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4n ecoromic education program at 23shland College
ce51gned to improve the economic literacy of preservzce teachers is
described. 1he bypothesis behind the current program jis that fhe

= & Iiteracy of 'both the preservice teachers and their

students may be substantially improved by a unified and total

;gbroacn to the transaission of econoaic knowledge. The program

onsists of four separate classes vhich stress the knowledge of .

econosics, the uethodology of teachirng econonlcs, and the practice of

‘eachlng economics in the classroom of prese*71ce teachers. The

" economics course -stresses the view of ecomomic man as a three-part
interrelationship among personal and household finance, producer and
narager of production, and director of publlc productian. Bach of :
these areas 1nc1udes eight general ecomomic conceptis, sach as
specialization, income distribution, price, consulpt*on, and role of
government,. and 36 subdivisions which are reproduced in the appendix.
2 description of an experigental course taught on the basis of this
wodel program and plans for future research and publicatiods are also
idcluded. (Autho*/DB) .
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Develbpmental History of Econcmic Educaticn
- at asniand Ccllege .

) Conscious encouragézment in four rcajor areas of sccietal

"activity 1€ a gcal of zshland College. The four a;ea§ of inter-

est include major tenets of American Li‘e. Firsé, the church and

religicn. o cne can be said to be-kruly ecucated until he has

faced the prcbler cf his relationship with the infinite as well’

&s the Iinite. rSecond, the farily ané sccial standards. FKa rrlage
—i -

rerains t.e Lasis ¢f cur sccial structure. Third, law and govern—

~

“ne need fcr regulaticns ané the prccesses cf legal acticn

‘neec be understecod fo mnaintain the respecr fcr public cffice and

the ijporiance of voter partierpatitn: AN TOUTTR cCGﬁﬁﬂiCS]&ﬂd ’

busipmess. , It is important that as a peogle we define our economic

7

. goals and understand how it is the tctal productiis brought about. .
Relative to econom;c literacy, Asnland Ccllege took actien

in 1968 to es;abllsn a Center for Bu51ness and Econonic Boucaglon.

-»

"The ashland ‘Center, sifce its inception, has been affiliated with

the Ohio Council on Economic Education and the Joint Council on
; ) .
Lcononic Education. As the second oldest Cénter in the state of T‘

Chio, the Ashland Center hgsted the first National Conference of

the JCEE and its state and local affiliates’in 1969. .

The Center's purpose is: "To provide a Yacility throuéh :
-]

which Ashland College and the business community may join in an

effort to advance economic and business literacy."l The areas of

-

ffort in this reyard are: .

1. Pre-Service Economic Education

ERIC : R o .
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2. Ip-Service Econcric Education

3. Buginess In-Service Education

r

- 3
4. BRusiness and Eccnomic Research, {

The philoscphy upor which the Center rests is more than a
!

v

. service agency to business or an attraction to students; it is a

»

fundamental dedicaticn to the tenet cf frzedcn - specifically free-
dcr of cho:ice, freedcm of enterprisé, freedom to rise or fall by .

cne's judgerment, one's preductivity, and one's desire. It is

Ashland's position that the United States will rise or fall on the

&
ccrpetency and econcrmic judgement cof its people. Therefore, there
- 3

is a critical need tc replace ignotrance with understanding of:

14 L 4

T 1. The Zmerican econcmic order and how to function in it. s

~
Y P

2. The Rmerican business structure and ‘hew to produce in it. .

In the, short run, optimum improvement in economic literacy can
) . ) - N
be achieved by teaching the ‘practicing teacher economics. an ip-

rtant step toward econonic literacy may be made when the teacher
/ is able to erase such misunde}staéding as reported from the follow--
ing study by R. B. McKenzie of Radford College:

"Children in the fourth and seventh grades wvere
found to have grossly distorted visions of the
economic life around them. Many thought that
the prices of most things they buy are controlled
) by God, that the government owns most of the
-/ ) nation's factories and stores and rations such
o things as bubble gum, that everyone would be _
better off if each individual had & maching which =~ — >
could print money, ,andathat a new_house can be .
. purch%zéa”for as' Iittle as” $100.%2 ) N

» t

. - s ‘
Therefore, the Joint Councifon Economic Education iR general and - - .

-

Ashlarfd College in specific sought practicing teachersfgor instruc~ .
. 1 ¥

tion. Ashiand College,;to date, has conducted fifty/two‘in-sérvice

.

Lredit courses with 1089 parficipants from 1968 to 1976, These
K . B
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students receive unaevqraauate ox graouate credit tRrough an arrange-
ment with Chic University. At this level 136,120 students are .

reacned annually by the instructed teacners from the Center. Extra-

" ptlaticn ¢f thosSe figures fcor the next ten ¥8ars, with no increase,
snould be an impressive 1,360,000 students. 4,.

The icproverlent in eccnonic literacy of the practicing teach-
er hersell is rieasured by the change rate in the ionally known
“ést ol Econcmic Understanding, Fcr'exzample, in '1973-74 in loires ’

. 13
Ccinty Scheels, Millersburg, Ohic the class shewed a pcsitive gai

¢ 7.7 in the r=an (raw score) and a pcsitive gain of 8 (raw score) .

inp the redian score. This is a 29.6% improverent with ane fhiems

ERI

Aruitoxt provided by Eic:

ncur quarter ccurse in eccnomics. //,/

FPrcm the Deglnnlng of the econcnlc education progfam o‘ in-

service tesachers at Aspland tne teach;ng~approacn fias been to com-

. &

pPlementaticn of the material in the clasSroomn. The economics

hland has evolved sig-

s -

e traditional textbook !

teaching in these in-service courses at
H

.

nificantly over tiré. In'the beginning,

teaching cf economics, where a basic principles book was assigned

® ’
~

chapter by chapter for class discussion, was.used. This techhique s
) \

was found to be 1nappropr1ate. The pract1c1n% teacher is anxious

to see the .immediate relevance of the nater1a1~to herself and to .

\

her students as well as to learn the tecnnlques of appllcatlon for

her personal classroon. As a result the teaching approach of the

s Z

eccnorics has evelved to include current issues as well as games

and sinmulations. All the while the educator, to instruct in

methcde, has begn and is currently being teamed with the economist

¢ .
-
. .




’ . for the in-service classes.

%

Tne evcluticn of sccnczmics teaching at the Ashland Center in-

cludes nct only the use of curfent issues, gares and simulations

DTt a conceptnal appreoach to the éntire disciplime. The economic
- - - ~ . s = b s . .,_' ') -
identities cif the 1961 Xatmoral Tas¥ Force cn Econcibc Educaticn 2

LY

rave been re-grouped fcr facility of teaching and learning. The N

38 ccncepts identified by the Task Fcrce for a minipal understand-
ing.cf ecc;c~ics fcr effective citizenship are re-classified into
8 eccreriic areas thet fcllew a ccnceétual thread cf de#élopment.'“
“he & ccrcepts :identified with 36 subdivisions for naéural inter—"
re;atisﬁshlgs and teaching needs are given on the next page.3

In the appendix are the ccncept statements for each of the eight

: k4
"urbrella® ceoncepts,
Inportant work nhas been done by Asnland and othexs in a var-
iety of in-service econcmic education programs for teachers. How—

ever, it is time as £. S. Wallace of the University of Mebraska

pointed out in the Journal of Economic Education:

“The bottleneck in the movement toward a more - ,
economically enlightened citizenry appears to -
be the.inability thus far to upgrade sufficient-

ly the content knowledge of the teacher of eco-

nomics. The problem is not likely to be solved

by traditional in-service programs, although

these should be continued. Emphasis in the

cecades ahead must shift to better pre-service - .
training but as yet there is little evidence of

such a change. n4 -

Current Research in Economic Education . .
at Ashland College

The hypothesis of the current research in economic education
. i :

at the Ashland Center is: the level of economic literacy of both

the prerservice teacher and her students may be substan:iq}ly

ERIC | ' | :

Aruitoxt provided by Eic:
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ECCNCMIC CONCEPT (NITS
- L}
1. Role of specializaticn and mechanization fcr production
. 1.1 Scarcity, the need for econormizing
1.2 Econcmic production-conversion of resources into output
1.3 Prcductive rescurcsa~factcrs of production :
124 Division of labor, specializaticn and exchange L —

— TS5 " CosSts==Cpportunity costs, oCney costs
¥.6 tloncpcly, anti-trust laws .

h -

® cf alternetive systems for incore distribution

2. Rl
- 2.1 Colparative economic systers
2.2 Eecnomic security as a gcal .
2.3 1Inccres as based cn productivity )
‘ 2.4 Real and monev wages

2.3 Laber unicns--collective bargaining )

3. Pcle ¢Z Price ¢
2.1 Dermané deterrinaticr and diminishing marginal utility
3.2 S.pply deterwinaticn and ¢imirishing returns
3.3 TFunctions of price in rarket place ’

4. Ccnsumer Problems
4.1 Perscral finance
4.2 Consumer spending problens .
4.3 - Consumer savings plans

5. Rcle of savings angd profit L -

5.1 Econoric growth scurces
- 5.2 Profit motivyl
" 5.3 Use of profits for investment o
5.4 Savings are delayed consurption : ) -
-5.5 Capital formatipp . ,
6. Rcle of government : .
. 6.1 Aggregate demand and its conponents (consumer spending,
business spending on investment, government spending)
6.2 GUP, Hational income, P&r capita income .
6.3 Dusiness eycle, c¢epression, inflation . )
6.4 Government budget, fiscal policy, public debt ’ ;
. 6.5 Governnent'expenditures and taxes
7. Role of money ahd Federal Reserve System . |
' 7.1 Wnat is money and what is its use ,
7.2 Central bank‘Federal Reserve Systenn /
7.3 ioney-bank - deposits and money creatioé through-bank i
lending - . . .
7.4 Equation of exchange . /
8. Role of international trade.
8.1 Balance of payrents, balance 'of trade ) . ,
8.2 International specialization ) T
' 8.3 Comparative and absolute advantage -
8.4 variffs - '
8.5 Problems in international trade - , ’
Concepts adapted from the study of minimai understanding of*
o €&conomics for éffective citizenship by the National Task Force .
IERJKZ on Economic Education-1961. . 7

A v 7o providea by eric b4




improved by a unified and total approach to the transmission of

kncwledge needed.  The pre-service teacher needs to understand

not only éconcmics but alsc needs to understand nethods for trans-

'zgssion oI that kncwledge tc her students. Therefore, the current

.

researci attermpts in one class the teaching of eccnomics, the
teaching cf wmethodolcgy of teaching economics, and the practice
cf teaching eccnormics in the classrcom of the pre-service teachers'

stucgents. Specifically the current research design on the ashland

-

carpus reads as fcllcws:® .

A?G§Cdntrolled stucdy tc measure relative growth in economic under-
tanding cf a sample class of pre-service teachers; and relative
dconoric growth of the economic understanding taught by the
teachers to their students. All this compared to a like group
of pre-sexvice teachers and their students taught in the tra-
ditional fashion of instruction and separateness of goals.
(Concepts to be taught by the Pre-service teacher will be
assigned by the professor to cover all the basics of economics.
The sample class will share their economic teaching materials
and experiences with each other.) °

B. The follbwing is a unified and total approach ‘to the trans- -
nission of knowledge: <l )
Discipline Methodology ---- + —-=---- Practice in
Understandings of teaching the .classroom

1

C. Hew Teaching Approach ) . :
Revolutionizing the textbook teachipg of economics to p*e-
service students to view economic man as a three part inter-
relatiomrship: ' :

Red - PERSONAL AND HOUSEHOLD FINANCE, -
’ (Spending and savings program
of the household) . . ’

Blue - PRODUCER AND MANAGER OF PRODUCTION
: (Producer of output .and
consurer of that output)

Black, - DIRECTOR OF PUBLIC PRODUCTION .
(Spending and saving programs-
.as a citizen' in his democratic
role) -, : '




PERSONAL AND HOUSEHOLD FPINANCE . R

1. Personal pudgeting* ) -
1.1 Use ci consumer credit . ’

2. Consurmer spending N o o .
2.1 Contracts - . - . .
2.2 Advertising S
3. Consumer saving °~ ° - { )

3.1 Rates of return and risk - ,
3.2 Social Security, unempioyment insurance, old age
insurance and private security measures

PRODUCER AND MANAGLR OF PRODUCTION

". 1. Economic specialization and business organization -
- 1.1 Prcductive resources - factors, of production -
1.2 LCivision of labcr, specialization and exchange
1.3 Economic production - conversion of rssources into
. outﬁﬁt ‘ : '
1.4 Business forris - single proprietor, partnership,
corporation -

2. The market in operation . .
2.1 Demand determination'and diminishing marginal
utility ‘
2.2 Supply determination and diminishing returns )
- 2.3 Business costs . .
2.4 Functions of price_ in market” place t ’

3. Income distribution

3.1 Incomes as based on productivity ; -
3.2 Real and'noney wages

3.3 .Labor unions - collective bargaining -

- ’

DIRECTOR. OF PUBLIC PRODUCTION AlID CONSUMPTION PROGRAMS
1. Aggregate demand (GNP, natiomal income, per capita real
+ .income) ’ ‘ ]

1.1 Consumer spending _ . ) .
1.2 Business investment (use of profits for investment.®

and delayed cpnsumption for capital formation).
1.3 Government budget, expenditures, and taxes. .
1.4 International tr&de and its. barriers; balance of
N . bayments, compardtive- and absolute advantage
> .

14

¥ 4

e

2. Money and its use . . © '
s . "2:1 ‘Central bank - Federak-Reserve System .
2.2 Money-bank depdsits ‘and money creation through
bank lending . . T
2.3 ECquation of exchange* '

’
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Instructiorml Materials {others to be added as needs are ‘
cbserved). The basit reference kook of the program would
be Basic Eccnonmic Principle’s, Robert A. Lynn, McGraw-Hill
Look Company; lew Ycrk, 1970. Suggested readings would \
include: ) : .
Bewden, Elbert V., Economics Through The Looking Glass

—— - . .
Consumers Union, Consumwers Buying Guide

rio State Bar Association, You apd ‘the Law -

"Calderwood, J. D., Lawrence, J. D., -&nd Haher, J. E.
Economics in the Curriculum, Developmental Cconomi
«.Education Prcgram, New York, Jonn Jiiley and Sons, Inc.,
1370. - -

- State Department cf Education, Consumer Education, .

Colwfbus, Ohic, 1975. )

*Materials covered provide a minirunm understanding of economics
for efiective citizenship as adapted from the liational Task -
Force on Lconomic Education, 1961. ‘

3

The experiment gcal is to tést the effectivenéés-of the rtri-

' »

part approacih to teaching bacic economics to education major%, by

' way ga four separate classes. Each section will corisist of edu-

2

cation majors only. The rankfof the education studemts will range

fron freshmen to seniors and will include hoth secondary and elemen-

’
.

tary education majors. ' A

~-

the instruction for the first economic section, which will be

referred to as T:éatment 21 (T7), Wi}l be the traditional approach

used for beginning students at Ashland College. This instruction

.
J ’

is & lecture-discussionp approach to macro- and microeconomics.

The "education students in this section may or may not have previous @
Sec . Pt

instriction in educational techniques. Only the students who have

had previous instruction in educational techniques will teach in, the

A

public schools. These college students will teach a total of

approxinately nine hours over a three week period.6

10




9. )

- ‘C M .
. o

Instruction for the second section, Treatment 2 (Tz), will

consist of the lecture-discussion approacn to economlcs plys in-

struction on educatlonal tecnnLquesqgf nethods. None of the stu~ ,

.
I -

s

dents a551gned to this section w1ll have prev1ous 1nstruct10n
in educatlonal methods. All of the college students in thlS sec=~
tion will teach in the public scnools for tHe same length of

tire as the students in section pig I

-

The method of instruction for the third, T3, section will be
the econonic concepts approach. No instruction will be given with
. . . v

respect to educational methods. As will be the case for section-T,,

the students enrolled in this section may or may not have previous

instruction in educational methods. Only the students who have

- had preévious method instructionr will be. allowed to teach in the

public schools.

.

. SN . o . . .’ : .
The fourth and final section, T4, will use an approach which

corbines the econamic concepts method of instruction with instruoc-

tion in educational methods plus public school classroom teaching

experience. The’ students assigned to this section will not have
previous instruction in educational methodology. , All of the stu-

; ' ‘. Y .
dents placed in this section will teach in the publlc'schools.

The economics discipline in this erperlmental class will be taught.
around the three part 1nterrelatlonsh1p of economlc man with the

elgnt concepts already discussed. . A profe551onal educator will
) L

present the methodoldgy and arrange in class teaching experience

IS

for the education majors of the class. The economist will' teach -~
6/7 (the remalnlng 1/7 by the educator) df the class sessions in

the manner of the sprlng '76 dry run class discussed below.

¥
- Measurement of the effectlyeneSs of this approach will be made

* 'ﬁ

Q . ' a ) 11 N
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. ‘ :
/ with respect.to the following: AL 6;e increase in economic know-
ledge of~ﬁhe college stuéents, (2} the incfease in interest to-- C
wards eccnomics by 'the Egllege students, and (3) the increase inJ '
;T*_;,,,econon1c knowledge of themggbllc school stude?t taught by teach- c
ers trained under Treatment 4. - B ~
>~ Numeroue deegiled hypotheses will bpe tested in this study. . N
‘ Rather tha&llie%ié}&’ﬁf teem,.six generaIized nypocheses are o
' listed oelow.; ’ ) : ‘ .
{19 There is a significant/;ncgeasé;in the knowiedde of )
tudents in sections ”1, Ty, T3, T4 as measured by the . *
., Test of Lccnonic Understanulng‘(TDU);7 R
r: (2) The increase in.econoéip knowledge 38 measured by the
TLU i; éigﬁificant}y.gfeater for T4-thaﬁATl, Ty, or Tj.
~ {3) - There is a 51gn1f1cant 1ncrease in the int :rest. towards
N econonrics for the students 1n sections Tl, Tz, T3, and .
) T4 as measured by the Questlonnalre on Student Attitude ‘
Toeward Lconqmlcs (QSATE).8 . . . S
(4) The increase in interest towards econéﬁics, as measured"
. by the QSATE, for the studenes in T4 is s}gnifibantli J
v greaéer than for the students in sections Ti% Ty, or Tsy, *
. * (5) There'is a significant increase in economic knowledge of l B
. the public school studeqts taugnt by the college stdéenfs
. .- trained in Seca;ons Tl, T2, T3, and }4.{ ' ., ' o

(6) The 1ncrease in econom;c knowledge of the publlc school
cnlldren taught by ceylege dtudents tralned in Sectlon .
Ty 1s/greater than the increese-for the pub}ic scbool

- children taught by college students trained in Sections

’ . s
1 . \k . r~




Analysis of data will be mad€ with a sirple t-test to deter-

mine the change in knowledge and interest for the college stu-
dents involved in the study. 7A t-test will also bg used to de-
termine the change in eccnonmic knowlgdge of the public school
students tauéht by ccllege students trained in ééctions Ty, T, -

T3, and T4$ . ) . \

« It will be impossible to use n¥gching or rander selection 4n

4

the place cf students in sections Y1, Ta, T3, or-&4. Therefore,
]
rtltiple regressicn anzlysis will be used to analyze the.increase
- . : i
in econcnic knowledge andé interest of the students in section Ty .

as cocrmpared to the students in sections Tl, Y2, and T3. The pre-

1 : : . N
lizminary nultiple regyression models currently under consideration

- °

for this comperison, with respect to econoric knowledde and interest

are as listed Delow: , ‘ .
~Economic Knowledge Hodel - -
Dependent Variable - :
. (Post-TEU) - (Pre-TEU) . .
Independent Variable

Xl) Age
Z,) Sex Y =male * -0 = ﬁgmale :
f3), Socic-gconomic Father (or "breadwinner of the Family")in -
o “
. white collar occupation = 1 not in white
k]
collar = 0 -
. . . z .
x4)__SAT verbal .score ’ . .
X5) SAT quantitative score ' s
6) Grade point average ’ . : /’ ¢ -
7) Treatment #2 Student in T, =1 Not in 7, = 0 )
8) Treatment £3° Student in Ty =1 Not in T, =0
* ~
97 “reatnent £4 . Student®in T, =1 liot in Ty =0




[ ' . Interest Model .
Dependent Variable t .
(Post-QSATﬁ) - (Pre-QSATE)
_Independent Variablq

X1) Post-TEU’ T ' - ‘

-%3) Sex .

X3) SAT verbal score .

Xa) SAT quantitat;ve score . -

X5) Socio-economic (same’ as other model) . .
Xg) .Age ‘
X7) Grade ATr B =1 C, D, cr F =0

=2

Xg) Treatment £2 Student in 79 = Hot in T = 0

bt

"

Xg) Treatment £3 Student in T3 = Kot in T3 =0

Pt

X10) Treatment $4 ,Student in Ty = ot in T4 = 0

K

The 1ndependent variables were selected on the basis of pre- "’

vious studies.lo, The model will be refined and modified, vitﬁ-re-

v .

spect to multicollinearity, heteroscedacticity and other problems

of'regression ana;gsis, after tne data have been.collected, the

model utilizeg, and the results examlned

-

~ There are many probiems whlch must be considered in the analysis
' ol
of the 1ncrease in the knowledge of the. publlc school students
taugﬂt by college student tralned in Sectlon T4 as compared to the ,

—_ public school chlldren taught by, college students tra;ned in the

other éectlons. P0551ble nethods by which this analys;s can be

accomplished are currently under study. N

- It should be noted the eidht concepts used in the current

9’
q’ﬂ.’ﬂ'f:‘ il A Y P
g

A 4 - . : .
Ashland research are similar te the eight concepts developed : .

'eaggiqi\;?d found in the'appendix of this paper. The emﬁhasis

shifts slightly to include more "consumer economics".. This is pre-
. ".’_ ., - PR T
iy '_"




g‘_, . . — .
. Lo . . e » - . . >
. reditatively dcne to egualize” the wWel Qf of-the three roles
- ”‘( L] -
. playe&.by the individual: . . —_ .
- : v

1. "His personal rcle -~ hcusenold or consumer economics
N . .
2. His production role - microeconormics

3. "His public role - macroeconomics
- :
It is the gcal of this teaching approach to help the student un-

cderstand all thxee econcmic functions and respons bi lities.
- = -

— ~

' Furthermore a seccnd erphasis sheould De made to pinpoint the

»

tri-part teaching approach to eccnonic literacy . .

Piscipling ====-- ¥ -=== llethodology ~=-- + ==—eew DPractice in.
incerstandings cI teaching the classroom

Preliuninary Ixperimentaticn for Current Research
3 in Econonic Lducat*on at Ashlanu Collage

This semester, spring 1976, author Ford is conducting a

"dry run" on the research which will have its full implementation

next-fall. <“he brief Bowden econcmics history Lconomics Through

hd 1

The Looklng Glass was assigned and discussedé as 1ntroductory ma- ’

terial to the course. The eig ght concepts outlined above are

. v

serving as the core of this 1ntroductory e;onomics class of 37

~

students. A textbook, Economids _from.the Consuner's Perspective

Ey Lewis Mandell, is also assigned. .The text, howévef,,is used only

. as a spring boaqé to teach the ccmcepts and is, in effect, back- .

. . ground reading. This particular textbook was selected because it

.

includes material on-the consumer economics area not traditionally

included in economics_ textbooks; and it was possible'to find all

eight umbrella cdncepts in the book. As an assigned chapter of
g '

the textbook covers a given' concept, that conicept is distributed

e o .15 | : .
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.« 7 to the students. Subsequently, questions relevant to the ccncept
are asked in class for each znd1v1duel to answer for hinmself.’
The next class sess’on, in programmed: learnlng fashiocn, tne same

cgestzons are askec the students, then graded and returnea te ., -

or additional reinforcement. These 10-15 guestions per

i

o
Ta8n

cencept reqguire little time as the answers are short; in some cases

a simple yes or no answer. 3 . .

PR .

The concept naterial presented to fhe class is nandlea by

lecture, discussicn, sirple games and simulations and films such

as the Walt Disrney prcduction Ptrs. Peabcdy's Beach" and the
Charber cf Co iierce "Freedem 2000". - The wide variety of teacn- .

ing te01nlcues is used to elevate interest and alt ter the approach g

tc reach the vadriety cf students in the class. The class chose

a 503 objective and 50% essay testing formm for the usual examin-

. . - - .
- . aticns of the semester. :

The students -are resporiding well to the concise &oncept
L] -

approach, which presents a sharp picture of what it ii‘they.are
to understand. Over and over it is possible to refer to the three .

economic roles of the individual and how a given concept- fits into

the wﬁole. it is, of course, the goal of this project to signifi-

* cantly elevate economlc llteracy of the students involved.
This semester’'s prel}minary research in contrast to thé fall . -
» 4 r .
of 1976's complete research de51gn includes only the first of tne .

three parts of the tota]l des;gn, namely, the' dlsc1p11ne understandlng.

’

ﬁowéver, 1t is 1nterest1ng~to observe tentative Yesults from this .

preliminary work. ’ . A

ERIC ' .

s g /
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The increase in econcric kncwledge for the preliminagy study
was measured by sixt

Lo L

een picroeconomic questions on the TEU. The'

nurber of right answers on the first gixteen questions cf Form A

H -
and also Form 3 of the TEL test were recorded.

s t-test was used to determine if there was a significant
iricrease in the amount of economic knowledge for both the experi-
mental secticn and control secti:cn. I résults erc listed in\\

Table

) ) TABLL 1
) Irprcverent in TEU Scores feor Control
&nc rZperimental Secticns

-3
>

Pre-Test Podt-Test . - t-test
Hean Mean . Comparing Means
fontrol (L=27) 8.33 - 9.48 1.427%
Experimental (:i=29) 9.69 12.28 4.71%%
- * N 2 -3
* Significant at a .05 level _ - '
*¥gignificant at a .01 level )

The results indicate that the change in TEU scores for the

-
.

experimental section is significant at a .01 level. The change
' -

in TUE scores is also significant for the control section but at
a .05 level.

A t-test of the differences between. the TLU change rates,

’

shown in“Table 2, indicates that the treatment yroup showed a sig-

nific§nt increase over the control group but only at a .10 level.

TABLE 2 -

Control Section and Treatment Section S
TEU (16 micreeconomic questions)

Comparison hetween the
Change ,2 fS~of«tne

) Contigel Experimental T-Test
. A TEUX 4 TEUX
. (11=27) (R=29)
e - L - -
Absolute Improvenent 1.15° 2.14 1.347°
S _ ]
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Matchihg or randecm placing of students into the experimental

secticn or the con®#rol section coulé not be used. Therefore,‘gﬁny

~ \,

variables cther-than treatment may have caused the siginificant

. -
.

increases recordeé on the ricroeconoric duestions of the TEU. X

-

. - < . . 3 . .
Th were Iltted tc a regressicn.nmcdel which used the change

. .

for .the sixteen microecorcmic guestions on Form A and

Fcrn B of the VIl as the dependent variable.

ert Veriables used are listed in Table 3.
¢

-]
8]
Y
,.J
o]
o
jo)
[\
3
o))

- TEBLL 2
Incdependent Variables

-~

O

- 14
Class rank " upperclassman = 1 other = 0
‘Ag& -"' e s o

Sex nmale = 1 ° “ferale = 0 £

lajor educatién.= 1 cther = 0 -4

Hajcr . tusingss = 1 ° other = 0
‘Socio~Lcon Lt father or mother attended college

-yes =17 no=0
Socic-Econ farily breadwinner is a white collar worker .
’ yes =1 no=0"% #

Treatment section -yes =1 no = 0

Pre-Interest Test .- . -
Score - . :

SAT - Total - . .

Grace Point Average »

Pre-TLU '

)
" K Vd .
' The variables which statistically appeared not to be related

to the dependent variable were eliminated. The resulting regression.
equation included three independent Variables which were menrbership,

tc the treatment group, SAT score, and pre-TEU score., The regression

v

-

results are as follows: »

s

A TEU = 1,523 + 1.427 Tredtment +:,0061 SAT

(2.01), - (2:92) - ,
- .635 Pre-TLU . "R2'= 3955, '

(-4.73) - F =8.27

- N

X3




As indicated by the regression equation all of the t-values,
which are indicated b§ the nurbers in the parentheses, are signi-
ficant at a’.05 level. Both the treatment and the SAT scores are
positively related to the ‘change in TEU scores. chevér, con-
trary to a prior know%edge, the pré—TEq §c6re is negatively relative
tc the‘change in the TEU scores. .

- &, . . )
The F-ratio indicates the R? is significant at a .0l level.

Hcwever, the R2 value-.alsc indicates that only .355 of the variaticn

-in the change cf TEU scores canJbe explained by these three inde-

. pendent vquables,
A thiré regression nodel was calculat;d to determine the con-
.’ tributicn of the treatment to the explanation of the variance in
éhange of the éEU scores over and above the effects of the Sﬁ%l

scores and pre-TEU scores. The model is as follows:

ATEU = 1.526 + .0064 SAT - °.581 Pre-TLU
U R2 = 297
F = 9.73 [

In order to test the hypothesis that the change in the TEU
scores is significantly greater for the'treatméﬁt section than the
control sectibn over and above the effects of SAT and pre-TEU ..
score differences, an F ratio was calculated. The ;alue of the
F ratio, which was é = 2.71 with df; = 1 and d%z = 46, }s'ggg ;ig-
nificant at a .05 level. ) ] ..
It should éf;d:be nentioned that in the preliminary study two
professors were utilized, one in the experimental section and the
other i® the control section. Due to this fact, the contribution
"of the treatment towards the explanatioﬁ of the dependent varigble

cculd in‘part ke due to professor differences. This problem will

19.




not be encountered in the main ‘study.

Ancther dependent variable was also.gxamined with éhe inde-
pendent variables mentioned above. :Poten;iai gain which is egual
to the change in the TEU post-test score and pPre-test score divided
by sixteen (the number of possible right answers) qinus the pre-TEU
score was utilized as the dependent variable. The use of this depen-

- A :
Gent variable gave results similar to the models discussed above.

Although the results of the prelirminary study are far fronm - .

’ -

ccnclusive, they ars generally pcsitive ané warrant the main ‘study

976.

O
(2}
[ )

in the ralil

Fully Tested Research and Publication Plans
. . -

A second year, 1977-78 the preparation of a college tgachér
guide &ased on this research is plaﬁned. -The gt{de Could be used —
by any ccllege instructor with any economics materials for the
teachiﬁg of ﬁre-service education majors. The guide would folldv
the evaluation, organization and refinement of the 1976-77 reseaich.'
Publicaticn of this-guide, which would include the umbrella concepts
and rateriais and methods to be used bf the college teacher for
implementation of the coﬁcepés, shéuld serve as a highly useful

~
instrument in the goal of econémic literacy of pre-service education.
majors énd the school children they subsequently teaph:

There is noﬁéimple way to improve the eéonomic.literaéy of
the American publie. It would appear the best approach is to
work with teachers both in-service and pre-service.. This research - °
h project is directed fé/the training and equipping of pre-éerviée

B

education majcrs in econorics. The approach, indeed the innova-~-

.
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tions contained herein, ougkt go a long way to the end of improved

econonic literacy of ti~se zerved.
® .
In agreement with thls staterment a leader in support of
e

curriculun stugdy and_edﬁcational pregress, the Martha Holden

Jennings Foundation of .Cleveland, gratefully funded the first year

.

0f this research with the invitation tc apply for the second year.

8
A plea is nade for everﬁﬁore researcn in economic edication.

’

There is nuch to be lost and the hour is late.

~
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Teaching Lffectiveness", How Teachers Make a Difference, Washington:
U.S. Office of Cducation, 1971, 106. (Research has found that instruc-
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between-group differences for topics in the social studies.)
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-
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9 The increase in economic knowledge for the public school student
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Economics (Grades 4 - 6), (c) Junior High School Test of Economics .
(Grades-7 - 9), and (d) the Test of Economic Undegrstanding (Grades .
10 - 12). . T
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10 E. D. Emery and T. P. Enger, "Computer Gaming and .Learning in an
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Spring 1972, 77-84. . Attyeh, Bach and Lunséen, "Factor Affecting.
Stucdent Learning of Elementary Economics", Recent Research in -
-Economic Education. Paden and Moyer, “The gglatiVe Effectiveness
of Three Methods of Teaching Principles of E€cnomics", Journal of °
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COHCEPT 1
Role of Specialization and Mechanization
‘ for Production

Huran wants exceed society's ability to satisfy them. Re-
sources (land, "labor, capital, and entrepreneurship) are scarce
and must in sche way be rationed. Horeover, human wants tend to
increase at aiiaster rate than the ability to increase production
of gcods and ¥ervices. Thus, the basic guestions in any eccnomic

systen are: $hat 4ds to be preduced? How much should be pro8uced?
How 'should pquuction take place? And, how should what is produced
be distributqﬁ? . ’ Q

.
-

4

The satgsfaction of individual wants is linited by the $n-
dividual's imcome which, in turn, is linited by.his capacity to
prcduce.  The satisfaction of society's wants is limited by the *
availability and preductivity of its scarce factors of production
(land, lebcr, capital and entrepreneurship). 8Since resources are®
scarce relative to human wants, the most efficient use of re- )
sources would lead to .greater satisfaction of these wants. If a
more efficient way is found to produce something, or if a more
productive use is found for a particular resource, then taking
advantage of the greater efficiency will release some productive -.
fesource for sore other use. Some of the vays-to be more efficient
are division .of labor, specialization and mechanization of produc-
tion ‘methods. Objectives of varicus economic societies are quite
sirilar; such &s economic growth, tability, and security. How-.
ever, the objectives of economic freedom and justice, are viewed .
differently by different economic systems. . N\ _ ' - - .

) el > N o

Each business firm will seek to produce at the lowest possible
cost. A businessman sglling at .any given market price canp,'by low-
ering his costs, make more profituﬁf diminish his losses. To lower
costs, businessmen continually s4eK: (1) more efficient techniques

L)

of production; (2) less expensive combinations of factors that can

produce their commodity; and (3) a larger, more efficient scale of
production. 1If one businéssman can produce mére efficiently than
others, he may continue to sell ‘at the same price as the others,
making greater profits, or he may (undet, some circumstances) cut

his pricé somewhat to take business away from his competitors, and.
thereby make greater profits. But usually this is an unstable sit-
uation; as the drive for profits leads other businesses to adopt the
lower cost methods. Competigion between businesses, if effective,

-drives the price down to a neW level. The new price covers the new
— costs of.'production, plus the normal level of profit. Thus, effective-

Competition wipes out the temporary large profit margins of one firm,
lowers the price to consurlers, and ‘forces the remaining businesses
to adopt the more efficient methods of production. Firms that can-
not keep up with and continually adjust to inmproved and lower-cost
rethods are elirinated by ,losses as their sucgcessSful competitors
érive the prife down, ﬁ: :

» .
B . 4 -

v
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To the individual the real cost of anything purchased is the
satisfactior’ given up by not being able to acquire- ahything else.

This is known as "opportunity cocst®. -

. C ¥ 1

The market place without® corpetition is known as imperrect. . #
This imperfection, which in the extreme case is nonopoly - one
producer - may wcrk to the disadvantage of the consumer. The >

reverse results of perfect competition found in irmerfect corpeti-
tion would be higher prices and lewer guantities of goods and ‘ser-
v2ces for the consumer. Since such ;results may come fror irmperfect
‘market structure conditions, the United States.passed legislation #
such as the Sherman Anti-Trust Act and Clayton Act to foster or
protect corpetition. Extenuating conditions, hcwever, may indicate
consumer welfare is Letter served by ‘the irperfect than the perfect
rnarket structure. Such extenuating ccnditions include large scale
&Y large size requirements fcor producticn efficiency, and the

"natural" roncrcly state cof ncn~duplicating services such as telre- - b
chcnes. ’
. CONCLET II : ‘o
o Role cf Alternative Systens .
- » . .-

"for Income Distribution

. 2
.

The usual classification of economic systems is tradition,
ccmmand, and narket. Tradition solves the problem of production .
.and distripution Ly enforcing continunity of tasks and rewards
" thrcugh secial institutions such as the caste system. Typicailly,
+ © 7 the soluticn imposed by tradition is a static one in which little )
'~ ' change ,qccurs over lcng periods of time. The cormmand solves the .
econonic problem by imposing allocations of effort or reward by a
gcverning authority. Caqmmand can. achieve rapid economic growth.
The governmént rcle can be one of an extreme totalitarian nature
or cne of a more mild democratic form. The market system is a
‘cemplex mode of organizing society in which order and efficiency
ermerge from a'éeeningly uncontrolled society. The economic de- . ;
cisions are nade by people_as voters, consumer workers, savers,
and investors. Signals well inscribed on the market system in
the forn of supply and demand largely: determine price. The prices, - .
in turn, pldy a large part in answering the basic economic questions.

.

The economic systems of the world can be placed on a continuum
with no goverhment ownership of productive resources on one end and
~total government control forming the other end.  The market assumes
-the principle burden of solving the basic economic problems in the
first -situation while the’government planners determine how to solve

© . these problemd ip the second situatiof. Communism is a kind of - ,
-copmand. Key decisions are made.by the Communist party, and R .
thére is inportant denial of political afd civil liberties. There -
is greater government control of an ‘economic system ir? a Cémmunist :
system than in asocialistic systém. The sogcialist system can be .

- - 0‘ . .' _ . \
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placed sonewhere in the middle of the continwwa.
. any eccncrry and thereby those within that economy have what ™’
they ccllectively produce and only what they produce. The key to

+ @ better standard cf living -gthat is a rising real income - is’

. based on 1iproved productivity. Productivity is the output per
.man‘hour werked. The phrase real income refers to one's actual
purchasing power. A dollar increase in income matched by an in-
Crease in cost leaves the purchasing power of tke individual un-
changed. Real income increases only as real output increases.
Lconomic security is a prime goal of most'individuals. )

icnal income is classified into payments to the¢ four fac-

preduction - rent .to land; wages to labor; interest to .

€ S; and prcfit to owners or entrepreneurs of “business.

ce ¢r ccst cf the facteors of prcduction is the exchange value

; roducts or services. The costs, which become incoms £0°

eceiver are largely determinzd by supply and demand forces

¢ the rarxéx place. Therefocre, rent,.wages, interest and profit

1 prices as well. as types of costs.-

U ofu rt
0N

et O

o ore
i)
a3

[+1)
Lo}
[11]
v
b=t
rt
Lot
@
0
(¢}
(XN

/The income of one family will depend to sbme extent on the

*  ability of the family to save and to accunulate private property
(capital and nagural resourcesz ds well a5 one's own Personal labor. ,

. Tetal fardly- income is determined by both the guantity of factor

.service he has to sell and the price he receives for them in the

parket. An individual, then has low inccme .ifs o .
. a. lie works (sells his labor) in a market where the price L e
(pay) is low - - T

b.. he owns no property \ .
dJ C{T fie is unemploye§ part of the time e
, An individual. has ‘'high income if: ’ .

a. he sells his labor in a market where the price'is high

;. he has’'a large quantity of factors to sell in addition to
v T . bis own labor - he owns property - and«th%;price for  these
. factor§ is favorable - .

c. he and the Tactors he owns are contiﬁually employed

-

| ’ .
It can be seen by an example at this point how the lack. of

effective competition can affect income distribution in thé& econdimy.
. 2 strong barbers' association bf owners or employees can prevent an . .
- ’ increased supply of barbers from competing effectively with existing
bdrbess, for exarple, by licensing regulations. The price of hair-
cuts can be kept high, and therefore the barbers' incomes kept high.
. Pefioxal of licensing regulations and more effective competition by
. yeople wishing to practice as barbers would.increase the supply of .

barkers, lower the price of haircuts, and reduae barbers'’ incomes, ., .-- -
. . .Control quer effectivye.compétition in the hands of the barbers' BRI
¥, ° association gives the barbers, instead of impersonal market forces, . .o
L a significant cdegree of contrcl over the price 'of what théy baye_;o;; : ’f :
' . seld and therefore over their income, " oo ’i‘TJ*_T
.- It is #he goal of each factor of production to increase’its’ . -
) . ' o ’ ' L '} . T
U . Iy . -
* ’ - vt . ’..' s ":r
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share of national income. For example, organized labor organiza-
.tions have attemoted to increase the incoma share going to their
by ers. Government transfer Payments such as social security,
" tne government tax 'Structure, (which taxes higher income at a
hign rate ‘than low incomes), inheritance laws, and so forth,. re-
distribute a portion of pPersonal incomne. '

! CONCEP? III s

Role of Price

T~ Demand is different from want. A person can want anything, _
but a demand indicates the person is able and willing to buy
a product or gocds. #any factors determine demand such as taste,
noney available, spending habits, availability of Products, and
¢cst of borzxowing. Specifically, Gemand is defined as the amount
of a goocd buyers will actually buy at any one time at each of the
pPossible prices that night be chgmged. The various amounts at
different prices demanded will CRange as,the factors which de-
termine denand change. Significamtly, the character of the demand
comes from what is called the law diminishing marginal utility -
that is to say that with the cons ion of a given product the )
utility or satisfaction from the added imnits ‘of that preduct will
" decline. Furthermore, demand character reflects that more per-
sons have low income than high. Supply can be defindd as the .
amount of goods a seller will actually sell at any orne *‘time at
@ach of the possible prices -that might be received. More pro-
ducers are able to offer to the market a given product, the higher
the. price because of varying operating efficiency of producgrs and
rising input prices with larger quantities being consumed. as
with the level of demand, supply offered at various prices will
change ‘as the factors that Cetérmine amount of supply change such,
as higher or_lower input Prices. . ‘

The so-called equilibrium price which is the .result of:the
interaction of Supply and demand is, the price paid in the nmarket .
place. Other things, equal, .prospective buyers will usuyllly offer

to buy more ®f a cormodity at any one time as the price goes -down.

* Other things, equal, prospective sellers will usually offer-to -

. sell more of a commodity as ‘the price does up, at any one time.

* " 1In. competitive markets, prices will be determined where both the
buyer’s and seller's offers ‘are alike. Three important finctions

of price can be observed. “The first function is that of allocator

j,ﬂﬂado; I'esources. It is apparent that as the value of a.given re-

" %..source is higher in o6ne use than in another, those resourcas will .
“‘be puTled o the higher-priced use. The second function of price
is théﬁjogjrgtioner. If anyone chooses to buy a product at a
Price below the equilibrium price, he is rationed out of the market,
because of the equilibrium‘priceﬁr Finally, the third function of

Price is that of Ancome distributor.. As the market  mechanism de-
) . . ~ {8
. . . . ‘
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" expenditures; wlll buy in quantities with the lowest cost per unit; "~

wn

~e

4
. ¢ + . - e’
ternines the value of a precduct; the value, or the prices of the
factors of production necessary to prcduce the product are also
cetermined. <This price to th& factors of production is income
distribution.

CONCEPT IV

Lo, . . ’
Consumer Decision. Making - _—

The cansumer goal is to obtain maximunm satisfaction f£rom his
avaitable resources. Family financial management is organized
spending and saving geared to a family's way of life. The plan
should be reached by nutual agreement of family members. This <
planning permits the family to think of alternative living plans
an¢ therefcre helps to clarify, to appraise ard to put in priority
berscnaj gcals and values. Thesz can be worked intc short-terr,
‘intermefliate and long-term goals. Goals are best handled by es-
tablishing a personal time plan; then reviewind, at regular inter-—
vals, actual conduct against the plan. The consumer has 'specific - -
anc personal problems to considér: ¥

a. Intelligent ,budgeting and buying ' C. -

b. Appropriate savings and investment .

-+ €. Alternative Credit forms and their costs -
The principle of opportunity or altermative costs is important in
analyzing buying and budgeting problems. The principle is that for
any iter: which the consumer might purchase, he must consider i¥ K .
there is any other item he could buy which would briny fiore satis- ’
_faction. ) . -

An in8ividual family Budget: should be tailored to thé family
goals; however, it does help to know how other people live and
divide their incomes. A typical household in the USA spends about

- one-fourth of its budget on housing, one-~fourth on foed, one~fourth
on ‘clothing, 'personal and medical care and the remaining one-fourth
on transportatien,*education, recreation and'savingé. .

‘A careful shopper is not an impulse buyer; does not expect
something for nothing; does not buy high® fashion, quickly out-of-
date merchandise; does not charge purchases and does not shop un-

>

informed. ' That same careful shopper will make a plan for large -

amp—

will read labels and guarantees; will consider time and enérgy as
.well as money and will exercise his right to protest, if needed.

Americans save between 6% - 7% of their disposable income.
These savings may be put in savings and loan associations, in '
banks, in life\insurénce companies, in bonds, in stocks, in real
gstate, in investment companies', and in credit unions, ' Individuals
save in order to provide for incomes during periods of reduced in-

L3
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come, such as sickness or retireremt. The higher the interest
paid and the higher the variability of iricome the morg is saved.
T&e savings of individuals are used by businesses for purchasing
capital gocds, important in terdis of efficiency, increased profits,
and the general growth of the econocmy. .
Scrie ¢ the Zactors which investors should consider are the
amount c¢f return, the risk involved, and the liquidity (ease with .
which the investment can be converted into cash). Investment means _—
the exchangp cf money for bonds, stocks, real estate, etc., with
the hope ci a rise in walue or incoms. All schemes to "get rich
guick" shculd be investigated thoroughly; rarely will any such
scheme guarartee you a higher than normal rate of return without
& higher arcunt of risk.

e . ~

. Indivicuals borrcw in crder to obtain service of large con-
suxer items without paying for them all at cnee. Installment
paynents can be thoucht cf &s matching the service flow from the’ .
purcngse. Interest is a prige and rust therefore rise when the
rate of inflaticn is high. It is importent to understand the
c¢illerent I.rrs and ccsts cf credit available to the consumer as,
well ag the valve of a gced credit rating and the role of collateral.

4

\ : CONCEPT V -

. ’ )

Role cf Savings and Profit P

The profit motive is the desire to maximize income. This
- gain congept applies tc income received by .all factors of produc-
. tion - land, ‘labor, capital, entrepreneurship. The role of profit

in a market-eccnomy -i$ to direct production to the ,satisfaction
of the greatest number of human wants. Profit mofivates people .

. to do the things whiclr make the economy function . . . to take a - - .
risk, to be effi¢ient, to respond to consumég demand, and to
expand. ‘ P

|

The payments to factcrs of production are: rent to ‘land,
wages to labor; interest to physical resource holders and profit
to the fqurth factor - entrepreneurship. fThe economist .views pro-
fits as the return to this special type of human resource - &ntre-
preneurship or entrepreneural ability. .

J

The functions of the entrepreneur - the' seryices performed
are: (a) to effectively bring together the other three factors
- of production, (b) -to make basic business-policy decisions; {c)
to innovate < to introduce new products, production techniques or
forms of business organization; and (d) to assume risk.. .

‘.- A "normal" profit is the minimum return or payment necessary

. .
¢
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to retain the entrepreneur in scme specific line of producticn.
This is a cost - payment for service rendered. Profit as the P
i prire mover cf the market system influences both the level of ze-

source utilization and the.allccation among alternmative uses. ,
A

Capital gocds are reguired for eccrnomic growth in order to
nake labcr mere productive and to realize the. efficiencies of
fgss production. Prcducer goods or capital goods means tangible . ,
items such as rachipery, building, and eguiprent. Businesses . .
can add to a nation's wealth by. msing existing factories and )
machines {eapital gcods) to produce new objects of wealth, both .
consumer gocds and cdpital goods. _ DR T

- . . - '

- -
~»

"Savings”, to an éconcrst, means not consuming and thereby
making momey available to business, government,  and other indivi-
duals for their investment or consumption. Business firms fulfill
mest 'of their Itney requirements by selling securities (stocks and
bcnds) te investors,'o; by retaining profits in the business in-
stead ¢f paving larter dividends tc stockholéers. 1Individuals
selcdcrm invest their savirgs directly in prcducer or capital goods;
rather, tieyv nake their roney savings -available tc business firms
which then invest in these capital gccds. Financial institutions
prcvide the vehicle for collecting the savings of Dany individuals
and thereby nake huge sums of Roney available for investment by
industry, government, and other imdividuals.

The cemand for liquid capital follows the Law of Demand: at
high prices (interest rates) the quantity of savings demanded will
be -lower than at low prices. "lMany forces discourage geople from
saving: the desire for current gonsumption, the need to have
ready cash for emergencies, and uncertainties regarding the future.
To overcome these forces, a Price (interest) must be paid and the
higher the interest rate offered,’ the more willing people are. to
rmake a portion of their current incomes available for investing.*

.

Economic growth can take Place only when savihgs are made

available for investment in a growing stock of capital goods.
Therefore, an economy's 'growth dependsgon its supply of capital
goods (as well -as natural resources, labor, and technological
innovations). A healthy environment (full employment) stimulates
growth by encolraging invesgtment in new capital goods. Because
‘naticnal income, is nigh, savings - so necessary for investments -
are also high. o ] ~ e

[ ° 4 PR «
‘*lote: A careful distinction should be made between saving and in-
vesting. 1Ihen a person deposits money in a savings account
or kuys a few shares of common stock; he is saving his liquid
capital. Only when real (tangible) items of wealth are ac-
quired {e.g: a nmew home, new plant, or new machines) is an
investment being made. ‘When one "invests"™ in the stock market,
one is actually saving, When a person "saves" hy building a
new home, rather than renting an apartment, he is actually
investing.c .

- L
I

’
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of the factors cf prcduction; in. other-words, all thaf is being
preduced is being consured. Converiing real GNP tg a per capita
basis and thenw ezamining how fast this per, capita figure is growing
gives an icdea cf how much the standard of living is rising.

: Another measufe of econcmic growtn is natiomal incore, a
figure arrived at by totaling five incorme classifications: cono-
pensation of exployees, prc@rietor's'income, rental income of
persons, corporate profits, and net interest. A healthy econdmic
envircnment (full erplcyment) stimulates growth by <encouraging

. investment in new capital gocds and by stimulating research and
ceveloprent éxpenditures. - lihen nationat income is high, savihgs -
SO necessary Icr investment - are alsc aigh.

There are a nurPer of ways in which taxes may retaré'economic .
growth. Tares may reduce the income which individuals have to
.Spend which reduces the szles and precfits of business firms which
reduces thelr incentive to expand; taxes may reduce the amounts
. 'Becple have tc save which ray bring abcut a reductiocn of investments
in new plant and egulprent, thus retarcing eccnonic growth and the
creaticn of new jct cpportunities; high taxes may reduce after tax
prcfits making risky business ventures even more unattractives; .
high taxes may reduce individual incentive to work, thus retarding
econcnic ‘productivity.

“he public debt (also called "national debt") refers to the
total arount borrowed and not yet repaid by the federal govern-
ment. Although the public debt has grewn in, absolute size over
the years, it had declined as a percentage of national income. And —
a growth in naticnal incore reflects an increased ability to bear ’

“debt and to pay interest. . .

Inflation, an increase in the general level.of prices, is a
result of the eéconony atteripting to spend beyond the existing level
of output. ,7The-two major theories of inflation are demand-pull

a - inflation (excessive démand pulls prices up) and cost-push inflation
(increased iﬁdustpial costs push prices up). Often inflation is a
combination of the two and is called push-pull inflation.

.

Tife businéss cycle, a.fluctuation in economic activity, can

" be measured for both intensity and duration. During a downward
movement of the business cycle, income, production, profits, and
sales fall, while unerployment rises. During an upswing, the process
1is reverSed. Of the many factors which are thought to contribute to
business cycles, probably the most significqpt is a changg in aggre-
gate demand. Others.include mismanagenment of the nmoney supply,
fluctuation .in capital goods, expenditures and inventories, popula-

" tion changes; industrial innovations, and.certain psychological
factors. ’ -

Economic instability is caused py fluctuations in aggregate
demand; it manifests itself in fluctugtions in the total volume
"+ of spending ip thé eéconomy. onetary policy (money supply change

L4
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peinted by the President. Zhroughout the regulation of the noney
supply, the Federal Reserve Systern indicates its monetary poligy -
of promoting econcnmic stability and growth. It does thnis by set-
ting the discount rate, which is %he rate cf interest fecderal
reserve banks charge on icarns tc merber banks, by adjusting reserve
reguirerents, which refers tc rhe percentage of denand deposits

and tire depcsits that a rmerber bank must' Keep on hand or on de-
pcsit in a feceral reserve bank, and selliing and buyimg securities-
czllec open-market cperaticns. - ¥

L 4

Briefly cbserve how in practice the money supply can be :
caanged by the fecderal reserve System. The higher the imterest
rate (cdisccunt rate) charged by the Fed to merber banks, the >
higher tne intcerest rate charge that must be rade to, the reober
tank's ‘custcrers. The higher the interest rate or charge £o bcrrow

reney, the less meoney will be berrowed. As’ the reserve resguirement - S
s cranged, tne money supply will likewise charnge. Banks are re-

Ciired ¢ ralntain rescrves egual tc only a fraction of their dé-

pisits. RPeserve in eicess o¢f this.arcunt may be used tc increase

the rcenk's earnings. For example,"assuﬂe the reserve reguirerent

1s 20% crn cderrand depcsits. If.an individual depusits 100 écllars

irn bank Z, bank A ray lend $80 of this Geposit, which it may do,

tc ancther individual, the second individual now has_$80 and the-—

bank still has the $100 it obtained from the first depositer, so

the nmcney supplv has been expanded by $80. This process may be -

<

repeatec until there are nc riore excess reserves. If the reserve

reguirerent is 20%, the full loney expansion is $500, while if

the reserve rate is 25%, the money expansion is $4680. _Finally,

the poney supply is affected by the federal open-market. ccmmittee

as it deeides to buy or sell government securities to the public.

For2xample,, in order for people to buy the gbvernment securities,

they may withdraw the money from the bank, thus, lowering the re-

serves and the lending power of the member bank. - This, in turn,

lowers the tctal rcney supply. The amount of money in the economy .

directly affects the gquantity of business transactions-possible.
llonetary policy of the Pederal Reserve System along with fiscal

pPclicy of the government are the twc primary tools used in the U.S.

tc bring abcut the economic goals of growth and stability for the

cocuntrye’ . a .

. . . .. .o ’K ' . . .
CORCEPT viiz

Role of Internapional Trade .

- . - N yd -

Interpational‘t;ade involves the exchange of products be~- _ .
tweeh the peoples 0f different nations. The reasons for such
trade are (1) different kinds of resources afe found or can bé
producecd more efficiently in different parts of* the world, and
(2) the economic principle of Ispecialization® wmorks in the same

T .
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way between ccuntries as between individuals or between regions in
a single country. Foreign trade is a methcd by which the dewands
cf pecple fqr more and better gcods can be satisfied at lower costs.,

A small country, with few econonic resources or products,
cannct hope tg¢ maintain an adeguate standard of living without en-~
gaging in internaticnal trade. 2 large nation, such as the United -
States or the Soviet Union, which have diversified resources, is ,
less dependent upcn internaticnal trade than small naticns, but
likewise fare nuch better with internaticnal trade than withort it.
Every country depends cn internmational tradg to supply some cf its
naterial gocds and to sell some of its raw naterials or manufactured
prcduccs’. :
A
In terms .cf volurme, a country's most important foreign eccn-
oric transactions are imperting (the purchasing of commodities
frco Zcreign ccuntries) ard exporting (the sellirng of cormodities
ccuntries). Irports and erxpcrts invclve the exchange
t currercies and are, therefors, rcre corplex than
Crainary €Ccncrlic transacticns.

cst cbvious reascn nations engage in foreign trade is
fcr absolute advantage; chat is, many commodities cannot be grown
¢r produced 1n certain regions of the world. Without foreign
trade, Anericans for example would not have coffee, cocoa, tea,
ccccnuts, baneanas, or any of a large number of commodities that
cannot Le produced ih the ccuntry. ETven if a nation could produce.
everything rore cheaply than other. nations, it weould still pay
that naticn tc specialize and trade if it had a corparative advan-
tage in producing scne cormodity. To illustrate, suppose a two-
commodity, two-nation world existed in which Florida could produce
both orances and wool more cheaply than Australia. If Florida's
prcduction tost advantage were greater in oranges than in wool,
specializaticn and trade would profit both-nations. It would pay
Florida tc specialize in grange production, where its cost advan-
tage was greater, and it would pay Australia to specialize in wool
prcduction, where its cost disadvantage was less.

.

An excess of exports over imports, as measured in monetary
values, is called a favorable balance of trade. This means that .
a country is selling more abroad than it is buying. The reverse -
that is, buying more from, abroad than is sold abroad is called an
unfavorable balance of trade. HNote that these terms refer only
to the purchase and sale of goods.

The "balance of-payments® refers to thé flow of funds between
nations ., % *favozrable" balance of payments exists when more funds
come sinto, a_country from abroad than go out; an "unfavorable" bal-
ance of payrdnts i the opposite.

. A country mpf ‘imp
upon. the' purposes for which
ceuntry‘s~avaiiable.goréign exchange is dwindling.

.
¢

cse restrictions on what can be imported or
foreign receipts may be used when a
At other times,

-
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a country may establish import "quctas™ to protect the domestic
prcducers oi given prcducts from outside competition. These and
other similar dewvices are barriers to free ipternational trade.
The most comronly used. barrier is the tariff (a tax or "duty"

assessed against imported products).

Some other parts cf the world and especially the European
Common lMarket have made considerable progress toward free trade
and other types ci ccoperation. Zmerican products, therefore,
rcving into these areas will face continuously keener competition.

.
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