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Unit 1
Text A

Discretionary Fiscal Policy

The principal weapons of discretionary fiscal policy — programs which involve explicit public
deciston making — are:

1. Varying public works and other expenditure programs.

2. Varying transfer-expenditure programs.

3. Varying tax rates cyclicaily.

Public Works When governments first began to do something active abour depressions,
they tended to initiate work on public-investment projects for the unemployed. Often these were
hastily devised. In that they aimed primarily to make work for peopte, they often were inefficient
(e.g., road building that used as little machinery as possible to make the work stretch; leaf
raking during the Depression by WPA relief workers; trumped-up pork-barrel projects of low
utility and lacking careful planning). The extreme case is the mythical program to dig holes and
then refill them.

The day is long past when a modern nation will let its economy collapse to the point where its
only rescue must come from hastily contrived and wasteful public-works spending. The modern
emphasis has, rightly, shifted away from such “make-work” projects. Indeed, where a recession
15 expected to be a mild and short one, economists today rely much more on menetary policy than
on an increase in public works.

Why this shift away from public works as a recession cure? Planners now realize that it takes
a long time to get a post office started or to put into effect a road-building or slum-clearance
program. Plans must be made; blueprints drawn; land acquired by purchase and court
condemnation; buildings razed; new structures and roads builr.

All this may take five or more years; and, at the least, half of this time may elapse before
any sizable amount of money gets spent on labor and mererials. Suppose the recession turns cut to
last a year at most, followed by two vears of steady advance. Then, just in the third year, when
the economy may have gone all the way from too little demand to too much demand, there will
suddenly come onto the market the government spending intended to help a recession. Such
timing would of course make fiscal policy an aggravator of instability, not a reducer.

The above remarks should not be construed as an argument against all public works. Slum
clearance, urban rehabilitation, road building, and public construction are deemed by the
American people to represent urgent use of social resources. Therefore, such programs should be
pushed hard. But — and this is the point — they should not be pushed hard under the guise of a
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program designed merely to achieve short-run stabilization. They should be carried out for their
own sake and over that long period of time which is necessary if they are to be done well and
efficiently.

Of course, the case will often arise where the economy is in a recession or pause and where it
may be possible to move ahead the date of carrying out a4 long-term public-expenditure program
that Congress has already agreed to anyway. An intelligently planned shelf of blueprints for
desirable public-works projects, even theough some costs would be involved in arranging them
ahead of time and keeping them up to date could much improve fiscal timing. As Secretary of
Commerce and President, Herbert Hoover long advocated this; and since 1931 we have had such

laws.

Welfare Expenditures We saw that existing welfare programs, such as unemployrent
compensation and old-age retirement payments, do act as automatic stabilizers, rising
automatically when incomes f2ll and needs increase.

In addition to such buili-in stabilizers, it is possible for the government to institute various
discretionary programs of transfer expenditures that will stabilize further. Thus, the government
could refrain from giving some pending veterans' bonus in inflationary times and push forward
such disbursements in depressed times. If it intends to lower parity farm payments, Congress
might time the change t¢ coincide with a boom period.

Most important, in times of prolonged unemployment the federal government has moderated
the decline by aiding the states in prolonging the period for which the jobless can get paid
unemployment compensation. It is precisely in times of sustained unemployment that the present
system is most deficient; and it is in such times thar there will be minimal harmful effects on jobh

mobility and incentives from increasing unemployment disbursements and income-maintenance

programs.
New Words
discretionary [ dis'krefanori] a. WEPEH
fiscal [ 'tiskal ] a. WEHY
explicit [iks'plisit] a. WA BEHERY
expenditure [ iks'penditfo] n. XH,ER
utility {ju:'tititi] n. BH,EH
contrive [ koan'traiv] v. Wit ;& H
recession [ri'sefan] n. ¥R ;BB
mild [maild] a. B, EEY, NEYD
condemnation [ kendem'neifon] n. W, LA
elapse {i'leeps] v, o2, Hit
Construe [kans*tru:] v, ﬁﬁ, e ?}\‘PF
deem [dixm] v. WA, Mg
guise | gaiz] n. thig f&o



advocate [ 'sedvakeit ] v. 18, {iP

institute ['institjut ] v. FAT 85
refrain [ri'frein] v. B4 HIk
disbursement [ dis'ba:smant | n. i, % H
parity [ 'peeriti| n. P, {ﬂ‘{ai‘ﬁ%, [7) %
time [taim] v. EHo (] ; Hy-ee e R
moderate [ 'modarit ] v, HRIG; S HH
precisely [ pri'saisli] ad. IE¥F, 184F
pending [ 'pendig] a. BRHIH
Phrases and Expressions
public-investment projects AHBE TR
short-run stabilization EBRE
a long-term public-expenditure program RHAFE TR FE
under the guise of [ SEENE AfEn
for their own sake Hpeenee Zik
shift away (SRR BEB—#w
Notes

. This text is slightly adapted from Economics written by Paul A. Samuelson (1915—),

- Paul A. Samuelson, founder of the renowned MIT (Massachuserts Institute of Technology)
graduate department of economics, was training at the University of Chicago and Harvard.
His many scientific writings brought him world fame at a young age, and he was the first
American to reccive a Nobel Prize in economics{1970}. One of those rare scientists who can
communicate with the lay public, Professor Sarmuelson writes an economics column for
Newsweek. He testifies often before Congress and serves as academic consultant to the Federal
Reserve, the U.S. Treasury, and various private, nonprofit organizations. He was economic
adviser to President John F. Kennedy,

3. WPA: Work Projects Administration TR & Bk

. The day is long past when -+, —’f‘ﬂﬁfﬁ%[yﬂfﬁﬁ{]%%ﬁﬁﬂHﬁﬁﬁﬁgiﬁﬁﬂﬁﬁfﬁﬁ
MO TR ERMUIRS, SRR R B ET,

Exercises

- Translate the following;

1. LB RO i Bt 2

2. RAERUEERT BH%EE,

3. REAIER LR FEBMERER LIS,
4. B NIRRT ROV ST A e
5. ﬂﬁﬂ‘]*bﬂﬁﬁfﬁﬂ&ﬁﬁgﬁ%ﬂkﬂﬁ%ﬂfﬁlﬂﬁxﬁa
6

- A meal that used to cost the same amount as an opera ticket now costs twenty times as

3



much.
Historically, a great variety of commodities has served as at one time or another a medium

of exchange.

. Slum clearance, urban rehabilitation, road building and public construction may take five

Or more years,

. In addition to such built-in stabilizers, the government may institute various discretionary

programs of transfer expenditures that will stabilize further.
10. The states do their best 10 prolong the period for which the jobless can get paid

unemployment compensation.

I . Comprehension of the text:

A Answer the following questions:

1. Why did governments tend to initiate work on public-investment project?

2. How were those public-investment projects devised?

3. Why was little machinery used in road building?

4. Why do economists today rely much more on monetary policy than an increase in
public works?

5. What does the government do to stabilize the economics in inflaticnary times?

. Decide whether the following statements are true or false according to the passage:

6. A modern nation will not let its cconomy collapse to the point where its only rescue
must come from hastily contrived and wasteful public-works spending.

7. The welfare programs, such as unemployment compensation and old-age retirement
payments can not act as automatic stabilizers.

8. The government could refrain from giving some pending veteran’s bonus in inflationary
times and in depressed times.

9. It may be possible for the government to move shead the date of carrying out a long-

term public-expenditure program that Congress has agreed when the economy is in a

recession or pause.

10. Modern economists rely much more on an increase in public projects to deal with the

recession than on monetary policy.

[} . Fill in the blanks with words or phrases given helow. Change the form where necessary :

for the sake of act as under the guise of prolong coincide with
least involve in shift inefficient active

1. Sheistakingan __ part in the family affairs.

2. Smith works hard, butheis

3. The center of interest from Vienna to Berlin.

4. Young people are the _ conservative,

5. Large number of foreign agents have been sent to African countries __ engineers and

technicians.
6. Tom and father walk to work ___ saving a few dollars.
7. They were once an argument with me on the question.



&. He chairman in my absence.
9. Does the witness's story that of the defendant?

10. Good care may a sick person’s life.

Text B

Economics of Law

Even the law schools are finding themselves invaded by the economists.

Is no-fault insurance a good or bad thing? Is it better fo pass an erdinance
prohibiting a factory from issuing smoke in a certain zone? Or better, rather, zo
tax the factory for any effluents it docs spit out into the atmosphere? Or perhaps
better still to let all whose persons or property are harmed by the smoke emitted

have the right to sue the business for the tort committed against them?

Each such issue is one that lends itself to economic analysis of the quantitative incidence of
each alternarive procedure. Qther legal issues that economics can throw light on may even tnvolve
life and death .

Thus, when the drug thalidomide was first put on the market as a sleeping remedy, it was
not realized that a pregnant woman who takes it might give birth to deformed offspring. Here and
abroad pharmaceutical companies were sued for having caused such defects. And regulations were
promulgated withdrawing thalidomide from production and sale. All this seems straightforward.

Economists and statisticians have pointed out, however, that the problem is more
complicated than judges and legislatures have realized. When you tighten up the regulation of new
drugs, you may prevent from happening the error of permitting sale of a harmful drug.

But in avoiding one kind of error, you may increase the incidence of another kind of error:
tight drug regulation delays the time when some new good drug can come into use, thereby
causing some people to die or be sick who would be well in the absence of tight regulation. strict
rules on drugs may also discourage firms from investing in experimentation and development of
sorely needed new drugs, for the reason that the firm fears jts liability in the regime of strict
regulation.

The moral is not that economic analysis teaches us to be soft in our regulation of drugs. The
true moral is that is tells us thar we must weight the two kinds of errors that are inseparably
involved in any experimental improvements in the art of medicine. One must by intelligent
calculation of the ineluctable risks COMPIOMIse at some approximation to a golden mean. Every
boon to humanity has had dishygienic reactions on some subset of the populace; there can be no
total avoidance of risk. On the other hand, 1o let any firm that can make a fast buck selling what
the populace and physicians may not realize is a harmful preparation weould represent a perverse

condition of laisse-faire not calculated to realize the summum bonum .



Even crime and punishment are susceptible to economic analysis. Does crime pay? If there
were no police and courts and never any punishiments or deterrents to crime, more people would
find themselves rewarded for engaging in illegal activity. On the other hand, if strong locks are
employed, if private and public guards maintain a vigilant watch, if apprehension is likely, if trial
is swift and the jury and judge can be presumed to be quite accurate in distinguishing between the
truly guilty and the innocent, that part of crime which is undertaken in the rational hope of
reward may be reduced in total amount.

Economics of Love and Altruism  That part of economics which deals with ethical rights
and wrongs, so-called welfare economics, has a good deal to say about such subjects as charity and
selfishness. We've already met the tired and rather empty truism often attributed to economics
that “There is no such thing as a free lunch.” This has a germ of truth in it when attention is
being called to the fact that you can’t build a city hall without using up resources that might have
been usefully employed elsewhere; and it gives a salutary reminder that people on the street don’t
usually hand you one-hundred-dollar bills.

New Words
ordinance { 'o:dinens] n. 34 &4
effluent [ 'effuant ] n.
emit [i'mit ] v. HE
sue {sju:] v. BE, EiF
thalidomide {8s‘lidamaid ] . (—FREE6E R JL & Ak W B ) B )
remedy [ 'remidi] n. 254
deform [di'torm ] v. BRI BIFEAR, A A,
offspring [ 'ofsprip] n. T, EH
Pharmaceutical [ fame'sjuztikst ] a. BjEE); 26
promulgate [ 'promalgeit ] . B, A
liability [ laia'biliti] n. ®E
moral { 'moral ] n. B EAEIER
neluctable [ ini'laktabl] a. RHREN, LREEY
approximation [ 2 proksi'meifan] n. ALl ELIE
boon [bum] n. BE;BE;5E
dishygienic [,dishai'dzinik] a. FEAR, FEGERY
perverse { pa(:) 'vas] a. EREHE, REYSE
laissez-faire [ieisei'fea] n. BENGF
summum bonum ['sanmem'bounsm] (3} F
susceptible {sa'septabl] a. BEBME
deterrent [ di'teront ] n. WL, REY
apprehension [ eepri'henfon] n. BB,
presume | pri'zjumm] v. BE, Bif

vigilant [ 'vidzilant |

. BB EEY

&



bt

distinguish {dis"vingwif] v. 250 8P ]

rational {'reefonl] a. KBS

Notes

. This text is adapted from FEconomics written by Paul A. Samuelson {1915-~).

Even the law schools are finding themselves invaded by the economists. 3 B4 L REE R T &
WEHONE., WAWHE Economic Analysis of Law by Richard A Posner, P E—F
BIBRF T T ESIABRENEEHaER .

- Each such issue is one that lends itself to econonue analysis of the quantitative incidence of each

alternative procedure. N T HFF LRBFFHEHRERL, BI1TTLLAFTBF 6.

. Does crime pay? E R SEG?

Comprehension Questions

. Multiple Choices
1.

This information may . the mystery.

A. point out B. throw light on
C. involve in D. come into use
- I'sa _ problem in geometry and even Little Tom can work out.
A, difficult B. complicated
C. straightforward D. serious
- The police ____ o us the nearest way to the raiitway station.
A. shew B. pointed out
C. talked D. carried
. Were you worried lest this should him in serious trouble?
A. included B. involved
C. inclined D. incorporated
- Father and Mother wanted to go for a ride; the children, e __ wanted to stay home

and play with their friends.
A. but B. or
C. on the other hand D. while

. Decide whether the following statements are true or false according to the passage:

1.

Every boon to humankind has had dishygienic reactions on some subset of the populace and

there can be no total avoidance of risk.

. Some people think that strict rules on drugs may also discourage firms from investing in

experimentation and development of sorcly needed new drugs.

Economics can throw light on many legal issues even including fife and death.

4. All the people have the right to sue the factory since it emits smoke into the air according to

the passage.

- People waould find themselves rewarded for engaging in illegal activity withour police,

courts and punishments.



Unit 2
Text A

Summary of Debt Burdens-Benefits

}. Capital-Bequeathed Burden

The principal way one generation puts a burden on itself later or on a later generation is by
hequeathing it less real capital than would otherwise have been the case. Any growth of public
debt that has this effect — as in the case of full-employment borrowing for current public
consumption that has to be offset by contractionary monctary policy which will lower investment

—- most definitely does involve a genuine “burden”.
2. External-debi Burden

Any public debt that is externally held does involve a current burden on the citizens at home,
suice 1n the end they have to send goods abroad corresponding to the interest payments and debt
service. (Of course, if the original borrowing from abroad resulted in equivalent new and fruitful
capital goods here, their fruits would cover the external-debt service; so the net effect of such

cxternal borrowing, taken as a package, would he favorable to us. )
3. Transfer Effects

Taxing Pia to pay Paula bond interest, even if they are the same person, is certain to cause
some harmful distortions of personal and business decisions. {(Example; Pia is taxed 10 per cent of
her income to pay herself § 1,000 of bond interest. She is under the illusion, and rightly so as an
individual, that she can work less and cut down on her tax; but if 2ll do so, we have to increase
the tax rate. Result: We all end up working less because taxes on each person matched by equal
mterest payments to each do not economically cancel out! )

Correlated with public-debt operations, but not always in a simple way, are certain transfers
that take place between different individuals living at the same time, between the same individual

at different periods of life, and between successive generations. Let’s see how,
4. Wealth stimulus to Consumption

The existence of public debt, for reasons already scen, makes the average person feel
wealthier. For good or evil, it raises the propensity-to-consume schedule: this may, in a poorly
functioning system, be a great thing to reduce unemployment and increase both consumption and
investment. But in a system where employment can be counted on to remain ful by virtue of price
flexibility, luck, or monctary management, the increase in € may be at the expense of [ and

&



worsen the less capital-bequeathed burden. (In extreme cases, a dollar of public debt might

ultimately kill off a dollar of real capital! )
5. Effects on Interest and Money Policy

A large debr gives the Fed great leverage for massive open-market operations to achieve
stabilization — unless, as in 1946 — 1951, the central bank is pressured by the government to
sacrifice the goal of stabilization to the dubious goal of keeping down the interest charges on the
public debt. Many experts believe that the existence of a broad market in government securities
makes possible extensive open-market operations of a stabilizing type and tends to emhance the
effectiveness of monetary policy. Debt management by the Treasury and the Fed, through a
proper policy of open-market operations in bonds of all maturities properly carried out, could

enhance the stability of a modern system.
6. How to Analyze True Debt Effects

We must render unto intermediate and advanced texts what is theirs. Suffice it to say here
that penetrating analysis requires a theoretical model of some complexity. At the least, it should
involve the interplay of three kinds of assets: real capital goods (equipment, plant, ete.);
government bonds; supply of money, M ( which is the non-interest-bearing, never-maturing
“debt” of government. )

“What is the absolute burden of the public debt?” Rather, we’'ll want to ask: “Given the
choice of loan-financed deficit over M-financed or over laissez faire ( with the possible

unemployment this latter may imply), what will the differential effects be?”
7. Effects on Discipline and Ideology

It would be a tragedy if people, in giving up their irrational fears of deficit spending, were
thereby led 1o call the sky the limit. Unlimited spending can produce inflation, chaos, and waste.

It is to be hoped that the discipline of rationality can replace the discipline of superstition and
misunderstanding. After the shibboleth of a balanced budget has lost its power to limit public
spending, the good society will have to replace it by a calculus of cost-and-benefir.

New Words
bequeath [ bi'kwid] v, fBeeeee ST ER =N
offset ['o:fset ] Wb
contractionary [kon'treek(onri] . W gERES
equivalent [i'kwivalant ] . AR, HEH
fruitful [ 'frutfui] CEEREY, R EEy
net [net] . BB, Ay
package [ 'peckids] - —RTFEE
bond { hond ] . R, R

distortion [dis "to:fan]

B,
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cancel [ 'keensal]
correlate [ 'korileit ]
propensity [ pra'pensiti]
flexibility [ flekso'biliti]
leverage [ 'levaridz/ 'lizvaridz)
dubious [ 'dju:bjas]
maturity [ ma'tjuriti]
enhance [in'hamns]
render [ 'renda]

suffice [so'fais]
penetrate ['penitreit]
asset [ 'eeset ]

deficit [ 'defisit]
laissez-faire [ 'leisei'fea]
tragedy [ 'treedsidi]
irrational [i'reefonl]
chaos [ 'keios]
rationality [ reefo'neeliti]
shibboleth [ 'fibaled]
caleulus { 'keelkjulas]

vn . HGEH; UE

v. HERE

n. A

n. PL.EE, REH

n. FLAFVEH

a. HBIEEEER, BIRA
n. B, B H

v. R, M

v. HFE. L5

v. B HRESHE - BT
v. R, Bif

n. B, B

n. RFE, 5T

n. WALEXN, FTHEX
n. BRI, B¥

a. LEHR

n. B,

n. Y%

n. 0%, 04

n. &

Phrases and Expressions

for good or evil

by virtue of
open-market operations
suffice it to say that---

cost-and-benefit

Notes

FIERAFRIR
BERE T
R &
HEWR - RET
et 5 2 4b

. This text is slightly adapted from Economics written by Paul A. Samuelson (1915—).
- In extreme cases, a dollar of public debt might ultimately kill off a dollar of real capital.

TEMMEIRR T, — 35T HA MR &Y A — BT LR R R
3. loan-financed deficit MEFRFEHE
4. After the shibboleth of a balanced budget has lost its power to limit public spending, the good

society will have to replace it by a calculus of cost-and-benefit. FRmBSRT HEHE S
HEERZE, RIFHH &M AN SRk,

Exercises

I . Translate the following:

1 REMAREBER B RER AR,

16



O Lh R W

i i34 &, TOMEYE A938 5% Ak TE 7 2 B R R LR EF R
RIOFERIC, ~TERNERERFHRE T KELAHHF.
1B SRS, R T HieFhdrEHk.
HELRER-BRARIEER,

Economists appraise the debt’s true burden and diagnose its problems in a way significantly

different from that of the general public.

- The main way thar one generation can put a burden on a later generation is by currently

using up the nation’s stock of capital goods.

. Many people used to predict the end of the world when the debt reached one-hundredth,

one-tenth, and one-fifth of its present level.

. What does the federal government use to pay its debt interest and refunding? Obviously, it

is the taxable capacity of the country’s national product that any government can ultimately
rely on.

10. At any one time there is no “net burden” of such internal transfers — in the sense of the

net subtraction involved in the external debt payment.

0 . Comprehension of the text:

A. Answer the following questions:

1. Do you think that contractionary monetary policy will lower investment?

2. Why do they have to send goods abroad corresponding to the interest payment and
debt service?

3. What burden does public debt have?

4. How to analyse the true debt effects?

5. What can unlimited spending produce?

. Decide whether the following statements are true or false according to the passage:

6. Any public debt does involve a current burden on the citizens.
7. People can work less to cut down on their tax according to the passage.
8. Transfers are not correlated with public-debt operations.
9. The existence of a broad market in a government securities makes possible extensive
open-market operations of a stabilizing type.
10. Limited spending may not produce inflation, chaos, and waste according to the
author.

. Fill in the blanks with proper words or phrases given below. Change the form where

necessary:
correspond to cut down take place reduce render
by virtue of produce result in replace capital

1. Her expensesdonot . her income.

2. The company has enough to build another factory.

3. I won the day in virtue of hard fighting while he promoted his abilities.

4. The accident only a block from my home.

3. We should still expenses this year.
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