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4 ABSTRACT .
| This special issue explores alternative approaches to” s
. teachlng the college introductory econpmlcs course. Using insights
gained from learning theory, suggestions from -the Joint Council on. +
Economic Education, and trial and error, several faculty members at*
* . the Florida State Unlver51ty experimented with, various techniques and
approacheés designed .to improve introductory ecdnomics. This journal
describes the information gained from their experience. It also
.provides detailed course outlin€s which will enable: .college teachers’
+o0 present macro- and- m1croeconom1cs courses such as the ones
described. (Authq;/Ru) : ¢
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Several years ago the Joint Countil—in cooperation with the American Eco-
nomic @ssdciatiou’s Commitgee on Economit Education——undeftook a:project to
‘explore alternative approacheg to teaching the coliege introductory econpmics course.

Although dissatisfaction.i(ith the introductory course has a iong history, it was
not the purpose of our project to-come up with “the” introductory course. Rather,
our goals were to develop alternative approaches that overburdened professors in the -
two- and four-year colleges might find more useful than their current offerings' and to
encourage others to improve and cxp'and upon the Joint Council’s efforts. )

The following course syllabus is only one of several that the Joint Council will

) publlsh in the coming months. The Council is grateful to all those who participated in
the projétt, and to The American Bankers Associatign and the Alfted P. Sloan Foun-
dation for their generous suppor; .

b . o Arthur L, Welsh

.
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MMore Effective

Eco }f'.'"" Principles Class
| . ‘ ‘ \ ) s~"\ r‘

'Barbara and Howard Tuckman - -

> 5

Using insights gained from léarhing theofy, suggestions, from the Joint Council
onjEconomic Education, add considerable trial and error, several faculty members: -
at“the Florida State University experimented with various approaches designéd to
improve the introductory economics course. This paper describes the information
gained from their experiences. It also provides a detailed appendix which will enable
‘the reader to present a macro and fnicro course such as the ones discussed bclow; i

The Institutional Setting ‘
About 2,000 students enrolled in the introductory economic principles course
at FSU in the 1973-74 academic year. Of this number about 1,050 continued on to
take the second two courses in the int'roductory sequence. The introductory course
provides an historical introduction 1o economic thought: ideas and economic systems
of earlier civilizations are digcussed and compared to those in the modern ‘world.
Unfortunately, the content of this course tends ta vary according to who teaches jts
and it ha§ been subject to griticism from both faculty and students. Thus, the
department is considering replacing it with one dealing with current economic
problems. Course two deals with the national'inco?ﬁc accounts, national income and
monetary models, and macroeconomic policy. This is taught by several instructors
each following his (or her) own course outlgné and devising his (or her) own tests.
Course three examines supply and demand, economi¢ costs, imperfect markets,
and microproblems. Like the other courses in the introductory sequence, it does
. not have a standardized course outline nor a common examination procedure. It "
- utilizes the same text as the'macre course™ . '
- In addition to" the three introductory courses the department also has two
other offerings for noneconomics majors. One provides a humanistic overview of
economics and is espectally tailored to the interests df social welfare students; the
other offers a nonrigorous approach to economic analysis fot'students in the edu-
cation school. Both are for terminal students and the faculty who teaches them often
- select a textbook different from that used in the introductory sequence; A course in
radical economics is .glsso available to those completing the principles sequence.
Participanfs in this class examine the several historical schogqls from which con-
ventional theory emerged and develop alternatives to the neoclas8ical paradigm.
+ \Because of the large number of students taking the first three courses and fhe
unavgilability of large lecture halls, the introductory program commands a sub-

rbara and Howard Tuckman are, respeciively, Research Assistant, Department of Eco-
nomics, and Associate Professor. Department of Economics—Research Associate, Center for
the Study of Education, Institute for Social Research. They would like to thank Yadollah
Khrosravi for his able rescarch dssistance and’ James Gapinski: William Laird, David Rasmus-
sen and Philip Sorensen for their contributions.to this paper. \ < N
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stantial amount of_the department’s manpower. In the ¥973-74 dcademic year, for
example, faculty taught 19 principles sections. Another 14 sections were taught by
newly trained graduate instructars. In addition, 23 sections were staffed by teaching
- assistants (F.A.'s)-whotaught-discussion séctions and aiding in grading the students:
As a result, about 25 percent of the faculty and 55 percent of the funded graduate
students in the department were directly involwed in teaching economic principles.

The Experimental Program. ) : .
The experimeqtal pregram emerged as a tesult of several faculty membeérs’
desire to see the quality of instruction at the. principles level improved. A number of
projects were begun in 1970 and subsequent years which were designed to test A
alternative ways of teaching basic economic concepts to students. Five types of ~
improvements were actively considered by the experimenters: (1) revision of course
organization and structure; (2) adoption;of new methods for gaining student interest
and motivation; (3) design of procedures to improve Taculty-téaching assistant intgr- -
action; (4) establishment and validation of better testing and course evaluation |
procedures; and (5) igtcgration of graduate instructors into the principles sequence.

» n

Course Orga;rizalion and Structure . -
\ . Studies of stugie\nt lea:ﬁ conducted by educational reséarchers and psycholo-
. gists highlight the importance of goal-directed activity to both the faculty member
~and the student. Thus, a first step in our design of the experimental macroeéconomics,

. "-course was to establish goals for €ach lecture. Fhis involved the identification of the
three to four key concepts which were to be discussed in each class. Appendix I
shows the mc@randa and course outline which students participating in the macro-
economic prindiples class received. Each lecture has a tepic and a number of sub-
~point§. Since these are listed directly on the outline, both instructor and)student- are
aware of what the lecture should cover. ~ . .

Dis¢ussions among the faculty reveiled” the-importance of ¥ instructor’s®

beginning each lecture with interesting materials. In the_experimental classes, the
first five minutes of the lecture were used to arouse student interest either through
humor or by a discussion of a recent economicevent- In the.next few minutes the
instructor reviewed the material covered in’ the last chass. The main points of the
lecture were then outlined and each was developed using personal stories, ‘factual
materials, and graphical analysjs. Whetewer possible,, students were asked to volun-
- teer information during the class. Each lecture ended with a discussion of what the

next lecture would cover. Quéstions were encouraged” at the beginning of the class

hour apd during the lecturg. On those days when the class seemed unrespdmsive, the

instedctor gtlcmpted to stimulate interest through class participation in the develop-
_ment of key concepts.

4 | both the rhicro aNd macro courses, our goal was to present an interesting and
fairly complete introductory principles course based on the existing subject matter of ,
cconomics; it ‘was not to design a radical alternative or a critique of existing theory.
Such alternatives are extremely important-and-we believe that they shotld be avail-
able to undergraduate students. At Florida State, they may currently be obtained”
in the radical economics course. In rét ixu{rfg the iftrodugtory course, existing out-
lines were examined and -compared to/q'ﬁe materials covered in the major textbooks -

* and with what the faculty felt should be emphasized. The final product represented a
blending of the major theoretical-Concepts which are essential to an understanding of
1 conventional economics with judiciously chosen real world applications.
LS . ’ ~
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In-depth discussions with students enrolled in both the macro and micro classes
revealed the potential importance of the course outling as a guide to proper learning.
Using this information we revised the outlines so that they would be more useful as
a study aid. Basic core areas were defined for each course. In macroeconomics (see
Appendix 1) these were aggregate measures of economic activity, the national incomg
models, the role of money, and macropolicy: in micro (see Appendix 11), they were

- -elementary demand and supply, noncompetitive markets, and microeconomic policy
applications. Each core area was then_broken down into subtopics and under each,
a number of key issues were raised for students to consider. - )

" In the macrocconomigs tourse, for example, the second core (national income)

., covers several subjects including: the classical theory of iiicome and employment, the
simple national income model and its components, and extensions of the national .
income model (see pp. 25-26). The discussion of the classical theory involves several
key concepts including: Say's*law, the *processes which move the economy to full
employment, and the relationship of labor market equilibrium to equilibrium in the
product market. These are lisjed diréctly on the course oytline so thay ghe student
knows what the instructor is going to cover. If he (or she) gets confused about what
the lecture covered. the outline provides a basis for further discussions with either the
T.A. or the instructor. "It also enables the T.A. to coordinate discussion sections with
what is covered in the lectures. | ' . .

The microecohomics outline is somewhat different, emphasizing issues raised by
the.Jecture rather than content (see Appendix 11). Under the noncompetitive markets
area, for.example, the micro course outline lists four subtopics—monopaly, mon®-
polistic competition, oligopoly, and government intervention inJusiness. The follow-

in‘g is}sues are raised in the monopoly section: .
Why do the American people traditionally distrust big business and mo-
nopolies? :

-

1
* Do some types of enterprises lend themselves to natural monopoly? *
* What creates gionopoly power? .
~ e How extcnsiv!i-;s this power in the U.S.?

The outline also notessthe reading-assignments for each subtopic and the dates ofthe

+ lectures when these will be discussed, , '

8 Student evaluations of the micro and macro experimental courses suggest that
the new procedures achieve our goals. A large percentage of the students in the
macro course praised the improved cdurse outline. Many commented on the interest-
ing lectures, the organization of thé course,.and on ““how well things fit together.™
Relatively few felt that the material was not well covered. The one complaint ex-
pressed by some students was that the courses covered t0oo much. This was a serious
problem caused, in large part, by the existence qf 9-10 week quarterg. There simply

_was not enough time to cover both theory and policy in so short a time period.

T.A.’s working™in the introductBry. courses generally shared the enthusiasm of
the undergraduate students. Most felt that the new outlines provided guidance to the
students and an improved framework for the discussion sections. All agreed that it
was useful to key the lectures, discussion sections, and readings to a common
structure. They also felt that the lecture outlines were well received by the students.
Some T.A.’s continued-ito follow: their old procedures in teiehing the discussion
% sections, however, and more needs to be done to improve their presentations in the

future. . :
inculty_zind graduate instructors experimenting with the new course outlines
felt that the* well-laid-out program offered several advantages, While substantial

-
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effort was necessary to develop a tight set of lecture notes during the first quarter that
the course was taught, this paid off in terms of rgduccd effort in subsequent quarters.
Less time was needed to structure each fecture and discussion section, to alter the
cotrse outline when a new textbook was adopted, or to revise lecture materials to

\ stay current with new materials. Moreover, the new outline seemed to reduce student
questions concerning where a course was going or what was important in a p:dhtcular
set of readings. Some difficulty was encountered, however, {n convincing.the graduate

>

instructors teaching macroeconomics to stay with the outline. In pdart this seemed to .

be related to a desire ‘on their part to dazzle the students with mathematical presenta-
tions or critiques of economic theory. In part too, it represented a desire on their part
10 supply alterffative weights to the material. Our experience suggests that teaching
is a dynamic process and that an instructor may fin%;l necessary to changeqemphasis
from one quarter to the next. When such changes™vere made, instructors were en-
couraged to revise their outlines and exams gccdrdingly. o .

b Vv : - .

. Improvements.in Student Motivation and Interest - _ S

How can an instructor retain the interest of his or her students? This tends to be a
particularly difficult problem when students have heterogeneous interests and when
they are taking economics because it is & required course. The problem is highlighted

. in the results of a survey taken in the spring of 1973. Three classes responded to the
“ question of whether they would have taken economics if it had not been required. Only
about 3 percent said they *“‘certainly would™ while about 30 percent responded that
they “probably would.” About 40 percent answered that they would not have
registered for the course if it had not been required. Instructors teaching these
students faced a class which needed to be convinced that economics would be a useful

subject to learn. ‘ : . . ’

Consider the reaction of students taking economigs nonvoluntarily when they
are first confronted with basic economic concepts. How many gag at trying to
‘calcula®® a multiplier or throw up their hands T frustration when told that the
national income model represents only one school of thought regarding the under-
lying structdral relations that govern macro policy? Our experience guggests that

. many of these students leave the principles sequence bdlieving that economists are
“hung up” on-graphs and abstract models. If the argument that the economist’s
perspective is valuable is not to fall on deaf ears, the instructor must find a way of
casting the concepts in a way which makes them relevant to otherwise disinterested
students. \ ) -

. In rethinking conventional approaches to presenting the basic-materials, our
goal was to retain the rigorous analysis developed ,in most economics textbooks. At
the same time wWe hoped to discover more interesting ‘ways of presenting the basic
ideas i a classroom setting. A number of attention-getting devices were developed -
and some of these-are described below. These all apply to the macroeconomics course
since techriques for the micro courses are generally easier to develop and more widely
practiced. ' : .

.

-

The **Council of Economic Policy™ (CEP): 1n the first lecture of the macro-

~ economics course students are greeted by congratulatory telegrams from the *'Presi-

dent” arid his key advisors. After the laughter and expressions of surprise die down,
the instructor explains that the goal of this coutse is to provide each student with an®

awareness of how macreeconomic concepts relate to the problems faced by economic

policy-makers. The students receive a **Memorandum” containing instructions on
]
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“accompanied by a course outline (constructe

¢ ?
what materials to read to learn about cconogLic issues (see Appendix I). This is
as descrlbcd above) with a set of
readings and an employment form appointing th student to the CEP. The latter
requests |nformatnon on the student§’ past work history and is used by the T.A. to .
generate dlscusslon in the discussion section. « - .

The CEP provides a theme used to tie the course togcthcr One usually hears
murmurs of “‘Is this for real?”” when the idea is first introduced. The reality“is brought
home when the students are given a memo from a rather perplexed “Presldcnj“ whe,
lacking an economics background, urgently requests information on the meaning of
the GNP measure (see Appendix I, Policy Memo 1). It is reinforced by a memo from

the chief economic coordinator (read in the second lecture) requesting informationon  ~

why the growth ratc of the U.S. has been slower than that of some other countries.
Sybsequent in-class memos deal with humorous stories or problems which puzzle the
President and his staff and the class is invited to draft a reply to each question. Dis- -
cussion section memos present applications of the materials prcscntcd in the lecture.
At the end of the course each student receives a ‘‘Certificate of Appreciation” for
contributing to national policy. .

— g

On a less grand level,-several techniques are used to clagify specific course
concepts. A number of these are provided below: .

The Consumption; Fupction: A memorandum is read to the class requesting
information on the ¢ fect/l of a change in total spending on the conomy. The
“Instructor then asks ow information can be obtained on the relationship between
consumption and ifcome. After scvcral minutes of classroont discussion the in- .
structor proposes a survey. of the consumpuon habits of the class. Several income
levels are suggcstcd and each class member is requested to indicate the amount he
or she would consume if that level of income were received. The results are tabulated
and from these a consumption scheduleis drawn. The properties of this schedule arc\\
then developed and the average and marginal propensities to consume and save
calculated. This procedure has been quite successful in providing students with an
insight lr{lo why graphical analysis is useful. c

Z'he Multiplier: The instructor brings a large cardboard $100 bill into class. He
(or shc) hands this to a member of the class and writes $100, &n one side of the bla k-
board, recording $100 in.goods received on the other- Sld&i The bill is then passed \
back one row where the person receiving it decides how much to save and how much
to spend A scissors is used to cut the bill down to its new value since a poruo”n ofitis .
.saved, and a new set of transactions are recorded. When the bill reaches the back of
the room the total amount spent as a result of the ‘“‘exogenous™ increase in
spending is thén totaled and a multiplier is demved. The muitiplier is then related to
the marginal propensities to consume and save. One measure of the success of this
procedure is that less than 25 percent of the students missed the queslion on the
multiplier in the next exam comparcd to the 35 to 45 percent that had missed it
previously.

Differences in the National Income Account Measures: The lnslruclor beglns
the lecture with a dlscusslon of the purpose of each national income account measure.
Cardboard boxes shapcd to fit together in a bar diagramsare shown to the class whic
is then asked to place each item inta the appropriate bar diagtam. As each*box is fi
into place the lecturer describes why it fits in this measure. When all the ba@dgram
are complctcd several policy, questions are asked to the class such as “Why s a sepa-

>
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rate measure of disposablesfncome better than simply using GNP if we are interested
in analvzing the economy?” The students pursue these questions in the next discussion
section. About. 35 percent of the sludcnls,mlssed at least one qug/llon on the national -
ingome "accounts compared to he’ approximately 65 percent who missed at least one °
. when the national income accglints were covered in a morc convenuona]?hlor},
| Several aftempts were -made to reorgamzc course concepts so that’they follow-
more logically for the students. O 1llustrduon of how this proved helpful, is gjiven: ¢
The National Income Approfich Versusthe Monett?ry Approach: Students in the
{ntroductory macro course oftei Tail® to upderstand thé relationship between the
national income model and the ro.le of money as defined by the monetarist school A
few also have trouble relating money to the income determphation model After
- severgl attempts at restructuring the course outline we decided th present a dlscuss:On ,
of the difference between the Keynesian and classical approach prior-to presenting
the national income model. Thus, a lecture was prepared comparing the two theories
and their social implications. In each of the lectures which followed, the implications
of the differences in the'two theoriés were emphasized. By the time the chapters on
money wer? introduced, the students displayed a much clearer idea of the role that
money played. In the next exam, over 50 percent of the students identified alf the
. major differences in the two theories. Over 85 percent identified two or moré dif-
ferénces and.only 9 percent completely missed all questions in this area. '

The selection of an _appropriate” lexlbook “and relaied m:lgnals poses
problems given Lhe large number of compcmors While we have not yet identified
ideal rcquxrcmenls for a text for the course, some attention has been gwen to the
cffectiveness of a programmed. workbook Thc final cxample in this secuon reports
_on our experience in this area: . hd - ,

The Use of a Programmed Workbook: In additien to the textbook used in the
macro coursc we also assigned a programmed workbook and examined student

. rcsppnse to it over a'number of quarters. The reaction was mixed. Qver 80 percent

* of the students felt that the work book was useful. (About 45 percent of these students
‘cl‘umcd that it fmade® the textbeok unncccssary ) The' remaining 20 percént objected
to the programmcd v?orkbook\cmng its rcpetmvencss the encyclopedic nature of the *
main textbook, and the extra expense they had to inclir. Interestingly, about 20 per-
c¢ent of the students ysing the programmed workbook for the macro course ordered it *

" for l‘he micro coursjcven though it was not assigned. Based on the above-mentioned
-findings, we decided to assign thé programmed workbook along with the textbook.,
Appendix I |lSl5 the readlngs in the programmed work book assigned to each leclUre

-

Grading and Student Evaluation
» Grading procedures for the macroeconomics course aIIOW for the students’
. contribution to policy. Four core exams (déscribed below) are given durln’g?_t_@,
quartef. These cover both traditional concepts and policy issues. These exams have
a combMned weight of 90 points~Each student also receives a_grade for his or her
participation, in discussion section. A student'’s answers to the policy questions are L
worth 10 additignal points. -
Student evaluations requested at the end of the course have thus far favorcd the |
new approach. Asked their opinion of the course, between 65 and 80 percent of the
students expressed their approval. The multiple-choice, course evaluations are usually
accompanied by written comments such as “‘fantastic,” ‘‘good organization,’\ "l
dldn‘\ miss a lecture,”” *I really thought the course was relevant,” “at least I can read

LYY
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the newspaper,” and “I wish more courses would do somoti:irgg like this.” Abdut
6 percent o‘{ the students question the value of the pelicy memos or of the disggssion
sections. Another 10 to 15 percent dislike the text. Less than I'percent éxpress dis- |
approval of the lecture. Since several of the experimental chasses have been taught to
large lecture audiences, we consider these results to be quite fz;'\.v,og,a_blc tothis type of _
« course organization: = . . LTy ’ s
'_rablé I shows the results of the evaluations of, macro courses taught in the spring
and fall of 1973. Three used thc experimental course autline and at least some of the
techniques'described above while four were taught b#* traditional precedures. Note.
that in two out of three of the experimental classes the students showed a significant
increase in their interest in economics. In the third urse the instructor spent too’
much'time on policy and current events so that some gﬁhis students felt that e Tailed
to organize his course’ aceording to the outline. His ratings improved dramatically,
however, in the next quarter. By way of comparison, most of the trad_i’hal c'ourscos
were less successful.in arousing student interest. If factors such as majorPsize ofelass,” .
and grade point average are controlled for, the results suggest that the cxperir_nentél 1‘
-course significantly increased student interest in economics . ’ .
Perhaps the most interesting finding reposted in Table | 4s what happé'nso to the.
proportion of students interested in economics at the beginring and -end” of “the
gharter. Rrevious studies suggest that students entering the introductory economics
sequence with an interest in ‘economics tend to leave with an interdst, whil¢ those
not interested at the beginning of the sequence remain disjnterested at the end. This
" pattern seems to hof® for the sections taught using the conventional approach. By way
of comparison, however, the sections taught using the experimental gpqroach .
register an incrgase in end of quarter interest for students both interested: and_dis-

- e

£

¢ interested at the beginning of the course. L Y,

. .’
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Improvemerits in Fatulty-Teaching Assistant Interaction oty e
“Until recently, serious problems existed in th# interaction between faculty and
their, teaching assistants. Florida State T.A’s frequently taught discussiop Sectjons
without first receiving adequate insfruction in what materials should’ b€ ‘covered,
midterm and final exanginations were developed- by faculty withouy the: inclusion of
questions covered in the discussion sectlon, or T.A.'s were told ta construct éxams

: f()”r the faculty membgr without the latter taking responsibility for the final preduct.

+ As a result, some of oar T.A.'s expressed a preference for research assignments or ' .*

. became embittered with theirtteaching experience. ~ Py R

Several faculty members participated in the Joint CouncH ofi Econ?nglc Edu- «

. cation’s teaching conference, held it the summer bf 1973 in Bloomington, Ind. -
Following their-return, the economics department decided_to offer a three-credit | |
‘course to prepare graduate studghts asteaching aSsistants. The decision was also -
;n'adc ‘to allow a limited number of graduate students to teach théir own courses. Al '

formal set ofslecture 1opics were prepared.dealing with subjects such- as how to write .
course objectives, how to give a lecture, the various ways to, test, etc.; however, the ,
graduate students urged that th new course’be expanded-to provide information on
how a T.A. should organize a,chussion section if the professor is rot ﬁ/cll‘grganizcd.

v= how to face a new clags, and how to write an exanv. Faculty members part'iéipating'%;
the course included the-department chairman, graduate student director and two.

the faculty W, 0 were teaching experimental coiirses. A faculty member frorg.thc’ U

Division, of Instructional Research was also brought in to present suggestions on how -

to preparé an effective lecture. . . - S .

1o

~

Q - 4 “ 4

. .
. 0O ! . . o .




s

“to1endb Suiids ay1 ur 281003 sajdfoutid a1 jo

Jic g,

m:,o:oum Wa15141p om1 1YSneINT 1019N11SY] 1BY1 10N 11l ,:_wEv_uzh ut punoj aq Arw ®IEP 5341 JO uot)d11asap pajieIap T
alow v "§/61 JO [|P) pur Surxds 3y w1 paIdjjo asindd jo pud pur Buiunaq.ays v paIngLIsp sasieuuQuIsanb WIpPNIS (224108 ] R
L9t v+ - T+ IR - aduey) -
9 n o, 8 Yy v T N 1 wod
0 L 0! K 4 I/ € - ald
. . - . R \ - . mo7la2q A -
N - €1+ 1+ 6+ . - _iﬂ. 01— aduey)-
9 " k4 €1 91 z v 1s0d -
S oo vl 4 <L e T aid .
N . * e MOT Al '
0t- 6. 0Z- i~ 0= -1i—. & pl-N oy -
9¢ 8¢ ©osE 6v £y . 6- . ' e 0f 1504
9¢ Ly 39 0$ £ . 0S Lt < a1d
* . , N . mmut;w\ 1
o, 9+ = = - siF . eued
oy 9¢ £C, 9 Lz s, 6 T e SY < 1804 2 .
€€ 1€ Lr 8T i3 RS .0f ’ ad.
. 3 - b . i e QY3 1
LS+ — £+ — AR— 9T+, I 23uey)
U Y L I Mo 60, , 6l 150d
oL v v \w . L £ 6 . ¢ 3d
. . - . v. . - _\M.;\Axu\‘ 1 \ .
I el a7 a . 3 T Ha V. Sepsessw] wasald
spnnsuy _1opnmsupe  10jonnsup  10)dnsjsuf J01NISU] > 10PNISU]  J0dRNSUL” nayL YL Suipuodsay
* sanpbiuygda] 3uiydwa] pus : R mo.._._..:_oo.,_uv:.n B siepmg’jo vontodorg
uopezIuE31() ISIN0D) [BUOLIPEI] AN uoireziued i _Snu...:_.._oa_xmv B
pe)ysY SEM Uojisend oy} usym swiiy pue, e s - o

A )
‘e8in07 jo sdA) ‘esuodsey jo odA '} £q so|wou0o3 u| 1ée1e)u| us Buss :._axm sjuepns jo uoiiodoad

LegeL. . T

' - -

£,

E

r

[%

O

MCiz

Full Tt Provided by ERIC.

2

-

LY




- . W) g R

In the experimental sections an effort was made to indlude the students in the

plannifg and development of the new course outline. Feaching assistants con-

- tributed questions for quizzes, midterms and finals; the helpcd to write the policy

memos; and they <ritiqued the course outlines.In the mficro course, they also helped |

to develop and administer the test bank descyibed in the next section and recom- |

mended issues fér intlusion in the course outline. A concerted effort was made td® |
include T.A.'s in the planning and dCSIgn of the experimental courses. This resulted
in gregter T.A. interest and involvement.” e . '

- The-department aiso impleménted an experimestal rating system for T.A.' s. Y
Undcrgraduatcs tdkmg the -principles classes were asked to rate their T.A.’s on a -
" Series of qualities Such as “interest in stu'dcnts " “ability to explain difficult concepts,”

“‘organization of disCussion sections,” etc. The rating compiled by the graduate.
dqccler sho}Ied that thc g.rac\iuatc students teaghing the expcnmcntal sections ranked

. among thc&lnghesth—lhc partment. .

- .
' - ~

. .

Testing and Course Evalualton’\\ c )
Testing Q\d evaluition pose & problem for many -economics departments.

Someone successfully c?)mplctmg Ph.D. _has usually had ample experience in taking -

* .~ exams. It is hardly syrprising theh that mosg faculty fee) that they are good exam « -
writers.” Unfortundlcly, “many faculty mcmtme’sl n exams which conform with
their own pas}-experience father thangwith what researchers suggest are’ the best -
mcthods to use.- Thué students tend to evaluated by a variety of testing pmccdurcs
only some of which actually measure what the instructor believes he or she’ls measur- ©

. ing. After careful study’of the alternatives, several hew approaches to tcsung students
have been implemented in both the micro 3nd macro experimental courses. These
" include the utilization of conint-weighted examinatiofs, development and testing of
reliable mu‘luple choice‘questions, and construction of new cval,uam’)n instruments.

« . Content- Welghled Core Examinations: A fundamental principle of the exami-
nation program is that the questions on each exam should be chosen so as to reflect
the weight given to.the material actually covered-in the codrse. 1t makes little sefise
to devote two weeks 10 a topic and then ask one question about it on an exam. In ¢
‘both the, macro and micro courses, the outlines for ‘each lecture state the content

> which the sludcnl\l‘s responsible for. Togelher with the reading assignments and the <
~ lecture outline, the cotrse” outline lays out a’study guide which provides a set .of

- lmphcnl wclghts for each area covered. The .Questions contained on each gxam are
chosen so as to reflect these weights directly in the construction of the exam. Thus, R
the students’can be tested to detegmine how well they grasped the kn0wledgc whxlch

. the instructor (.onvcyed during thjn;ursc of the quarter. ’ o
Oullmq | presents the topics included in the-computer test bank for the macro .
rcourse. Theshumbers on’ the lefizhand side represent the dumbgr of questions drawn’ .

7 from a particular area. Note, for exampic that Core'] has a weight of 20 pointsand
“that one question on econorfic scarcity appears or the Core. lgaxam while several 3
questions are raised about the definition of GNP. A gopy of this weighting scheme'is
distfibuted. to students to aid-them'in their study. efforts. We have been especially

* pleastd wnlh the positive reaction to this prodedure. P
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+
Welghts used in Constructing Macroeconomics Core Extms

Lore I— Introducuon am{ Nauonal Income Accoums )

M;«.rocwnomlcs what 1t s, mcthodology, relation to micrd, circular flow
concept
¢~ Production possibilities curve
. .The.problems of scareity, hmucd lcc.hnology etc.
Definitions of national lnc.omc .n.counls GNP, NNP, investment, gross vS.
nét, uses Of the accts. .
What is a price index, how is it constructed, what are its limitations,
- Who suffers from inflation -
lﬁlcrprcung achange in the cost of Iwmg
Regkvs. money GNP—definition. why the dlﬂercngc is important, how used?
What GNP irtcludes, exeludes, issues. N
v ’

Core 11 — The Natignal Income Model I

Keynes vs. classical economists i ﬂcxnb‘ﬁy\ of prices, (2) downward ngldnly
of wages, (3) S-1 equilibrium, (4) role of interest
" Theories of consumption :
Deternrinants of consumption . ¢ .
The consumption function
Relation of consumption and Saving
The MPC, MPS, APC, APS *
Determinants of investment -
Savings = investment. ex post )
What is not-investment (i.e., buymg a stock) . .
The investment multiplier * ) ’
Calculating the multiplier
Theveffect, on equilibrium, of a change inyc’:onsumption N
ﬂE'hc effect, on equilibrium, of a change in investment ’
ndogenous vs. exogenous investment P
Descriptions of what happens if aggregate demand exceeds aggregate supply
Relationship between full-employment €quilibrium and S=D. cqu1l|br1um
Inflationar )' and output gaps

Role of government in model : - . - .
Tools of fiscal policy!

, Expenditures or tax changes
Automatic stabilizers oy
The balanced budget muﬂlphcr -

Core 11l — Thé Money Sector and Its Relauon to the Nauonal Income
. Model |

‘Characteristics of moncy (viz., medium of exchange)
Money vs. near money

What form money is held in (viz., checking, savmgs ete.)
The sources of money demand (speculative)

Difference between commercial banks and savings and loans

00015
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. Definition ofdc\:' and depod\, fractional reserve sysicm .
The money riujtiplier—definion

The money muluphcr—how it iinkerpreted

1
1
|
2 Examplg of how money supplyfcan be increased
4 Tools of the Federal Rcscrvc System o
2 Definition of mone 6w it differs from fiscal pohcy
g Money policy by discretion vs. money policy by rule” -
1 Questions on what is not fiscal policy - *
1 Monetarists* attack-on fiscal policy
2 Questions on when money palicy should be used’ -
1 Relation of value of money to price level : *
2 Effect of shift in money supply . '
' ]
20 Core IV — Macroeconpmic Policy ) { —

When should monetary policy be used?
Kinds and sources of inflation
The Phillips curve trad
Ob_]CCfIVCS of macro policy
Why' are wage-price guidelines, freezes, etc.. needed?
Types of fiscal and monetary policy , )
Economic growth in different countries
Balanced budget questions .
Federal debt . . oL - '
Policies to accelerate growth in U. S B ’
Distribution of income ) - fe «
¥ . '
A similar weighting scheme was constructed for the microeconomics course,
bused on the course butline shown in Appendix I1* (see page 50). Note that thg micro
core consists of three parts, each with a welghl of 33 points. The.weights on the left
once again indicate the number ofqucsuons on the exam drawn from egch area. -

Qutline 2

] & . . P
Fl . :

When should fiscal policy be used? 69 d

.

—_—— i ) e ) e o e o
.

Weights Used in Constructing Microeconomics Core Exams

33 Corel — Elementary Demand and Supply
¥

1. Preliminary Concepts,

2 + a. Models, equilibrium and ceteris panbus -
2 - b. Scarcity, trade-offs .
2 ¥ c. The producuon possibilities curve and the private enterprise system
2. Demand: Focus on the Houschold
"3 a.~The individual's demand curve for a commodity
2 b. The market deMand curve for a commodity :
4 c. The elasticity of demand .
3. Supply: The Focus on the Firm
“~ k! a. Individual firm and market supply curves )
. .0

’Thc authors are graieful 10 Phlllp Sorensen for providing us with these weighis.

E lC : e
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b. The elasticity of supply
4. The Determination of Market Price
" a. The adjustment to equilibrium
5. The Costs of Producing Commodities
a. Explicit and implicit costs
b. Types of cost curves
6. The Determination of Price Under Perfect Compctmon
a. The assumption of profit maximization a
b. Rules of profit maximization under perfect competition
¢. Market cqulhbrlum short and long run adjustments under pcrfect
competition L -

Core I — Noncompetitive Markets
\

1. Mpnopoly  ~ . .
a. Factors creating monopoly power
“b. Natural monopolies :
c. The extent of monopoly in the U.S. economy
2. Monopolistic Competition (Limited Monopoly)'
a. Product differentiation
. b. Advertising and other nonprice competition
- ¢. Exeess capacity‘as a cost of imperfect competition
3. Oligopoly -
a» Forms of oligopoly structure “
tz) Oligopoly bchawor price leadership, pgrdllc] pricing’
¢. Concentration ratios in U.S. industry »
4. Government lntcrvcntlon in Business Affairs X\
a. Antitrust policy
b. The nature of mergers. and the r dsonj}é/'hc mcrgcr ?novcmcnt
< ¢. Regulation by administrative bOKES-‘
d. Comparisons of the performance of big and small firms ¥
-+, & -Noneconomic advantages of.competitive industry “’

34 Core I11 — Economics and the Problems of the_l970"s

I. The Distribution of Inco®€and Wealth in the U.S.
a. The functional distribution of U.S. income
b. Distribution of wealth in the U.S.
<. Explanations of income distribution
d. Forms of discrimination affecting income payr{nenls

2. Poverty-and Economic Insecurity
a. Description of the causes and characteristics of poverty in the U.S.
b. The effects of government programs to combat poverty

3¢ Externalities and Public Goods Ny
a. Definitions of public goods ’ -
b. The nature of the “pwbhc interest™ and conflicts with the concept of -

free enterprise & ‘

c. Goyernmént subsidies of research

4. Economics of the Environment

« & & Theinternalizing of external costs
P b. Optimal levels of pollution

c. Incidence of costs of polluuon-cenlrol syslems

C ooorr
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5. The Energy Crisis ST
2 a. Basic causes of the energy shortages ) N -
2 b. Alterngtives to fossil fuels , ..
| * ¢. Growth-energy-pollution relationshigs
Ny ) i

Computer Test Bank: While the weighting schemys developed above, are easily
employed by an instructor developing ,an exam, they)are especially useful when v
coupled with a computer program which randomly generates questions using these

* weights as selection criteria. FSU currently has two computer test banks available. .
One, designed for the macroeconomics course, contains over 735 questions; the other
for the microeconomics course ificludes over 500 questions. Future plans call for

~ an expansion of these test”banks to make use of the Joint Council on Economic

» Education’s question bank.” A large supply of questions is fmportant’to insure suf+
ficient randomness so that each examination generated by the computer is reasonably
unique. _ .

The advantages of computer testing procedures are manifold. Students are .

given greater flexibility in terms of when they <an take an exam and the number of |
times they can attempt to’master the mateMals in each core. Faculty and T.A. time is
freed for instruction rather than being spent on question conSlrucliPon and -grading..
More time is available in lecture and discussion sections for tehching\.tpc ﬁ1atcrials._
Problems emanating from missed quizzes and makeups of midterm and final exams
.« are virtually ¢liminated. Departmental secretaries are relieved of the task of typing
lengthy multiple-choice questions each quarter, ind the T.A.'¥(or instructors) are
relieved from the burdensome job of proofing each exam. Finally, to the extent that
the department agrees to utilize a common test bank for all courses, the students in
the principles course are subject to a set of exams graded under :}omparable set of

rules. . N .

There are, hoiveve.,ﬁ, certain disadvantages to a computerized'testing procedure.
‘It involves heavy startup costé to both the faculty member and the T.A. Eachggpre
area requires a large number of questions,4nd reliable multiple-choice questions
» involve time and effort to cop3truct and evaluate, Moreover, the system tends to
place additional demands on a T.A. singe several exams are offered and thus the
students ask the T.A. t6 discuss different sets of questions” Finally, unless it 7s im-
. plentented directly on computer consoles, it may increase the amdunt’of wask done by
T.A.'s. Because of the importance of this question, we shall briéfly review the Florida Y
State experience with computer testifg. " v :
In the initial phases of.test bank development, a separate axam was generated
_ for each student irrthe microecdnontics course. When the exam was c9mplelcd; it was
brought to the T.A. for grading and discussion. Several hours were, set aside for the
sludgnl to take the exam and each exam could be taken twice, with only the higher
grade being counted. This proced:?’[/)r\wided considerable flexibility t¢ the students
but it raised serious administrative*problems for the course instructor. Foremost was
the additional time that had to be s'pgnl in‘generating and grading several hundred
individual exams. It also became clear that the new testing procedure required the
T.A. to spend more.time answering questions from stuflents. Finally, a substanttal
amount of time was required for administering and supervising exam taking. Thus,
something had to’be done to modify thé procedures to reduce the time requirements

of the program. ' :

7 Inrthe-absence of funds for additional T.A.’s, we chose to reduce the number of
individual exams generated each week to three. These were offered at fixed hours,

v 00018 - o
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. b
outside the normal one scheduled for class. Under this scheme, the T.A. carries three
different tests drawn from the same core to an examination room each week. As the
students enter the room they are randomly given a machine-generated test which they
answer on a machine-gradable form; writing the exam number at the top of the page.
When “their exam is completed, they hand in the gradable form and can take the

", machine“generated test to the front of the room where the correct answers are posted,

K unambiguous. Each question proposed for inclusion in an exam has been screened in’

thus receiving instant feedback on their performance. The T.A. takes the gradable

forms to the computer where the exams are graded and the scores are stored. Each

wcek three niew exgms are geénerated; %he student is_free to decide which week to take
: lhc exam and whether to take it more than once. -

* Qur initial experience with the®ew system suggested that many of the students
referred to postpone taking any of the exams until the end of the quarter, despite the
Act that if they could pass them at once they received a final grade for the course
*without having to attend class.1As a result, the T.A.'s were hard pressed to'handle the

end-of-the .quarter rush. To limit this problem two policies were adopted. First; a

" schedule was drawn up showing the weeks in which each core could be taken. Stu-

dents taking a tes, afier the deadline received a five-point penalty. Second, students

taking a core after he. scheduled date could only take one try at tHe exam. \These
policies significantly reduced the problem of bunching and were generally well
rcc.cned by the students. -
Students were also encouraged to take an exam more thah once by the use of
* fixed grading targets. The range for A, B, C and D grades was announced to students
in the first class. These ranges were set in a fairly liberal fashion and no limits were
placed on the number of A's given out by the instructor. This led many students to
strive for a high grade and it increased the popularity of'the course. Graduate students
working at registration reported that quite a few students asked for the course offering

*“‘the computer-tests.” ' .

Further work is necessary before the test bank will save a significant amount of

8 time over the more traditional me\heds. The‘university is currently in the process
of adding CRT unuts for instructional ‘purposes. These units, which provide a visual
display of output, will make it possible for each student to fake a unique examination
in a supervised area. They will also provide instantaneous feedback to the student

. On lest answers. The instructor and T.A. arc freed 6f a large number of administrative
responsibilities including collecting, dlslrlbullng, administering arfd, in some cases,

v '

grading extms. . .

’ Represcnlauvc exaiinations gcneralcd from the macro test bank are- shown

in Appendix 1. Examinations for microeconomics are shown in Appendix Il The

[ latter are not weighted according to lhe weights prefnted above because money

has not yet become available to the depa;tmcnl to create a test bank with questions
weighted by subtopic.

. Reliable Multiple-Choice Quesuons Great care has been lakcn by both faculty

and T:A.’s to insure that all the questions used on exams ih the macro area are

terms of how it fits with the goal of the instructor in teaching that particular subject
~ matter. The screening is done by a faculty member and a graduate and undergraduatc

: student. ' - -
The questions were also cxamnncd ih relation to the level of difficulty, their
relationship to other questions in the core area, gic. All questions selected from out-
side sources were ghecked for clarity, and choices such as *all of the above or *‘none

of the above™ were eliminated. -

ERIC 00019
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Each exam question for the macro test bank was also chosen with’the idaa of
limiting the tested materials to those key concepts which the studant should carry
away . frczfn the course. Questions dealing with the construction of graphs, the
” equations in the national income model and the value of the multiplier at some future
time period are-kept to a bare minimum. The goal for the testing procedure is to help
students define the economic ideas which the instructor thinks form the core rather
than the body of economics. Wc hope to extend this proccdure to the wficro course in
the near future. . °

By utilizing the psychometric techniques of the Division of Instructional
Research over several quarters, we can develop insights as to which questions causé
problems to students. Those with low reliability scores are eliminated from further

. use. Questions receiving low to moderate scqres are utilized again”and then re-
evaluated. By this procedure fairly reliable test instruments have been developed
ovcr the past two years in the macroeconomics course.

Evaluation of Student Performance in Economics Courses ! '

.Student grades are not the sole nor perhaps even the best indicator of the
effectivengss of an economic. principles program. In fact, faculty who use a single
*measure may have the undesired effect of eausing an-increase in ‘‘measured’’ rather
than “desired” qutput. In another paper we reported on an experiment to measure
student performance in several traditiofial and experimental macroeconomiics courses
“ using five different measures—A modified version of the Test of Understanding in
College Econemics (TUCE), a iwenty-question test of ecoromic attitudes (A-S), a
final grade, a five-point scale of interest in economics ranging from very high to very
low, and a question dealing with student willingness to_take another course in
economics.* For each _measure, data were obtained ﬂrom’ students ‘in the tested
macroeconomics courses. Pre and post course responses permit an examination of the
change in student attitudes during the quarter Performance on the TUCE and AS
exanjs was also-carefully studied. !

At the beginning of the macroeconomics course students were asked to comment
on what they had learned in the /ast economics course they had taken. Four choices
were available on both questions: (1) understand significantly more than when I took
the course before; (2) upderstand a bit more; (3) no chang? in my understanding; (4)
don’t know. The student, responses far Lhc same sections discussed in Table | are in

- Table 2. : -

Table 2 suggests a substantial increase in student understanding in almost all
sections of the macro course. Apparently, the stidents-felt that they fearned more in
this course than in its predecessor, as indicated by a comparison of the **last course”
and *'this course’ columns.*Note too, that students in 2 out of 3 of the experimental
courses scored significantly hjgher in the first category than did-those in courses
taught by more traditional methods. Surprisingly, when the figures in this table are
compared to student scores on the TUCE and AS exams they do not appear to be
highly correlated. This may suggest that the criteria used by students to judge how
much they have learned differ from those utilized by researchers in economic
education. - . . ‘

. Course evaluations measuring change in student interest and attitudes provide
a valuable supplement to pure learning measures. They can be used to pinpoint the

*Howard Tuckman, “Teacher Effectiveness and Student Performance.” Journal of Economic
Education (lor(hcomlng) ’
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effects of -a new textbook, teachtng method, or course Shtline. The evaluatiohs
also provide feedback to the department on how well fts introductory“sequence is -
doing in capturing and retaining student intetest. For these reasons we shall continue

. to include pre- and postcourse questions in our testing program as a useful suppie-
ment to other evaluation criteria. . . =,
"Graduate Sludents as Instructors®

Recently, the Florida State Economics Department received an invitation to

participate in the Joint Council 6n Economic Education program-designed to train
graduate students to become ¢ffective teachers. An initial teaching workshop was
offered to graduate students in the fall of 1973.and has been discussed above. ThIS
workshop was a prototype for a Seminar on Teaching Methods which will
taught ggain in the future. The course cmphasi'zes the: writing of class objcclivcs .
lecture techniques, testing, ‘and discussion nethods. Our initial experience suggesled
that presentation of this method in a traditional seminar situation was helpful but

tory given high gradlate student expectations. -

ring of 1974 the department began redesigning the Seminar on Tcdchlng
Methods soMthat the content could be taught thrgugh film and tape recordings of
actual lectureland discussion situations. In addition, film and tape recordings. were
employed in order te facilitate graduife instructor awareness of le:}phlng effective-
ness. These recordings were critiqued by an lndqpendenl graduate student sensitive to
the methods of giving constructive criticism. Our initial experiments with this
program have revealed two lmporlanl insights. First, student instructors were vcry
aware of the camera’s presence in the'classroom and claithgd it nollcegbly affected
their performance. This can probably be overcome by repeated taping and-is therefore* -
not a serious problem. A second difficulty is that the process of obtaining- -equipment )
from the university media center is an unreliable one. Since classrooms are ised
each hour, little time is available 1o set up and take down equipment-which heightens
the disruptive nature of the taping process. Neither graduate mslruclor hor faculty. ¢
are likely to subject themselvés repeatedly to such a dlsrupllve process.’ -

As a consequence, the department has begun plans to create a learning laboratory.

in which equipment will be set up at all times. The proposed facility will have multiple .
ctameras and microphones so group, discussions may be taped adequately. Several

- departments in the College of Social Sciences have expressed interest in this idea
wh®h can only be realized with their cooperation. Adequate eduipment in"a room
large enough to hold our principles discussion groups is imperative for our concept of .
the Seminar in Teaching Methods. - N

s

Adoption of Florida State Courses by Other Departments ° s
Included in the two appendices to this paper are the materials used in the
- introductory courses at Florida State. Appendix I begins with the memo students
are given upon entering class for the first time. This indicates the experimental nature

of the course and lays out the ground rules. The second memo contains a reading list .
for the macroeconomics course, showing the topics and subtopics covered in each
lecture. Note that the outline is set up for a 10-11 week quarter. By including the
discussion section topics directly in lectures, an instructor could easily use the
materials fora 15-week course. The CEP employment form and eleven policy memos
follow the second memo. These indicate the problems which students were responsi-

_" The authors would like to thank David Résmussen for helping to pr:;purc this section.
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ble for résearching and presenting in discussion section. The instructions for taking

the core exams, and the exams themselves follow. The final item is a "Certificate of.

Appreciation” given-to students upon completion of the course. Appendix I presents

the microeconomics materials. These include the combined course outline and reading

list, instructions.for taking the core examinations, and sample exams. These materials
s'hould be sufficient to enable the interested reader to duplicate our coursés, -+

I is impdrtant to note that the success of the experimental sequerice does not

rest solely on an improved organikation of the material but &lso on the enthusiasm of

. those participating in the program. The students in-the pfrogram knew that they were

involved in an experiment and their comments on the faculty evaluation forms

reflected their Interest in seeing thg program 1mproved A large part of the success of.

,Lhé program may have Bten due to the fact that the professors and T.A.’s participating

+ - in the program were conscientious, hard worklng, and responsive to sludenl needs.

P Commcnts by the-students both during and after the program reflected their delight,

in'seeing a personal interest taken in their performance. It would be a mistake simply .

~ to apply the material in the Appendix without further refinements to meet the needs

v of the studeis who are being taught. Change is a fact of life in our profession—change

in eqonomic conditions, in policy issues, and in conventional economic -theories.

A dynamic principles course will reflect these changes by constant revision- and re-

definition of the weights given to the matetial. Likewise, it would be ‘a mistake to

expect the’ programmcd materials to substitute for instructor enthusiasm. The idgas

represenltherc represent a departure ralJler than an endlng point for the teaching

of econo concepts. ,‘ . '

o

>
' -

. , Future Changes in the‘Prmclples Program - . . .
Several mnovalffe changes in lhepprmmples program are currently under con-
sideration. P;,rhaps the most promising involves a set of course options for studénts
registering in the introductory courses. Under ths program, students.could select
one of three options at registration. The first would involve a tuterial system in which
¢ student is given a comprehensive course outline and left free to learn the material
on his or her own. A tutor would be assigned to oversee the student’s progress and to
answer questions. The feasibility of this approach depends on our ability to refine the
, - macre and micro computer test banks further. A second option is for a student to

-

»enter a small section of about 35 students taught by a graduate instructor. Two such ’

sections would, be offered for the macro and micro courses at least once &very other
quarter and entry would:be on a first come-first served basis. The third choice involves
registration for a large lecture offering discussion sections. Exams will be given.using
the computer test bank and students could take them at any time during the quarter.

We are also exploring the possibility of putting at least one complete set of taped
lectures on reserve at the.library. This would enable students to attend only those live
lectures that they wished to. It would also offer a slow learner the opportunity to

. lsten to a lecture on a specific topic as often as he or she wished.

The experimental program at FSU holds great promise for improving the qu&hty
of instruction provided for our undergraduate students. [0~ the past the program
has been carried along largely as a result of the interest of a few members of the
faculty. It is-our hop€ that future efforts will be directed to lnvolvmg a larger number
of faculty members and toward incorporating a wider variety of innovative teaching
techniques into the program. We have just begun to explore the pétential uses of new
techniques for aiding students to learn difﬁgull materials. Much more work remains
to be done.

00023

”




. Appendixl .. '

From: Department of Economics -
* To: Members of Council of Econom\c Policy (CEP)/
Subject: Economic Problems and Policies (Economics 202)
Va
* In the last few year¢ the Department of Economics has tried to improve its basic
courses to make them more uscful to students not planning to major in €conomics.
With food prices continuing to rise to record levels, college students finding that jobs
are increasingly scarce, and foreign tourists discovering the impact of devaluation
on the purchasmg power of the dollar, it is our belief that this course (and the one
’ that follows) has a great.deal to offer the student m%nderstandlrrg his environment.
The outline and the, lecture plan for this course dre designed to give the student
both an appreciation of the economic forces_which underlie the operation of the

. ecohomic system and an exposure to the crifical economic problems faced by society.
At the beginning of the quarter you will be asked to fill out an employment form
appointing you as a member of the Council of Economic Policy- (CEP). During the
quarter you will be asked to ‘attend a lecture twice a week: The materlal presented in
the lecture will deal primarily with basic concepts. The ‘third hour of dach week will
be devoted to an application of the concepts developed | in lecture to specific problcms
Each week the President will.ask. his Council of Economic Policy (CEP) to supply
him"with information en a.pressing national problem. The answers you provide will.
be an input‘into His dccis'mn process apg into your final grade. ¥ )

To help you to understand the basic conccpts we have assngncd the follomng texts:
—Gill: Economics® o
—Attiyeh, Lum'sdcn Bach: Macroeconomtcs A Programmed Book

To help you in using these materials we have linked the readings to the lectures. An '

outline of each lecture and the relevant readings are given below. If you have any

questions regarding the readings, please feel free to raise them with your instructor. :

e

The approach-which we shall use thissquarter is experimental and we would welcome
your suggestions for improvement. As members of CEP, your advice will be given
great weight. We sincerely hope that by the tnd of the quarter you will have gained an
insight into some of the economic problems of the day!

d .

From: Department of Economics
To: Members of Council of Ecénomic Policy :
Subject: Preparatory Readings for your role as a PrcSIdenual Advisor

”

To aid you in your exploration of macroeconomic issucs, we have prepared a series
of lectures and independent readings. You are free to learn the course materials
at your own pace, although penalties are imposed if you fail to take the four exams

*During the past quarter, the course was taught using Spencer's textbook, Contemposary
Economics. . ’
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- within the acceptable time periods. The content ogis course is divided into four core
-* areas: the national income accounts, the national income model, the role of mBney,
and macrocconomic policy applications. Within each core area, the materigl is
broken down into certain key concepts avhich are listed as subpoints on the black-
board. The lecture will then be structured so that each of the points is covered
in.sequence. If you do ﬁog understand a particular point, feél free to raise it with
. either your instructor or T.A. Please note that thé exams are constructed in such a -
manner as to include-questions dealing with each of the subpoints shown on this
outline. Thus, in preparing for an exam, it is useful to use the'topics and subpoints

» as a basis for organizing your stuqy efforts. ¢
' CORE I: The National Income Accounts e ) .
\ Lecture 1°3 Topic: «4n Introduction to the Economjc System
Subpoints: (1) What is macroeconsmics?” .
: (2) What do we mean by, an economy? .

(3) What is a model?
. (4) Theciscular flow diagram as a simple model
‘ Readings: (J) Gill, Economics, Chapters 1, 8 .
B . ” (2) Attiyeh, Lumsden, Bach, Macroeconomics,
] . ' " Chapter I :

. Pblicy Section 1:. Topic: M.easuﬂng Macroeconomic Activity -
Materials; Policy Memo |

Lecture 3: - Topic: The Meaning and Measurement of Price ‘Changes
- Subppints: (1) What role do prices play? -
. (2) How do prices change through time?
3) The meaning of relative prices
Readings: (1) ALB, Chapters 2,3

Lecture 4: Topic: Measures.of Aggregate Economic Activity
Subpoirits: (1) The scvcral‘mcasures, GNP, NNP, Personal
Income, Personal Disposable Incorne
(2) Content of each measure
) (3) Use of each measure
. (4) Limitations of each measure
Readings: (1) Gill: Appendix to Chapter 8

Policy Section 2:. Topic: Limitations of the GNP Measure
PN : Subpoints: (1) Housewives’ 7ervices
() Double-counting : E\)
) Freatment of pollution )
) Real versus nominal GNP
Readings: ) Policy Memo 2

S

"~

lI:ccture Sie Topic: Relation Between N ati'onal Income Accounts and
Aggregate Demand and Supply
Subpoints: (1) Distinction between aggregate demand and
aggregate supply .
. (2) Conventional\theory versus current experience
(3) Use of diagrammatic model of agg?egate supply
and aggregate demand '
(4) The underemployment and inflationary gaps
. | T
o . Lt \ s
E MC . " . 'y K
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R \ Readings: (1) News clippipgs—to be dlslnbulcd ('{vhcsc vary
, : from one Quarterto the next). , . °

Note: This marks the completion of\the’ Core | materials."Be sure thiat ypu are clcar
on the major points covered i in this section of the course ‘before taking the

Cored exam. L . . . o s .
e b »
CORE U: The National Income Model \ S N
. Leclurc 6: Toprc The Classical Theory ofIncome and Employm%nl
.. : ' Subpoints: (1 Say’s Law , -,
2 : + (2) What'progesses mo\/elhc economy to full-employ- .
v .o 7_/ ment?. R O
__)» - (3) Equilibrium in the labor markel ' 2B, .
. L . (4) Critique - ' S b
X Readmgs (hH Gill: Chaptcr7 - B o
PSlicy Section 3 L Topic Analys:s ofPerformance ofthe Economy . ‘ "
) Rcadmgs Policy Memo3 . . -~ Lt i et
Lecture 7: Toplc An Lntroducuon to the NauBnal Income Model Tl

Subpomts o The relationship belwecn income and Echndllure o
_.(2) Tables versus graphs—the rolc ofcach
(3) The marginal propcnsules to consume and save

. . ) (4) The average propcnsmcs to consumc and save - T

- R (5) Examples , -
s Rcadings (1)-ALB, Chaptcrs4 5 0 ‘ . v
L R
Lecture 8:- TOplC Understanding the National Income M odel S .

Subpoints: (1) Theories about what determmes consumption
. (2) Effects of changes in the determinants of
“consumption on the snmplc nauonal income
" diagram
. : - (3) Examples of what affccts consumpuon baSed on.
: { o o . past history T S R )
: . . (4). Theories ofmvcslmcntdetcrmmants LT T
‘ o - (5)- Effects of investment in the nauonal lncomc
" diagram - . .
Readings: (1) ALB, Chaple;b - v T
() Gill, Chaplcr9 ‘ 4 S

Pohcy Section 4. Topic: How Can We Determine the Equtltﬂrium Level of
K N ammal Incqme

-

. ' T mvcstmcnl
. (2) Disgussion ofcquxhbnum ‘
(3» Numerical example

# Readings: (1) Polity-Memo 4-.,

Lecture 9:_ - Topic: Extensions of the National Income Model -
" Subpoints: (1) The marginal efficiency of investment -~ )
. (2) Endogenous vs induced investment T
(3) The savings-investment equilibrium ’

o .. . . : A{
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Lecture 10:

u

'

Policy Section 5

Lecture 12:

Policy Section 6:

Note: This marks the completlon of the Core. I materials. You should now be *
prcparcd to takc the Core Il examination. '

CORE Iil: 'l’he Role of Money . S . .

’E,}accturc 13

ERIC

Aruitoxt provided by Eic:

L -

(4) Measured vs. planned savings angd invcst'm.cnt :
Réadmgs (1) ALB, Chapter7 )

Topic: Extensions of the National Income Model
Subpoints: (1) The multiplier and its meaning
(2) The multiplier on the national income diagram
(3) Sgvings, investment, and ;hc paradox of thnft
(4) Marginal propensity to c8nsume and the’
. multiplier
ReadingS: (1) ALB; Chapter8
(2) Gill, Chapter 10 - - “

Topic: Numerical. Examples of the M ulnpher and Polu:y .
Applu:an{ons .

Subpoints: (1) Case-study of multlphcr
(2) How the multiplier is derived
(3) The cansumption multiplier.
(4) The investment multiplier
(5) Applicationsto policy )

Readings: (1) Policy Memo5 . _ .

Topic: A Model Inclading. th;t?rsvernment Sector
Subpoints: (1) Taxes as an offset to consumption an% investment
(2) Expon'dnurcs as an increase in consumpnon and \(
investment .
® 3) Definition of fiscal pohcy © o
) (4) Example-of-how government enters the model
Readings: (1) Gill, Chapter 10, Appendix ~

Topic: Extensions of the Revised Model
Subpoints: (1) The multiplier for taxes
(2) The multiplier for expenditures
(3) The balanced-budget multiplier
(4) Uses of fiscal policy '
, (5) The national debt
Rc@dings (1) News clipping

»

Topic: Case Study in Economic Stabilization
Subpoints: (1) Numerical example
(2) Discission of types of ﬁ}?l pohcy i

.

(3) Pros and cons of various#iscal pohcy tools
(4) Limitations of fiscal policy
Readings: (1) Policy Memo 6

Topic: The Function of Money % .~
Subpoints: (1) What role does money serve? '
(2) ‘What is money? "
(3) Near monies .

4) Docs the amount of money in cu’culanon affect

ooz? ¢ 7




'Lcéturc 14: .

1
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-

Policy Section 7:

’ Lecture 15:

Lecture 16:

: Policil‘Scction 8:

3

Lecture 17:

: . the economic system?
Readings: (1) Gill, Chapter 11
(2) ALB, Chapter9

Topic: Determinants of Money Supply and Demand
Subpoints: (1) The three motives for holding money
(2) Thesupply of money . - ‘
L(3) Equlhbnum in the moncy.markct
(4) Examplesof what causag changes in the demand
, for and supply of money 4
Readings: (1) Gill, Chapter 1 1,'Appendix e

.

Topic: Example of How Changes.Can be Accomphshed
. inthe Money Market .
Subpoints: (1) Review of the money-market .
(2) Case study
(3) Discussion of the recknt money market situation
Readings: (1) Policy Memo 7

Topic: The Process of Money Creation
Subpomts (1) The role of commercial banks

(2) The money multiplier for'a single bank

(3) The money multiplier for the cnurc system
Readings:- (l) Gill, pp. 305-331

Topic: Money Policy and Its lmportance
Subpoints: (l) The role of the chcral Reserve,
- (2) Definition of money policy
. (3) Tools of the Féd - ,
Readings: (i) News clipping—to be¥istributed o .

Topic: Money Pblicy Versus Fiscal Policy
Subpoints: (1) Differences in money and fiscal policy
*  (2) Pros and cons of money and fiscal policy
. (3) Examples of money and fiscal policy
Readings: (1) Policy Memo 8 :

Topic: The Current Debate Between Keynesians and Classical

Economists ¢
Suhpoints: (1) Doesfiscal pohcy really work?
(2) Money policy and prices
(3) The lag in money policy
(4) Recent hlstory of the economy
Readings: (1) News clipping

Note: This, marks the completion of the Core II1 materials. You should now make

preparations to take the Core 111 examination.

< -

4 .
“CORE 1V: Macroeconomic Policy Applications

Lecture 18:

Aruitoxt provided by Eic:

. u .
Topic: The Economics of Inflation

Subpoints: (1) What is inflation?

(2) Types of inflation
(3)_ The recent h@tory of inflation

Yoy
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: (4) Tools for controlling lnﬂauon
Reéadings: (l) Glll Chapter 17 .

Policy Sectign 9:  Topic: The Role of Wage and Price Controls -
Subpoints: (1) The relation between inflation.and unemployment
(2) Is there a Phillips curve?
g . {3) Wage-price guidelines
) - (4) Wage-price controls
Readings: (1) Policy Memo 9

Lecture 19: Topic: Trade-offs for Macro Policy Planners
“Subpoints: (1) Inflation and inemployment . ’
. - ) (2) Cycles and the income distributign
, (3) Econdmic growlh and lnﬂauon

Readings: (1) Gill, pp. 647-663. =
Lecture20: Topic: The American Incomé Distribution
(N Whal’ is an income distribution? “
, . (2) What are the sources of income in the U.S.?

(3) TheWifference between income and wealth
(4) Problems in measuring income
Readings: (1) Tu¢kman, The Economics of the Rich,” . :
Chaptcrs 1,2,3 .

Policy Section 10: Toplc Determining Macroec‘onomtc Policy
o - Subpoints: (1) Sources ohc current infldtion
e (2) Alternative policies for controlling inflation”
.(3) Effect-of alternative policies on macroeconomic
< * N+ - goals
Readings:* (1) Policy Memo 10

-

Lecture 21: " Topic: Economic Growth: Pros and Cons .
- Subpoints: (1) Defining economic growth
', % (2) The benefits and costs of growth
. (3) Problems with current measures of growth
(4) The world economy s
‘Readings:. (1) News clipping—to be distributed

LCecture 22: Topic: The Future of the Econpmic System -
Subpoints: (1) The world economy
C (2) Differences in the goals of various countries
(3] Problems in implementing single country fiscal
and monetary policies .
_ (4) The 1mportancc of scarcity
Readings: (1) News clipping

Pohcy Section 11: Topic: Iniproving the Distribution of Income
(1) What causes lncq'uallly"
(2) What policies can the government follow?
(3) Recession and economic policy

Readings: (1) Tuckman, Chapter 11

(2) Policy Mema 11° . o
* ) J
Note: You have now completed the material required to take the Core 1V exami--
L . [
o ' ‘
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nation. After completing the exam, be sure to plck up your ocmﬁcalc of
appreciation from the President. \ N
T =

Semi-Employment Form - '
Council of Economic Palicy (CEP)
Fall 1974
You are kmdly requested to fill out thig apphc?mon form in preparation for your .
yrole as an advisor to the President. All information is confidential.

o
-

.-

“  Name: r
Address: . c.
Telephone Number: o - i *
. Age: _— L '
Class Standing: -
’ - 3
Previous Courses in Economics: ol
~ Prior Jobs Related to Ecanomics: ¢ - “
Major: <4 . _ i _ t
Policy Memo1 ©° v )
To: Councxl of Economic Policy (CEP)
From:  The President v o ‘
Subject: Measuring Economic Activity (Polxcy\Scssxon #1) >

I have just received from my pohcy advisors a mcmorandum rccommeridmg that the
governmeng-take steps to increase the pace of economic activity.- Before I can acton
- this advice 1/would like to be quite sure that I understand the implications of my
,actions. Please prepare a memo for me which addresses the following questions:
1. Why is gross national product a ugeful measure. of economic activity? I fail
to understand how you can measure economic actions through a single index.
2. Several of my advisors complained about the fact that the economy is prp-
. ducing as much as it can. What steps can the government take to expand
output?
My advisors tell me that consumers are spending too much. Is there anything
the governinent can do?
I would like your response to these questions as soon as possible since I must meet,
with Treasury Secretary Goldfinger next Monday ..

3

Please keep your response brief!

00030
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. Policy Memo 2
To: Council of Economic Policy (CEP) e
From: The President
Subject:  Notes for meeting with Treasury Secretary Goldfinger
Your recent memo was received at my office yesterday, Frankly, the answers you
~  presented confused me. This time | want some straight answers that can be used to
plan our policy dunn& the nc)gt few months. And | want you to present me the
answers with a minimum of * ‘economic rhetoric.”
' 1. Why aren't illegal activitiés included in GNP? Don't they either raise (as in
-~ the case of gambling) or lower (as ifthe case ‘of burglary) the nation’s
clfare? | used to make my own breakfast. Was mY activity included?Shoyld
it be? Finally, suppose we were to take on boarders at the White House. If
they wera to pay rent, would this enter GNP?

2. Meat prices have risen 50% recently. And bad weather raised the price of
potatoes. by almost 50%. The people are furious about rising food prices
but the slatlsucnans tell me the price index is only up 20%. Are they lying or is
there something I'm missing?

3. One of my advisors tells me that in the last féw months GNP has increased.
I'm confused because anothgr advisor informs me that the nation’s real output
has declined. Please explain this discrepaney to me.

4. The Tangoese ambassador told me that his country’s GNP chwﬂby more
than 12% a year between 1960 and 1970. Prices rose by 49 a year. Does this
mean the real growth rate for his country was 16% or 8%?

< 5. 1 am somewhat confused. Precisely what docs GNP include and how is it
different from National Income? What does GNP tell us and what does it
*not tell us?

- Policy Memo 3
To: Council ofEconomnc Policy (CEP)
From:  The President

“Subject:  Notes for meeting with Press Secretary Hinckley
I intend to hold a press conference soon. | am sure that columnists from the right and
left will be present. The motto of this administration is candor, so I want some concise
answers.

1. Columnist Walter Buckley is again attacking my policies. He claims that due
to Say’s Law aggregate supply must always equal aggregate demand. What
does he mean by Say’s Law? Has it been recehtly passed by Congress? Also,
how can supply and demand always be equal?

2. I am slightly embarrassed about our present unemployment rate. I have
heard one theory that says if we leave the economy alone full employment-will
be reached automatically. Is this possible? Would you recommend that 1
follow this line of thinking or another one and why? :

3. There seems to be a problem in the economy with too many workers and not
enough demand.for them. Would you please cxplam to me how equilibrium in

the labor market comes about. -

~

ERI
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: Policy Memo 4 N ’ .
To: Councnl of Economic Polic (CEP) N c N
From: The President s '
.Subject: National Inceme Equilibrium -
I would like to #hank all of you for your memos last week. I find this procedure so
helpful that I'd like to continue for sgvcral more weeks until I can understand fully
the worklngs of the economy. This week 1 wanl to be briefed on the following: -
. What actually ‘determines consumpuon" I know that income has something
to do with it, bul I'd like a more detailed explanation. Are the determinants
of investment the same as those for hqusehold consumption?
2. If the marginal propensity to consuml incréases, what does that mean? Also,
. how does this affect the consumption function? Please -use some of that
technical graphical analysis in your answer. ) —~
3. What will this increase in the MPC de to the equilibrium level of ingome?
(qugsc bc sure to refresh my memory about what the equilibrium level of

o

incame is.) @ ] .
Pollcy Memo5S -,
To: Councnl of Ecgnomic Pohcy (CEP) ’ . )
"From:  The President . -
Subject: Technical Information Nccdcd to Prepare a Spéech oy

1. I héve heard that if the level of investment increases, problems of recession
may be lessened. I was also told that an increase in investment may lead to
an even greater increase in National Income. Is this true? If so, please explain
why. (By the way, does the same reasoning also apply to consumption?) TR

2. 1 gather that if 1 can influence consumption, savings will also be affected.
What-is the relationship between them? Does the interest rate have any effect? »
(I sort of like those graphs, so please use them again.) \

3. It seems to me that equilibrium is determined by aggregate demand. Do
savings and dinvcslmcnl have anything to do with equilibrium? Are we con-
cerned with realized investment or planned investment? Also, if everyone
decides to save moge, won't their thriftiness bolster the economy and cause
the equilibrium level of National Income to increase? '

T

Policy Memo 6

To:- Council of Economic, Policy (CEP)

From: The President

Subjecl This Thing Called Fiscal (or Is It Physical?) Policy
. I have proposed a $4 billion tax surcharge to finance $4 billion worth of new
public works programs to combat unemployment. What effect will this policy

_have on GNP? (Please be specific in your answer.) Assume an MPC 0f-0.8.

2. What will happen to GNP if we go ahead and spead the $4,billion and
Congress does not pass my ranslcd tax surcharge? : )

3. Senator Servative has suggested that we had bettér reduce the level of govern-
ment spending because it is definitely going to rise during the “‘impending”
recession. Why is that? Do you agree with the Senators suggestion? (Be sure
to explain why or why not.), b -

E \I)C | . . "~ | - ...‘,:v.,
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" Policy Memq 7
To: . Counecil of Economic Policy .
From:  The President .
Subject: Something We All Lovc—MoncSI °
I’'m going to have lunch with the head of the Federal Reserve and I need some
information about money. ' -
. How would the functions-of money be affected if the value of the dollar
¢ (defined as 1_divided by the consumcr pncc index) dccrcases from year to
year? .
2. 1 gather that’ there are several reasons for holding moncy, although 1 per-
sonally hold money in order to spcnd it. Just what are these reasons?
3. Please explain how equilibrium in the money market is determined. Also,
what are some of the factors lhal cause changes in the demand and supply
for money? .

. T

e

-

\'A i * Policy Memo 8
To: Council of Economic Pohcy (CEP) ™y

© .From:  The President .

, Subject:”’ Monetary and Fiscal Pohcy
I’m having another meeting with the head of the cheral Reserve. Apparently [ wasn’t
well prepared at the last meeting 1 had with him so 1 nced more 1nformauon Please
answer the following questions. . -

I. Now that we've finally decided we're in a cccssionwWhal are the fiscal and the

. Jnonetary tools for stimulating the econdthy? (Plcasc list the toois and their *..
direction of change.) Also, what are the advantages and disadvantages-of

+ monetary vs, fiscal policy? (Please be specific.)

2. Interest rates have been at very high levels. (They tell me that’s one reason
why new house construction and new home buying are off) If the Fed in-
creases the:-money supply and interest rates fall, what will happcn to aggregaté
demand and why? - “

3. Can you give some idea about the ongoing debate between the Monetarists
and the Keynesians? Just what issues aré involved?

. \

N

v

Policy Memo 9

To: Councﬂ of Ec?nomlc Policy (CEP) .

From: The President A @ v \

Subject: The Role of Wage-Price Controls

1. Please explain the relationship between-inflation and unemployment. Where
does this thing called the Phillips Curve fit in, or doesn’t it?

2. ‘What is the difference between wage-price controls and wage-price guide-
lines? Please explain what each of them is and what their effects are gl e., how
they are designed to work). - SR

3. What level of unemployment do you believe is unacceptable and why?

ERIC - <
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Pol'icy' Memo 10 : -
To: Council of Economic Policy (CEP)
From: The President
Subject: Combating Inflation .
I'm having another news conference. (One pays an awful price for maintaining a
policy of candor with the press!) Anyway, this inflationary situation of ours'is getting
out of hand and I've got loidt') something. Before 1 announce our new policy at this
press conference, I'd like answers to the following questions:
1. I gather there are two different sources or causes of inflation. Please explain
these and how they differ from each other. ‘
2. What poligies would you recommend for controlling thesectwo typcs of
inflation? What effects do these alternative policies have on macroeconomic
goals? What policy would you recommend glvcn the current inflationary
. situation?
3. What does the term stagﬂauon mean and how does it hmlt the apphcauon of
conventional ideas?

. ‘ [y

. Policy Memo 11* ( . o
To: Council of Economic Policy (CEP) 1 .
From: The President -

- Subject: The Income Distribution p

I want to thank all of you for your cxcellcm memos during l&ns policy session. 1

think I've finaily gotten a basic understanding of our economy. Since we have time

for one more policy session, I'd like to Concentrate on a problem that I can work on
over time and that doesn’t require a brushfire solution.

1., What do we mean when we talk of the “income distribution™? What are the .~ -
different source$ of income in the U.S.? Also, what is the difference between
income and wealth? -

2. What exactly causes income lncquahly in out country? Whal policies can the
government follow to alleviate the inequality of |ncome" Whlch ones would .
you recommend and why? i 7

o

*The authors would like to thank Mrs. Sidney Hicks and Dr. James Charkins for providing
copies of the memos they used in teaching the macroeconomics course during the Fall of-1974.
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-C. Maximum point total 1o be announced by your instructor

3

The Testing Procedure For Macroeconomics_

Overview .
A. No cumulative examination ' s

This course is divided into four cpre areas; _ = .

Core I — Introduction and National Income Accounts

Core 11 — The National Income Model- .

Core IIl — The Money Sector and Its Relation to the National Income

Model
Core 1V — Macroeconomic Policy Applicatlons
Each c8ye will be tested in isolation from the other cores. ThlS means that the

Core Il exam will not cover Core I material, etc. However, students will be
expected to be able todiraw from their knowledge of past cores in answering the
questions on their present core. Again, theré will be no cumulative final exam.

B. Flexibilities : . .

Each student, at his or her own discretion, may be tested twice on any core.or
on all cores. The grade for the core will, be the higher of the two grades, if the
student does desire to take any core exam twice. It is also possible for a student
to complctc all the testing and know his or her final grade early in the course (this
option is strongly dlscéuragcd however). These flexibilities are permitted because
the exams will be gencrated by the computer from an extensive test bank. To dis-
“courage students from postponing testing to the end of the course, 4 system’ ‘of
bonuses and penalties will be imposed. 2

. Specifics

A. Structure of the Exams t

. Core I and IV consist of 20 multiple-choice questions; Core I and 111 have
25 questions. The weight of each core will be determined by your instructor. There
is no penalty for guessing.

B. Test Dates, Bonuses and Penalties

Two test dates ‘fo¥ each core will be designated by your instructor. If the
student takesoné exam on Core I on or before the second test date designated for
Core 1, is satisfiéd with his or her grade, and informs his or her TA to this effect,
the student receives 33 extra points. The same bonus is obtained if the student
takes two exams on Core I by the final test date. If the deadline is passed, penalties
will be imposed. These are of two forms. First, the student is entitled to only |
exam on Core 1. Second, he or she will be penalized 5 peints—35 points wiit be
subtracted from his or her grade. A student may not take exams out.of sequence.
Core I exams myst be taken before Core 11 exams, etc.

The same bonus and penalty scheme will apply to Core H and Corc II. There

’

is no bonus for Core IV. No exams will bc admmlstcrcd aftcr the second test date .

for CorelV.

A student who has not-taken an‘exam in a core by the final test date for
Core 1V will receive a zero for that core. Medical excuses, properly documented;
should be brought to the attention of your instructor on or before that date.

@ -
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. ‘ .
D. Admmtstrauon of Exaths ! ’
. Test dates and examination rooms will bc announCcd Upon entering the room

you will receive an exam and a computer-gradable answer sheet. You must write N
your name on both the &xam and the answer sheet. You must also write the

\ number of your exam on the answer sheet. You will be given a piece of scratch
paper to copy your answers, if you wish to check tlem after the exam. When you =
complete the exam, hand in both the exam and the answer sheet. P{lcase do-not
discuss the exam until.you have left the room.

(N
" ] s " t ) )
Core 1 Exammatlon—Econ 202 1
. Two basic macroeconomic goals afmgst everyone agrees on are
a,_A perfectly Equal distribution of income and low prices.

igh employment and stable prices.
c. Frccdom from dependence on imports and less pollution.
d. Elimination cffwanl and increased business profits.

2. Price indexes thC been constructed for® many different groups of goods and
services. It is true of these indexes that '
a. They differ in_level, but tend to_goup or down all together.
b. They differ both in level and direction of movement.-
c. They all move about the same, so they can be used interchangeably.
d. They all have been fairly constant over recent decades.

3. Gross National Product (GNP) is used to measure a nation’s total income
because it
a. Can be found simply by addlng up all sales transactions made in the economy.
b. Isthe best available measure of the market value of all final output produced.
c. Considers only real income and does not consider money income.
d. Is not affected by creeping inflation. '

4. When in economics we say that googs are scarce, we mcgn that

a. The majority of the world has less goods than the U

b. Many goods are rare and can’t easily be produgcd

c. There are not enough resources to satisfy human wants in the aggregate. N

d. Effort is required if nature is to yield her bounties for the benefit ofn'lanklnd.

5. Assume that between 19{62 and.1972 GNP increased from $500 billion to $1000

billion, and the implicit price deflator increased from 100 to 200. Which of the
- following expresses GNP for 1972 in tetms of 1962 pnces”
a. $250 billion o -
b. $500 billion
c $1000-billion
. $2000 billion i
, 6 The largest source of i incorhe in nauonal income is

a. Corporate profits.
b. Rental income.
c. Wages and salaries.




7. Of the following groups, the main losers from inflation in a full employment |
economy are |
a. Everyone—they all pay higher prices. - |
b. Those whose incomes rise slower than the consumer price index. |
‘c. Those who are self-employed. |
d. No pnc-—inﬂ_ation.just changes prices, not real output.
8. If corporations paid all their profits in the form of dividends, instead f retaining
' a portion of their profits, the immediate impact on the national incdfie accounts
would be an increase in which of the following?
a. National income .
b. Personal income .
c. Net national product . . \
d. Business transfer payments -
g 9. When an economy is operating with maximum efﬁcxency, the production of more
’ ofcommodlly *“A" will entail the prgduction of less of-commodity “B” because ’
a. Resources are specialized and ofily imperfectly shiftable.
b.” Resources are limited.
¢. The structure of demand is fixed at any point in time.
d. Material wants are insatiable. ]
. GNP “in constant dollars’ means
a. Money GNP has been deflated by an index of prices.
b. That GNP isn’t changing.
c. Inventory accumulations (whlch are« investment 'in past years) have been
subtracted. : Xx
d. Inflation has been constant.

.

. Which of the following is not a valid criticism of the consumer price index?

a. It does not take changes in the quality of goods into account.

b. It does not measure the prices of a comprehensive set of goods.

c. It is based on a consumer survey which is several years old. Thus the markel
basket is dated.:

d. Itis sensitive to the choice of a base year from which other years are indexed.

7

12. **Value added” by a steel manufacturing firm refers to
al Its excess profits. /
b. Its interest payments.
c. The difference between what the firm pays for the ore and the other products
that it uses and the price at which it sells the steel.

d. The increase in steel inventories during the fiscal year.

. Which of the following is not méludcd in GNP?
a. Net interest
.b. Profits
c. Social security paymcn{s to the aged
d. Depreciation

. All of the following are excluded from the calculation 6f GNP cicept
a. The purchase of 100 shares of General Motors stock.
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20.

a6 os

b. The sale of 100 shargs of General Motors slgck.
c. The value of a housewife's services.
d. The cost ofadding a new room to an old house.

. Wthh sequence best dcplcts U.S. GNP accounts? (The “symbol **>"*means

grealer than.)

a. Disposable income > national income > NNP > GNP
b. GNP > NNP > disposable income > national i income,
c.. GNP > NNP > disposable income > consumption-

d. National income > GNP > NNP > constiniption

. One of lhc problems with GNP as a comprehcnsnvc measure of production in

the economy is that it

a. Excludes the rent of the hofne-owner, since he owns his own home.

b. Mistakenly includes such illegal activities as the sale of drugs, since lhey are
paid for with money which is earned in the production ofgoods and services.

c. Excludes costs incurred in the production of goods, such as air polluuon

d. lncludcs the value of services performed by housewives.

. The GNP deflator is designed Q'

a. To adjust GNP for changes in the unemploymcnl rate.

b. To adjust GNP so as to include the problem of *‘externalities.”

c. To adjust GNP for changes in the price level. .

d. To calculate changes in the price of food and other consumer goods.
Howard P. Researcher, a wealthy playboy, sells a Van Gogh painting to an art
museum in Sarasota for $1 million. He orlgmally boughl it for $100,000. What
happehs to GNP?,

a. GNP rises by $1 million.

b. GNP rises by $900,000. . 3
c. GNP declines by $900,000. _ . e
d. There is no change in GNP.

. That portion of corporate profits which is included in dlsposablc income is /

a. Dividends.

b. Corporate income taxes. - .
c. Indirect business taxes. . ’

d. Undistributed corporate profits. e
If GNP in country “*A" increased in a year by 5 percent and that of country **B”
rose by 10 percent, with price increases identical in both countries in that same
year, theri*on the basis of this alone you may conclude

. That economic welfare in **A"" increased more than in *B.”

. That economic welfare in *“B” increased more than in “A.”

. That economic welfare increased in both countries by the same rate.

That no precise conclusions about economic welfare are possible.

Core 2 Examination—Econ 202

1.

Aruitoxt provided by Eic:

A prolonged depression, as in the 1930's could adequately be explained by

37
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2.

4.

5.

o

7.

8.

:a. Both the neoclassical and Keynesian theories. PO

b. Neither the neoclassical nor the Keynesian theory.
c. The Keynesian theory but not the neoclassical theory.
d. The neoclassical theory but not by the Kgynesian theory.

Those items which are rat investment goods are
a. New stocks and -bonds.
b. New factories.

c. New buildings.

d. Increases in inventories.

> .

- »

. Which of the following is not considered a fiscal policy action?

a. Cutting taxes on corporate incomes
b. Maintaining expendituges for national defense

‘c. Increasihg social security payments

d. DecreaSing the money supply - 3
Angappropriate action to take if unemployment increases is to '

a. Pecrease government spcndlng on goods and services.

b. Decrfease'the money supply.

c. Increase tax rates on personal i income.

d. Decrease the interest rate.

At a given level of disposable income, if consumer saving decreases, consumption
must b, )
a. Decrease.

b. Increase.

c. Remain the same. . .
d. Also decrease, but by a smaller amom P

¥

Suppose the equilibrium level of NNP is $800 billion and the MPC is 4/5. If
government wants to increase its purchases of goods and services by $16 billion
without changing the equilibrium level of NNP, taxes should be
a. Increased by $20 billion. | N
b. Reduced by $16 billion.

c. Increased by $16 billion. ) T
d. Reduced by $20 billion. .
. 7
By government transfer payments we mean S

a. Redistribution of govcrnrm’}n tax mbnies directly to individuals without
direct purchase of goods.and services.

b. Purchases of goods and services by'government whlch are transfered to needy
‘families.

c. Only those govern ment expenditures which glvc rise to greater output

d. Transfers of federal tax‘monies to other government-units.

The “*paradox-of thrift”” means that : 4

a. Positive saving will always mean unemployment. ' '

b. If changes in investment.are induced by changcs in GNP, than a decision ’on
the part of pcoplc to save more might result in their actuallysaving less. - |

c If the economy is at full cmploymcnt a decision on the part of the peoplﬁ to



save more might producc an mﬂatlonary gap. ° ‘ -y
d. Saving sgmulatcs investment spending’ whi¢h tends to worsen an mﬂatlonary s
spiral. : _ A

9. If the MPC is 4/5, a downward shift in the consumptlon function by $10 billlon
will ., .
a. Reduce NNP by $10 billion. ' B e
b. Reduce NNP by $50 billion. . ' _
* ¢c. Reduce NNP by $8 b}lhon _ S -
d. Increase NNP by $8 ‘billion. ‘

10. If the multiplieris4 - ’ . : *
a.- The MPC must be 1/4. .
b. The MPC must be .40. ‘
c. The MPS must be 3/4. :
d. The MPS must be 1/4. " ) L.

11. One of thc more famous statements concerning' the operation %f the classical .
system is Say’s Law.-Say’s Law was formulated by the French economist Jean
Baptiste Say, and he coricluded that “supply creates its own demand.” This law |
. B

‘withstood most’attacks until the arrival on the scene of John M. Keynes. Kéyncs
: ‘stated all of the following, except ® ~ N
a. The economy does not have to be at full cmploymcnt at all times.
b. Investment does not have to equal saving at all times,
c. That countercyclical government polxcxcs are necessary to combat pcrlods of
unemployment. ] .
d. Wage and price cohtrols a[c a necessary part of fiscal policy.
v
0 : [
. " 12, If I = Actual Investment; I* = Desired Investment;-S = Actual Savings; §* =
_Desired Savings, National lncomc cquilibrium i is’ achieved when .

‘a. I'=S8. . ,
= =5

Pl -

-
-
.

. An increase in the liquid asscts (wealth) of house.holds other things rcm’mmng thc ¢
same, may be expected to result in
a. Anupward shift in the consumption function.
b. A decrease in the amount consumed.
c. A downward shift of the consumption function.
d. A movement to the right along the consumption function.

%

4. Other things being equal, the slope of the aggrcgatc dem and schedule w1ll mcrcase
as a result of .
a. An increase'in the MPS. ar
b. Ani increase in the MPC.
c. A decline in the value of the multlpllcr
d. A decline in the general priceievel.:
. Unemployment compcnSatlon acts as an automatlc or “bullt-m stabilizer
because . '

S~
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16.

- b. There are no unemployed workers.

17.

19.

20.

. -
a. Tt keeps national income from declining as much as it otherwise would during
periods of rising unemployment.
b. It would match a declirte in pension payments to kecp them constant.
c. It would, along with other stabilizers, help to produce surpluses during -
recessions and deficits during inflations. )
d. It would help to keep tax revenues constant. ! )

When an economist states that- the U.S. economy is at full employment, this
usually means that .
a. About 96 percent ef.thie labor force is cmploycd

c. There are no unfilled job openings. -
d. Everyone who wants a job has one.

;e
T s

In the Keynésian theory of income determination, a fall in investment, all other
things remaining constant, would necessarily result in all of the following, except
one. The single exception is

a. A decrease in the level of income. ¥

b. A decrease in the wage rate.

c. ‘A decrease in the level of consumption.

d. A decrease in the level of savings.

~

. Thc main dcter_(mnant of consumption demand is N

a. The amount left after saving, where s; saving depends on the rate of interest.
b. Disposable income. » )
c. Prices. . : : Vs

d. Therate of return. : ‘

Which of the followmg is not thought to be a significant dctcrn{mant of
business investment? , :

a. The rate of interest on business loans .

b. Businessmen's expectations about futuré bus;ncs§ conditions

¢. The rate of interest on consumer {oans \

d. Thelevel o\f profits IR

The role of government in a mixed market economy can best be described as

a. Distorting the operation of an economy.

b. Insuring the social and economic framework complcmentary to an operation
of the market system.

- ¢. Insuring an economic framework to act as a substitute for the market system., -

21.

22.°

Aruitoxt provided by Eic:

.d. Insuring rules of behavior for all corporations.

N

John Smith recelved $500 from winning a contest. Of the $500 he placed $108 in
his cookie jar to save for a rainy day and uscd the other $400 to pay off his
medical bills. John’s MPC was .

a. 0.0.

b. 0.2.

c. 0.8. ‘ "

d. 1.0.

If aggregate demand is greater than aggregate supply near the full employment
level, which of the following conditions may result?

ERIC: 0 T |
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a. Recession,and deflation
b. Recession and inflation
c. Expansion and deflation
, d. Expansion and inflation '

23. In macroeconomic analysis, induced investment is dcpcndcnl upen
a. Thelevel of income.
- b. The market rate of interest.

c. The marginal efficiency of cagital.
d. Technelogical innovatior( :
24, The multiplier is larger when®
a. Government expenditures decrgase. .
b. Investment decreases.

o c. Consumption rises.
~d. The MPC increases. (

25. If the multiplieris 3, a snmultaneous increase in both é’and T of $20 billion will
. a. Decrease NNP by $20 billion. )
b. Increase NNP-by $20 billion.
c. Increase NNP by $60 billion.
d. Decrease NNP by $6.67 billion. {
S

, . AN

Core 3 Examination—Econ 202
~ . In general the purchasing power or value of the dollar
" . Increases when the general price level in the économy increases.
. Increases when the general price level in the economy decreases.
c. Has very little relationship to the general price level.
&. s constant over time. - .

2. Assume company X deposits $100,000 in cash in commercial Bank A. If no
€xcess reserves exist at the time this deposit is made, and the reserve ratio is 20
perccnl bank A can increase the money supply by a maximum of

a. $100,000. -
b. $500,000. )
c. $80,000. ) ‘ .
d..$180,000. : , S

3. Excess reserves
‘a. Are the amount of cash held by banks
b. Equal tota] reserves minus demand deposits.
c. Equaltotal reserves minus required reserves.
d. Avérage approXxmately 16 percent of total demand dcposxls in the United
States.

[y

4. The most important economic characteristic dxffcrcntxatmg commercial banks ,
from other financial institutions is
a. ‘The function as a safe and profitable storeplace for savxngs.
b. Therole i in financing. bakdnce of payments deficits. o

ERIC 00042 Q\ o
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c. The status as an iRtermediary betwéen savegg and borrowers.
d. The ability to create and dcstroy money.

5. According to most economists, during mﬂatlon an appropriate monetary policy
would consist of

a. Decreases in government spending or increases in taxes.
b. Holding taxes constant while government spending increases.  » 4
c. Limiting the expansion of the money supply. ' '
d. Increasing the money supply while increasing taxes.
6. According to the K;yncsians, if the economy is in equilibrium a decrease in the A
money supply is likely to result in
a. A ddcrease in the interest rate.
b. An ikcrease in the amount of investment.
s c. A deckease in the amount of investment. ot
d. Anincrease in aggregate (C + I)demand. ®
7. Which oqc of the followmg combinations represents'the tools of monetary policy  °
- that are most commonly used by the Federal Reserve in the effective exercise of
monetary policy? »
a. \Discount-rate policy, control over stock buylng margm requirements, and
moral suasion .
b. Moral suasion and rcscrvc-rcqulrcmcnt changes *
c. Open-market operations, rcscrvc-rcqulrcmcnt changes and discount-rate
" changes.
d. Stock margin requirements, lpans to home builders and discount-rate changes
x lv
8. Which of the following assets is most liquid? . .
a. Demand deposits
°b. Stocks ~ \
® c. Time deposits
d. Shares in a savings and loan institution
9. The public's demand for money balances to hold is likely to )
a. Go up if income rises or if-interest rates rise. . \ "
b. Go up if income rises, s, but down if interest rates riéc ~
¢. Go up if income rises, but be unaffected by interest rates. .
¢ d. Be unaffected by changes in income or interest rates; aII that matter$ l&
Federal Reserve pollcy : e

. . s ¢
10. The Monetarist argument states that -
a. The money supply should be closely observed by the Fr,d and remedial
‘action taken when it increases by more than 3 percent.
b. Fiscal policy is only effective in the very long run.
& c. The money supply should be increased every year by\appm{lmatcly Jtos
percent.
d. The money supply is only a reflection of actual goods'and services produced.

11. if the reserve ratio increases, then the Supply of money wnII
a. Increase.”
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b. Not be.affected since there is hllldor no connection betwgen the moncy§upply
and the reserve ratio.
c. Be expanded by a multiple amount.

d. Detrease.

‘f

12. The. lnstrumcnt of chcral Reserve monetary control whlch is likely to be least
-effective is
a. Reserve requirements.

b. Buying and selling bonds. . \
c. Changes in the discount rate. ) ’
d. Moralsuasion. _ ° R

13. Which of the followmg is not trug,ﬁ;ﬂmoncy"
a. ltis used as a medium of exchange.
b. It is a store of wealih.
c. To have value, it must be fully backed by precious mctals '
d. It functions as a unit of account.

14. A large corporation works just as hard to keep down its unnecessary cash
balances as it does to keep down unnecessary inventory of goods. This is because
*a. Holding of unnecessary cash leads fo an increase in the money supply which
is a known cause of inflation.
b. A cost is"incurred in terms of sacrificed interest in holdlng demand deposits,
bills and coins. * .
c. Holding unnecessary cash leads to a dccrcass.uLQc m0ncy supply whlch is
a known cause of recession.
, T A cost is incurred in terms of dccrcascd flexibility in Holding demand dcposns
’ bills and coins.

15. Assuming a 25 pcrccnt legal reserve fequirement, a new dcposu of $1000 ln'{aa\
<Jingle small bank in a multibank system will leave that bank in a position to lerd
out at most
a. $4000. ' . {

b. $3000. '
c. $1000.
d. $750.

16. The principal type of paper money used in the United States is
a. Federal Reserve backed notes.
. b.. Silver backed currency.
c. Treasury notes backed by gold.
d. National bank notes with no backing. = o R

17. In which of the following’ways does monetary policy differ from fiscal policy?- |

a. Fiscal policy does not suffer from a time lag in policy implementation.
¥ b. Monetary policy suffers from a time lag in policy implementation.

c. Monetary policy can be quickly implemented.
d. Fiscal policy can have a greater effect on the interest rate. -
. ’

18. To ease Cl'%dll conditions in the cconomy, the Federal Reserve could
a. Increase the discount rate. )

B ) 7 43
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b. Lower the reserve requirement. _ \
c.: Sell government bonds to member banks.
d. Encourage member banks to increase thé prime rate. ‘
19. Which of the following factors is an important reason why banks will want to
. expand their loans and investments when the Federal Reserve acts to give them
excess reserves?
a. They are legally requnrcd to cxpand loans if the Fed wishes it.
b. Excess réserves are a noninterest bearing asset for banks.
c. Maintaining excess reserves is against the law. .
d. If banks don’t make use of the excess reserves, they fear that the Fed will
remove them.
20. The money supply for the commercial banking system can be increased by an
amount equal to excess reserves multiplied by
a. The required reserve catio. - ¢
b. The reciprocal of the réquired reserve ratio.
c. The reciprocal of‘one minus the required reserve ratio.
d. The reciprocal of one plus the rcqu‘i{cd reserve ratio. .

21. When the Fed buys securities from member banks, the reserves of the latter are
a. Cutin half.”

b. Decreased by one-fifth

c. Increased.

d. Decreased by twice the reserve ratio.

<

22. The most important economic funcuon of the chcral Reserve is to
a. Lend money to banks.
b. Serve as a clearinghouse through which interbank payments can be made.
c. Control the money supply outstanding at any given time.
d. Insurc depositors against the loss of their money should there be a run on a
bank.

23. Those who advocate a policy of establishing monectary rules feel that it would
a. Enable commercial banks to operate more cfficiently.
b. Enhance the economic influence of the Fed.
c. Permit permanent contraction of the money supply in order to climinate
inflation.
d. Neutralize the economic influence of the Fed.

24. Monetary and fiscal policy -
a. Are conflicting policy tools and should not be used together.
b. Can both be used together to stabilize the economy. '
c. Both require long periods of time before their implementation.
d. Both affect the economy directly via the interest rate.
25. With respect to the equation of exchange, a primary emphasis today focuses on
the factors which determine ll‘g
a. Quantity of money.

b. Income¥velocity of c1rculauon
-

P
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«C. Pricelevel.
. 9‘.7 Quantity of output.
—
Core 4 Examination—Econ 202
1. According to Keynesian theory, which of the followmg would most likely lead to
economic stability if the economy were currently in a rcccssnon"
a. Increased tax rates :
b. A balanced budget

c. A budget deficit
d. A budget surplus

. A cyclically balanced budget philosophy would entail
a. Spending equal to revenue cach year.
b. Strplus during recession and deficit during inflation.
c. Surplus during inflation and deficit during recession. .
d. Surplus or deficit only at a full-c}nploymcnt level of NNP.

)

. If acute inflation was occurnng in thc economy,” proper government pohcncs
would involve
a. A government surplus and the purchase of securities in the open market, a
lower discount rate, and lower reserve requirements. N
b. A government surplus and the sale of securities in the open market, a higher
~discount rate, and higher reserve fequirements. S
c. A government deficit and the sale of securities in the open market, a higher
discount rate, and lower reserve requirements. ;
d.-A government qﬁﬁcn and the purchase of securities in the open~market, a
higher discount rate, and higher reserve requirements.

During recession, an appropriate Keynesian fiscal policy would consist of
a. Increases in veterans benefits and/or increases in investment incentives.
b. Decreases in government spending and/or increases in taxes. .

c. Holding government spending and taxes constant.

d. Taxes being held constant while government spending is decreased.

. A characteristic of wage-price controls is that they
a. Are designed to eliminate demand-pull inflation.
b. Induce consumption expenditures.

c. Increase productivity throughout industry.
d: Cause resource misallocations.

f

. Asthe U.S. economy is now organized, the basic decision as to whether we should
have high consumption now and slow growth, or low consumption now and
faster growth
a. Lies with the President and Congress.
b. Lies with the Federal Reserve System.
c. Lies with individual families and businesy firms.

d. Lies with the firms that manufacture investment goods.

. The monetary measure that would best complcmcnt fiscal measures designed
to bolster the economy during periods of uncmploymcnt is ’
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. Allof the followin‘g are objectives of macroeconomic policy except

. At full employment, an inflationary gap is most likcly to be avoided if

. An increase in reserve requirements. ,

. A sale of bonds by the Federal Reserve. .
A lowering of discount rates. - :

. An increase in margin requirements.

a0 o

A diagram having the percentage rate of annual inflation on one axis and the
level of dnemployment on the other is ‘ :
a. A diagram of the demand for money. '

’ .
N

b. The supply curve for money. .o ,
c. The production possibility frontier.
d. The Phillips curve.

“

. Under conditions of full employment, if the government has a new project it must

undertake, it should raise the money according to the Keynesian theory
a. By taxation, because there is no other way of getting money.

b. By taxation in-order to prevent inflation.

c. By borrowing from wealthy investors.

d. By borrowing in order to prevent inflation.

. During inflationary periods the Federal Resérve open markct(committec would

bc . °
a. Selling bonds.

b.” Stabilizing bond prices

c. Converting from bonds to stocks.
d. Buying bonds.« \ o ) !

3

a. Full employment.

b. Stable prices. -

¢. Continued growth and prosperity.

d. An equal distribution of wealth between countries.

™

Since the end of World War II, the long-run trend of our public debt as a percent-
age of real GNP has been

a. Increasing. '

b. Decreasing. o ¢
c. Remaining approximately the same.

d. Less than 10 percent. o oc

‘

a. Personal taxes are held constant while government spending is increased.
b. Persanal taxes are increased by more than government spending is increased.

.c. Personal taxes are increased by less than government spending is increased.

d. Personal taxes are decreased while government spending is held constant.

S

14. Which policy is the Treasury most likely to follow if it wishes to expand the

ERIC
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money supply? .

a. Decrease deposits with commercial banks and increase deposits with Federal
Reserve banks. . :

b. Increase deposits with commercial banks and decrease deposits with Federal
Réeserve banks. e

> ’
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c. Hold deposits with commercial banks constant whilg increasing deposits with
. Federal Reserve banks. .
d. Increase deposits with Federal Reserve banks and print new money. o

'/-‘
15. Inflation is likely to occur when
a. Planned saving is greater than planned investment. -
b. The banking system creates mortey. .
c. Prosperity is past> .
d. Aggregate demand exceeds aggregate supply at §ull employment.

-

16. Less ggvclopcd countries are caught in a low-level development trap if
a. Agincome grows, the population remains constant. ==
b. Asincome grows, the population decreases. .
c. As income grows, the rate of growth of population increases at a faster pace
than the rate of growth of income.
d. Aslincome grows, the rate of growth of populatlon increases at a slower pace
than the rate of growth of income.

s

Y

17. Which of the followmg policies is Ilkcly to rcsult in the greatest reduction in
aggregate demand? ©
"a. A $5 billion increase in personal income taxes
b. A $5 billion increase in government transfer payments
c. A $5 billion cut in government purchases of goods and services
d. A $5 billion cut in government purchases accompanied by a $5 billjen, in-
crease in tax receipts

18. If addmonal\dollars of public spending are matched by additional dollars of
taxatioi in a full-employment economy, the effects on aggregate deryend are
most likely to be ,
a. Contractionary. ’

b. Expansionary. .
c. Neutral.
d. Indeterminate.

19. If a person earning $5,000 pays $500 in taxes, and a person earning $15,000 pays
- $1,500 in taxes then the tax is
a. Proportional.
b. Progressive. : . b
> c. Repressive. '
d. Indirect in incidence.
Fe
20. President Randayview enters office on & pledge to restore fiscal sanity to
government. He cuts government expenditures so that taxes and expenditures
are both equal at $100 billion. The new budget !
a. Has no economic effect because it is in balance.
b. Is expansive because it raises private investment.
c. Is restrictive because the impact on the economy is equal to the amount of
the cut times the value of the multiplier. &
d. Is restrictive because it reduces aggregate demand by the amount’ "of the
expenditure cut.

v

o - 1 _
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N Appendix n

"Colirse Outline and Assignments for the lntrohtfctory Microeconomic Course *

1. Textbook : - : ' ©
All required reading assignments are listed below. The text for the course is
Richard T. Gill, Economics: A Text with Included Readings, 1973. .

2. Consultation . ) I

For all problems concerning readings and quizzes and for general discussion of
course materials, see your gection instructor at'those times the instructor will set for
office hours. ) .

3. Grades l )
See handout entitled *“The Testing Procedure.”

.

- .
» Core 1. Elementary Demand and’Supply

1. Housekeeping (1 class: Sept. 26) ‘< -

a. Models, Equilibrium, Ceteris Paribus 7

In an attempt to shed light op'the pressing issues of the day, economists resort
to the use of theoretical models. These models are often fairly simple descriptions of
the framework underlying the problems in question. A'ttc{nion is confined in many
cases to gquilibrfium positions. Changes are permitted to' take place under ceteris
paribus conditions; this is done to isolate the consequences of that particular change.

b. Scarcity-and Trade-Offs . -

Every economy, be it wealthy or poor, faces what might be called the Eco-
nomic Problem: The allocation of a limited quantity of human, natural and man-
made résources to satisfy the vast array of human wants. The sonﬁcc of the problem js

.

the scarcity of resources. This scarcity forces an economy to choose among various

ways of using resources in satisfying wants. In this perspective all ‘hc potential goods

and services producible by an economy can be viewed as competing against each .-

other for scarch resources. This point can be stated somewhat differently: There is
a trade-off relationship among the commodities producible in the economy¢ The
production possibilities curve illustrates this relationship. (Chapter 1. Omit the dis-
cussien relating to Figure 1-2.)

C. The Production Possibilities Curve and e Private Enterprise System

Because of the trade-off relationship which exists among commodities, many
important questions beg for answers. The most important are these: “What
should be produced?”; *How much should be produced?”; *Who should receive
how, much of what?” In a socialistic ecdnomy these questions are answered by eco-
nomic planners. In a private-enterprise economy, they are answered by private
decisions growing out of individual self-interest expressed in a market setting. Two
basic types of economic units participate in the activities of the market: households
and firms. These and their behavior are tRefocus of this course. (Chapter 2, pp. 25-34.

" Omit-Birds-Eye.)

2. The, Derr;and Side of the Coin: The Focus on the Housekhold (2 classes: Oct. |
and 3)

RIC “~ 00050 49

Aruitoxt provided by Eic:

\~




a. The Individual’s Demand Curve for a Commodity “

There would be no Economic Problem if you could buy everything you wanted.
UnfortunatclNis is not possible, fof the obvious reason that you have only-a limited
income. You are required to make choices. [t is reasonable to assume that you will
spend your income in such a way as to receive more rather than less satisfaction from
your spending activities. If an extension of this rule is permitted, it follows that in
general your demand curve for a given product will be downward sloping. A diven
demand curye is qFrivcd under ceteris paribus conditions—with only the price of the
commodity in question® being changéd and all other factors influencing demand
remaining unchanged. Should these other factors change, the demand curve would

“shift. (First skim Chapter 2, pp. 36-37. Then read Chapter 18, pp. 432-436 (st
column). Reread pp. 36-37.)° ’ . ' '

b. The Market Demand Curve for a Commodit \

Fhe market demand curve for a commodity is the summation of the demand
curves of all the individuals demanding that commodity® The market demand curve
is typically downward sloping in reflection of the shapes of the individual demand
curves; its shifts reflect shifts in the individuals’ demand curves.

c. The Price Elasticity of Demand N

The price elasticity of demand measures the responsiyeness of the quantity de-
manded-of a commodity to a ?ha}ﬁgc in its price. More precisely, the price elasticity
relates the percentage change in the quantity demanded to the percentage change in
price. Depending on the value of the elasticity, the demand curve is said to be elastic,

* be inelastic, or to have unitary elasti®ity in a region. The price elasticity depends on a
number of facfors, among them the existence of substitute or complementary com-
modities. The price elasticity of demand is related to total revenues. (Chapter 4,
pp. 102-103.) ) .

3. The Supply Side of the Cbin: The Focus on the Firm (% class: Oct. 8)

a. The Individual and Market Supply Curves

An individual firm will usually supply greater quantities of a commodity only
at higher prices because of the nature of its costs. Therefore, the supply curve relevant
to an individual firm is typically upward sloping. The market supply curve is derived
from the individual Yupply curves. While the derivation is contaminated with a few
complications, the market supply curve can evertheless be viewed as upward
sloping. {Chapter 2, pp. 37-40. Omit The “Law."). ’

b. The Elasticity of Supply ‘

The elasticity concept applies to supply curved as well as to demand curves. Thigee
types of elasticity can again be distinguished. The elasticity of/supply varies with the
time period involved. . et

4. The Determination of the Market Price (1 class: Oct. 8 and 10)

By confronting the market demand curve with the market supply curve, the
equilibrium price of the commodity in question is determined. The actual price of the
comfnodity may not, and probably will not, be at the equilibrium level initially. In
this case the actual pricg will begin to adjust to the equilibrium level by what might
be termed a groping procedure. When the equilibrium price is reached, the market
is in equilibrium. This equilibrium, of course, can be disturbed by shifts in either the
market demand or the market supply curve. Government interference in the function-
ing of the market might prevent the attainment of equilibrium. This is the case with
agricultural price supports and the recent pice freeze. Are the consequences of a

— b
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forced disequilibrium desirable? (Chapter 2, pp. 40-46; Chapter 18, pp. 429-431;
Chapter 27, Debate 4, pp. 647-663.) -

5. The Costs of Producing Commodities (% class: October 10) . :

In producing commodities the entrepreneur faces various: types of costs. Some
costs are explicit, as (¢.g.) the wages and salaries which the entrepreneur pays to his
employees. Other costs are implicit, as (¢.g.) the opportunity cost of the entrepreneur.
Opportunity costs, which in this case is the value of other income foregone, arises
out of the scarcity of resources; it can also be used to illustrate the trade-off relation-
ship which exists ‘among commodities. Various curves which describe the cost of
producing commodities can be distinguished. (Chapter 17, pp. 413-418. Omit Figures
17-1 to 17-3 and the related discussion. Omit Convexity of Isoquants. Redd Chapter
19 pp. 445-449.) ‘

6. The Determination of Price Under Perfec;,«g'ompetmon (2 classes: Oct. 15 and 17)

a. The Assumpuon of Profit Maximization
. A firm’s profit is the difference between its total revenue and its total cost.
Firms, in general, strive to earn a profit from the process of producmg\wmmodmcs
Although real-life firms do not in all circumstances attempt to maximize profit, it will
be convenient to assume that they do. This assumption‘should be regarded as a first
approximation to the factors which actually motivate an entrepreneur. The quantity
of output at which profit is a maximum can be determined by comparing  marginal
revenuc w§th marginal cost.

b. Profit Maximization Unger Perfect Competition v :

A firm is a perfectly competitive seller if there are a very large number of
identical sellers who sell the identical product and who act independently of each
other. In this setting thc demand curve facing the individual firm is a horizontal
straight line. This demand curve is also the firm's marginal revenue curve. The firm’s
marginal cost curve is J shaped. Profit will be maximized or loss will be minimized at
the intersection of the marginal revenue and marginal cost curves. If a firm should be
incurring a loss, it will rémain iriopcration only if it loses less by doing so than by
shutting down. From this i# follows that the individual firm's supply curve is a portion
of its marginal cost curve. (Chapter 19, . PP- 449-454. Read but deemphasize Chaptcr
19, pp. 454-459.) .

C. Market Equilibrium and the Perfect Competitor

A shift in the equilibrium position of the market will disrupt the equilibrium of
an individual, perfectly competitive firm. As the system adjusts to the'disturbancg,
price and quantity will generally change. (Chapter 20, pp. 474-478. Omiit SumiFary.)

Core I1. Noncompetitive Markets

1. Monopoly (i class: Oct. 22)
(Chapter 24, pp. 539- 541 543-544, 574—578%
Major Issues:
a. Why have the Aimerican people tradmonally distrusted monopolies and Bng
business?
b. Are some sectors of the economy “*natural monopolies’?
c. What factors create monopoly power?

O
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N
“ d. What is the extent of monopoly power in the U.S. céonomx?

2. Monopolistic Competition { Limited Monopoly) (1 class: Oct. 24)
(Chapter 24, pp. 578-580, 542-543)
Major Issues: o
a. ‘How do sellers differentiate their product”
b. Does advertising create net costs or net benefits for the consumer?
c. Is *quality compctmon” a good substitute for price competition?
d. If an industry is earning normal profits, can it still impose excess costs on the
consumer? .
3. Oligopoly—Big Business (1 class: Oct. 29)
(Chapter 24, pp. 980-583 585-587, Debate 3 (pp. 545-573))
Major Issues:
. HoW many firms “should” be in an industry to assure competition? )
. How do firms act to avoid competition?
. Is" American industry concentrated in<the hands of too few owners or
managers? °
. How does GM set prices for the Chevrolet?

4. Governmem Intervention in Business Affatrs (2 classes: Oct. 31 and Nov. 5)
(Chapier 15) 8
Major Issues:
. Why can't free enterprise be expectcd to survive in some ifidustries?
. What are mergers and why are they profitable?
. What are the antitrust laws supposed to do? What have thcy actually ac-
complished?
. Is monopoly a dead issue in the U.S.?
. What is government regulation of business all about and,who benefits from it?
. Are big firms more efficient than smaller firms?
. Should the government fund all basic research having industrial applications?

{ Q

Core 111 Economics and the Prol;lems of the 1970’s

. The Distribution 8f.Income and Wealth in the U.S. (1% classes: Nov. 7 and 12)
(Chaptcr 26, pp. 614-629; Chapter 29, pp. 697-699)
, Major Issues? .
.- Who gets what share of U.S. national income?
. Who controls America’s wealth, stocks, land?
. Do people get paid what they’re worth?
. Why do doctors earn more than welders?
. Are workers in America exploited?
. Does population growth lower wages?
‘g. Do minimum-wage laws benefit unskilled workers?

2. Poverty (1% classes: Nov.'12and 14) -~ )
(Chapter 29, pp. 699-716) )
Major Issues:
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. Who are the “‘poverty families” in the U.S.?
. Should those who work be forced to subsidize thosc who don’t?
. Is there a “‘culture of pov\spy”"
. How is it that taxpayers *“‘pay twice” for food stamps" .
. What hase government programs accomplished ‘toward solving the povcrty
program? @&
. Coulg'%yb climinate povcrty in thc US.or musbt‘hc poor valways be wTiPus"\"g
. Externalmek and Publtc Goods (1 class: Nov. 19)
(Chapter 30, pp. 719-728, 757-760)
Major Issues: 7/ o
a. What goods are necessarily public goods? .
b. Does government taxing and spendmg transfer income to the rich_ or to the .
poor? ' v e
. Should the government subsxdlze the SST? Lockheed? The Pcnn Ccntral"
. Can “the public interest”” ever.be determined? i
. Is cost-benefit analysis basically a technical rauonahzauon ‘of what bureau-
crats want to de?
c
. Economics of the Environment (1% classes: Nov. 21 and 26)
{Chapter 30, chatc 5, pp. 729-756)
Major Issues:
a. How is pollution rclalcd to “‘the tragedy ofthc commons”’ .
b. Must there be a trade-off between full employment and a clean evvironment?
c. Isithere an optimal level of pollution? .
d. Who pays for pollution control systems?
¢.* Do seagulls have rights? Do rocks have rights?
f. s the environmental movement a ‘middlc-élass fad?

. Case Study: The Energy Crisis (1% classes: Nov. 26 and 28) R
(Newsweek, Jan 22, 1973; Business Week,“April 21, 1973, “Enough Energy—lf
Resources,” pp. 50-60; NBC Reports, The Energy Crisis: An Amencan White
Paper, September 4, 1973; newspaper reports) 2
Major Issues: : ' %
a. Why did Amenc[s;;dcnly “runout” of 0il? .
b. Is the oil and petroleum shortage the result of a conspxracy among thc maj‘or
oil companies? L
. How do the alternatives to fossil fuels stack up? Should the governmcnt pay
their development costs? .
. Shale oil to the rescue?
. Another Appalachia in Montdna?
. Another Teddy Roosevelt for the Middie East?
. Crude oil smokescreen by the Defense Department?
. A simple growth-energy pollution model.
. Case Study: The Economics of Crime (12 classes: Dec. 3 and 5)
Major Issues:
a. Are crimiinals “moral misfits” or centrepreneuts in é‘gxally unacccptable
enlerpnses”"
b. What is the social cost of crime?

\
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Is crime deterrable? What is the crime deterrence system?
. Should society worry about *‘crimes without victims'?
lsthcrc an unemployment-poverty-crime nexus? . L
What are the differences between the economic, the sociological, the lcgﬂl

and the crlmlnology approaches to ctime?

e aa

CORE 111 ends
Housekeeping (-‘{z_) class: Dég Ve

“a

-~ e A B
The Testing Procedure for Microeconomics
| 1. Overview - ’
"a. No Cunmulation e ’ - \ g
. This course is divided into 3 core areas: 1—7
Gore I—Elementary Demand and Supply \
Ks Corcll——Noncompcuuvc Markets :
Core [11—Economiok and the Problems of the 1970's. .
Each core will be tested in isolation from the other’)res This, means that the
Core.1l exams will not cover Core I materials, etc. Students taking Core 11 exams,
however, will be expected to be able to draw from their knowledge of Core I in
answering’the questions. There will be no cumulanve final exam.
. b. Flexibilitigs - M
Each studem at his or her own discretion, ‘may be t>ested twice on any core or on
all cores; and only the higher grade for any'core will be counted. Furthermore, the
student can take the exams whenever he or she wishes ( within reason) It is pos- N
. sible, for example, for a student to complete all the testing and know his or her
final grade early in the course. (This option is strongly discoufaged, however.)
These flexibilities are pernhitted because the-exams will be exactly alike. To dis-
- courage students from postponing testing to the end of the course. a system of
" bonuses and penalties will be imposed. '

2. Specifics ‘ k"l ' v

. a. Structure-of the Exams : .
Each exam consists of 33 or 34 muluplcvchomc qucsuons)cach worth 1 point.

The scoring for_each examris snmply the number of correct fesponses. There is no
pcnalty for guessing. .

""Readlines,’’ Bonuses and Pe Imes ' '
Corc 1 ends October 17. The "de:%hm\@ﬁaking Core I exams is October 31. If

a student’s Core 1 testing is completed on or.before October 31, he or she will
receive 5 bonus poinis. Thus, if the student takes an’exam on Core I on or beforé >
October 31, is satisfied with his or her grade, and informs his or her T.A. to this
.effect, the student receives S extra points. The same bonusis obtained if the student
takes two exams on Core I on or before Qctobeér 31\¢The bonus® then added to the
higher of the two exams. If the deadline is passed, pel(:lmes will be imposed. These
v.  areoftwo forms First, the student is entitled tp only¥-exam on Core I. Second, he
= or she will be penalized 5 points—35 points will be subtracted from his or her grade.
Core Il ends vacmbcr 3. The deadline for taking'‘Core 11 exams is November
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16. The same bonus-penalty plan applicable to Core I applies to Core 11.

Core Il ends December 5. The Core 111 deadline is December-14. There is
no bonus for Core [11. No exams will be administered after December 14.

A student who has not taken an exam in a core by December 14 will receive
a zero for that core. Medical excuses, properly documented, should be brought to
the attention of the instructor on or before that date.”
.c. Maximum and-Minimum Point Totals
The maximum points attainable from the 3 cores is 100, excluding bonuses. Thus,
the maximum pomls which a student can collect is 110, iftcluding thc 10 bonus
points. The minimum is zero. )
d. Course Curve :
The curve for the coursc—mcludmg cxam scores, bonuses and penalties is:

A: 100-91 ’

B: 90-81 ’ : :
C: 8071 ’ ,

D:. 70-61 "

F: 60-0.

¢. Administration of t Exams

All exams will be addfinistered by the T.A.’s at times and placcs to be announced
shortly. A student “Jcsmng a test should simply go to the exam room at the
designated time and indicate to the T.A. the core on which he or she wishgs to be
tested. The T.A. will then hand the studcm an exam which the computer con-
structed in advance. (No teletypes are lnvolved) The T.A. will score the exam
zmmedzately on its completion. The studerit can then review the éxam and make
notes about material which he or she wishes to discuss with the T.A. or with the
instructor. The ¢xam is then returned to the T.A. Any discussion about the
material covered on the ex%m should be held d/uring the T.A.’s or instructor’s office
‘hours.

Note these rules:

i. A student cannot take exams out of sequence. Core [ exams must be taken before
Core Il exams, and Core Il exams before Core [ exams.

ii. A student cannot take two exams for the same core oh the same day; but he or
she can take &xams from different cores on the same day subject, of course, to

rule i. : v

- (4
Core 1 Examination—Econ 203,_}
1. A fixed cost means
a. the cost of any input whose per-unit price has been fixed, whether by lopg-
term contract or by some similar means. BN /
b. a cost whose increases are exactly proportional to increases in output.
any component included in average cost which enters in AC as the same fixed
per-unit amount, no matter what the level of plant output may be.
d. cost which the firm would incur even if its output were zero.. ~
_2. Suppose that on its Tacoma to Seattle run, Ferguson Airlines noted the followmg
costs and.prices which are not expected to differ in the futur
Total costs = $1,000; ticket price = $50; fixed costs assoc%atcd with ownership
of the airplane = $405. 1t averages 15 passengers a flight. As a result: 7
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. Ferguson should-drop.the flight immediately.
Fcrgus/(m'should continue the flight indefinitely. ' i
. Ferguson shouid continue {lying untjl present plancs wear out and then drop
the run.

d. If Ferguson drops the fTight, it will iose nothing.

. The Moonkiss Association employs an economist to dcicrmi}lc empirically the
elasticity of. the demand curve for Valencia oranges picked in California for the
past 30-year period. This task
a. will be easy, if he can get information on"all other prices of the goods the

consumers buy andghanges in their income.

b. will be difficult bécause he cannot control the investigation by holding all
other things he knows to be important constant and measuring only the
change in the price of oranﬁ and the amount demanded. ”

. will be difficult because the demand for oranges violates the law of demand

as evidenced by the fact that when the price of oranges in New York is very
high, the demand for them is also very high. £

d. will be difficult because people use so little of their income buying oranges.

. When the economist says that the demand fot a product has increased, he means
that ~ - '
a. the demand curve has shifted to the left.

b. prod\ct price has falien and as a consequence consumers are buying a larger
quantiyof the product. '
. the product has become particularly scarce for some reason.
. consumers are now willing to purchase more of this product at each possible
price.

=

. If a producer would be happy %o increase sales at current prices - .
a. he-cannot be in cqunllbnum : ' :
b. he cannot be a perfect compeulor in equilibrium. .
c. he cannot be an imperfect competitorin cgunllbnum
d. he is no different from.any other businessman—we cknot say more than that.

. Suppose that the supply of manganese is absolutely fixed, and that a war causes
manganese prices fo zoom skyward. Thinking only of the effects on efﬁcncncy and
not of the effects on income distribution, we can say the price rigg is —~g-  »

a. aregrettable, but unimportant, consequence of free markets. :

b. a serious defgct of free markets, since the rise makes it harder for armaments
producers to[%ct the manganese they need. ® ‘ '

c. useful, since it helps to ration a scarce resource.

d. useful, since it helps to prevent profiteering by armaments producers.

. The price of product x is reduced from $100 to $80 and, as a f§sult, the quantity
demanded increases from 5Q,to 60 units. From this we can conclude that
a. the demand for x is elastic. .
b. the demand for x is inelastic.
c. the demand for x is of unitary elasticity.
d. the demand for x has decliged.

FRIC’ - .00057

B A v Provided by ERIC




N

¢

. IfL and M are complementary goods, an increase in the price of L will rcsult in

a. an increase in the price of M.
b. an increase in the sales of M.
c. adecrease in the sales of M.
d. adecrease in the price of M.
| 4

. Inafree cntcrprisc economy, production is organized via

a. the cstdbhshmcnt of producuon quotas by government agencies.

b. individuals cxcrcnsmg theif right to vote for candidates for political offices.

c. the use of promotional and bonus incentives for workers to operate more ef-
ficiently.

d. businessmen attempting to make the greatest possible level of profit. .

During the first year that the Salk vaccine for infantile paralysis became avail-
able, the quantity produced was too small to inoculate all those in susceptible age
groups. Although the cost of production and the price were not particularly high,
production could not be expanded rapidly enough to meet the demand. The
government therefore intervened to regulate its distribution. What do these facts
suggest about the price of Salk vadeine during the first year it was available?

a. The price was at equilibrium.

b. The price was above ch)hbnum.,

c. The price was below equilibrium.

d. The price was indeterminate.

. The market demand curve for a good depends on all of the Afollowing cxc;pt

a. the cost of producing the good.

b. individual tastes.

c. the distribution of income.

d. the prices of other goods and services.

. Which of the following statements most accurately reflects the basic postulate

of demand theory?

a. Persons act purely because of selfish motives, but they will be less likely to
follow selfish actions as these actions become more costly.

b. Persons act primarily because ofthumanitarian motives, and this explains why
less of a product is bought at a higher price. |

c. Persons act in response to a variety of motives, including both selfish and
humanitarian ones, and they will be less likely to follow a course of action
{e.g., purchase a commadity) as the cost of the action increases.

d. Persons act for a variety of reasons, but their actions will be affected by
changes in the cost of activities only when they are motivated by selfish
interest; narrowly defined. -

a

. . A .. .
. If all the firms producing a product in a competitive market are required to adopt

antipollution devices that increase their monetary cost we would expect

. a. theymarket supply curve to shift to the left.

b- the demand for the product to fall.
c. the long-run economic profits of the firms to fall.
d the short-run economic profits of the firms to remain unchanged.

ERIC ' | 7.
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14. In the short run, if average variable costs equal 6 and average total costs equal 10
and output equals 100, then the total fixed costs equal
a. 4. - N
b. 10.

c. 400.
d. 1600. ‘

I5. “The winds of recent hurricanes in Florida are bringing soothing financial gain to
California citrus growers. Due {o the extensive damage to the Florida Citrus 4 *
crop, California citrus products are commanding their highest prices ever.”
Which of the following statements best explains the economics of the quotation?

a. The supply of Florida oranges has decreased, causing their price to increase
and the demand Tor the substitute California oranges to increase.

b. The supply of Florida oranges has decreased, causing the supply of California
oranges to increase and their prices to rise. e

+ ¢. The demand for Florida oranges has been reduced by the hurricane Causing a

greater demand for the California oranges and an increase in their price.

. d. The demand for Florida oranges has been reduted causing their prices to fall

" and therefore increasing the demand for the substitute California oranges.
16. Which of the following will not cause a shift in the demand for product A:
a. achange in consumer preferences.
’ b. a change in the price of A. - -
c. adecline in consumer incomes. '
d a dcc{casc in the price of a close substitute for product B.

17. When the economist says that magerial wants are insatiable, he means that
a. the structure of consumer wants is highly unpredjctable. -
b. the structure of consumer demand varies from time td time and from country

to country.
c. these wants ‘are virtually unlimited and therefore incapable of complete
satisfaction. . ‘ A
d. economic resources—Iand, labor, capittal and entreprencurial ability—are
scarce. .

18. TVRama is considering a price reduction of 10 percent on its color TV sets, while
prices for its black and white (B and W) television sets are held constafff™How will
« the price reduction affect the firm’s total revenues?
a. Revenues from B and W sets will-fall, while revenues derived from color sets
may either increase or decrease. .
b. Revenues from B and W sets will increase, while revenues derived from color
sets will fall.
", c. Revenues from color sets will fall, while revenues from B and W sets could
¢ cither increase or decrease.
d. Revenues from color sets will increase, while revenues derived from B and W
sctS)vill fall.

19. Joe Céllege, in estimating the costs of his senior year at the university, proves
his expertise as an economist by correctly including all the opportunity costs of
his education. The items on Joe's list include all but one of the following:
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. tuition and fees.

. books and supplies.

. meals.

. income from job given up.

3

2& You are an analyst for Xerez bicycle cleaner. Your boss wishes to know why

Aruitoxt provided by Eic:

demand for your product is decreasing. Which of thc follawing mlght be.the
reason? . &

a. Consumers are making more income and consider this a luXury good

b. The price of auto wax (a complementary good) is falling. -

c. More bicycles are being sold.

d. The company announced a price increase for next month.

. The quantity of a good which a person will purchase will not depend on one of

the following items:

a. the prices of substitute goods.
b. his tastes.

c¢. his income. .

d. the elasticity of demand.

. Given the supply curve for butter, a reduction in Ihe price of olcomargannc w1|l

tend to .
a. increase the demand for butter.
b. increase the demand for oleo.
c. raise the price of butter.

d. lower the price of butter.
N

. Which of the following cannot properly be thought of as an economic resource?

. lIron ore deposits.”
b. A factory building. .
¢. An economics professor.
d. A consumer's desire for food.

.

. Cost of production depends upon all the following except:

a. production methods.

b. -the rate of output.

c. thedemand for the product.
d. factor prices.

v

. If a single firm in pure competition lowers its price below the equilibrium market

price
a. it would get a large share of the market.
. it would not maximize profit.

» -

b
-c. other firms would lower their prices too.
d

. other firms would be driven out of the industry.

. Which of the following would most likely cause a decrease in current consumer

demand for product x:
a. an increase in consumer income.
b. adecrease in the prices of goods which are closc substitutes for x.
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28.

29.

‘a. Average total cost: Y

C. an increase in the price which consumers expect will prevail for product x in
the future.
d. adecline in the price ‘of product x.

[
f

. In competitive markets, the equilibrium price is determined by

a. the intersection of the individual ﬁrm s supply curves and the individual con-
sumer’s demand curves.

b. the output at which the amount consumers buy just equals the amount the
firms sell. v ‘

c. the intersection of total industry supply and demand cufves.

d “the amount firms are willing to supply at every output.

¥ 1

Whlch of thc following necessarily declines continuously as output increases?

b. Average fixed cost.., !

c. Average variable cost.

d. Total fixed cost.

~

If net revenue is at a maximum then \

a. marginal revenue equals average total cost.

b. ‘marginal revenue equals marginal cost.

c. marginal revenue is greater than total revenue.

d. average revenue equals average variable cost.

. Which of the following is not a required charactcrlsuc of a perfectly competitive

market?

a. Consumers have no reason to prefer one firm’s product to another.
b. There are enough firms so none can influence market price.

c. Any firm can enter or leave the market.

d. Market demand is highly elastic.

\

. A shift to the right in the demand curve for pr’oduct A could most reasonably be

cxplamcd by the fact that
a. the price of A has declined and, as a rcsull consumers want to purchasc more
of it.
b. consumer preferences have changed in favor of A so that they now want to buy t
- more at each possiblé¢ price.
. the price of A has increased and, as a result, consumers-want to purchase less
of it. ] -
- consumer incomes have declined and they now want to buy less of A at each
possible price.

. Suppose there are 5,000, identical firms in a compctiﬁvc industry. Then each

firm’s marginal revenue curve is

a. 1/5,000 of the industry demand curve.

b. 1/5,000 of the industry supply curve.

c.a honzontal line equal everywhere to its marginal cost curve.

»

- d orizontal at the industry market-clearing price.

. In which of the following cases will total revenue decline?

LRIC . ooo61




oo o

Prices rise and démand elasticity is 0.41.
Prices rise and demand elasticity is 1.0.

Prices fall and demand elasticity is 10.0.
Prices rise and demand elasticity is 2.47.

Core 2 Examination—-Econ 203

ERIC

Aruitoxt provided by Eic:

* b. Higher prices than under perfect competition. -

. A firm that has a domlnanl monopolistic position in an lnduslry may try to
_protect it by

a. doing largc-acalc prestige advertising.

b;. refusing to engage in research or apply for palenls

_c. using only raw materials that are sold competitively. .

d. keeplng its scale of production small.

An oligopolist is different from other types of firms because

a. it is independent of other firms.

b its actions are not influenced by other oligopolists.

c. its demand curve is determined by the actions of other firms. .
d. it has a lot of control over .ts price. .

[

. The term “*pure monopoly’’ refers to

a. a seller of a highly advertised product.

b. the only seller of a good with no significant substitutes.
c. the only buyer of a raw material.

d. government-subsidized industries.

The television that is provided through the expenditures of advertisers s best
regarded as . ¢
a. a free service which we otherwise would have to- pay for.

. paid for through higher prices ‘of advertised products, without separate
f#ee choice by consumers.

economically justified if we could choose to watch the programs.
. the only way television could be financed.

an

-

menopolist has an incentide to advertise because

. if he could sell more at the market price, he might increase his proﬁts

. he would love to increase his share of the market: *

he would like to lower his demand curve until pricc equals marginal cost.
. advertising will always increase a monopolist’s proﬁts.

O-,Oc"n:>

monopolist would max:mnzc profit by operating atghe output where
. marginal cost equalled avérage cost.

. marginal cost equalled marginal revenue.
marginal cost equalled price.

.- average cost equalled price.

Qo o 3

. Which of the following-is not a possible result of an unregulated monopoly?

a. Lower output than with perfect competition. .

¢. Possible resource misalocation. »
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‘,_%. firms in the industry are successful in achicving brand preference among

!
d. Lower prices than with competition.

&

-

. The most important divergence of an industry under monopolistic competition

from the desirable results of pure competition lsprobably
a. total output too low.

b. profit too high.

c. too many different products.
d. selling costs too high.

.

AT

Monopolistically compétitive markets will be most like the ;;c}fcctly competitive
model if

consumers. Poe

" b. as more firms enter the lndustry, each firm's demand, curve bccomcs more and

13.

ERIC
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~ more elastic. i
c. advertising is successful in crcatlng product dlfferentlatlon
d. firms set*MR = MC. -

. The main problem an oligopolist experiences in deciding on Tis prlcc and pro-

duction policy is that . ®

a. he cannot ignore the possible reactions of competitors to his own policies.

b. he knows his competitors will match every move he makes.

c. he already has such a large market share that his chance to grow is very small. \
d. his firm is so large that he finds it difficult to manage it efficiently.

-

. The marginal revenue curve for a monopolist will be below his demand curve

a. because a monopolist’s demand curve is perfectly elastic.

b, &, in order to sell more output, the monopolist is forced to lo%ces on all

goods sqld.
c. becatise as output increases, marginal costs typically increase.
d. because as output ;na"é’&scs total products typlcally\decrcasc

Iy

. Columnist Walter Brinkley writes: “In the long run, profits in a monopolistically
<competitive industry lead to a stronger economy.” Which of the following would

-apply to the statement based on economic theory?
a. High profits lead to industrial concentration which is desirdble in a monopo-

listically competitive industry. : ,
b. High profits lead to the entry#of new firms. This c;\cﬁ\uéi{;y causes the profits
« of all firms in the industry to return to normal. . ’

c. High profits lead to an improved income distribution.

d. Short-run profits are more important than long-run profits. ln the long run,
we are all dead. ) L

All of the following are good cxamplcs of oligopoly industriés in the Umted
States except

a. railroads.

b. the steel industry.

. neighborhood grocery stores.
. the computer industry.

»
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14. If the price charged by a monopoly firm is on the inelastic portion of its demand
curve, to maximize profits it should
a. increase output and cut price.
b. decrease output and raise price.

c. increase output and price.
d. not change output or price.

1S. The trend of mergers over the last two dccadcs has been
a. fewer mergers in number, but larger in size.
b. proportionately fewer honzomal or vertical mergers, more conglomcratc
ones.
¢. many more mergers, but dccrcasmgly involving large firms.
d. almost stopped after the antimerger act of 1950.

A Y -

&

16. In the short run, under lmpcrfcct competition, a firm that wishes to makimize
profits or minimize losses has to produce that output which
a. equates marginal cost with marginal revenue.
b. equates marginal cost with price. Pl
c. corresponds ¢o the lowest point on the average variable cost curve.

d. corresponds to the lowest point on the average total cost curve.
asl

K. In any type of economie organization profits will be maximized at the quantity of
output where o .
«+ a. ATC is at a minimum. .
b. TR =TC. o ' .
c¢. MG =MR.
d. MR exceeds MC.
. s

18. A monopolistically competitive firm has such a sales schedule that. it can sell 10

' prefabricated gas stations per week at $10,000 each, but if it restricts its output to
9 per week it ¢an sell these at $11,000 each. The marginal revenue of the tenth unit
of sales per week is .
a. $1,000.
b. $10,000.
c. $9,000. o
d. —$1,000.

19. From the viewpoint of his own self-interest, the monopolistic seller should not sell
in the region of inelastic demand because
a. his marginal cost will be high.
b. smaller sales quanmy would bring in more revenue.
c. marginal revenue is too high. -
d. new competition is more likely to spring up.

20. Of the following, the best example of a monopolistically competitive firm is:
a. A pea farmer. . o
b. American Motors.
c. U.S. Steel Corporation. .
. d. The nclghborhood A&P food store.

,D{IC ' et . 63
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21. An oligopolist would view his demand curve as having a “kink’* if

. a
b.
c.
d:

competitors would match his price cuts but not his price rises.
competitors would match his price rises and his price cuts.

-competitors would increase their advertising if he cut his price.

competitors would not react to price changes.

» .

A monopolist faces a downward-sloping demand curve because
. the demand for his product is inelastic.

typically, he sells only to afew larger buyers.

the industry demand curvé must be downward sloping.

consymers prefer his product.

b.
c.

d.

23. The competitive firm’s short-run supply curve will be

a.

b.
c.
d.

perfectly elastic just like its demand curve.

the firm’s marginal-cost curve anywhere above the shutdown point.

the firm’s marginal-cost curve anywhere above lhc firm’s fixed-cost curve.
the market supply curve.

24. Advcrlisin'g

a.

b.
c.
d. is an important form of product differentiation employed in the steel industry.

is a leading form of nonprice competition.
will be more effective the more a firm isflike a perfect compcmor
is useless for a monopolist.

’ 25.' Both logically and historically, the tendency is for oligopolistic firms

a.

to compete aggressively, with price wars and other destructive means, until
only one firm remains. g

b. to come to tacit or explicit agreement to limit the scope of compclmon

c.
d.

to merge into one firm to avoid having to compete with each other.
to dissolve into many smalte? firms, and become'more purely competitive.

26. Some yecars back, a large group of firms selling porcelain bathroom fixtures
entered into an agreement confining each firm’s sales to its own geographical
areca. The firms claimed this would help the buyer by insuring good product ser-
vice by local representatives and,avoiding expensive cross-area shipping costs.
Assume that you must testify in court concerning the likely effect of the plan.
You would be correct in asserting that -

a.

b.

the plan will raise consumer prices by converting a monopolistically competi-
tive market into a number of local monopolies. '

the plan will raise congumer prices by converting a monopolistically competi-
tive market into a sing monopoly R

the plan will lower consumer prices by lowering the costs of shipment.

. the plan will raise consumer prices by converting a monopolistically com-

petitive market into an oligopoly market structure.

27. The fact that the physical constraints (sizd-of buildings, number of operalional
machines, etc.) of a plant are more binding over a month time period than a six-
month period explains why

a.
b.

LRIC
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it is more costly to increase output rapidvl‘)han slowly.
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the long®run average cost curve is U-sha
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c. itis less costly to produce output in the future rather than the present.

d. a firm will always choose a rate of increase in output that will minimize cost
of production.

28. In the long run, in a monopolistically competitive industry, high profits on the
part of one firm .
a. will lead to high profits for others, as lhcy 1m1tale “the successful firm's  *
“methods. : ’
b. will drive other firms out of the industry, and lead to pure monopoly.
* ¢c. will lead to new entry, and tend to drive profits down to normal.
d. will continue indefinitgly, since the profitable firm will erect barriers to entry.
29. Economic theory about oligopoly behavior
a. predicts the price will be the same one monopolists would set.
b. predicts the price will fluctuate constantly.
c. predicts occasional price changes, but cannot predict the resulting new level.
d. predicts price equal to average cost in long-run equilibrium.

30. Mergers of two of moresdwsiness firms may be illegal

a. under the Clayton Act if the merger is likely to result in a substantial lessening

" of compétition, and under the Sherman Act if the merger constitutes an at-
Ztempt to monopolize.

B. under the Clayton Act, but not under the Sherman Act.

c. under the Sherman Act, but not under the Clayton Act.

d. under both the Sherman and the Clayton Acts as well as under the Robinson-
Patman Act.

=

31. Suppdtc a fully employed economy had only two industries, one monopolistic,
the other competitive. Assuming that there are no economies of large-scale pro-
duction, government action to break up the mowopoly into many ¢ompetitive
firms would lead to

. a. an increase in output for the monopolized industry and a decrease in output
for the competitive industry.
b. adecrease inoutput for the monopolized industry and an increase in output for
the competitive industry. .
c. an increase in output for both industries.
d. adecrease in output for both industries. -
4 i v

32. Other things being equal, high barriers to entry into an industry are likely to be

a. associated with poor economic performance.
b. associated with good economic performance.
c. ummporlant as‘a determinant of technical progress.
. d. essential for technical progress.

33. What is the essential factor which causes perfect competmon"b produce a more
effictent allocation of resources than monopoly?
a. The firms in perfect competition try to minimize cost while monopolies try to
maximize profits.
b. The firms in perfect competition try.to maximize output while monopolies try

to maximize profits.
-
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- _ . .
c. The firms in perfect competition have no cffcct upon thc market price for thair
“product while monopolies control price.

d. Firms in perfect compcuuon try to set low pnccs while monopolles try to set
-

high prices.

Core 3 Examination—Econ203 . . ,
1. *“If thé valuerof output in an industry increases by 4 percent per year, and

. The marginal-revenue product is best described as

workers receive a wage increase of 4 percent per year, then nothing is left for

increasing the compensation of other factors of production.” Whigh of the

following best describes this quotauon"

a. It is essentially correct. ' é

b. It is incorrect because it confuses income with output.. /

c. It is incerrect because wages. are less than 100 perccnl of the total factor
payments. - ‘ t .

d. It is incorrect because the increase in wages actually reduces the real income
ﬁof all other fact‘ors of production. .

% e

. Which of the following would provide the best Jusuflcauon for the gasoline tax

proposed by President Ford?

a. As a means to reduce consumer incomes and thus lead to fewer purchases of

new autos.

'b. As a means to decrease the demand for gasollnc by making it more expehsive

to purchase. .
c. As a means to redistribute incomes from those who drive to those who don't.
d. As a means to decrease the profits of the oil companies.

a. the selling price of the last unit of output.

b. the increment of total cost resulting from the use of an ad@lonal unit of
input.

c. the marginal- physncal product divided by the unit price. of the product.

d. the marginal-physical-product times the marginal revenue received from the
sale of an extra unit of Gitput.

. As a way of dealing with pollution, the passage of legislation settm;_uernmcnl

standards -

a. is ineffective, because the standards are never enforced.

b. is ineffective, because the stapdards are never strict enough.

c. is sometimes effective, but doesn’t necessarily produce the “proper” lcvel of
pollution.

d. is effective, and our only realistic policy.

. In “tight” housing markets, rent controls are often applied to hold the pricc of

housing to a “‘reasonable” level. How does this policy affect the rclatlvc gains of

tenants and landlords, and the allocatlyc function of prices?

a. H prevents tenants from gaining at the expense of landlords, the allocative
function of prices is impaired.

b. It prevents tenants from gaining at the expense of landlords, thc allocativc:

function of prices is not impaired.
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c. It prevents landlords from gaining at the expensc of tenants; the allocanvc
function of prices in xﬁaxrcd
d. It prevents landlords TPom gaining at the cxpcnsc of tenants; the allocatwc
function of pnccs is not impaired. °

6. If we in the U.S. really want a clean environment, then
a. all we haveto do is say so. , .
b. we will have to pay for it in less ofotizlcr things. .
c. we will have to abandon our predominantly free-entetprise system.
d. cach of us individually has to disciplinc himself not to be a pollutcr.
. Changes in real wages arc calculatcd by companng changcs in money wages with
changes in the : ” : .
. rate of profits.
. cost of living.
. cffort of the work. -
. tax rate.

. A federal grant will be sought by New York City to test a plan for providing a
discount fare on the city’s rapid transit lines for persons 65 years of age.or older.
The discount fare would enable the city’s aged to ride buses in off-peak hours for
1@«cents instead of 35 cents. This could become a precedent for discounts for
older people in other fields, such as cut:rate baseball or movie tickets: How
would lower rapid transit fares at off-peak’ hours and lower prices for Yankee
stadium seats on slack days changc the real income of older persons who use
these facilitics?

a. Real income would rise.

b. Real income would fall.

c. Real income would remain the same. -

d. The impact on the real income of old pcople cannot be determined frgm the
1nformat10n given. . ‘ R

»

©

. ‘Normal profits are
a. a cost because they represent paymcnts necessary to keep the resources which
the businessman owns in his own entgrprise.  * ;
b. pot a cost because they cannot be accurately calculated.
. mot a cost because they accrue to the entreprencur.
. not an econdmic cost because they are not necessary to :acquire and rétain
. entreprencurial ability.

. The basic determinants of the size of a person’s income are
a” his bargaining power through unions or lobbies.
b. demand and supply for the factors of production he sells.
c. how hard he works, and what part of the country he lives in.
d. how smart he is, and what union he belongs to.

. The numger of coal miners declined from 456;006%in 1949 to 186,000 in 1960.
With the assistance of the Unjted Mine WFkers of America, the hourly wages of
mine workers almost doubl¢d during this period. Which of the following set of
cconomic-factors is most consistent with the wage and employment data of the .

\ ‘ i ‘
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mining industgy? as . ) .
. a. Thc‘gand for mmmg labor was lnclasuc an.d the supply of miners was
' ]

~ reduced, leading to the hnghcr wagcs . A

*b: ‘While the supply of miners was increasing, the demand was increasing more )

rapidly, leading to the higher.wages.

“c. The demarid for miming labor was elasfic and Thercfore as wages increased the

numbef of miners employed féll sharply.

d. The supply of miners was highly elastic and therefore a small reduction in

dc'gland for mining labor lead-to a large reduction in employment.

x

12. The production p0551b11mcs (or lransformauon) curve illustrates lhe basic

s principle that
. a. an economy’s capacny to producc increases in propdruon to 1(5 'populauon
° size. N ¢
b. if all the resources of an economy are in use, more 6f one good can be pro-
duced only #f less of another good,is produced. =~ *
c. an economy will automatically seek that lcvcl of output at which all of its
resources are cmp.loyed
d. the production of more of any one good will always require greater and

‘ grcatcr sacrifices of other goods.

13 Wh:ch of the followmg tcnds to equahzc wages among wqucrs wnh similar
skills?

~ a.
b.

C.

d.

g

Some workers place gcographlc preference over higher wages.

Lack of knowledge about job opportunities.

Labor is not perfectly mobile. ‘ 0
Highly competitive labor mgrkels. g i , 2

¢

14. The federal minimum wage rate i‘s'$1f60 per hou\rin mo;t er;lploymcnl'that is

major effect would be
a. .
b. anincrease in.total purchasing power of union workers. -
c.
d. increased foreign investment in the United States.

cqvered by the law. An increase to $2.50 per hour was advocated at the recent
MYaT Beach Democratic convention. If this were enacted lnto alaw a probably I

an increase m lcenage unemploymenl.
5

arise in the international value of the dollar.

vl

15. Suppose ﬂtal the Barbers’ Association of Florida (BAF) was designing legislation ,

§ to increa

the average earnings of their ritembers. Which of the following

proposals would be most likely to lead to large and permanent net income gains
for those persons who are presently barbers in Florida? .
a. Legislation fixing the minimum price of haircuts at $3, and instituting the

free licensing of any graduate of a U.S. barber cGllege

b. Establishment of strict licensing requirements that wouk'aprevenl dny new

entrants into the barbering business without the approval of BAF,

c. Legislation requiring that all employees in the barbering profession be paid

double time for any hours worked beyond the normal 40-hour. week.

d. Establishment of a $4 per hour minimum wage for barbers who are paid

ERIC
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r

a

The number 'd¥ persons seeking to obtain tickets to world series baseball' zames is

nearly always greater than the number of available tickets (and seats) to)the

games. This is evidénce that the price of the ticket is %

a. above the competitive equilibrium.

b. at the competitive cqulhbnum because the number of tickets bought equals
+ the number sold. »

,c. below the competitive equilibrium.

17.

18,

E

19.

e ow

d. above the competitive equiliprium if the demand is inelastic, but below if the
demand is elastic.’

Which of the following statements about incomes tewe-L)S. is not justified:

a. There are no longer any significant geographical dlffercnccs in per capita
income in the U.S.

b. Women who work earn substantially less on averagc than men in the same

. Job.

c. Earning power rises with age for skilled workers until a later age than
for unskilled workers. »

g}. Minori’ty groups generally have low incomes.

Typically, nonshoppers are able to enjoy free parking in shopping centers Thc
basic economic reason is o

a. costs of excluding them are too high-

b. 'shoppers do not pay for parking lots in the prices they pay for merchandise.

c., the nonshopper is at other times a shopper.

d. excess parking room inevitably exists in shopping centers.
(

&

L]
If a person receives a higher wage than would be necessary to induce him to work,
fig is said to be receiving
rent. .
. profit.
interest.
marginal profit.

" )

20. The Social Security Administration uses as the basis for, its definition of pov-

.

21

.
v

erty

a. half the average family income ofthc u. S

b. three times the cost of minimal food requirements.

¢. twice the cost of minimal food and housing.

d. asample questionnaire a_sking people if they are poor.

. A N .
If thete are important external social benefits associated with the consumption of

a product, it can be said that

a. the supply curve for the product lies too far to the right to provnde an efﬁcncnt
allocation of resources-

b. the demand curve understates the relative imporfance f the producl and
resources are therefore underallocated in its production,

c. special excise taxes should be levied on producers of the product.

d. government should enact legislation to prohibit the production of the com-

modity. - " . -
' A ) - -
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*“1 point out to scnaloxs from industrial states like my own that a minimum wage

increase would also give industry in our stat€ some measure of protection; as we

have too long suffered from the unfair competition based on substandard wages

and other labor condmbns in effect in certain areas of the country—pnmanly

in the South.” (Sen. Jacqb Javits, Congressional Record, Feb. 23, 1966, p. 2692.)

This statement esséntially is

a. ifficorrect, if the elasticity of demand for labor is grcatcr in northern industriai

_ states than in the Sohth.

B. correct, if the legislation ingreases wages, and therefore costs, more in the
South than in the northern industrial states.

c. incorrect, uniess the minimum is set at a higher level in the South t‘han in the
northern industrial states.

d. correct, because the supply of labor relative to the demand, is greater in the

- industrial north and therefore, the minimum will have less impact in that area.

Some peopie claim that discrimination against members of minority groups is a

cause of poverty. The evidenee appears to be that -

a. this. is false—over all, minorities cxpcncnct no more poverty than the
general average.

b. this is false—the poverty of minorities can be traced to other things, such as
education, area of residence and so forth. »

c. this is truc—therc is greater poverty among minorities than can bc explamcd
by other factors.

d. This is true for some minority groups, but not for biacks.

When economists say that pollution is fundamcntally due to ‘“‘externalities” they

mean that

a. people regard pollution as something “‘external’ to them.

b. individual decisions have unwanted effects on persons besides those directly
involved. - .

c. pollution is fundamentally an issue that is external to economists.

d. pollution involves our external environment.

The demand for labor is

a. ademand for workers per se.

b. ademand for ieisure perse. * i

c. ademand for output per se. i

d. aderived demand based on the demand fgr final output.

U_sing’cconorr?ic efficiency as the criteria, which of the following is the most im-

portant justification for the government’s providing some economic goods and

services, rather thz}vrelying on private enterprise?

a. It wouid be immoral and unreasonable to allow private persons to make a
profit out of providing education, police protection, and the like.

b. There is often no way to sell “public goods™ in a private market, because their
benefits can’t be limited to persons who pay for them.

c. Itis important that goods arld services be provided free of charge.

d. The government must be a'large element in the economy if it is to perform its
economic stabilization functions adequately.

4
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27. Liquor licenses issued by state officials often can be resold at large profits. The
basic reason is that ' \
a. demand for liquor is inelastic.
b. licenses are originally sold in competitive markets.
c. licenses are granted at prices below their true value.
-d. licenses.can be used as collateral for bank loans.

. A common property resource
a. is owned by no one and therefore underutilized.
b. is, at the same time, owned by no one and owned by everyone, and ends up
being overutilized. ,
c. only pertains to air and water.
d. only pertains to water and scenery.

. IA bill recently introduced in Congress proposed to use part of the receipts from
existing federal tax on gasoline to subsidize the building of rapid transit facilities
around America’s large Cities. A correct economic justification for using this tax
for this purpose is
a. the tax-subsidy scheme transfers income from high-indome groups (auto-
mobile owners) to low-income groups (rapid transit users).

b. the tax-subsidy scheme reduces the demand for gasoline and increases the
demand for subway and rail tickets.

c. the tax-subsidy scheme would lower the net social cost of automobile use.

d. the tax-subsidy scheme would raise the private cost of automobile use.

. In a perfectly competitive economy which of the following might not explain
why the wages of two employees differ?
a. One has more schooling than the other. »
b. One is more skilled at producing the good than the other.
c. One belongs to a union whilé the other doesn’t.
d. One works in a different geographic region from the other. .
. The economizing problem is csscntqally one of deciding how to make the best
use of
a. limited resources to satisfy limited wants .
b.,unlimited resources to satisfy limited“Wwants.
c. limited resources to satisfy virtually unlimited wants.
d. virtually unlimited resources to satisfy virtually unlimited wants.
. The fundamental problem of positive economics is ~
a. to achieve a more equitable distribution 6f money income in order to mitigate
poverty. :
b. the scarclty of productlvc resources relative to material wants.
. -the establishment of prices which accurately reflect the relative scarcities of
pyoducts and resources.
. to establish a democratic political framcwork for the provision of social goods
. and services. y
, . .
. The best explanation of the recent rapid price rise for hospital and physicians’
services is .
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. the demand for medical care has increased at least partially because of in-
creased government expenditure, while the supply of these serviceg is very
inelagtic.

. the supply of these services has decreased sharply, and since the démand is
highly inelastic, prices have increased sharply.

. the costs of mputs used to produce medical services have increased, leading to
the increase in demand for medical services. . -

. dcspltc“'fhc government ‘expenditures, the prices of medical services rose
rapidly boccausc of the highly inelastic demand.

. The demand for a factor of production depends largely on
a. the supply of the factor
b. the supply of other factors of production
c. the demand for other factors of production
d. the demand for the product or products which it-helps'to producc.

~
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