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Chapter one:
Definition and content of the political economy and its relationship to other
social sciences

1. Emergence of the political economics:

The term "political economics™ was first used by Antoine De Montchrestien in
1615, who wrote a book for the Prince with a number of tips for managing the
city's public funds and ways to increase and distribute wealth. Thus, the political
economics focuses on policies to increase the state's wealth and solve its
economic problems.

Before the advent of the industrial revolution, the political economics referred to
the meaning of managing the State's funds in order to increase its wealth, and
then further evolved with the emergence of the social economics, adding to the
basic functions of the State to ensure security and promote the social well-being
of society. Despite the bourgeois' attempts, in the midst of conflict with the
socialists in 1920s, to separate the economy from politics by preferring the term
"economics” rather than "political economics”, but the emergence of the Great
Depression crisis of 1929 deepened the connection of the economy to politics, as
the relationship of the economy to politics (Political economics) has never been
interrupted. Even in liberal capitalist States advocating free doctrine, there are
several forms of government intervention in economic activity for many
purposes; like protecting or encouraging local production and maintaining price
stability.

2. Definitions of economics:

With the complexity of the definitions of economics, giving a single unanimous
definition has become difficult. From the most famous definitions of economics
or political economics, there are:

- The founder of economics, Adam Smith, defined economics as wealth
science, which seeks optimal means of accumulating and distributing wealth, It
IS the science that studies ways of creating, distributing and consuming material
wealth. According to this definition, wealth is measured by production of material
goods to satisfy human needs directly and indirectly. The greater the production
of such goods, the greater the wealth of the State. As noted in Smith's definition,
wealth is limited to material funds and material goods, and therefore services are
excluded, contrary to modern definitions that concern services as non-material
goods with economic benefit and value.

- As for Marshall, in the context of his definition of the economy, he pointed
out that its subject is man (human-being), and therefore it is the science that looks
at all the actions of man in his daily life that relates to how to get his income (his



wealth) and ways of managing, using and consuming income. Thus, Marshall
added to the definition of Adam Smith the study of man, that is, the economics
must extend to include, in addition to material wealth, man's activity and
economic actions in how he gets his income and ways of using it, and considered
man to be more important than wealth.

- Some defined economics as the science of satisfying multiple and changing
human needs, others suggested that economics was the science of exchange with
the introduction of the concept of price.

- Robbins defined economics as the study of human behavior in the field of

the relationship between his diverse and changing objectives and rare means that
can be used. So, it is the science that looks for the ways that can satisfy the diverse
needs and goals with the limited and scarce resources. Economics is the science
of compatibility between means and purposes, and this definition is the most
widespread because it clearly shows the so-called economic problem.
So, economics differs from other human sciences in that it studies a particular
kind of human activity, economic activity, and is meant the actions that man does
to satisfy his desires and needs in an effort to balance endless needs with limited
means of satisfying them.

- As for Pigou, economics is defined as a science that focuses on studying
economic well-being.

- Krugman defined economics as the study of economies at the level of
individuals and society as a whole. The economy is a complete system for
coordinating the production activities of society with a view to maximizing
benefits and satisfying needs.

- Other definitions that link resources to needs clearly indicate that
economics is the science that examines the problem of reconciling multiple and
renewable needs with scarce resources, including:

* Samuelson defined economics the science that is concerned with examining
how individuals and society choose to use scarce resources to produce different
goods at successive times, and how to distribute these goods to present and future
consumption and between different individuals or groups that make up society.
* Oscar Lange defined economics as a science of organizing and managing
relatively scarce human and natural wealth resources in human society for the
purpose of satisfying the multiple human desires of various economic goods and
services.

* Economics is the study of human well-being in the use of resources to satisfy
needs.

* Economics is the study of economic laws that control production processes and
the distribution of material means to satisfy people's needs.

* Economics is concerned with studying the continuous recurring relationships
between the elements of the economic process during the production and
consumption of goods, to record and arrange economic phenomena and then



extract from them what is characterized by repetition in a pattern of regularity to
formulate the laws governing them.

- Economics in Arab scholars:
* Economics is the set of rules that explain economic phenomena related to the
production, distribution and consumption of wealth.
* Economics aims to examine the relationship between multiple needs and
limited resources in order to achieve the greatest possible satisfaction of needs,
through the efficient use of available resources while working to develop them as
efficiently as possible.
Finally, political economics can generally be defined as the science that studies
the activity and behavior of individuals and human groups to obtain economic
resources, goods or services that achieve the fullest possible satisfaction.

3. The subject of Economics
Economic activities are characterized by complexity and interconnectedness, in
with countless economic processes and transactions being fulfilled in every day
including purchase and sale within the country and among the world's nations.
Therefore, some economists confined economics to examining the various
economic phenomena associated with those activities; like studying supply,
demand, market balance, unemployment and inflation. The role of economists
then is to describe economic life basing on statistical data, to reveal the
interactions between economic variables, provide diagnoses and expectations,
propose solutions to problems, and to anticipate the results of various measures
and policies.
The subject of economics is characterized by change, expansion and renewal, as
well as complexity and interconnectedness; many subjects that were included in
the scope of other sciences are now of the concerns of economics, given its
relevance to human well-being, dignity and health. Economic activities that are
the subject of economics cannot be separated and studied separately from the
study of human beings and their surroundings. Therefore, economics can be
conceived as social science, and there is therefore a consensus among modern
economists that attention to economic production, satisfaction, composition and
management of wealth is not the ultimate goal itself as it once was, but they are
means of maximizing human well-being and serving development as a whole.
Therefore, the subject of economics is not only aimed at seeking maximum
efficiency by maximizing production, profits and benefits from the process of
exchange and production at the lowest cost. Rather, it focuses its attention on
human beings and the rationalization of their consumption. economics is
designed to help societies develop not only at the level of material well-being but
also at the level of social justice and to ensure the sustainability and preserve
human dignity and ambition.



To better understand the subject of economics, there are some basic terms must
be understood:

Need: is every sense of lack and deprivation of a commodity or service.
Wealth: in order to satisfy one's desire, an individual must use the wealth
available in nature that is not usually readily available or in usable form,
so it requires an effort to obtain it and convert it into economic goods and
add other economic benefits to it. However, wealth in nature is not
available in the quantities required or in a suitable form, leading specialists
to refer to it as scarcity. Wealth can be defined as the sum of economic
goods directed to meet individuals' needs and economic activity, whether
it is in the form of raw materials, semi-manufactured materials or even rare
wealth (such as diamond).

The concept of economics: economics focuses on the study of how scarce
wealth is used and distributed to meet individuals' many needs.

Defining economics as wealth: Economics examines the social
organization of physical production achieved to provide production,
distribution and consumption of wealth produced by members of society.
Since the wealth of nations is a fundamental concern of economics, the
main concern of science is the economic system and its organization to
achieve the goal of satisfaction and maximization of well-being.
Economics and Behaviors Analysis: The scarcity of resources has led
economics to focus its attention on the study of human behaviors to
rationalize choices, where achieving the goal of satisfying needs, under the
constraints of wealth scarcity, has given considerable attention, in addition
to the production and economic agents who contributed to the production
process. Therefore, the attention has become focused not only on
relationships between goods but also on individuals' behaviors compared
to goods or wealth available.

4. The relationship of economics to other sciences
Economics is considered a social science, and therefore cannot in any way isolate
it from other social sciences or establish dividing boundaries between them.
Explaining economic phenomena requires economists to explore and use other
sciences. Economic problems are often associated in one way or another with this
science or that; if the economist uses it, he/she combines the theories that
underlies economic studies with other human knowledge. So, he/she combines
his/her role as an economic researcher and social researcher, which leads us to
research the reality of economics' relationship with the rest of humanities.
There is a common agreement among scientists on the division of science into
natural sciences that studies things and includes mathematics, physics, etc., and
social sciences that studies human-being such as economics, politics and others.

4.1. Relationship of economics to politics:



Economics is linked to politics so there is mutual relationship. Economic activity
Is influenced by governance (regime or political system) and the form and
orientation and priorities of governments. On the other side, economic conditions
have been instrumental in determining political developments and on many
occasions have directly caused Governments to fall or continue to govern. An
economically wealthy State usually helps its political systems to stabilize, which
In turn helps to expand and strengthen economic activity.

4.2. Relationship of economics to law:
The law provides the legal framework and legislation necessary for the existing
social system that determines the nature of economic activity. The legal legislator
can expand or limit the circle of economic activity and put restrictions on
economic transactions, the legislator can determine the forms and prices of goods
according to social, humanitarian or even political considerations, the legislator
may impose tax laws and customs policies and determine property, contracts,
wage regulations and economic relations within the country and with other
countries. It should be noted that strong justice is an important factor contributing
to an enabling environment to support economic activities, and vice versa.

4.3. Relationship of economics to philosophy:
Economics is interested in studying human actions, the latter being in close
contact with ethics that is one of the branches of philosophy, and the pursuit of
inductive methods of economic analysis depends on the rules of logic.

4.4. Relationship of economics to history:
History provides the economic researcher with a clear perception of the social,
political, cultural and legal factors that influenced the development of societies.
Historical events cannot be neglected in the interpretation of certain economic
phenomena, as they can be inferred from them to develop solutions to economic
problems or avoid the same mistakes.

4.5. Relationship of economics to geography:
Geography highlights the importance of determining which natural resources can
be utilized. Geography provides the economist with information about the natural
environment of economic activity.

4.6. Relationship of economics to sociology:
The impact of sociology is reflected in providing the economist with information
on customs, traditions, nature and demographics on which the economist depends
to identify methods of production and the formulation of effective policies to
achieve income and wealth distribution, and the development of an optimal
development plan for the advancement of a particular region.

4.7. Relationship of economics to psychology:
Both sciences are involved in studying the behavior of individuals and the factors
and motivations that drive them to a particular behavior. Economics has to take
into account the external behavior of individuals.

4.8. relationship of economics to demography:



Demography is the science of population study, population distribution, fertility
and family planning. Mankind in economics remains the main actor in economic
activity and the subject of economics. Demographic factors influence man's
economic behavior.

4.9. Relationship of economics to statistics and mathematics:
To insert accuracy into economics, economists rely on statistics and mathematics
to collect, compile and analyze data in order to analyze phenomena and economic
relationships in the areas of production, growth and others to assist decision
makers and accurately predict different trends of economic variables.



5. Nature of the economic problem
We have seen that most concepts of economics have referred to the society's
economic problem, and in the following we will try to address the economic
problem in more detail. o
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5.1. The concept of the economic problem
Economics is mainly concerned with tackling the economic problem rather than
solving it because it is impossible to do so, as human-being's needs have got
changed and complicated, while resources capable of satisfying those needs are
still unable to deal with them.
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Simply, the economic problem is represented in the scarcity of available
economic resources of all kinds relative to the needs. However, large they may
be, they are limited when compared to their human needs, which are characterized
by diversity, renewal and variation. The economic problem is mainly due to the
multiplicity of human needs in view of the inability of available resources to
satisfy these needs, which are characterized by periodicity, multiplicity, renewal
or change, as well as infinite.
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5.2. Characteristics of the economic problem
Needs are multiple and renewable: Need is an insensitive moral sense or desire
of inadequacy and deprivation that prompts its owner to seek a means to satisfy
that deprivation or incapacity. The need varies from human to another depending
on the benefit of the consumption of goods and services, where there are urgent
needs to be satisfied and resulted in great benefit; such as food, drink, clothing,
and so on, prompting everyone to arrange needs according to their importance.
In this context, needs can be divided into initial (necessary) and secondary needs,
individual and collective, and renewed needs.
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resources are relatively scarce: scarcity means that the various resources that
contribute to the production of any commodity satisfies a certain human desire



found in limited quantities in society. Thus, the scarcity of goods is due to the
scarcity of economic resources that contribute to the production of such goods.
The scarcity of economic resources varies from one society to another, and varies
from one stage of development to another. What is rare in a society compared to
the density of that society's population (the agricultural land in India) is no longer
rare in another society by one standard (such as agricultural land in Canada).
Thus, the variation in the scarcity varies from one society to another and from
one economic phase to another.
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Selection (Choice): The second feature of the economic problem is the
distribution of relatively scarce economic resources between multiple needs. The
distribution of resources is extremely difficult, requiring the determination of
which desires to be satisfied and which will be sacrificed and abandoned even
temporarily. The issue of scarcity of the resources urges to answer the following
questions: What do we produce (what goods and services the community wants
to produce and in what quantities) How to produce (what is the optimal
production method by which a particular commodity or service is produced)
whom do we produce (how goods and services are distributed to those who
contributed to their production) How efficient is the use of economic resources
(is production sufficient)? Is society's resources fully employed, or are there some
of them idle? How is the choice made between different industries?
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Goods and services: Goods and services are the means of satisfying needs. Their
production requires a continuous struggle with nature to search for resources and
adapt them using a certain combination of work, capital, land and organization to
transform them from their primitive form into other manufactured forms
(production) that can satisfy needs.
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To satisfy human’s needs, it is necessary to involve into a production process to
provide goods and services that create the benefit. In this context, products have
a set of characteristics:

- Its ability to satisfy human needs.

- availability in limited quantities (i.e. rare).

- Possibility to be acquired and utilized.

- Having a reciprocal or subjective value.

- Usability on different production aspects.

replacement of some within certain limits.
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In this regard, goods and services can be divided into several types:
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- Depending on their abundance: they are divided into economic goods
that are available in limited quantities, and free goods that are available in
nature in unlimited quantities beyond their need require no productive
process and require no physical or intellectual effort.
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- according to their usage characteristics: productive goods (capital),
intermediate goods (half manufactured) and consumer goods (durable and
non-durable).
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- As important: essential and luxury goods.
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- According to the nature of the commodity: special goods for individual
consumption, and public goods co-consumed by members of the
community.
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- According to the criterion of utilization duration: durable consumer
goods, non-durable consumer goods.
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- Integrated and alternative goods.
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Thus, the economic problem persists owing to the limited resources available

both to the individual and to society.
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5.3. Patterns of tackling (treating) the economic problem:
Researchers and scholars from different schools have given great importance to
tackling the economic problem and finding solutions, so the proposed solutions
have varied owing to the variety of economic systems.
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Capital System (capitalism)’s Solutions: Some solutions have come within the
framework of defending the capitalist system by leaving market forces and the
price apparatus to operate freely without external interference from Governments.
Market demand and supply forces are working to distribute resources to different
uses, achieve balance and determine the fair price that meets the wishes of both
consumers (demand) and producers (supply).
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Socialist System (socialism)’s Solutions: Contrary to the capitalist system,
advocates of the socialist system have called for the need to abandon absolute
freedom by adopting planning as a pattern of managing the economy and guiding
markets to maximize the satisfaction of society's needs. The State and its
resources and means of production formulate a national plan in which the
priorities of society are defined and the allocation of the resources of society is
tailored to those priorities. By identifying goods and services to be produced in
quantity and quality, the type of production method that determines how to use
the production methods, and how to distribute the output.
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6. Economic agents

Economic agents are considered to be of great importance in economic life, as
they are decision-making centers according to their importance, status and might
as well as their activity. An economic agent is that person (moral or natural
(individual or group of people)) classified according to the basic economic
function performed by each agent, as well as by source (revenue) or basic income
of each agent.
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Householders (families): Householder consists of people living under one roof;
the family may include one individual. This sector includes families (individuals)
and small family firms that belong to one family, such as craftsman, farmer, trader
and other free professions. The main function of this sector is consumption and,
to a lesser extent, production in the case of productive activities. Salaries (wages,
rents, equity earnings, bonds, etc.), transferred income (family grants, etc.) are
the basic income and wealth of this sector.
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Families or householders are divided according to certain criteria, including: type

of occupation, including agricultural workers, craftsmen, traders, managers of

enterprises, employees, brokers and employers, as well as families without a

professional job.
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Non-financial institutions: This sector includes enterprises whose primary
functions are to produce goods and services other than financial services. These
include both private companies in all their legal forms as well as public
institutions (whether commercial or industrial). As an example of these
institutions in Algeria SONELGAZ, NAFTAL, ENIEM, and so on.
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Financial institutions: This sector includes banking institutions (banks in all
their types and specializations) and non-banks financial institutions; like
insurance companies and pension funds, where financial institutions raise funds
from families and companies and then employ them in the form of loans and



investments in financial markets that benefit all economic activities and all
economic agents for interest and profits, as well as many financial services.
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Public administrations: One of the main tasks of public administrations is to
provide administrative services to citizens and other economic agents, where
services are often provided free of charge or in amounts almost free of charge that
do not even cover their cost. Public administrations' income comes from
compulsory deductions received; such as taxes, fees and compulsory social
contributions, the State provides them in its general budgets. Public
administrations are divided into several types: central public administrations;
Ministries and Public Directorates, non-centralized local public administrations;
provincial, municipal, state and local administrations.
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Non-profit bodies: These bodies are diverse, all of which aim to provide services
to certain groups of families free of charge or at prices far below their cost. These
bodies' resources come mainly from voluntary contributions from families and
institutions, state subsidies and members' contributions, and from income from
their property (grants and financial employment income). These include trade
unions, houses of worship, sports associations.
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Chapter two:
Economic doctrines and systems

1. Economic doctrine

1.1. Concept of economic doctrine
Economic doctrine is a set of general principles and thoughts that aim to regulate
economic life. It derives from society's vision of life, its philosophy of existence,
its values, beliefs, and culture. In light of it, the role of the State, the function of
ownership, freedom and forms of distribution are defined. Therefore, the doctrine
consists of a set of ideas, beliefs and perceptions of how society is organized over
a certain period of time and addressing the economic problems that may confront
it, as it expresses the ideology of a society.
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1.2.  Nature of economic doctrine

Economic doctrine is characterized by its societal specificity and cultural nature.
So, economic doctrine governing economic activity in an open Western society



Is different from that of a conservative or closed society governing an Islamic or
socialist society.
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Economic doctrine is consistent in its origins even if the qualities and applications
of these assets vary depending on the circumstances and conditions.
iy Lalal) el g GLasl Cdlbidl) g s A geal A Cull galaBY) caldal S
gl Y5 Gkl s J gual)
1.3.  Prevailing economic doctrines
Capitalist Doctrine: This doctrine is based on:
- Full economic freedom.
- Freedom of ownership (private property) and priority of the private
sector.
- The market alone is able to allocate resources.
- Free competition and antitrust.
- The neutrality of the State, that is, the non-interference of the State in
economic life.
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Socialist doctrine: This doctrine is based on a set of principles, including:
- Collective ownership of means of production.
- The State’s direct intervention in economic life.
- Comprehensive planning to allocate the nation’s wealth.
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Islamic doctrine: Which is based on:
- Economic freedom guided by Islamic disciplines.
- Coexistence of multiple public, private, collective and cooperative
property.
- The State’s interference in the organization of economic life.
- The effective role of the cooperative competition market.
- Guiding planning of economic life.
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2. Economic system
2.1. Concept of economic system
Economic system is the way that society organizes economic life in a manner that
embodies the principles of economic doctrine in light of the various stages of
society’s development, and the size of its resources and the forms of its
challenges, in the context of prevailing internal conditions and the nature of
developments in international economic relations.
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2.2. Characteristics of economic system
Economic system has the following characteristics:

- Real or on-the-ground reflection of economic doctrine, where it is usually
based on a group of institutions interconnected with a network of mutual
relations that ensures the organization and guidance of economic
activities and various markets for the purpose of addressing the existing
economic problem.

- Inits doctrinal applications, it reflects the cultural specificity of the
community.

- Applications of the system vary from stage to stage; the nineteenth
century’s economic system reflects doctrinal principles that differ from
the current century’s capitalist system, as well as from the socialist
system that prevailed in the 1930s.
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2.3.  Components of economic system
Any economic system consists of an institutional and procedural systems.



Institutional system: it is consisted of:
- Private and public economic companies and institutions.
- Monetary and banking institutions.
- Customs and tax institutions.
- Non-banking financial institutions.
- Financial markets.
- Various departments.
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Procedural system: Consisting of various economic policies, including
government’s package of actions, measures, laws, and regulations aiming to
regulate economic life, by including the following policies:
- Fiscal and fiscal policies.
- Monetary and banking policies.
- Social, health, educational and other policies.
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2.4. Prevailing economic systems
Depending on the different vision and philosophy of economic doctrines, the
economic systems came different. In this regard, we can distinguish between two
economic systems that have had a profound impact on the current economic
system. With the impact of these two economic systems, the capitalist system and
the socialist system, it is hardly to find a system without the impact of those two
systems.
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Capitalist system (capitalism)

The capitalist system was founded on the views of the classical doctrine, founded
by Adam Smith. The capitalist system is known as the system in which
individuals (capitalists) are allowed to own the means of production and perform
the production process freely in the form of projects with the aim of maximizing
profits and accumulating wealth. Historical factors contributed to the
establishment and developments of the capitalist system and led to its prosperity,
the most important of which was the accumulation of the capital in the hands of
a limited number of individuals and the scientific inventions beginning in the 18
th century, which brought fundamental changes in the methods of production and
provided the opportunity to exploit the accumulated capital. Generally, the
capitalist system has a set of basic characteristics, namely:

- Free possession of money and means of production.

- The project's freedom of decision and initiative regarding the type of
activity, the type of commodity or service, and the factors of production
most suitable for use.

- The price and production of goods and services are determined in
accordance with the wishes and capabilities of buyers (consumers) and
producers far from the intervention of the Government, which has limited
and uneconomic functions (custodial State).

- Total competition between sellers on the one hand and buyers on the
other, which leads to the availability of goods at the best quality and
cheapest price.

- Maximizing profits, despite the risk associated with it, is the primary
catalyst for owners of production methods to enter the production process
and the consequent provision of goods and services to satisfy needs and
address the economic problem.
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Socialist system (socialism)

This system was a reaction to the belief that there were disadvantages in the
capitalist system and damage arising from individual ownership and absolute
freedom that led to the formation of monopolies. The socialist system is based on
a set of characteristics, the most important of which are:

- Collective ownership of means of production and the consequent
distribution of output to all those who contribute to its production.

- Reverence of individuals' collective interest and elimination of private
interest.

- Achieving production and satisfying needs is the ultimate goal of the
production process.

- The Government (an interventionist State) intervenes by adopting
economic planning through partial economic plans stemming from a
comprehensive plan of action to manage and distribute resources to uses
for certain goals, thereby eliminating the existence of some ideas like
competition, market forces and the prices.
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Major Economic Currents and Thoughts

Many economic thoughts emerged before any theory was formulated based on.
Many economic terms, such as price, markets, profit, wages and interest, were
very common in most human societies. In this context, it may be pointed out that
the origin of the word "economy" is the word "Oikonomos", which is an old
Greek word for housekeeping, i.e., provide adequate provision of food, drinking,
clothing, distribution of tasks to members of the house according to their abilities
and distribution of what they produce as needed. The meaning was subsequently
extended to the State-city.

1. Economic thoughts in ancient times: Most economic thoughts came
from ancient people in the context of religious teachings, legislative and moral
orders and philosophical opinions. In the context of the organization of economic
relations and State-building, the Greeks divided society into classes, Plato viewed
with contempt the class of craftsmen, farmers and traders as well as slaves as acts
that prompted its practitioners to strive for earning and distance them from
participating in manifestations of public civil life, meanwhile he gave such
Importance to the warrior, politician and philosopher.

Plato called for collective ownership to be the general rule and considered the
need for diversity of jobs (occupations) because of their role in improving the
quality of things and achieving abundance, and Adam Smith later took this and
called for specialty. Aristotle was more accurate, agreeing with Plato's contempt
for economic activities, cash and interest lending, and that the money function
should be limited to exchange rather than earning, accumulating profits and
hoarding. However, he disagreed with Plato that collective ownership was
impractical and contrary to individual tendencies.

The most important contributions of the Greek civilization came with Xenophone
(Historian and Warrior) who authored the book housekeeping, which included
some manifestations of capitalism in which he praised agriculture on the basis
that it was economic wealth and favored trade and navigation and called for the
extraction of gold and silver to increase public wealth and the development of



trade and the formation of joint venture companies. Contrary to the Greek, The
Romans left little economic thoughts.
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2. Medieval Economic Thoughts: Following the devolution of the Roman
Empire, Europe entered the stage of the feudal system (feudalism or landlordism).
The new system tried to reconcile the the new economic order (the feudal system)
with the existing social composition, where agriculture was the activity
underpinning all manifestations of life. Due to the limitations of each feudal
region relationship with the outside world, the importance of markets has
declined, enabling the church to replace the supply and demand law, so it sat
prices and wages and reduced the use of money. The class of craftsmen and
traders tended to conglomerate and formed trade unions that set levels of skill,
price and remuneration for its affiliates.

The Church dominated Europe and worked hard to enforce its teachings, calling
on Equinas (a church man and the preeminent thinkers of the age) to apply fair
pay and price and denouncing the interest that was subsequently allowed to be
dealt with on the basis that it was an opportunity lost to the lender or risk as a
result of the debtor's possible inability to pay on time.

s ye Lgg) iy ¢ il gl &y ) shal jue¥) J8l e s o gl) ) guand) (B galai®V) il 1Ll
JS Clidle Ao sanal |okiy lall jallae 48S ade g8 A Lalill Lelaa g de) )3l ale



o A€ Ll g m jadl (5 58 e il g (3l pme¥ ) nad] il 55 288 s LAY Allal) e e Ul
L () oS5 5 SIS oyl ol 5l Rk and g 0 sl aladiod Jig 5 ga¥ls jan¥) cinaa
Clae 5L sl e A€l Criay Lepaniial ) sa¥) 5 Glail) 55 jleall Gl siue Cadaa 5 L (e @bl
Y Gkl (el b (5 jSie )5 A€ Ja ) (el o) (50l i gl (1 8 o Saala
DAl e g 3 il Ll Gulad e G L Jalaall a3 sailal) a5 Jalall el 5

ade 3 e el b dladl e o) Jae Jldial dai e ha

3. Mercantilist current (mercantilism): Security prevailed in Europe
during the feudal phase as a result of the need for agriculture, benefited the traders
whose trade has expanded further away with the discovery of new low-cost
maritime routes. The wealth flowed to them and they used it to support the
emergence of modern nations and to support their armies at the expense of the
feudalists who lost their influence and many of them went bankrupt. road traffic
fees were eliminated, encouraged traders to remove monopolies, and supported
emerging industries, and defended the need for States' intervention.

Thus, an economic system (the mineral system) was established that
commensurate with the existing social composition, called on the intellectuals of
that stage of the likes of Niccolo di Bernardo dei Machiavelli in Florence,
Budanvi France, Spira in Italy and Thomas in Britain on trade, and contributed
their views to supporting its growth and new capitalism. The aim of States'
national policy at that point was to obtain gold and silver in various ways and to
prevent their exit as a reservoir of wealth and an easy and quick way to increase
the strength of emerging nations.

One of the most important contributions of the thinkers of the mercantilism is the
provision of preliminary picture of what we call today the balance of payments
and explain how to get a positive balance that allows to increase the amount of
gold and silver. While Spain has taken the easy path of obtaining them by
extracting them from the mines of its colonies mainly in Latin America, Britain
and Italy intensified exports of industrial products to colonies and other markets
and imposed the use of national wages and vessels in addition to reducing duties
on exports.

The pursuit of gold and silver left victims, in addition to the inflation that swept
into Europe as a result of the high amount of minerals, wages decreased
significantly as exporters sought to reduce costs and increase sales in addition to
the employment of women and children and exploitation of the colonial
population and farmers' conditions have worsened as a result of the imposition of
low prices and the prohibition of export of their products to reduce prices and the
seizure of land by major owners to allocate them for the production of export
crops.
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4. Physiocrats: contrary to the mercantilists’ views that did not rise to an
economic school where their advocates were a group of politicians and traders
who advocated policies for special interests, physiocrats is considered the first
modern economic school established in France by Quesnay, followed by other
economists who made natural law the basis of their thinking and initiated a policy
of freedom to work, which is still in operation (the theory of absolute freedom).
The physiocrats thought there was a "natural order" that allowed human beings
to live together. Men had to discover the laws of the natural order that would
allow individuals to live in society without losing significant freedoms.

The school launched its attack on trade policies and regarded agriculture as the
only productive activity as what it is produced more than spent. Industry and trade
were considered futile activities dependent on agriculture. Thus, farmers and
landowners were glorified and made the productive class of economic surplus.
Physiocrats believed that any deviation from the natural system will cause
turbulence and pain, and therefore must be eliminated, including encouraging
industry and trade at the expense of agriculture that cause the withdrawal of labor
from the agricultural sector and absorbing excess production resulting in
widespread poverty and famine or starvation. Quesnay called for industrial
commodity prices to be as much as they consume the work in production, an idea
that later Classic theory inferred. Quesnay's economic schedule is one of the most
important contributions of the school, showing the income cycle in the country,
I.e. national income.
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5. Classical School: that school was founded by Adam Smith, and it had a
broader effect and longer than any previous school. The industrial revolution that
emerged in Britain required a new doctrine that establishes a new economic order
that defends emerging industrialists and lifts restrictions on their work, which
Classics did.

Contrary to previous opinions, Adam Smith and Classics have seen that the only
source of wealth is output resulting from work and using resources, and that the
way to increase production is division of labor, and the value of things depends
on the value of the work devoted to their production. To achieve prosperity and
increase wages, Smith saw the only way to do so is to exceed the ability to
produce the increase in the population. Smith and Classic also called for the need
to compete as a condition of the natural freedom system or the hidden hand he
believed in, and called for the fight against monopoly and saw rent as a
monopolistic price.

In addition to Smith, some thinkers contributed to enriching the classical school,
most notably Malthus, the innovator of the Iron Law of Wages Theory, in which



he advocated fixing wages at the subsistence level to avoid increasing the
population from the level of increasing available resources.
Malthus also contributed to an idea that enriched the economic theory of a law of
diminishing returns. In France, Say developed a law whose conclusion was that
supply created the same demand.
In addition to Smith and Malthus, David Ricardo is considered the most famous
classical school flagship and the author of many of its theories. He provided an
in-depth explanation of the rent in which he agreed to be a monopolistic price.
He also defended the Iron Law of Wages and he called for the determination of
the natural price of any commodity at the point the work required for the
construction of buildings and machinery, and spoke frequently of the role of
money and the effects of the change in its quantity.
The neutrality of the state (government) is one of the most important points
agreed between Classics. The functions of the state are limited to the
administration of justice, defense, internal security and diplomatic relations.
These are important pillars that help to provide an environment conducive to
economic activity and its expansion.
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6. School of socialism: The turmoil that engulfed Europe, culminating in the
French Revolution, as well as the financial and social crises and the sharp
deterioration in the working conditions that prevailed in capitalist countries, led
to the launching of a set of ideas against the realities imposed by capitalism and
called for the establishment of socialist societies in which collective ownership



and the most prominent of those who led this counter-think were Saint-Simon
and Fourier of France and Robert Owen of England and others.

Marx benefited from those ideas in the drafting of his book The Capital Which
carried his Economic Theory that founded a new school known as socialism.
Marx attributed the economic value of the goods to the amount of work done in
their production, but he has stipulated that the work is necessary from a social
point of view, meaning that what is produced must be of benefit to individuals
and therefore the higher price paid goes to the pocket of a capitalist who pays a
minimum living wage even if the worker's productivity doubles. Capitalists
always tended to produce more goods than the market could absorb, leading to
repeated crises, then layoffs and widespread poverty. He also saw that money was
only a mediator.

His attack on capitalism was based on Hegel's philosophy of interpreting social
development based on a dynamic process of class conflict within the capitalist
system between employers and exploitative workers, which ended with the
demise of capitalism and was replaced by socialism as the best and most just
system.
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The third chapter:
The economic functions of financial system



1. Production:
Production is the focus of economic activity. It is the goal of every economic act
carried out by individuals or institutions as it reflects the formulation,
harmonization and coordination of the elements of production in order to create
the benefit of them and satisfy the human needs (addressing the economic
problem). Production is an interaction between man and nature to create benefits
for him.
Production passes through stages from the search for raw materials to the delivery
of production to the consumer in forms and specifications that meet its tastes,
through intermediate stages of design, transport and distribution. Therefore, the
function of production is to mix production elements to create a product that
meets the needs and desires of the consumer.
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- The process of production
Definition of production process: As aforementioned, the production process
reflects man's relationship with nature. Getting into the production process
requires a human group. The production process is therefore a harmonious
productive process whereby relations between members of society are established
according to horizontal and vertical linkages on a cooperative basis for the
division of labor within the productive unit and among the productive units. In
carrying out its economic activities, the productive unit depends on other units,
both in terms of the provision of production supplies and the market of their
productions.
This network of social relations for production, both within and among
productive units, revolves around a fundamental relationship that determines the
ways in which the means of production are used and thus the forms of cooperation
and division of labor, and determines each individual's role in the production
process and his share of the output of this process. The social forces of production
and associated production relationships are called production methods.
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production concept: There are many definitions of the concept of production:

e Production is the creation and conversion of goods and services to meet the
needs. Production is divided into several types, the most important of
which are: final production, intermediate production, material production,
which includes changing the shape of the substance, transporting the
substance elsewhere or keeping the substance for a period of time until
consumption (storage) and service production. To realize the production
process, the production units mobilize the necessary production elements.

e Production is a mutual relationship between the producer, consumer and
distributor, the product needs the consumer and this in turn needs the
product and distributor.
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Production elements: they are also called economic resources, and it can be
divided to:

e Nature (land): we mean natural resources that surround man and get from
them the necessary elements for the production of goods and services, and
includes nature (land), which contains in its interior and surface minerals, raw
materials, water and air. Natural resources are required to be in the form they
were found and not modified or replaced by man. For example, petroleum is
considered a natural resource in its place, but when exploited by man it becomes
a capital. Nature is an essential element of production; it provides the productive
process with the necessary raw material. Natural resources can be divided into
three types, namely:
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Land: it is the most important natural resources and is versatile. They can be used
in agriculture and in animal herding, as well as for the construction of factories
and shops on them. Roads and channels are built on them and ports and airports
are either. Minerals are extracted from their interior in addition to being a
settlement for human life and activity. Land as a production component is
characterized by its unaffected by allocation (used in multiple activities and
industries) and its non-consumable (with no life expectancy), and cannot be
produced. In exchange for exploitation, land owner receives a return in form of
rent.
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Raw materials: raw materials refers to the money that nature gives us without
being directly suitable for consumption. It needs human intervention to make it
fit for consumption. Raw materials exist without human interference in their
creation, but only their role is to search for them, collect them or separate them
and extract them in preparation for their use. This is contrary to agricultural crops
that are not natural resources, coming from the work of man.
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Driving forces: they effectively contribute to the production; such as wind force,
water rush and sun, which contributes to electricity generation.

It should be noted that natural resources vary from country to another, and rarely
gets a subject to monopoly. Hence, comparative advantages emerged as
justification for foreign trade. Furthermore, the importance of a resource from
another has changed depending on the changing technical methods of production
and the emergence of new inventions. For example, the importance of coal
declined in favor of petroleum after the advent of diesel engines, as did the
importance of wind, sun and other renewable energies.
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e Labor (work): If nature offers natural resources in their primitive form
that are incapable of satisfying human needs, work or labor is an important
element of production for its role in transforming natural resources to make them
worthy and suitable for needs and beneficial. Labor is known as every effort made
by man optionally to produce. work differ, including:
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Manual or physical labor: It mainly depends on the muscular and physical
powers of the body without or in addition to some special professional skills
acquired by training. This community therefore receives remuneration (salary,
wage) for the renting the labor.
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Intellectual labor: This type of work depends on the pure mental skills acquired

by education; such as the work of a lawyer and a doctor. It can need some

muscular or physical effort with it. In exchange for exploiting it, the owner of

this labor receive a salary or a wage.
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Administrative works: They are intended to coordinate a collective effort of a
group of people as subordinates by taking decisions and conducting work to
achieve a particular goal. The doer of this work requires specific talents such as
organization, personality strength and good guidance as well as the availability
of pure mental skills.
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Executive work: These acts are limited to the execution of orders issued by the

Chief Administrative Officer. This type of work involves manual and mental

work. It should be noted that it is sometimes difficult to differentiate between

executive and administrative work because of a series of managerial heads.
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The work is characterized by a number of characteristics to distinguish it from
other elements of production. It achieves legitimate social benefit (satisfying the
needs of all members of the society), the association of work with man (the
amount of work that can be done in a given period depends on the number of
individuals employed), the willingness to work, and the freedom to work.
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e Capital
Many of the definitions that tried to address the capital. Some defined it as a set
of economic material funds used in the productive process leading to increase
the productivity of the work. Others defined it as the sum of machinery,
buildings, raw materials, soil improvements, and generally human-made goods
that help in production. Others defined it as the wealth that earns its owner an
income. In other words, the wealth that was produced to be used to produce
another wealth.

A.CJAMA\_\\ ‘_Ax: uaa_\l\ 43_):3 cJlall u.n\_) djh.d &).L-u ‘_,_I_\]\ 1“115.3)3_"\1\ Cdaxs - JL) U"’\J alc -z
aalil 3003 U sa s A5 Al Aleall 8 il Aola@Y) dieall i Ll ) saY) e
Sl Al Sl g A Y1 ) sall 5 Sl s YY) ¢ gane ) o el 48 e (pa G cJanl)
il Ao 05 Al 48 jay Lain L) 8 aelid )y V) Lgaia 1) alud) dale ddiayy g il e
oA B Ll (8 aadiudl coail (Al 3 ) g8 (5 ANl JAs palial Gia il 5 il
Capital is the third element of production. Man does not intervene to diversify
resources and make use of nature to satisfy his needs in the shape, place and time
he wants without using the capital. Since ancient times, mankind has produced
the capital to be used for production. Here we refer to some of the concepts of the
capital of economic schools:
English school: it considers capital as a collection of production funds that have
already been produced as a result of the interaction of the elements of nature and
work with the exclusion of certain elements of nature such as land, air and water
in the capital as long as they have not been produced before. The school therefore
considered that the capital was limited to production funds resulting from work,
although it was difficult to differentiate between nature's production funds and
labour production funds.
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English school: it considers capital as a collection of production funds that have
already been produced as a result of the interaction of the elements of nature and
work with the exclusion of certain elements of nature such as land, air and water
in the capital as long as they have not been produced before. The school therefore
considered that the capital was limited to production funds resulting from work,
although it was difficult to differentiate between nature's production funds and
labor production funds.
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Austrian school: The capital is defined as a group of intermediate or indirect

funds that during a period can increase the productivity of humanitarian work.

The school differentiated between production funds (capital) and consumption

funds, i.e. funds allocated for consumption.
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French School: It considers that the capital is the increase in the national output
of national consumption, meaning that the capital is the stock generated by the
human effort and dedicated to ensuring future benefits. The definition of the
school is broader, it does not differentiate between production and consumption
funds, but rather includes in the capital as well as production instruments
inventory of consumption goods.
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Marxist School: Carl Marx sees work as the only productive element, and the

capital despite its role in increasing the productivity of work, it adds nothing

because its value moves to the commodity due to its destruction.
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Banks often provide loans to investors and employers (regulators) for interest.
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e Entrepreneurship:
The existence of the previous three production components is not sufficient to
produce economic funds from economic goods and services, but there must be
people who coordinate between the previous production elements in order to
achieve the ultimate goal, which is production in order to satisfy multiple
humanitarian needs. A person who coordinates and conciliates the organization

is called "entrepreneur".
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Entrepreneur definition: The entrepreneur can be defined as the person who
combines the elements of production in a coordinated and targeted manner in an
economic enterprise with risk, making a profit if successful and incurring a loss
if it fails. In the meantime, the entrepreneur pays the costs required for the
production.
Entrepreneur’s role: entrepreneur sets up the project, coordinates between the
elements of production, anticipates the demand, and thus he determines the
production in terms of size and volume of operation to maximize profit. The
entrepreneur's role is not only to satisfy existing needs, but also to use different
propaganda methods to try to create new needs to satisfy them.
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Production methods: The importance of production is to achieve two main
objectives: to satisfy human needs through the benefits created by production,



and to create new incomes for everyone involved in the production process, part
of which consumes and the rest is savings. So, he gives wages to workers, interest
to capital owners, rent to landowners, and the remaining profit to the
entrepreneurs.
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In order to start the production process and achieve its objectives, certain methods
of production are required to achieve the optimal goal of production and increase
its productivity. In this context, the production methods in capitalism differ from
socialism. In capitalism, capital is the main element and the locomotive of the
productive process as well as its ownership is private. The labor or work is then
transformed into a commodity whose owners receive a wage. The aim of
economic activity is to achieve monetary gain (profit). Production in capitalism
Is automatically directed by market forces and the price apparatus. In socialism,
production methods are collectively owned and cease to be capital and become
merely the means used by labor in production. They are aimed at satisfying social
needs and operate in a planned manner that defines the conditions of production.
e JieY) g jall Gaiadl LY 8 Lme 3k g L) Ak 4o Gaiads LY dlee 5 il g
AS) Y e Adland ) Z V) 55k Galias Bl 13 iy Lialil (e ad s zlaY) jualic
Jsay g cdoald ai€la () 6<5 g Aualii) ddeal) 5 ,hlE g ala¥) paiall o Jlall ) ) Lead o <5 gVl
(M) sl ol 3int s 5Ly Bl (e Cangll 5 5Sy5 ¢yl Llaal il dalus I Janl)
Ol Sleas Gl o8 JISH Al o lasl ) 2V o) LS il dalud) slasl Jl 8
OSSO g STy Aaelea ASLe DI ALY Jila g 408 () <8 AS) IV AU (3 ke Wl dgaa s
Jary s Leldia¥) clalall g lud) ) Caagy s 2l A Jasl) Lpaadiing Jil 5 3 ja graali s Jle (ol

Agaail] Aabiall abat) Jlae Ling )35 Gallly LS (Y] Ja g b 408 2aad halada a8 e

¢ Production function, and national output

Production function is one of the core functions of any organization, integrating
with other functions such as human resources function, marketing function,
purchasing, selling and financial function.

Definition of production function: production function is known as economic
activity leading to the conversion of a set of inputs (elements of production) into
forms of raw materials, intermediate goods and services using certain production
methods to obtain outputs in a given place and time and in the quantity required
and specifications and quality specified at the lowest cost and minimum loss to
satisfy the greatest possible need.

Based on this definition, the production function can be defined as the department
charged with making decisions on production according to the required



specifications and amounts, and according to the agreed schedules at the lowest
cost and minimal loss.
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Productivity definition of each production elements: It is to improve the
manufacturing cost of the product, and it is to reduce the cost of manpower
(worker productivity) or the cost of the means used at the same or more levels of
production. Productivity is measured by the relationship between the quantity of
production (outputs) and the quantity of production elements used (inputs).
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The Gross Domestic Product GDP: it is the total value of final goods and
services produced within a given region during a given period is usually one year,
regardless who is the owners of the production elements whether citizens or
foreigners. GDP is a geographical concept associated with productive activity
within political boundaries.
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The Gross National Product: it is the total value of final goods and services
produced during a given period is usually one year by resident citizens or



foreigners, whether within or outside political boundaries, i.e. the total production

in the world by residents.
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