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ABSTRACT
Students in Economics 519 at Purdue University have

been guided to seeing economics in things--in their experiences, in
their readings, and in their conversations--and to apply economic
analysis appropriately in considering them. This cou1.3e outline
illustrates one technique employed which reaches the objectives of
effective economics education, assisting the student to participate
in his world and, as a teacher, to assist others in turn. Students
were assigned to search for one item in their reading susceptible to
simple economic analysis. The memorandum to students as to the
requirement; the sample item, beginning analysis, and structural
suggestions for its completion; and the paper as completed by the
instructor are attached as Annexes A, B, and C. Grading of papers,
conferences, class time, and resources used are discussed and the
instructor's evaluation procedure is given. A student survey showed
very favorable response as well as suggestions indicating further
ideas which students felt could be included. Two student papers are
appended, with instructor's comments. A bibliography of Institute
Papers available from the Graduate School of Industrial
Administration is included. (kVA
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Student Applications in a Principles Course
of Economic Analysis to Self-Discovered Items

1. Objectives and Rationale

Effective economies education cannot be confined to the

learning of economic analysis alone, when the purpose of such education

is properly to help students understand better the world about them,

as it is now and as it promises to be throughout their lifetimes, and

to assist them toward participation in more rational social decisions.

Accordingly, it becomes essential that students learn to see

economics in things - in thei experiences, in their readings, and in

their conversations - and to apply economic analysis appropriately in

considering them. Without the development of these facilities, how

can education in economics be meaningful to students ("relevant")

or useful?

The students in Economics 519, The Meaning of Price Theory,

at Purdue University are prospective teachers, and training in

scenting economics in things and applying economic analysis to them

are essential for them just as for other individuals, but importantly

also for them as prospective teachers of their own students in the

social studies. They must pass on to their own students the same

training, in order to achieve the same objectives.

2. Steps and Procedures

In addition to other devices to the same ends, I have accordingly

asked my Economics 519 students since the fall term in 1967 to discover
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items in their reading, whether of history or other course literature,

of magazines, or of newspapers (news items, advertisementi, editorials,

or cartoons), items which are succeptible to simple economic analysis;

to analyze them, to state whether they are right or wrong on the basis

of their analysis, and to tell why the item and its analysis would or

would not be valuable in their own teaching.

This requirement substituted - and I believe advantageously -

for a former one to write a term paper, generally upon some economic

problem of individual student choice.

Originally under the new practice, I required three such

papers during the term, but in response to expetience, I later also

provided a sample paper for their guidance, and then finally I sketched

out the beginning analysis of an item, required each student to complete

it in an 'indicated structure, and thereafter distributed a sample

paper as to the same item as completed by me. Three subsequent papers

continue as to items discovered by the student himself to be required.

The memorandum to students as to the requirement; the sample

item, beginning analysis, and structural suggestions for its completion;

and the paper as completed by me as to the sample item are attached

as Annexes A, B, and C, respectively, and are self-explanatory.

Class time relative to the assignments and their completion

has been minimal, but there is, of course, an opportunity for student

questions as to the assignments. Moreover, general comments as to

student work maybe made in class after the grading of any set of the

resulting papers.
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Student conferences as to the items they plan to analyze are

encouraged, but are not widely undertaken by the students. Occasionally

there is alSo a conference as to a completed, graded paper.

Grading of the papers is of course time consuming, particularly

when I try to indicate both points of approval and of question, but

probably less still than would be expected, because of the present

detailed specifications as to the assignments and the student practice

in the more structured preparation of the preliminary paper now required.

This set of procedures has, then, been used in approximately

the present form during several terms, including the fall term of 1970.

During the spring term of 1971 I was on leave for somewhat more than

the first half of the class sessions, and a modified, restricted use

of the device resulted, which I believe was valuable student experience,

but not so valuable as the established full procedure.

3. Resources Used

Resources other than those cited above and annexed to this

report, and other than student and teacher time devoted to the pro-

cedures, are not germane to, or required, specifically, for this

particular project. Students of course can and do use their texts

(Campbell R. McConnell: Economics: Principles, Problems, and Policies.

New York, McGraw-Hill and Leonard Weiss: Economics and American

Industry. New York, Wiley), as well as any other references they msy

choose. Occasionally the teacher also is found using references,

including even advanced ones, for judging more fairly some of the

student analysis presented.



4. Evaluation of the Procedure

The nature of the procedure is such that objective evaluation

has seemed inapplicable. Dual or multiple grading of papers would be

a possibdlity, but it has not been undertaken.

Attached as Annexes D and E are sample papers exactly as sub-

mitted by the different students of the spring of 1971 class, but

including my comments and gradings (A in each case).

The quality of work of the class as a whole maybe indicated

by the distribution of my gradings (subjective, of course) of the papers

of all of the students in this particular class: 39% A, 22% A-,

11% B, and 28% C. The median grade was thus A-.

In previous classes, except for occasional copouts, there is a

progression of improvement from paper # 1 to paper # 3, but it does

not show clearly in my gradings, because I progressively raise the

standard, consciously and also perhaps, further, unconsciously.

Students obviously discover items in their general reading

which can be subjected to economic analysis. That they search for

such items is suggested by the surprisingly small overlap rate in the

use of identical items of only about 5%.

One would expect at least some transfer from the experience,

so that students continue to be more facile in scenting economics in

their continuing life experience and in their reading. Certainly, too,

These were the first (and only) such papers required in this particular
term, a result of my having been on leave for somawhat more than its
first half. Thus, these particular papers did not have the benefit
of prior practice, although the students did have the advantage of the
course having progressed further by the due date of the papers. More-
over,a grade on this single paper substituted for the average of four
grades on four papers in the usual practice.

7
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they are exposed to practice in applying economics analysis, a cross-

fortification with what they are required to do in other activities

of their Economics 519 course, including examinations.

In the discovery by the students of the items to be analyzed

and in its analysis there is of course created some self-motivation.

Occasionally self - discovery has even been reflected to the teacher.

The finding of the item, or the completion of the analysis, has led also to

occasional indications to me of self-satisfaction on the part of a

student.

To some extent it can reasonally be expected that students

will be led by their experience with their papers to see opportunities

to apply what they have learned in other non - economics courses to what

they experience in their lives and in their reading. A more rational

reaction to what they experience is thus encouraged.

5. Solicited Student Comments: Spring Term 1971

In preparation for this entry I solicited written comments as

to the experience from members of the class, using the following

inquiry form:

"I would appreciate having any comment you nity
wish to make as to whether or not the required paper
preparation for Economics 519 was useful to you
in learning and applying economic analysis or to
the teaching of it. Your response maybe anonymous
if you wish".

Responses on this at least semi-voluntary basis were received

from 78% of the class members, of which 57% were anonymous, with 43%

volunteering their names or initials. I would consider all but one
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response generally favorable to the experience. This one, of a student

doing C level work and currently involved in campus political activities,

and I would think, fatigued, wrote "effective, but for what? -- I

believe economics should be a fairly structured presentation."

Another student said the experience was "worthwhile", although "benefit

is slight beyond maybe to "help answer 1 or 2 questions on an exam."

On the contrary, 864 of those responding specifically said

the experience was useful, worthwhile, or beneficial, including 21%

of those responding who said "very beneficial."

Among the student comments were "stimulated interest," "related

.to present day interests," "this is where it's at," "would pass over

(the item) without this experience," "got us thinking," "provided a

basis for logically reachinga conclusion," and "helped in joining a

problem and its solution --- and the use of graphs." One student

likedthe flexibility allowed, and another appreciated the sample paper

distributed.

Two students suggested that more such papers should be required,

one "even with the limited time" (in most terms more papers are required).

Two other students suggested reporting some or all of the

paper findings to the class as a whole, and another that the "quotes"

found should be discussed in class. It was also suggested by one

student that two persons might be asked to work together as a team on

an item, rather than individually.

9
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519 - F 70

Economics 519

Four Applications of Economic Analysis

Each student is to submit four 2 page papers applying microeconomic
analysis to statements which (for the last three papers) the student
extracts from newspapers, magazines, histories, or other sources. Duc
dates are:

Preliminary Paper:
First Paper:
Second Paper:
Third Paper:

On or before: Wednesday, October 13
On or before: Wednesday, November 3
On or before: Monday, November 29
On or before: Monday, January 10

What you are expected to do is:

QA
1. Find and quote in your paper (identifying its sourceoif from

a periodical,. ma its date) a statement susceptible of
microeconomic analysis, which statement may be either
correct or incorrect when analyzed. It is probably more
fun, more revealing, and safer to work with an incorrect
statement. (The item for the preliminary paper of each
class membcr will be provided for you.)

2. State the applicable economic analysis as simply as possible,
but you may use graphs as tools if they are applicable. The
statement of the analysis is to be your own, not an extract
from a text, although original analysis is not expected. If

your analysis is of equilibrium or of a change in supply or
demand, you arc not asked to derive the supply and demand
curves themselves. (Some of the analysis, as well us some
guides for completion of the preliminary paper,will be
provided for you.) Elasticity need be specified or estimated
°nit if it id essential to the resulta of thr analysis.

If less than one, or more than two, graphs are to be used,
the matter must be cleared in advance with the teacher.

3. State on the basis of your analysis, whether the statement
is correct or incorrect.

4. State why the analysis you apply is worth teaching in the
schools. Usually this will bc to tench supply and demand
analysis, either in the product market3 or in the factor
markets, which analysis, when learned, is applicable to many
other such statements and ideas, but it might also bc toteach
other widely- applicable economic analysis, as of scarcity,
the production possibilities curve, specialization, or
opportunity costs, for example.



Consider also motivatIon of students in the unit
you develop.

You are encouraged to discuss with the teacher, in advance of premixing
each of the last three papers, the item which you propose to analyze and
how you propose to analyze it. You should have no trouble in finding
items to use, if you keep the requirements in mind during your general
reading, reading for other courses, etc. But you may have trouble in
restricting yourself to one point for adequate analysis within the required
content limits, and this restriction is essential for an adequate pn per

and a valuable unit.
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519 - Pall 71

Econonics1519
Preliminary Class Paper Assignment

Date:

1. The Item

"Smokers of Marijuana Now Find Cost Can Be Higher Than Effect.
Crackdown on Mexican 'Grass' Cuts Supply, Raises Price".

-- The Wall Street Journal

* The date of appearance should be stated, but I do not have it.
A facsimile copy of the item appears as Exhibit A hereto.

2. Ana],ysis

Shown below is a hypothetical supply and demand diagram for
marijuana in the United States in 1969. Pure competition seems
reasonably to be assumed. Supply is shown as relatively elastic,
because of (1) the comparatively small market for the crop relative
to the land which can be diverted to its production and (2) the rapid
growing period of "grass". Demand is shown as relatively inelastic at
competitive prices, on the assumptions of (1) no really satisfactory
substitute, (2) the higher cost to users of alcoholic beverages
relative to competitive prices for "grass", (3) the dangers in use of
some other "substitutes", (4) habit (?), and (5) the small amounts
spendable for marijuana at competitive prices relative to incomes.

P

competitive

competitive

Free-market competitive p and q are shown.

2

Q

Marijuana
U.S.A. 1969
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a. Draw in a new hypothetical Supply Curve resulting from the
"crackdown" on marijuana.

b. Show the resulting pcontrolled
of "grass".an d q

controlled

c. Is the D much higher than the D
-competitive

? The q
controlled-controlled

than the a_-competitive?

d. Identify the amount of money per unit of a
-controlled

available

for increased costs of the "grass" under the control, for large
profits in encouragement of its criminal producers and distributors,
for bribery and intimidation of enforcement personnel, for "pushing",
etc. (Hint: Isn't necessaTy cost per unit shown by points on the
Si supply curve?). (Note that the amount to be identified is not the
change in price.)

e. Show the total amount of money available for such things under
the control (Hint: Isn't that q

controlled
multiplied by the

difference between p
controlled

and cost per unit of q
controlled'

and isn't the area of a rectangle the product of its two sides?)
(Note that the total amount to be identified is not the change in

total revenue.)

f. Write a continuation of the oxalis/a to reflect the
points you have developed.

3. Write a statement as to the correctness or incorrectness of
the quotation from the item stated in 1 above.

4. Write a statement of the reasons why or Why not the item
and the analysis should be taught in the schools.



Exhibit A has been omitted for reproduction purposes. The article, "Smokers
of Marijuana Now Find Cost Can Be Higher Than Effect--Crackdown on Mexican
'Grass' Cuts Supply, Raises Price; Riskier Substitutes Feared," by Peggy J.
Murrell from the Wall Street Journal.
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}rv.vEx C.

Billy Graham
Economics 519

Preliminary Class Paper
January 12, 1970

519 Fall 1971

1. The Item

"Smokers of Marijuanallow Find Cost Can Be Higher Than Effect.
Crackdown on Mexican 'Grass' Cuts Supply, Raises Price".

-- The Wall Street Journal

* The date of appearance should be stated, but I do not have it.
A facsimile copy of the item appears as Exhibit A hereto.

2. Analysis

Shown below is a hypothetical supply and demand diagram for marijuana
in the United States in 1969. Pure competition seems reasonably to be
assumed. Supply is shown as relatively elastic, because of (1) the
comparatively small market for the crop relative to the land which can
be diverted to its production and (2) the rapid growing period of "grass".
Demand is shown as relatively inelastic at competitive prices, on the
assumptions of (1) no really satisfactory substitute, (2) the higher
cost to users of alcoholic beverages relative to competitive prices for
"grass", (3) the dangers in use of some other "substitutes", (4) habit (?),
and (5) the small amounts spendable for marijuana at competitive prices
relative to incomes.

Pcontrolle

Pcampetiti

controlled

Marianas
U.S.A. 1969

qcontrIUTLmpetitive5
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Free-market competitive p and q are shown. With the increased
restriction ofmarijuana distribution from the "crackdown", there results

the hypothetical S
controlled

function as shown and the reduced

qcontrolled a
nd greatly increased p

controlled
of "grass".

With this q
controlled

we have a large difference between p
controlled

and the free market cost of production of qcontrolled
(shown for the

quantity q
contro 11 ed

on the supply curve 81 of a free market). The

crosshatched area then shows the total amount at money that becomes
available for increased costs of the "grass" under the control .for
large profits in encouragement of its criminal producers and distributors,

for bribery and intimidation of enforcement personnel, for "pushing", etc..
Supply E-Ontroila is shown as having some elastiditr, because higher
prices will encourage more violation of law, etc.

3. Correctness

The diagram confirms the markedly higher price of "grass" resulting
from the "crackdown", the curtailed availability of "grass", and the
resulting bases for substitution of lower quality "grass", and of other
items, as stated in the article.

4. Why Teach?

The application of economic analysis to subjects in which students
have an interestosarijuana and crime, can increase student interest in
economics and their motivation to study it. Moreover, the application
employs simple tools of economic analysis, supply and demand curves, which
have wide usefulness in applications of economic analysis to other
problems. Finally, the showing of incentives to crime from the inter-
ference with free markets adds an important factor to be considered
in determining the social wisdom of such interference, if the social
stakes do not justify it.
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"Farm Labor Problems

Affect Consumers"
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h,r,1144 )1;eriv
eja )

r kie.--.' i 'I, .;;* '
Ce+

LA LAh$1,' IA; :gdi 4/ #Ck
,14roe'l''s 04 ri

I. "If too many producers are forced out of business, foo6 r"

(v . /
is s scarce and prices to the consumers soar." * 146' '))IV"'

A;

* Hoosier Farmer, January, 1971 ..,,j,

l'I. In exhibit A, a demand and supply schedule for labor

J.s shown as is faced by the individual farmer. W1 and Qi are

assurzed to be the equilibrium levels of wages and labor

supplied in the competitive labor market. However, with

union activity threateninq, and eventually demandins a hi her

wage level, say W2, the individual farmer will demand fewer

units of labor while at the same time more units will be

available. These respective values are represented as Q.2d

and The difference between these two values is the

surpluc_labor now existing in the market. Notice that Q26

is less than the equilibrium level of labor used at Ql. The

wage increase has forced the orisinal quantity of units of

labor used to decline; ,,to be rg.nlaced by other factors of
n.4z-J;7t.:4/31,

production representing lesser costs per unit of output. Cal

presently border-line profitable farmers will be forced out

;14,,
of the market by the increased production costs.

frly-eifev+r- ?-r
1
The title of the editorial selected for analysis. ""'

:17 ,

..:0.



Labor Market
Wac7es Prices

Exhibit "A"

"2 P2

P1

Food Market

Exhibit Sd

Units
of Labor

Quantity
?urchaso:

Exhibit El shows tho demand and supply schedulr; 'ac :c

by the individual food purchaser. Notice that the (:orinc;
4:v 4 AZ-Z4d -

very inelastic while at the samo time the sunpl, is very

elastic, It is important to remember that some individual

farmers will be forced from the farming industry and that the

costa of farminp: have been driven up. As a result, the

equilibrium price Pi will be pushed to the new price P2 by

decrease in the supply of food products. This decmasr.! to

rf; .-/ '.**,./ o

for :ood can be seen by the small decrease in quantity

;:emanded in relation to the much larger general price in-

crcc.se.

In summary, higher wares paid to farm labor will :nrce

,I:or-e farmers into unprofitable situations. As a result,

the farmers will attempt to use lesser amount3 of the

:.!8



max; costly resource -labor in this case- and more of

less costly resourcoo. In any event farms will he loos

°veritable and many will fail, decreasing tho ounply of

food products to the conoumor and driving food priceo up.

III. In the analysis and with the use of exhibits A and B

one can see that the result implied in the statement used

is pos'sible; indeed probable under such cost pressures.

IV. The item selected is a worth-while teachinq area (11:e to

the ability to see the supply and demand diagrams frLcd by

both the producer and the consumer. It leaves many aea::

of a.zumentative debate open which would tend to motivate

student discussion. It opens areas for further research

such as; what is the value of unionism to the society as

a whole, or, what alternatives are available to a producer

faced with rising production costs.

9
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Item: "Mercury Montego's $2798 price buys you more car todayX..
'61:an 12 years ago. Monteo is a good remedy for your shrin'e-
ing Dollar ..."

---Lifo Magazine
April a.1971 n4,

4.1.4'W'%"

2. Shown below are compar*tive graphs of the marr:t
for Vord model "X" in 1959 and Assuming that the de=d
fcr Fords has not changed much, the demand curve is shown as

same in :)oth graphs. Costs of factors of production, how-
have gone up considerably, causing a shift or the

ply curve to the left. The result is a higher equilibrium
price for the car in 1971 when compared to 1959. Assumin P.

as 100, we' must add Pi and cost inflation to derive Fif=

0.071).

4

?Co

/,/". 41"'N

q

Ford model "X"
1059

q
Ford model "X"

1971

ft/

Pl= 100
Assume 5% inflatic

Pfs. (Plx.5%)=

100 +( 5 )

Correctnessnew analysis: The above is the simple fsce-vc.lue
evluation of a soeming3y obvious truth. However, a little
o.:por analysis can reveal a fundamental error in, this ar,74-
1:.ont. Granted, the quality of the itorn increased alonr: with
co.:;t :nflation. But is the car a better buy to the individ-
u,1 in 1971? Here is what you really havo to consider to deter-
ine 1;ho validity of Ford's claim--marginal utility/dollar ?.

utility is mom than a price consideration it 1.L;

11:ty to the cold Almor pur spont. McConnol 11:;on

of lord and Cadillac. Thow,h a man may bo twice:
with a Cadillac than A Pord, the Cadillac cost uhrc.0 ulos
than the Ford. To Man #1 Ford may be a better buy per

colla: spent. By tho samo token, ;*.an # 2 may get three tim::c
-oro :losure from owning the Caddy. Let's look at this mathu-
atielly.

iii.
M.U.- Marginal utility measured in utils
Ford Caddy

M.U. 1'000 > 2000 1 1..... MG

P -'17:07) 6000 : r.4 17s
...,. .

?
. . \ )oo ,

s
I of

."- f/

105



Caddy
1000 - :1,000 -
2000 6000.

# 2 Y.ay go ahead and buy the More, glamorous Caddy Since
his relative satisfaction por dollar spent would be equal for
both cars.

Now wherOve apply this argu4ent to the Montego ad we get an
interesting situation. For( the individual to buy the 1971 Ford,
the marginal utility in 1971 must be at least at least 105 utils.

M.U. 1959 < M.U. 1071
P1 1959 P2 1971

100:' 4: x
100 105

Boiled down this -.9.na.that the improved .quality--hide away head-
lic;hts, seat belt, power windows, etc.--must be worth 5 utilz to
the consumer.

Cho 2. R. men of Ford MotL designed the Ad assuming that zhe
improvements in the Montego are desired by the consumc:rs. But
s.Ippose 3i11 Jones likes standard headlights and manual w;n-
:ows. The quality improvements do not add .any marginal i11.*:.y

for Bill Jones while, the price is greater than the old model.
'=or Bill Jones the' ontego is a worse buy because he is pz.yinr;
:: :ore for les:.% or au best the same amount of personal usofulnoz.

7.-.v Tcsc.ch?: This los-on would be valuable on several lewla.
_ .las imple example of how inflation manipulates the 01.17,7,1y

c,rvo and causes an increase in price. Secondly, the exa.1e
is a -;ood way to teach marginal utility. It is a familiar
oxample that st.,dnnts can relate to. Third, the example shows

advertisements that may leek utopian on the surface, may 41 /:..,

not be so economically advantageous to every consumer. Per-
sonal factors of each individual corlsume7raiauenbe the rec.:.

-

value of a commodity. c

"se

L47-,/
r.74A-r. 7-

:714.d1.
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The following is a listing of Institute Papers which are still in supply.
Copies maybe obtained from the Secretary of the Institute Paper and
Reprint Series, Krannert Graduate School of Industrial Administration,
Purdue University, Lafayette, Indiana 47937.

Paper
No. Title and Author(s)

83 A CLASS OF UTILITY FUNCTIONS Manna WIWI'S HOMOGENEOUS
SAVING FUNCTION, Peter Jason Kalman.

84 PROFESSOR PEARCE'S ASSUMITIONS AND THE NONEXISTENCE OF A
UTILITY FUNCTION, Peter Jason Kalman.

101 CLASSIFICATION ar 1NVESWENT SECURITIES USING MULTIPLE
DISCRIMANANT ANALYSIS, Keith V. Smith

111 AN APPLICATION OF MULTIPLE DISCRIMINANT ANALYSIS, Ronald
Kochems.

113 A STUDY or PERFORMANCE IN A BUSINESS GAME--REPORT I.,
R. K. James, W. H. Starbuck and D. C. King.

123 A NOTE ON KONDRATIEFF CYCLES IN PREWAR JAPAN, Charles R.
Keen.

124 THE DUALITY IN NATURE OF OFFERINGS OF ADDITIONAL COMMON STOCK
BY MEANS OF "RIGHTS," Robert V. Horton.

134 A CALCULUS PROOF OF THE UNBIALSDNESS OF CCMYETITIVE EQUILIBRIUM,
Mohamed A. El-Hodiri.

136 HONESTY, DECEIT AND TIMING IN THE DIFPIAY OF INTENTIONS, Marc
Pilisuk, J. Alan Winter, Reuben Chapman and Neil Hass.

138 BOREDOM VS. COGNITIVE REAPPRAISAL IN THE DEUIOTMENT OF
COOPERATIVE STRATEGY, Marc Pilisuk, Paul Skolnick, Kenneth
Thomas and Reuban Chapman.

139 AN INVESTIGATION OF THE RANDOM WALK HYPOTHESIS AS AN EXPLANATION
OF THE BEHAVIOR OF ECONOMIC TIME SERIES, John A. Eisele,
Robert Burr Porter and Kenneth C. Young.

144 ON IMPLICATIONS OF PRODUCTIVITY COEFFICIENTS AND EMPIRICAL
RATIOS, Harry Schimmler.

147 DEPTH, CENTRALITY AND TOLERANCE IN COGNITIVE CONSISTENCY,
Marc Pilisuk.

148 THE GENERAL INCONGRUITY ADAPTATION LEVEL (DIAL) HYPOTHESIS--II.
INCONGRUITY MOTIVATION TO AFFECT, COGNITION, AND ACTIVATION-
AROUSAL THEORY, Michael J. Driver and Siegfried Streufert.
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Paper
No. Title and Author(s)

151 SCE DETERMINANTS OF FEELINGS ar GRATITUDE, Abraham Tesser,
Robert D. Gatewood and Michael Driver.

153 THE ENFIEID ARSENAL IN THEORY AND HISTORY, Edward Ames and
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