYE , LT

unfavorable opinion or regard; disapproval A~ , JR% , R FE
e.g. That theory fell into disfavor in the nineteenth century.
the eggs of aquatic animals such as bivalve mollusks, fishes,
and amphibians(#.556)) 61, (FEY) B 22, 71
determined by chance, whim, or impulse, and not by
necessity , reason, or principle 118 1, T, MR K, ®
WAy

e.g.My choice was quite arbitrary.

extremely ruthless or cruel #22 # , B4 K

a field, sphere, or province A

e.g.the realm of science

most favorable or desirable; optimum B £/ , B FHAE )

of , relating to, or prescribing a norm or standard FRUEALH)
an unapparent source of trouble or danger;a hidden hazard

BRiG
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proponent 7.
legislation n .

relinquish v.

one who argues in support of something; an advocate #21¥
FXFE [ RS R

the procedure of making into laws 373 , LR A 2 (@
i)

to retire from; give up or abandon H{F

e.g. He relinquished his habits.

New Phrases and Idiomatic Expressions

give away
line up
result in

delve into

with regard

focus on

economics

exchange
market

price system

buyer

seller

+ 8

to distribute or hand out £#2,45r &

to wait in a line HEBA , HE%!

to cause or lead to FE, A FHEAM: - iR

to search deeply and laboriously B, IR ABH S
e.g.delve into the past

to conceming X F

to direct toward a particular point or purpose £

e.g. You must try to focus your mind on work and study.

N oles

the social science that deals with the production, distribution,
and consumption of goods and services and with the theory and
management of economies or economic systems 225

to give in return for something received; trade 3 #t, 5.3, ¢
5

the business of buying and selling a specified commodity 137,
il SN

sk &

one that buys, especially a purchasing agent for a retail store 3%
x5

one that sells;a vendor 3£ F



stock

purchase
scarcity

resource

competition
normative economics
positive economics

tariff

unemployment
interest rates

minimum wage

Series

the capital or fund that a corporation raises through the sale of
shares entitling the stockholder to dividends and to other rights
of ownership, such as voting rights il g

to obtain in exchange for money or its equivalent; buy 3& , K
insufficiency of amount or supply;shortage = , A&

the total means available to a company for increasing production
or profit, including plant, labor, and raw material; assets %% %,
W 11

attempting to surpass or match &5

ML LT ¥

FIEZHF

duties or a duty imposed by a government on imported or
exported goods Bt

not being able to find or hold a job 2k, Mk A%

Ak

the lowest wage , determined by law or contract, that an employer

may pay an employee for a specified job Ftfl ¥t

Exercises

1. Answer the following questions.

(1)Do buyers and sellers need a coordinator to tell them what to do? Why?

(2)How prices affect the actions of buyers and sellers?

(3)What is economics?

(4)How to define scarcity? What is the function of scarcity in the study of economics?

(5)Why do people compete?

(6)How many forms of competition are mentioned in the passage?

(7)What is the relationship among scarcity , competition, and market?

(8)What does positive economics investigate?

(9)What does normative economics investigate?

(10)How does positive economics help us?

2. Translate the following terms into English.

mELXBEAANUN
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(HX5

()i

G rk ik &

(4)5RZ.

(5)%E%

(6) LA T+

(1) EiEL B

) BARTH

3. Translate the following Ghinese sentences into English.

(NER—ZE L, T 4050 MATEY BT Z B9 1 57 b Pt B+

(DEFREZEME L, BFFEPT AT B A TR 2 BC Brioh # 2R 4%

(3) BARUL, BT ERAMARTEGRZ FHRM 2B 1T 9 LA ARRL K G R

(OM THRREB, LT FEARERRIM 2 RBEFRIBR, R, B4

MBATM TR BERMBRI IR, X8, — BRATRE T BREFHIRIE GEH
—FBR T ), RATRREB AR B M7 LB B 72 st g iR
(5)REXLIEL ﬁ%@?%ﬁﬁiﬁl&ﬁﬂ‘]fz% BN G W7 R 2R B 248 AT
.
4. Translate the following English sentences into Chinese.

(1) What you would be overlooking, however, is that on any given day the market
successfully coordinates the actions of the vast majority of buyers and sellers. The key
mechanism for coordinating this activity is the price system.

(2)Yet taxes and the stock market are not the primary purview of economics, although the
study of economics can improve your understanding of these areas.

(3)Scarcity for a particular good means that the amount of that good wanted at a zero cost
is greater than the amount of the good available.

(4) Those who find disfavor with the market often fail to see that eliminating the market
will not eliminate the competition for goods.

(5) Positive economics deals with the consequences of certain conditions, actions, or

behavior.
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