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FOREWORD )

The development of economic understanding and an economic way of
thinking through consumer education has been a focus ~f the Joint
Council on Economic Education for a number of years. Recent research
funded by the Office of Consumers’ Education has also indicated the
need for the inclusion aof economics in consumer education units and
courses. Many practitioners in the field of consumer and economic edu-
cation have found that consumer education is an excellent arena for
developing the skills of economic analysis. Students find relevance in ap-
plying economic concepts to consumer situations since they hav. already
assumned the role of consumers. Consumer education provides many op-
portunities to show how the public and private sectors allocate resour.es
which are consumed by students and other individuals in the society.

The Joint Council through its years of existence has focused on
materials and programs showing how to integrate economics into various
grade levels and subject matter areas. This particular document is consis-
tent with this philosophy in that it delineates one set of processes which
can be used by schools to integrate economics into units and courses in
consumer education or consumer studies.

The monograph is a companion piece to Consumer Education and
Economic Education in the Public Schools [5]. Many ideas were-gener-
ated at that seminar, some of which are included in this document.

On behalf of the Joint Council on Economic Education, appreciation
is extended to Dr. Judith S. Brenneke, Project Director, for developing
this monograph which will undoubtedly be beneficial to curriculum
developers and teacher trainers as they move toward the goal of integrat-
ing economics into consumer education courses and units of study.

John E. Clow
D:rector, Business and Consumer Prograins
Joint Council on Economic Education
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Integrating
Consumer and Economic Education
into the School Curriculum

Each year curriculum specialists and developers must dea! with the
difficulties posed by adding new units to a curriculum that is already
crowded. The problemn usually arises jecause of new mandates from the
state or the district or increased interest among teachers or the public. It
is clear that a demand for “consumer economics” is increasingly being
voiced. Such a demand raises particular questions such as: (1) What is
consumer economics and how does it differ from consumer education?
(2) Why should we teach it? (3) In what year(s) should the subject be
taught? (4) What are the optimal methods with which to incerporate con-
sum-~r economics into the curriculum?

Two organizations have been active in assisting school districts to find
answers. The Joint Council on Economic Education (JCEE) has been
helping to introduce economics into school curricula since 1949. During
its six-year lifespap, the Office of Consumers’ Education (OCE), U.S.
Department of Education, has attempted to assist in the development of
a structure for consumer education. It has commissioned studies on
topics such as the role of the consurner, the history of the consumer edu-
cation movement, and the relation of consumer education to economic
education.

In July, 1979, ander contract with the OCE, the JCZE began to de-
velop a framework designed to link consumer education and economic
education. The project tapped the expertise of leaders in various fields of
education - economics, consumer studies, social studies, business, and
home economics—in order to improve and expand the integration of
economic and consumer education begun in prior OCE projects.

A further purpose of the project was to provide orientation and advice
to school administrators, curriculum developers, and classroom teachers
interested in integrating consumer and economic education in the class- |
room. This monograph is designed to help accomplish that purpose. It
outlines a new structure for education in consumer economics'by pro-
viding: (1) a rationale for including consumer economics in the curricu-
lum; (2) a methodology to help establish an appropriate sequence for the
introduction of specific economic concepts; (3) a procedure by which
consumer economics can be newly emphasized in the existing curriculum.

ERIC T
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I. RATIONALE _

When investigating how to insert a new field of study into the eurricu-
lum of a school district, one must have a {irm grasp of thc nature and
scope of the subject or, in other words, its definition. In the case of “con-
sumer education,” there is no shortage of definitions. There are more
than 38 state mandates, recommendatiors, or policies about consumer
education that differ considerably among themselves. [1, p. 5] If one
adds the definitions contained in various textbooks, research reports,
and federal directives, the proliferation of meanings becomes vast. To
cut through the potential confusion, we will offer but two definitions:

As defined by the Office of Education, {consumers’ education} is an effort
to impart the skills and understandings that will prepare consumers fo par-
ticipate intelligently in the marketplace and in the economy. It educates
people to recognize marketplace alternatives and make rational choices in
light of their personal values, their citizenship responsibilities, and social,
economic, and ecological considerations.

Office of Consumers’ Education

U.S. Office of Education [14]}

Consumer education 1s the study of the knowledge and skills needed by in-
dividuals and groups in managing consumer resources and taking actions as
citizens to influence the factors which affect consumer decisions.
A Classification of Concepts in Consumer Education
Consumer Education Development Program (3]

Although they are not fully consistent, both definitions concur that
teaching consumers to manage resources is an essential ingredient of con-
sumer education. Further, since one mentions “the citizenship responsi-
bilities” and the other calls for “taking actions as citizens,” both appear
to recognize the role voting c-n play in achieving consumers’ objectives.

THE ROLE OF ECONOMICS IN
CONSUMER EDUCATION

A primary focus of economics is the study of how resources are allo-
cated, and the assumption undergirding economics is that there are
limited resources compared to the demands for them. Economics thus
provides tools to help decision-makers estimate the effects of alternative
ways to use resources. Many of these economic tools are universal in that
they can be used by individuals and groups of individuals in deciding on
resource use.

The focus of consumer education is on the individual. Consumer edu-
cation primarily deals with preparing students to become better decision-
makers in using their individual resources, such as money and time. In
order to make these decisions effectively, individuals must understand

Aruitoxt provided by Eic:



their economic environment, including how they can affect economic in-
stitutions (i.e., the marketplace, government, etc.) and how existing
economic institutions can, inturn, affect these decisions. In other words,
consumer education focuses on the individuai but not in isolation. The
aforementioned definitions of consumer education show that this broad
perspective is an important component of consumer education.

The need for a broad perspective or context underscores why econom-
ics should be a part of the consumer education curriculum. Economic
concepts assist in the analysis of alternative choices and their conse-
quences, thereby allowing individuals to make moreinformed judgments
about how to use their resources.

The term consumer economics is occasionally substituted for con-
sumer education. Although these terms are often used interchangeably,
such substitution is frequently incorrect. Consumer economics concepts
are those economic concepts that apply to consumer issues and prob-
lems. Consumer cducation also uses concepts and information from
other disciplines —sociology, ecology, political science, law, medicine,
etc. Only the economics content ~f consumer education should be
equated with consumer economics. -

The warning is clear. One must not automatically assume that con-
sumer economic analyses and concepts dominate or are even present in
all consumer education courses. A basic precondition for the presence of
economics in consumer education courses is an understanding of basic
economic concepts by the classroom teacher and the curriculum devel-
oper. They must also be able to recognize how economic concepts and
analysis can be applied to issues and problems involving the consumer.

Of course, teachers and curriculum developers who undertake to
weave economic concepts into consumer education generally need to
have some formal schooling in economics. Courses at the undergraduate
or graduate level may be adequate. However, additional training may be
necessary. Sorrces of such training include the workshops and in-service
programs offered by the' JCEE’s state councils and university centers for
economic education. These workshops focus on basic economics and
how economic concepts can be integrated into consumer education and
other courses or units in the school curriculum. Most consumer courses
contain a great number of opportunities for teaching econornic concepts.
If the teachers lack sufficient background in economics, the economic
concepts involved are all too likely to be taught incorrectly or the oppor-
tunities for teaching them will go unrecognized.

It is also important to keep in mind the two principal approaches by
which consumer economics may be taught. Oue stresses the application
of economic analysis to circumstances that confront consumers. It seeks
to familiarize consumers with the tools of economics to help them under-
stand how markets and other economic institutions work and to under-

ERIC 9
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stand the students’ own positions as consumers. This approach attempts
to present the situations consumers face in an “if . . . then” fashion: “if”
certain things happen, “then” there will be various effects or conse-
quences. For example, “if” the price of hamburgers gces up relative to
the price of chicken, “then” people will probably buy less hamburger and
more chicken. Eccnomists call this approach positive economics.

The second approach focuses on what “ought to be.” It emphasizes

,value judgments about what is right or wrong, good or bad. For exam-

ple, some consumer educators convey their belief that government
should provide a national health insurance program in order to give
everyone access to good health services. This constitutes an “ought t0”
statement. Those who disagree present a belief that keeping our present
system is better than running the risk of too much government control.
This is also an “ought to” statement. The “ought too” approach—re-
ferred 10 by economists as the normative approach— results in proposi-
tions that are harder to prove or disprove than does the “if . . . then”
approach. The reason is that “ought to” statements are based on per-
sonal/societal values or goals not subject to objective measurement or

comparison.
The concept sequence in Section II of this monograph places primary
emphasis on the positive economics approach of “if . . . then.” Before

“ought to” economic statements can be analyzed effectively, students
must know how positive economic principles operaté in the world around
them.

There is, however, one part of the schema which focuses on the
“ought to” statements. The concepts for evaluating economic actions and -
policies take into account the analysis of alternative values and goals of
the individuai or society.

THE MULTI-GRADE AND MULTHDISCIPLINARY
THRUST OF CONSUMER EDUCATION ’

Consumer education is generally found in grades K-12 and in a wide
variety of subjects. In fact, it mightabe more appropriatc to speak of the
entire field as consumer studies. The consumer education course is much
more limited. In such courses the teacher typically attempts to deal in
9-36 weeks with specific information necessary for decision making. The
distinction between consumer studies and consumer education becomes
important when considering how consumer economics is introduced.

Consumer studies, since is it multi-grade and interdisciplinary, covers
a very wide set of concepts and knowledge. For instance, the basic math-
ematics course emphasizing addition, subtraction, multiplication, and
division can be designed to use examples from typical consumer shop-
ping activities that require arithmetic calculations. Learning how to de-

Q
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termine the unit price of an item can assist in developing a consumer skill
as well as enhancing the ability to divide. The ability to read with com-
prehension developed in language arts courses can be taught through the
reading and analysis of contracts and advertising claims, as well as
through the reading and analysis of Shakespeare. In social siudies, an ex-
amination of how our industrial society developed and how the wo.ld
economy functions —among many other topics = helps students to under-
stand their position as consumers.

Consumer cconomic concepts can be used to enrich these same
courses. Mathematics teachers can have students do comparative shop-
ping in order to discover that prices of a given good or service can vary
greatly. The student might then discuss why the differences exist. Adver-
tisements can be studied in language arts, and students can discuss the
role that advertising plays in non-price competition and how advertising
affects the cost of goods and services. In social studies, where attention is
given to different countries and what they produce, students can be
shown how the consumer benefits when nations specialize in making
items that they are best at producing (comparative advantage).

If corsumer and economig instruction is to be integrated. as a prereq-
uisite teachers must be familiar with both consumer and economics con-
cepts and how to insert them. into the curriculum. That is a primary
reason why in-setvice training is often necessary and desirable.

THE NEED FOR FOCUSING ON CON(\:EPTS

The focus in consumer economics education is on concept develop-
ment and the use of concepts in looking at problems and issues confront-
ing the consumer. The concepts are general in nawure and can, therefore,
be applied to new situations and issues. As the use of consumer econom-
ics is presented in more complex fashiongn the progression of the K-12
curriculum, student ability to use these crc%ccpts in a variety of situations
increases. The concept of opportunity cost refers to what must be given
up—that is, the next most attractive use of the resource— when decisions
are made to use scarce resources for one purpose rather than another.
Students at the primary level understand this concept when they are con-
fronted with the need to choose only one out of a selection >f snacks
because their allowances are limited. The satisfactions they lose by fore-
going their second best choice would be their opportunity costs. More
complicated applications of opportunity costs can be taken up in later
grades. For example, public policy decisions to use tax revenues to bol-
ster police forces may come at the expense of using the funds to improve
health facilities (or even to reduce taxes and return the money to the tax-
payers).

Use of economic vocabulary allov's the communication of specific

RIC ° 11

Aruitoxt provided by Eic:

——




s

understandings of concepts and increases the possibilities for concrete
application. Scarcity has a definite and specific meaning in economics
which may be applied in a variety of circumstances; just as the concept of
multiplication has a definite and specific meaning which is much easier
understood than if the term repeated addition were used. Terminology
can serve as a shorthand allowing more precise application. Every sub-
ject has its terminology which, once learned, can then be applied under
differing conditions. Since consumer studies can and should be a multi-
grade and multi-disciplinary endeavor, there is a need to determine which
economic concepts are most useful ‘or consumer decision making and to
provide a sequence for developing an understanding of these concepts.
This is the primary purpose of the next section.

Il. A CONCEPTUAL HIERARCHY FOR
CONSUMER ECONOMICS

In 1976, the JCEE asked four respected econom’sts to determine what
a graduating high school senior should understand about econornics. The
result was the list and definition of economic concepts thzt are included
in the Master Curriculum Guide in Economics for the Nation’s Schools,
Part 1, A “ramewor.. for Teaching Economics: Basic Concepts|[7]. Since
its publication, the Framework has been accepted country- wide as a basis
for the development and evaluation of the pre-college economics curricu-
lum. These concepts and their definitions are given in Appendix A.

The economic concepts resented in the Framework are not arranged
in priority order. They do, however, appear in concept clusters that indi-

«  cate the skills and knowledge high school graduates should have in order
to make effective economic decisions. These same “ramework concepts
can be used to specify the desirable economic content of consumer
education.

A variety of schemu have been used to identify consumer economic
concepts. The more common method has been to assume that all con-
cepts noted on a given list are equally important (see Trujillo [12], Ban-
nister [2], Bvmers [6], and Morton [9]).

However, it can be argued that economic concepts can and should be
presented in a hierarchical manner. For instance, it is extremely difficult
to deal with the concept of government intervention and regulation with-
out first achieving an understanding of supply and demand, competition,
and market structure. Without an adequate understanding of the simpler
or more basic economic concepts, it may be extremely difficult for the
consumer ed' “ion student to intelligently examine more complex eco-
nomic concepts or issues.

612
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* . Another consideration is the limited amount of time allocated to the
consumer education curriculum. Economics isn’t the whole story in a
consumer studies pragram. " Although consamer education that does not

‘ include solid economic understanding is misnamed, consumer 2ducation

s also deals with skills and understandings that do not necessarily include

an economi¢ basis.” [8] Therefore, a Conceptual Hierarchy for Con-

sumer Economics is presented here to help curriculum developers choose
the eeonomic content that fit. their district structure.

~

INTRODUCING THE HIERARCHY | 5
OF CONSUMER ECONOMICS

§&ause of the conflicting demands of scarce'time and the need to en-
courage basic economic understanding, it is necessary to sequence the
- Framework concepts in order to integrate them into consumers’ studies.
« 7™ Two recent independent projects have used a version of this approgch.
The JCEE Strategies volume dealing with consumer education employs a
modified list of eighteen concept clustcic for use in the book's accom-
panying activities {10]. These activities were developed as examples of
how the economic cor.~epts and principles most applicable to consumer
education might be taught. By totaling the number of times a given con-
cept cluster is used in all the activities presented, a frequency weighting
scheme can be derived. This weighting can be subdivided into primary,
intermediate, and advanced categories.

Simiiarly, Kienzle and Wyatt, in a curriculum development project for
the State of Oregon, developed weights for a series of twenty-six concept
clusters [8]. By assigning numbers to thesera kings, one can also create a
primary, intermediate, and ‘advanced weighting classification. A ‘om-
posite weighting for the Framework econnmic concepts was developed
from the two siudies described. (The turther numeric procedures used to
derive tne rankings arc Jescribed mare fully in Appendix B.)

The resuits show that the Frameworl( concepts can be classified into
three groupings for use in consuraer econc ics education: pnmary, in-
ter-mediate, and advanced concept clusters. The Conceptual Hierarchy
for Consumer Economics, Figure 1, lists the concept clusters in thls se-
quence.

The same proce?ure described above and in Appendlx B can be used
to analyz~ and adopt the conceptual bases of other resource materials for-
consumer economics and curriculum projects. In fact, the author
believes that such analysis would be worthwhile additions serving to ad-
vance the “State-of the Art.” The authcr, though, found a paucity of
consumer economic resources which focused on the concepts used in the
Framework and wh ch assigned a weighting or r%mking to these concepts.

It should be noted that the hierarchy of Figur'ie 1 is not meant to neces-

- ' 14
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Figure 1. A CONCEPTUAL HIERARCHY FOR
: CONSUMER ECONOMICS

Frimar _onoept Clustors

Concepits tor Evaluating Ecofiomic Actions & Policies
Economic incentives

" Economic Wants and Resources

income Distribution & Government Redistribution

Markets, Supply and Demand o
Opportunity Costs and Trade Offs :

Scarcity and Choices .

The Price Mechanism

.

lm.rmodlah Concept Clusters

Competition & Market Structure

Fiscal Policy: Taxes, Expenditurss, & Transfers
Interdependence B

Marginalism & Equilibrium

Measurement Concepts

Savings, Investment, & Productivity

Speciatization, Comparative Advantage, & the Division of Labo*
Voluntary Exchénge

Advanced Concept Clusters

Aggi agate Demand: Unemplcyment & Inflation

Aggregate Supply & Pinductive Capacity
Economic Growth N

Economic institutions '

Government Intervention & Regulation

*Market Failures’: Information Costs, Resource Immobility, Externalities, etc.
Money & Monetary Policy

Nature & Types of Economic Systems

Price Level Changes

sarily exclude any other economic ¢ epts from the study of consumer N
issues. It does, however, recognize t..e limitation on the time available
fqr consumers’ education and the content that competes for that time.
Thr .2 concept clusters deemed to be -~ ary concepts are essential to an

unaerstanding of the consumer’s ron  « . . analysis of consumer con-
cerns, and to the study of more comprua or specialized economic con-
cepts. >

The primary concent cluster$ make up a core of economic knowledge.
Once understood, this core can be expanded and built upon with con-
cepts found in the intermediate and advanced clusters.

ERIC 5 14
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The advanced Framework concept clusters exemplify mors sophisti-
cated or specialized economic concepts. Although many of these clusters
deal with concerns that directly affect the consumer, such as government
intervention ard regulation, the sophistication and complexity of eco-
nomic knowledge required to use them makes it extremely difficult to in-
troduce them without prior understanding of the primary and some of
the intermediate concepts.

AN APPLICATION OF THE CONSUMER
ECONOMICS HIERARCHY

In order to better understand this sequencing of economic concepts in
the consumer education classroom, it is useful to examine its application
- to a typical consumaer unit; for example, housing. In examining current
consumer education texts and their treatment of the housing unit, Wal-
stad [13] determined that the typical content includes the following:

1. What alternative types of housing are available? -
2. What are the advantages and disadvantages of the major typcs of
housing?

3. What factors are important to consider in the selection of a house, an
apartment, or a mobile home?

4. What type of financing is available for housing purposes?

S. What legal information is required for buying a house or renting?

6. What are the social problems in housing?

The matrix for housing presented in Figure 2 helps one to apply con-
cept sequencing. The cells of the matrix show that the economic concepts
most frequently used in housing appear in the primary group. In fact, if
one projects the use of th-se primaw%pts, one can see that they are
applicable to nearly every consumer unit.

The true integration of economics into consumer education takes
place thraugh the examination of each consumer unit and the determina-
tion of the use and placement of economic concepts in it. A specific ex-
" ample dealing with housing is helpful here. Let us take the row labeled
“Economic incentives.” It is checked at four of the six columns represent-
ing the six fundamental housing topics. To a large extent, economic in-
centives govern the availability of housing alternatives because producers
of housing (at least in the private sector) respond to market incentives
when they plan housing construction. If a particular housing alternative
is NoT available in a given area, it is probably because private builders do
not foresee substantial enough profits by providing that type of housing
in that market. A statement of whether or not that alternative ouGHT to
be available would be a normative statement based on value judgments.

15




Figure 2. SAMPLE WEIGHTING OF CONSUMER
ECONOMICS CONCEPTS FOR HOUSING

-
} sl
Consumer Economic Concepts | & g } g £
Primary Concepts

Concepts for evaiuating

economic actions & policies X X X X X
Economic incentives X X X X

. | Economic wants & resources x §x | x|x X )

income distribution & government

redistnbution X X
Markets, supply & demand X X X X
Opportupity costs & trade offs X X X X X
Scarcity & choices X X X X X
The price mechanism X X X X

Intermediate Concepts
Competition & market structure X
Fiscal Policy taxes,

expenditures, & transfers X
Interdependence X
Marginalism & equmbnur;i X A

ﬁuremem concel.is X

Savings, investment,
& productivity X

Specialization, comparative
advantage, & the division
of labor

Voluntary exchange X
Advanced Concepts

Aggregate demand
unemployment & inflation X

Aggregate supply & productive
capacity X ¥

Economic growth
Economic institutions X X X

Government intervention &
reguiation X X X

Market failures, informatior
COSts, resource mmobility,
externahities X X X

Money & monetary policy X

Nature & types of economic
systems ~ X X

- [ Price level changes X X
E l C chan
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The statement that the alternative is not present is a positive, “if . . .
then,” statement.

Economic incentives also enter into the selection of housing. Home
buyers (or consumers of housing services) implicitly or explicitly evaluate
relative economic incentives as they grope toward a purchase or rental
decision. Among the considerations might be: Is this house or apartment
a “good value?” Will our commuting costs be too high? Will the resale
value increase? Could we sublet? Are there tax advantages to this pur-
chase? Can we make needed repairs at a reasonable cost?

Econ.mic incentives also enter into the financing of the consumer’s
housing decision.. Is “cheap” moitgage financing available? Is the rent
within our budget? Where can we get the least costly financing—from a
bank, savings and loan association, mutual savings bank, the seller, etc.?

Economic incentives are also intertwined with social problems of
housing. Do rent controls remove the economic incentive for the land-
lord to maintain the building in which we are renting? Do current
changes in the neighborhood suggest the value of this property may in-
crease, stay the same, or decline?

The -ow “Economic incentives” is Not checked for the advantages and
disadvantages and legal information columns of Figure 2. Such exclu-
sions do not necessarily mean that the concept in the row has no connec-
tion whatsoever with the housing topics. Rather, the suggestion is that
such housing topics contain RELATIVELY LITTLE Of RELATIVELY WEAK con-
nections to the concept in any row that is not checked.

An alternative approach to Figure 2 is to move powN any given col-
umn, rather than Across any given row. For instance, the legal informa-
tion column is checked for: “Nature and types of economic systems”
(e.g., to what extent is public housing provided by the given economic
system); “Government intervention and regulation” (e.g., is there rent
control, rent subsidization, are there zoning restrictions); “Market fail-
ures” (e.g., what are the effects of neighborhood developments and zon-
ing laws in this area); “Economic institutions” (soine types of housing
—e.g., cooperatives —are available only in certain places). Finally, “Con-
cepts for evaluating economic actions and policies” is checked because it
is significantly related to “Legal information” (e.g., are my property
rights likely to be compromised by an impending zoning or taxing deci-
sion).

The major benefit of developing a hierarchy of economic concepts for
consumer education curricula is that it suggests a structure that can be
used by zurriculum developers. It also eases the task of deciding which
concepts should be stressed in the scarce classroom time available. Once
those concepts have been specified, the next step is to place them into ap-
propriate points of the curriculum with the least possible cost to the dis-
trict. In addition, a hierarchy offers a procedure for developing curricu-
lum with flexible time frames #nd adjustability o ability levels.
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lll. METHODS FOR INTEGRATING
CONSUMER ECONOMICS CONCEPTS
INTO EXISTING CURRICULUM

\

A school district may introduce consumer economics into the existing
curriculum in several ways. It can opt for a single course. It can intro-
duce consumer economics concepts in all or some of grades K-12. It can
aiso decide to do both, preferably by using the single course as a capstone
offering someplace in the higher grades. Each approach requires dif-
ferent budgets and commitments. The best procedure is a carefully struc-
tured infusion of consumer economics concepts into the K-12 curriculum
plus, where possible, a separate course that sums up and integrates all
that has gone before.

Infusion allows for the integration of new subject matter into existing
curricula ir a cost-effective manner and, in an already crowded curricu-
lum, for making changes gradually rather than as major revisions. The
infusion approach has been successful in many districts {11, 4]. But what-
ever the procedure used, a decision about how to introduce consumer
economics involves four basic steps:

. examination of district objectives and district structure;
. evaluation of the district’s budgetary, personnel, and other resource
constraints;
3. designation of a coordinator responsible for the program’s success;
and
4. determination of the desired outcomes for the introduction of con-
sumer economics.

PLANNING PROCEDURES FOR
CURRICULUM CHANGE

It is worthwhile to discuss some of the elements of these steps in
greater detail.

[

Step 1: Examination of Objectives and Structure

Because the socioeconomic make-up of the communities in which
school districts function differ, so do the objectives of the districts.
Moreover, all school districts within a given state must, at a minimum,
satisfy state mandates and requirements. Curricula should satisfy all
such needs.

The basic structure and procedures of curriculum development and
modification already bting used within a district are also important.
Most school systems provide resourcas for curriculum development
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although the priorities for their use can change from year to year. In one
district curriculum development may be extremely centralized, with one
or more people at the central office deciding what changes are to take
place at which specific time. In another district, responsibility may be
highly decentralized with decision-making vested in individual school
priacipals, curriculum committees, or individual teachers. Educators
seeking to introduce consumer economics should use the structure and
procedures, already in place and tailor curriculum modifications to exist-
ing priorities.

Step 2: Evaluation of Resource Constraints

School districts have a wide range of resources available at any given
time. All of them—e.g., time, money, pesonnel —are scarce or limited.
Therefore, channeling resources into any particular project has costs,
both direct costs such as those in terms of dollars, and costs in terms of
other projecs that cannot be undertaken because the resources are com-
mitted to this endeavor —the “opportunity cost” of the decision.

Many districts are confronted by declining enroliments (and, eventu-
ally, less funding) while they also face increasing costs. With the curricu-
lum already crowded, and the size of staff probably declining, such dis-
tricts may be hard put to install new programs. Other districts may be en-
countering the problems associated with growing enrollment.

In addition, districts must appraise the total cost of training the teach-
ing staff to infuse consumer economics into the existing curriculum. It
isn’t always sufficient to find financial resources for teacher training.
The training may move faculty members into a higher pay category.
However, the added cost to the district in such cases may be justified in
terms of the extra efforts put forth by teachers and the improved teach-
ing that results,

Step 3: Designation of a Coordinator

In order to properly infuse a consumer econcmics program into the
curriculum, it is necessary to appoint a coordinator. The designee may
be an adininistrator or a teacher already in the district, but it is important
that the person named be given the authority necessary to put the pro-
gram in place properly AND the responsibility necessary for accountabil-
ity. The coordinator should be involved in the project from its inception
in order to understand the program and its desired results completely.
Having one person in charge does much to insure that the project will not
be lost in the press of other district concerns. This strategy has been suc-
cessfully used by thq Joint Council in numerous projects of economic
education in local schools. The coordinator should be able to pull to-
gether all the human, physical, and financial resources necessary to
achieve the district’s goals with respect to integrating consumer eco-
nomics concepts into the curriculum.
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Step 4: Determinetion of Desl;ed Outcomes

The objectives the district wishes to achieve by introducing econoniics
concepts must be made explicit. In many cases there may be a single,
though not necessarily simple, goal to respond to a state resnlution, *
policy, or law. If so, the state may specifically mandate what the students
should learn. If not, the district must set forth specific objectives. Like-
wise, if the suggestions for introducing consumer economics has come
from a teacher or a department but without sufficient attention to the
objectives, the district must formulate them.

Whatever the objectives are, they should be measurable. In this age of
increased demands for accountability, it is only through measurement of
how much has been achieved that educators can prove whether or not an
innovaticn has been successful and beneficial.

Once the over-all objectives have been developed, short range and
long range timetabies for accomplishment of the integration can be es-
tablished. Each year, additional portions of the curriculum can be modi-
fied and additional teachers trained. Although the process may have a
haphazard look, so long as it occurs within an overall framework of ob-
jectives, an integrated curriculum in the subject will result.

Assistance in the integration process may be provided by the school
board, parent groups, special interest education groups, etc. Qutside ex-
pertise and resources with which to help introduce consumer economics
are often available to the district.

The coordinator should be the principal agent in developing the
framework and objectives for infusing consumer economics. Setting ob-
jectives will provide guidelines for the coordinator’s work and also offer
means by which the success of the project may be gauged.

- DETERMINING THE IMPLEMENTATION METHOD

A curriculum is best modified by infusing consumer econon.ics con-
cepts throughout the K-12 curriculum and the addition of a capstone
course. Infusion may take many forms. Consumer economics concepts
can be inserted into a limited number of grades, into a specific discipline,
and/or by instituting a single courses. The accompanying flowchart for
curriculum change (Fig. 3) shows a possible sequence of curriculum infu-
sion for grades K-12. It also indicates points at which those wishing to -
limit the innovation can end the process.

Since there are virtually unlimited demands that compete for a
district’s resources, it is imperative to introduce new contesit at the least
cost while retaining maximum benefits. Minimizing costs may require
gradual infusion, possibly beginning with lower grades and progressing
to the higher grades (and disciplines). The process can take three or four
years and end with a capstone course. Whatever strategy is used, it is
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essential that the coordinator view past, present, and future efforts in
terms of the program’s overall goals.

THE PROCESS OF CURRICULUM D.EVELOPMENT
AND CHANGE

Once the four steps just reviewed have been taken, the specific activi-
ties associated with installing the new content can be taken.
Development of short and long range targets. In any district
there will be courses in which consumer economics concepts can be easily
fitted. These are typically found in home economics, busine 's education,
social studies, or mathematics. In some other courses, the concepts may
be readily infused with somzwhat more effort. In such courses, especially
those with content that can in some way be described as consumer eco-
nomics. the process can appear deceptively easy. For example, it may not
be possible to treat transportation concepts more than superficially in a
drivers’ education course. -
Because of this, districts should prioritize their plans for integrating
consumer economics and develop a schedule for high and low priority
areas. This les infusion of the most obvious and easily accomplished
curricula first, and allows for additional infusion later while doing so
within a logical framework. If possible, these priorities should be estab-
lished by a district-wide curriculum committee under the direction of the
designated coordinator (depending, of course, upon the district’s curricu-
lum development structure). The coordinator should pull together a
committee of teachers representing different grade levels and disciplines
to do so. Two points need to be kept in mind: (1) the committee must b¢
representative of the district curriculum structure so that there will be ar-
ticulation among grade and discipline levels; (2) the committee members
must have a basic knowledge of the economic concepts to be introduced.
The latter requirement does not mean that all teachers must be econo-
mists to participate in this work. It does mean —to take a concrete exam-
ple —that teachers who do not undsrstand how opportunity cost applies
to comparison shopping will not know how best to put the notions of op-
portunity cost and of comparison shopping into the curriculum.
Identification of key teachers. Once the priority of courses and/or
disciplines has been established, key teachers who are representative of
the teaching staff to be involved must be named by the coordinator and
formed into a committee. The committee will have many tasks that re-
quire extensive effort. (Many are described below.) How well the com-
mittee functions will depend heavily on the incentives offered by the
district. These incentives may include additional pay, released time,
district-wide recognition, or other approaches. If the revised curriculum
is to be as effective as possible, the teaching staff should be intimately in-
volved in the revision and should develop a feeling of “ownership.”
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Figure 3. FLOWCHART FOR CURRICULUM
DEVELOPMENT
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Examination and modification of existing curriculum or 1evel-
opment of new curriculum. In order for the key teachers to work with
the new curripulum, they must have an understanding of the consumer
economics concepts they will teach that is at least as deep as that of the
district curric\xlum committee discussed earlier. The committee of key
teachers must also understand the existing curriculum. The key teachers
should examing the existing curricula for places where the sequence of
consumer ¢conomics concepts can be infused. They may also discern
where linkages, duplications, and omissions may occur among different
curricula. Upon locating these points, the committee may wish to further
revise the new’ curriculum to avoid repetition, to provide linked rein-
forcement of primary concepts, or include concepts in the intermediate
and advanced iconcept clusters. The matrix approach previously used to
analyze a housing unit may provide a useful tool for this examination.

Teacher training. All teachers invclved in the new curriculum will
require training. This can be accomplished through the efforts of the
coordinator, the key teachers, and possibly outside training sources such
as the JCEE or local universities. Teachers should be introduced to the
program as modified by the key teachers, as well as to a Conceptual
Hierarchy for Consumer Economics, and they should offer their own
suggestions or changes to the program. During training the teachers can
also (1) evaluate available teaching resources and materials; (2) develop
classroom activities and aids; (3) develop evaluation and feedback
mechanisms.

Evaluation of teaching resources and materlals. Existing texts
and materials may be inadequate to assist in teaching the revised curricu-
lum. They and any new materials need to be examined in terms of their
adaptability to the consumer economics concept sequence. It may well
turn out that supplementary materials or activities are needed.

Developmant of classroom activities and alds. It is often possi-
ble to remedy inadequate textbook coverage of a topic with teacher-
developed activities and aids, but this is a time-consuming and difficult
task. It is essential that classroom teachers be assisted in producing new
materials so that they reflect the teaching objectives and consumer eco-
nomics content properly. The development of activities should be part of
the teacher training.

Development of evaluation and feedback mechanisms. The
success of any new curriculum can be shown by measuring the extent to
which predetermined objectives have been achieved. Therefore, a
method of evaluating the revised curriculum in relation to the district’s
objectives mus: be developed.

Completing the process of curriculum Integration. Once the ac-
tual curriculum infusion has successfully taken place and has been evalu-
ated, the district can then proceed to the next priority area. If the district
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originally decided to integrate consumer economics content into a limited
number of grades or disciplines, the same process may be used. How-
ever, only those teachers to be affected by this infusion need take partin
the process. It should be stressed that no matter where consumer eco-
nomics content will be infused the process will remain the same. Once
the district has identified its goals and objectives for the new consumer
economics curriculum, the course content, materials to be used, and
system of evaluation should be devcloped around these objectives.

SUMMARY

In this monograph we have attémpted to outline a three-part structure
for introducing consumer economics education by providing the answer
to three questions: (1) Why do it? (2) What should be done? (3) How can
it be accomplished? The “why” of consumer economics was answered by
providing a brief curriculum rationale. The “what” was answered by es-
tablishing a hierarchy of concepts that stresses core concepts and clusters

uf concepts. The “how” was answered by presenting a specific model and

by. discussing the process of curriculum change.
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APPENDIX A. GrossARY OF CONCEPTS

- Basic Economiz Concep!s
The Bask Economic Problem

Economics is that branch of the social sciences which deals wi.h how people use
productive resources to satisfy their wants. The basic economic problem confront-
ing individuals, groups of individuals, and entire societies is that resources are
limited relative to their wants. This basic condition of scarcity requires them to

* make choices about how to utilize these resources most effectively in satisfying
their wants. Were resources available in unlimited quantities, people would be able

- to produce and consume all.they wanted. This would eliminate the need to makes-
"~ many difficult aecisions about resource allocation. In the abgence of such a world, -
+ , people must make choices and, to make such choices, they must have a decision-

making apparatus, which we call an economic system.

The basic economic problem of scarcity that has confronted all societies—
angient and moc »rn, developed and underdeveloped, capitalis{,or communist—is
the epntral problom from which all other economic problems flow. It is the starting

point for an understanding of economics.
) :

1. Economic Wants ’ . |
people’s wants for goods and services is the main purpose of econ-
nomic activity. This is what economics is sll about. In modern societies people have
8 wide variety of wants. Some, such as food and shelter, are baaic or subsistence
wants. Others, such as snowmobiles and entertainment, provide the convenience
and pleasant living most people desire. Still others concern the kinds of work
people desire anii the amount of leisure they seek. Some wants are individual in
< pature, whereas others, such as a family home, are collective. Most wants are
private, but others dre public, such as society’s provision for highways, education,
’ The process of satisfying wants is. called consumption and the people whose
wants are awtisfied are called consumers. In addition to goods and services,
. consumers Also want leisure time in which to enjoy consumption. In some cases
they slso deriva certain satisfactions from the work that is necessary to produce
goods and servicés. Thus, we éan think of people’s wants as having both consump-
tion and production ‘dimensions.

3. Productive Rescurces f

Before goods and services can be consumed, they must be produced. For this
to occur, productive resou.ces (also called factors of production) are necessary.
Productive resources constitute the input to production, while the goods and

Reproduced from [7, pp. 7-24].
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. services produced constltute the output. There are several kinds of productive .

resources.
Natural resources are the gifts of nature used to produce goods and services.
They include land, watcr, oil and mineral de , the fertility of the soil, climates

suitable for growing crops, timber, and soon. me of these resources are used up
in the proce< 1 of production, others renew themselves, while still others can be
renewed through the conscious efforts of people.

Human resources are people and their physical and mental capacities. The
number of people available for work and the hours they work %enstitute one
dimension of labor input. Another is the guality of the labor skills provided and the
motivation of those who provide them. The quality of the labor force reflects past
efforts to improve skills and knowledge by means of education and training.

Capital goods are fhose things created by man's past efforts that are available
to produce goods and services in the future. They include machines, tools, and
factories. The kinds of capital goods used and how they .re used reflect the state of
technology which, in turn, is a reflection of scientific knowledge and the resources
devoted to acquiring this knowledge.

Two dimensions ~f productive resources are often important. One is time
which is vequired in the production as well as the consumption of goods; time cannot
be recaptured, stored, or renewed. All people face the prospect of finite days and of
finite lives, thereby forcing them to make decisions about how to allocate their time -
among various activities. Space is also important. The amount of living space
available, the density of an area’s population, and the distances that must be
traveled to carry out economic activities influence economic behavior and are
influenced by it. ’

3. Scarcity and Choice -

The overriding characteristic of all productlve resources is that these re-
sources are limited relative to human wants, and that adding to them requires the
use of additional resources. Consequently, the goods and services that ¢an be
produced with these limited resources are themselves limited. These two condi-
tions require that people must continuously make choices about how to use the
scarce resources available to them. The fact that people’s total economic wants
exceed available resources creates the basic economic problem of scarcity which

onfronts all societies. Individuals confront scarcity deciding how to allocate their
limited money incomes among alternate uses. Societies face scarcity in detiding-
- how all.2e'e limited productive resources among alternate uses.

The basic econom:c problem for all societies is in deciding what goods and *
services shall be produced, which ones shall be foregone or postponed until later,
and when and how productive resources will be transferred from one use to
another. Decisions must also be made about how the t~tal vutput of a society shall
be divided among its members—that is, how real income will be distributed.

3

4. Opportunity Cost and Trade-Offs
Opportumty cost refers to what must be given up when decisions are made to
use scarce productive resources to produce particular goods or services. A decision

Q
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to produce one good means giving up the possibility of producing something else.
Thus, the opportunity cost—what could have been produced with the resources
instead—is the cost of producing that good. For an individual, the opportunity cost
of something purchased is the other things which must be foregone. For a society,
it is the alternate uses to which productive resources could have been put.

When a person or a group chooses one good instead. of another, they are
making a trade-off—that is, they are trading off less of one thing for more of
something else. Society has to make trade-offs too, e.g., between its need for more
energy and its desire to preserve the environment. Essentially this involves
comparing the various costs and benefits of each of the alternatives. 1t alsoinvolves
determining how these costs and benefits will affect different groups within the
economic system.

8. Marginalism and Equilibrium )

Rather than viewing choices as an all-or-nothing proposition, many decisions
involve small changes—a little more of this or a little less of that. Consumers
centinuously practice marginalism as they consider the effect of purchasing one
more or one less unit of a consumption good or service. Producers must decide
whether to preduce more or fewer units of output or to hire or fire additional
workers. Decisions about small changes are made more often than decisions about
big changes, a.i1 the former are usually easier to assess than the latter.

. An examination of the effect of small or marginal changes leads us to the
concept of equilibrium. Equilibrium is a state of “rest” in which there is no
tendency for change. When some change does occur in an economy, this tends to set
off a series of reactions whose effects eventually subside, and a new equilibrium
occurs, i.e., there is no tendency for further change. If, for example, prices go up,
consumers will react by reducing their purchases until they have fully adjusted to
the new price—until the level of purchases displays no tendency toward further
change. This we call equilibrium. In a rapidly changing world, other events often
intervene before equilibrium s reached, setting off a new process of change toward
a new equilibriuin. The concept of equilibrium is useful, nonetheless, because it
enables us to analyze the effects of marginal changes and the direction of change in
economic activity, thereby throwing light on the trade-offs among alternative
choices.

Economic Systems

6. Types of Economic Systems

The way-people and societies organize economic life to find answers to the
questions posed above is called an econonuc system. An economic system can be
described as the collection of insti.utions, laws, activities, controlling values, and
human motivations that collectively govern economic decision-making.

We can identify four major types of economic systems. One is based on
tradition—that is, people generally repeut tne decisions made at an earlier time or
by an earlier generation. A second is based on command~-that is, the decisions are
made largely by an authority, such as a feudal lord, a dictator, or a goverument

ERIC s 29

IToxt Provided by ERI



-

agency, and then are passed down to the people who must accept them. The third is

a system known as a market economy. This is a system of decentralized decision-
making in which all persons participate by registering their desires in the market,
in their varying capacitie. as consumers, producers, workers, savers, and inves-
tors. The market “adds up” these individual desires and creates out of them
aggregate forces called demand and supply which in turn determine prices. Prices
act as signals to producers, telling them what consumers want, and also act as
regulators, allocating productive resources and finished goods and services among )
members of society.

We have chosen not to us2 “socialism.” “communism” or “capitalism” to
describe economic systems because these terms are often misunderstood, mean
different things to different people, and are associated with value biases. No real
world economy is a pure form of a tradition, com:zand, or decentralized market
system. Each economy uses somewhat differe~t allocating mechanisms to answer
the basic economic questions and each has somew hat different institutions, control-
ling values, and motivating forces at work which affect the operation of the
economy.

Most societies are, in fact, examples of mired economies—that is, their
economic systems embrace more than one of the above-mentioned kinds of
decision-making, though usually one dominates. The element of tradition is most
evident in the miral areas of the less developed countries of Asia and Africa. The -
element of authoritarian command, where the individual has little or no input into
decision-making, is most evident in the Soviet Union, the People’s Republic of
China, and other central y planned economies. The element of decentralized or
market decision-making 15 inost evident in the United States, Canada and Western
Europe. Among Western democracies, however, there exists a great deal of
diversity in the degree of government planning and in types of economic institu-
tions. Even in the United States there is a continuing and as yet unresolved debate
concerning the role of government in economic planning.

To understand the nature of an economic system, four basic questions must be
asked:

First, what is the nature of the “mix” of allocating mechanisms? How many ,
economic decisicns are left to the market? How many are made by authorita-
rian command? How many are made by a representative government subject
to popular controi? How many are tradition-oriented? -

Second, what are the most important economic institutions of the society?
Third, what are the controlling values and motivating forces of the society?
How well is its economic system performing in the light of its goals? And what

kinds of policies are Leing followed to promote the achievement of the goals?

Fourth, what significant changes appear to be taking place in the economic
system?

These four questions offer a systematic “way of thinking” about economic systems.
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Finally, it should be noted that people of all societies, regardless of the type of
ecanomic system, engage ir: certain basic economic activities. These include pro-
ducing, exchanging, and consuming goods and services, as well as saving and
investing so that capital goods can be accumulated to increase future production.
These activities take place within different institutional frameworks, depending on
the kind of economic system. For example, the pattern of production in a command
economy, such as that of the Soviet Union, will be decided by government planners
but in a market economy it is decided by tke demands emanating from individual
choices. The distinguishing characteristics of an economic system are thus not the
economic activities carried on but the kinds of economic institutions and the way in
which decision-making is organized.

7. Economic Incentives

In mixed market economies perhaps the most important motivating force
bekind economic behavior is individual ‘sélf-interest. Consumers allocate their
limited incomes to increase their total sati~faction. Producers seek to maximize
their profit and are pr:ched by the profit motive to combine productive resources in
the most efficient ways to produce the goods and services consumers want to buy.
Workers seek to sell their labor where t..- return in money and working conditions
is highest, just as savers search out high interest ratesin capital markets; both are
motivated by self-interest. Similarly, losses (negative profits) are a signal to move

* resources elsewhere.

Profits are a particularly important incentive in a market economy. Profit is
what remains after the costs of production have been deducted from the revenue
derived from the sale of goods. It is the desire for profit that persuades entre-
preneurs to establish new businesses and later to change the pattern of production
(e.g., from big cars to small cars). It is the profit motive which stimulates managers
to make businesses more efficient, to introduce new cost-cuiting technologies in
production, and to compete more vigorously with other businesses for the consum-
ers’ dollars. Realized profits provide an important ‘source of funds for new invest-
ment and thereby stimulate future growth. Thus, in a competitive market
economy, profit spurs both efficiency and growth.

Not all economic decisions in the U.S. ecoriomy are left to individuals. People
form themselves into groups and use group pressure, both in the market and
through political processes, to achieve theis goals. For example, workers form
labor unions and engage in collective rather than individual bargaining over wages,
and companies use trade associations to lobby in Congress for favorable tax laws.
The major motivations here are to serve the interest of individual workers and the
owners of individual businesses. Government also plays a major role in the U.S.
economy and seeks through its activities to enhance the general welfare of the
people. This includes establishing conditions to foster the oppertunities for indi-
viduals, businesses, and groups to achieve their(&v\ interests.

In other economic systems, different motivating forces have been evident. In
command countries, for example, much emphasis is placed by people in authority
on the contribution individuals and groups can make to the welfare of the state
rather than to their own personal in.erests. In some earlier societies, a major
*notivation was glorifying the ruler (e.g., building pyramids in Pharoah's Egypt),
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God (e.g., building cathedrals in medieval Europe), or the state (e.g., Hitler's
Germany). Whatever the motivations may be, they will influence the form of the
economic system and the way it functions.

8. Specialization, Comparative Advantage and the Division of Labor

Modern economic systems are based on specialization because it permits
scarce resources to be used more efficiently. Specialization occurs when an eco-
nomic unit produces a narrower range of goods and services than it consumes.
Specialization can be practiced by an individual, by a business, by a region, or by a
country. Regions of countries, for example, normally specialize in the production of
those goods and services which they are best fitted to produce, given their particu-
lar endowment of productive resources, and they buy the rest of what they need
from other regions. Specialization is the basis of both domestic and international
trade. )

The principle of comparative advantage determines which particular goods
and services can be produced most efficiently and by which countries. It states that
the greatest gain in total output will occur if each country specializes in producing
those goods and services which can be produced with the greatest relative effl-
ciency. In fact, however, a complex system of tax incentives, tariffs, quotas and
other regulations influences patterns of international trade and investment.

The concept of division of labor is closely related to comparative advantage.
Productive tasks are divided among workers 80 as to take advantage of the gains
from worker specialization. Because of the division of labor, individuals must
purchase many of the goods and services they need from others. This has led to the
development of an exchange economy and the use of money to facilitate exchange.

9. Voluntary Exchange

When two individuals decide to exchange something (e.g., .1 buys & radio from
B), we kniow that both A and B are better off in their own minds, for otherwise they
would not have traded. Voluntary exchange is an important feature of the Ameri-
can and other market-oriented economies. Individuals, groups and regions
specizlize in the production of particular goods and iri the performance of particular
services, producing more of them than they themselves wish to consume. They
then exchange the surplus for goods and services produced by others, and all are
better off as a result. Since barter is clumsy, money has been developed to facilitate
exchange. When buyers and sellers come together to engage in exchange, we say a
market exists. Markets and prices, as explained below, constitute the principal
allocating mechanism of the American economy, determining’ what goods and
services will be produced, how they will be produced, and who will get them.
Underlying this mechanism is the congept of voluntary exchange. ‘

10. Interdependence

When an economy is based on specialization and exchange, as most modern
economies are, the people of the economy become interdependent. The American
economy is characterized by a high degree of interdependence-—among individu-
als. businesses, and regions. One way of demonstrating both interdependence and
the overall structure of the economy is through a diagram (see Figure 4) showing
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the circular flow of finished goods and services, productive services, and mnoney
payments.

In the private sector households provide their labor, savings, and property to
businesses which use them to produce consumer goods and services; these are then
sold to households. This circular flow of productive resources and finished goods
‘and services is paralleled by a reverse flow of money. Producers pay wages,
interest, and other forms of income to households who then spend the _money
buying goods and services’from producers.

The presence of the government sector (not shown in Figure 4) results in
additional flows of productive services from households and businesses to govern-
ments, and of goods and services from governments to households and businesses.
The counterflow of money is one of wages, interest, and other forms of income
moving from governments to households and businesses, and of money payments,
including taxes, moving from households and businesses to governments.

11. Government Intervention and Regulation

In the American economy the questions of what to produce, how to produce
it, and how to share it are not left exclusively to free market forces. In our mixed
economy, government plays a key role. Government influences the allocation of
resources in several ways. Control over the production of some goods and serv-
ices (such as national defense, highways and justice) has been removed from the
private sector and placed in the public sector where government makes the im-
portant decisions. Government alsointervenes in many markets with regulations
and controls with the intent to improve upon the results produced by the free
play of market forces. Examples are public utility regulation, tariffs, minimum
wage laws, and antipollution and safety requirements. Finally, through its taxing
and spending activities, government shifts control over resources from private
hands io the public, and it also redistributes income among individuals through
transfer payments. These activities influence what and how much will be pro-
duced, how it will be produced, and how it will be shared or used.

Microeconomics: Resource Allocation and Income Distribution

Microeconomics is the study of the behavior of individual households, firms
and markets, of how prices and outputs are determined in those markets, and of
how the price mechanism allocates resources and distributes income. To under-
stand what goods and services an economy will produce requires that we know how
the prices of goods and services are determined, how these prices determine the
pattern of production, and how this pattern is influenced both by the structure of
markets and by government actions.

12. Markets, Supply and Demand

As already stated, the market is a mechanism whereby individual buyers and
sellers register their decisions to buy or sell goods and services and productive
resources. The market “adds up” these individual decisions and creates out of them
aggregate forces known as supply and demand. As a general rule, supply and
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demand thus constitute the sum total of all the individual decisions to sell and to buy
in the market. Interacting with one another, they determine the price of what is
bought and sold.

Supply indicates the amounts of anything that will be offered for sale at
various possible prices during some period of time. Generally, the higher the price
of something, the more of it will be produced and offered for sale—and vice-versa,
Demand reflects the amounts that consumers will be willing and able to buy at
various possible prices during the same time period. As a general rule, the lower

Figure 4
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the price, the more will be demanded—and vice-versa. The market price of some-
thing is the price that prevails in the market at a particular time. In competitive
mariets, it reflects the conditions of supply and demand; in other markets, it may
reflect monopoly influences or governmental regulation.’

13. The Price Mechanism

Market prices constitute the principa: allocating mechanism of the American
economy. Prices act as “signals,” flashing information to households, producers,
workers, savers, and investors, helping them to decide what are the most rational
and profitable decisions to make in the market. The array of prices confronting
individuals and households, for example, helps to determine the way they ‘will
spend their limited incomes. Wages and salaries (the price of labor) determine thé
incomes of workers and also allocate labor among different uses. Interest rat.s (the
price of debt capital) determine what kinds of investments will attract money
capital. The prices of finished goods rejative to costs indicate to producers the most
profitable items to produce while the prices of productive resources determine
their costs of production. Changes in prices affect the way consumers spend their
money, where workers work, how savings are invested, and what producers
produce,

Prices also are a rationing device for allocating goods and services among
consumers and productive resources among producers. If, for example, a freeze
destroys half the Florida orange crop, the reduced supply will lead to higher prices
which ration out those who are unwilling or unable to pay the higher price. If a new
technological development makes it possible to produce minicalculators more
cheaply, the lower prices will enable more consumers to buy them. Buyers bid
against one another for scarce resources; sellers compete with one another for
customers. The . esulting prices reflect the relative scarcity or abundance of goods
and determine who gets them and who goes without.

4. Competition and Market Structure
Some knowledge of market structure is essential to understanding how 2
market economy functions and how prices, costs, and output levels are determined.
The term market structure refers to the degree of competition prevailing in «
narticular market and the extent to which the government under various laws
intervenes in the market to influence the pricing process and the rate of profit.
Some markets are highly competitive in that there are many sellers, none of whom
can affect the market price, and entry into and exit from the industry are relatively
asy. Other markets are dominated by a small number of sellers whose individual
actions can affect and sometimes control prices, where entry is difficult, an¢ vhere
as a consequence substantial market power may rest with a few producers. The
continuum of market structures runs from highly competitive to monapolistic.
There are many cases between these two extremes. Foreign “cartels” (such as
OPEC) represent still another device for altering the effects of competition. The
purpose of antitrust laws has been to try to maintain competition so the market
economy will function more effectively and serve consumers better.
No effort should be made to introduce precollege students to the various cost
curves used by economists to illustrate various detailed market situations. Such
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students should, however, develop an intuitive understanding of these different
kinds c” markets a.d, when confronted by & particular situation, should instinc-
tively think in terms of such things as the number of sellers, the degree of product
differentiation, possible barriers to the entry of new firms, possible collusiveaction
among sellers, the role of the government in the market, and the level of profits
earned. The important thing for students to realize is that prices, which determine
what and how much will be produced, are themselves affected by the competitive
structure of various markets.

15. “Market Failures’: Lack of Information, Resource Immobility, o
Ezternalities -
Other factors in addition to supply and demand, market structure, and gov-

ernment intervention to prevent monopoly affect the functioning of the market

mechanism,

Lack of knowledge of market conditionz on the part of consumers, workers,
and managers of small businesses affects the decisiors they must make and the
efficiency with which the market mechanism affects the allocation of resources.
Consumers, for example, are not always well-informed about the quality of the
products on sale or of the alternatives they have. Unemployed workers may not
know of job opportunities in nearby labor markets. Managers of small businesses
may be unfamiliar with the nature and the amount of the demand for their prod-

" uct or with the extent of the competition. The high costs of obtaining accurate
information needed for the market mechanisia to operate more efficiently have
often given rise to public provision of information.

Resource immobility can also result in a less-than-perfect functioning of the -
market mechanism. Workers, for example, may not be able to move from declin-
ing to expanding industries because they lack the specialized skills needed or do
not have the money needed to relocate themselves. Various public policies have
been developed to deal with these problems. They include consumer education
and consumer legislation, manpower training programs, and special information
and credit facilities for small business executives. To the extent that these
policies succeed, the market mechanism will operate more efficiently. Govern-
ment intervention, however, does not. always work effectively; and sometimes it
can militate ratner than mitigate market imperfections.

Externalities are side-effects that result when the production or eonsump-
tion of a good or service in the market directly affects the welfare of others,
without being reflected through the price mechanism. Externalities occur in both
production and consumption, and they can have positive or negative effects. For
example, cigarette smoking is increasingly viewed as having detrimental effects
on nonsmokers in close proximity to smokers; on the other hand, more schooling
is regarded as improving the well-being not only of the individuals receiving the
schooling but also of others through the creation of a better-educated society.
Polluting firms along rivers reduce the pleasure derived by people who might
swim or fish in the river.

Externalities can be treated in various ways. Positive exteralities (resulting
trom education, for example) can be stimulated by subsidizing those activities
which produce them. Negative externalities (resulting from pollution, for exam-
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ple) can be corrected directly by those who produce the externalities, or indi-
rectly by taxing those who produce the externalities, by giving subsidies to help
to eliminate the externalities, by compensating those peoplc adversely affected
by them, or by direct legal prohibition. If no correction occurs, as ofter happens,
the result is that social welfare is less than it would otherwise be. At the same
time, government efforts to correct for externalities are not always successful.

16. Income Distribution and Government Redistribution

The size of a person’s money income largely determines his or her share of th2
total of goods and services produced. Students should have some knowledge of the
sources of personal income and how income is distributed in the U.S. Students
should also learn how nongovernmental forces ‘e.g., unions, inflation, business
conditions, and unemployment) and governmental pc'icies (e.g., tax and transfer
policies) influence this distribution. ]

Sources of Income. The functional distribution of income focuses on the main
sources of personal income: wages and salaries, rent, interest, dividends, the
earnings of unincorporated enterprises, and transfer payments. Except for the iast
source, these are the rewards people receive for contributing their labor, savings,
and intellectual and entrepreneurial skill to the productive process. Transfer *
payments, which have grown rapidly in recent years, are government payments
that require little or no current productive activity in return, although in some
cases productive activity may have been performed in the past. The most impor-
tant transfer payments are social security bénefits, welfare payments, food
stamps, un2mployment compensation, veterans benefits, and old-age assistance.

Income Distribution. The size distribution ¢  ome shows the number of
families arrayed by different levels of income. Tl.  asic foice determining the
distribution of income is the market which establishes the value of a person’s
services and compensates him or her accordingly. Other forces are also important.
Inherited wealth, the ownership of property, custom and tradition, and the influ-
ence of strong organizations such as labor unions, employer associations, and
government interventior alsn play a role in determining the pattern of personal
income distribution. - T

Government Modifications. Government policy, as provided by law, has a
major effect on the distribution of income. Taxes take money away from peaple;
government spending and transfers put it in tHeir hands. A progressive income tax
takes a larger percentage of income from those with higher incomes. Government
spending for the most part is not designed to redistribute income. Transfer pay-
ments on the other hand are more frequently redistributive in their effect by being
directed to those with low incomes. Not all transfer payments, however, go to
people with low incomes. -~

Nongovernmental Modifications. It is important to understand the role of
organized groups such as businesses, unions, and farmers in seeking to alter the
distribution of income. An increase in the total income of the nation permits
everyone to have a larger amount (though not to an unlimited extent). But various
business, labor, farm, and other groups, including such groupe as the poor, the

. veterans, and the elderly, seek continuously to expand their s* are of total income.
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If these groups together try to obtain u& much—the total claims on resources
exceed what is available—either inflation ar unemployment will résult, or others
will receive less. Finally, other practices and customs, such as discrimination and
tradition, also help to shape the distribution of income. The diatribution of income
and the extent of redistribution are controversikl policy areas, with many decisions
made through the political process.

\
Macroeconomics: Economic Stability and Growth

Macroeconomics is the study of the functioning of the economy as a whole—of
the total output of the economy, the total level of employment, and movements in
the average level of all prices. The essence of macroeconomics lies in analyzing the
determinants of aggregate supply (the total productive capacity of an economie¢
system) and of aggregate demand (the total spending by economic units on the
goods and services produced). In the short run, the main problem of macro-
economics is why aggregate demand sometimes exceeds and sometimes falls short
of aggregate supply, thus bringing on inflation and/or recession. In the long run,

- macroeconomics is concerned primarily with economic growth—increases in the
productive capacity of the economy and average res! income per person.
17. Aggregate Supply and Productive Capacity

Aggregate supply is the total amount of goods and services an economy can
produce when all of its resources are fully and efficiently employed. This full-
employment productive capacity of the economy is substantially fixed at any

E moment of time, but it can grow over time with increases in the labor force,
improved education and training of workers, more saving and capital investment,
discovery of new resources, and technological advances.

18. Aggregate Demand: Unemployment and Inflation
Aggregate demand is the sum of spending on goods and services in any time
period by individuals, households, businesaes, and governments. When aggregate
demand falls seriously short of what the economy is capable of producing at full
employment, and wage rates are relatively inflexible, unemployment and reces-
sion or depression will result. When aggregate demand is greater than aggregate
supply at full employment, inflation results. Keeping aggregate demand roughly
equal to full-employment aggregate supply is one key to maintaining a full-
employment economy without serious inflation or unemployment ~Thus, in analyz-
ing aggregate demand, it is important to study the basic forces cortrolling spend-
ing by households, business, and governments.
Some unemployment occurs for reasons in addition to inadequate aggregate
" demand. Some people lack the skills or education to fill jobs even when aggregate
demand is high. Other people reside in depressed areas where job opportunities are
limited. And some people are the victims of discrimination in employment. This
means that a variety of policies is needed to deai with unemployment
. Inflationary pressures can also be generated by the actions of businesses and
unions in key industries where they push up wages and prices; this is known as
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“cost-push inflation.” Supply shortages, often of a temporary nature. can push up
prices, sometimes enough to affect the overall price level. Again, aggregate de-
mand policies are not always the most appropriate way to restrain inflationary
forces.

19. Price Level Changes

The gross national product, GNP—the total value of all goods and servizes
produced—and national income accounts measure the total output of an economic
system. In using these data, it is important to distinguish between changes in real
output and changes that n.erely reflect price increases or decreases; the former we
call “real income” or “real GNP,” and the latter nominal income or nominal GNP,
When inflation occurs, money income rises faster than real income, as the price
level (the average of the prices of all goods and services) rises. This fo.ces individu-
als and businesses to make adjustments both to higher prices and to changes in
relative prices of different goods and services. Unemployment brings even greater
social losses, in human and nonhuman productive capacity wasted and in the social
and economic costs of unemployment to the individuals concerned. When society
must face a trade-off between the two, dnfficult problems of measurement, com-
parison, and choice are mvolved

20. Money lnd Monetary Poliey

The government has two major ways—monetary policy and fiscal policy—of -

trying to keep the level of aggregate demand roughly in balance with the zrowing
productive capacity of the nation. Monetary policy seeks to affect the amount of
money in existence and its cost (interest rates). This is the responsibility of the
Federal Reserve System, a quasi-independent government agency.

Money is generally defined as the sum of currency (cash) and demand deposits
(checking accounts) in banks. Currency is printed or coined by the government but
the bulk of the nation’s money supply, demand deposits, is created by the banking
system. The banking system increases the money supply by making loans to
individuals, businesses, and the government. This lending creates more demand
deposits and thus increases the spending power of the economic units whlch make
up aggregate demand.

- Banks are required to hold reserves behind their deposits.«The principal but
not the only instrument of Federal Reserve monetary policy is control over these
reserves which are held on deposit at Federal Reserve Bunks. If the Federal
Reserve provides the banks with more resegyes, this permits them to lend more to
the public, thus making possible an increase in aggregate demand. Conversely, a
“tight money” policy, whichinvolves holding down the snze of bank reserves, means
restraining aggregate demand.

Monetary policy today is an area of considerable ccntroversy with economists
divided on what Federal Reserve policy ought to be. We still have much to learn
about how to manage the money supply so as to achieve aconomic stability.

21. Fiscal Policy: Taxes, Expenditures, and Transfers

Fiscal policy consists of changes in taxes, government expenditures on goods
and services, and transfer payments to control.the level of aggregate demand.
Generally, when the government incres<es spending on goods and services or on
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transfer payments but does not correspondingly increase tax receipts, total aggre-
gate demand will be stimulated and push the economy toward more employment or
inflation. Conversely, when government reduces expenditures without reducing
tax receipts, aggregate demand will be reduced and push the economy toward less
employment or less inflation. Similar effects can be obtained by cutting or increas-
ing tax receipts, with government expenditures teing held constant.

Students should have a rough idea of the magnitude of government expendi-
" tures and taxes, and should know something about the practical problems of
increasing o Jecreasing taxes and expenditures flexibly. They should see the
difference between government purchases of goods and services, which provide
jobs directly, and transfer payments (unemployment insurance, social security
payments, and the like), which change recipients’ incomes but do not directly
provide jobs or use up productive resources. As with monetary policy, we still have
much to learn about fiscal policy and how to use it to achieve stable economic
growth. It is important to uhderstand both its potentialities and its limitations. -

22. Economic Growth
‘ E conomic growth is generally defined as the increase over an extended period
of the total production of the economy and output per person. If a growing
population is to be able to consume more goods and services, more must be
produced. Economic growth also creates jobs for our growing labor force. Finally,
there are many claims on our economy'’s output—for more consumer goods and
capitalg. ds provided through the private sector as well as more national defense, .
mass transit, and other social programs provided through the public sector. If the
economy does not grow, then one person or group-can have more only if another
person or group receives less. Such a situation generates both inflationary pres-
sures and social tensions. . .
Inrecent years, the national desire for growth has been qualified by a conrern
cver some of its adverse side-effects—air and water pollution, urban cgngestion,
destruction of the natural beauties of the environment by strip-mining, urban
sprawl, etc. Hence, the quality of growth is also important. This issue can be
understood by using the tools of economic analysis already developed. For exam-
-ple, air and water pollution are examples of negative externalities; we face oppor-
tunity costs and trade-offs as we seek to expand gur energy supplies and also
protect the envirenment. Preserving the quality of life will require acceptance of a
slightly slower rate of growth as some productive resources are diverted into social
and environmental projects that will offset some of the negative effects of econ .mic
growth. . .

23, Saving, Investment, and Productivity

Economic analysis gives us a framework for understanding the growth proc-
ess: why some countries grow faster than others, and why growth rates vary over
the years. .

Increasing the supply of inputs—natural resources, labor, and capital—leads
to an increase in output. Over the years some of the nation's economic growth has
resulted from increases in the size of the labor force and the stock of capital.
Another main source of growth is increased productivity, meaning that resources
are used more efficiently so that there is increased output per unit of input.
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Saving and investing is the heert of the growth process since an increased
stock of capital contributes to both increased production and increased produc-
" tivity. Saving occurs when individuals, burinesses, and the economy as a whole do
not consume all of eurvent income or output. : nyestment occurs when these savings
are used to increase the economy’s productive capacity by developing new technol-
ogy and by building new factories, machines and the like. Or savings may be
invested in human beings through education and training or in research and
development. From an individual standpoint savings represent income not spent
, but placed in financial institutions, such as banks, savings and loan associations,
and pension funds, which transfer them to those who wish to buy capital goods. Ina
real sense, saving ind investing represents a diversion of productive resources
from consumption into the creation of capital goods which make growth possible.
Government actions and policies may have both positive and negative effects
on productivity. Historically government has encouraged growth and productivity
increas~s by its investmenta in transportation, education, and agr.cultural re-
I searct Government has also provided & framework of law and political stability.
On the other hand, growth and productivity increases are sometimes hampered by
government actions, such as rules which serve particular r . uups rather than the
general welfare, tax policies which adve.sely affect saviig and investment, and
regulated prices which prevent resources from moving into other more productive
xsex.

The World Economy

2. International Fconomics

Finally, economists are concerned with economic relations among nation-
states, including international trade and investment and international monctary
relationships.

In general, economists use the same tools of analysis to understand the world
e.cnomy as they do to unders’ 'nd a national economy. The principles underlying
international trade are the s...ne as those underlying domestic trade. Goods and
services are scld ini international markets at prices determined by demand and
supply. However, special problems arise in international analysis because of the
existence of r-tional boundaries and different monetary systems. Moreover, the
free functior g of market forces is modified in many international markets by
goverument intervention in the form of tariffs, quotas, .bsidies, state trading,
and carte’ ction (e.g., oil).

The vri  ‘ple of comparative advantage explains why countries specialize in
produc.. particular goods and services. Exchange rates indicete the relative
priees of differeit currencies and indirectly the relative prices at which these goods
and services are traded. Exchange rates are determined by the forces of supply and

. demand in foreign exchange markets with varying degre.s of government inter-
ventio.. influencing the actual rate.

Economic growth is a universal concern but is particularly important to the

" de .'opinZ nations which need to increase productivity to raise living standards.
International investment and technology transfers are two important processes for
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promoting the growth of nations. These may be transmitted from one country to
another either through private channels (private business investments, including
those of multinational corporations) or through public channels (foreign aid, loans
by international organizations). Inflation and recession are also international
phenomena, being transmitted from one country to another by changes inin-omes,
prices, international trade, and ~apital movements.

e
all

ECONOMIC INSTITUTIONS

The institutions of an economy are of several kinde. There are formal organiza-
tions, such as households, corporations, government agencies, banks, labor unions,
and cooperatives. There are also the customary ways of doing things, such as the
use of money and of cullective bargaining. And there are common prevulmg sets of
beliefs which pervade an econohic system. The nature of economic institutions
varies depending on the kind of economic system, although.some institutions are
mmmon to almost all systema

In the United States the household is the typical umt of consv..ption, the
private firm (which can take various legal forms, such as the corporation or the
partnership) is the typical unit of production, workers organize into labor u..ions to
further their interests, government agencies play an important regulatory role in
our economy, and some state-owned enterprises (such as the Tennessee Valley
Authority, the Post Office, and municipal bus lines) produce goods and services.

i Students should know that other economic systems use different institutions. For
lxample, China carries on agricultural production through communes and the
Soviet Union through collective farms. Israel has its kibbutzim where people work
voluntarily on collective farms. In Sweden and Finland cooperatives are impor-
tant. Banks flourish in almost every country.

o We also have institutions which reflect customary ways of doing things.
Students should know that almost all focieties—except for®some primitive
tribes—use money as a medium of exchange and a measure of value. All societies
have some system of property owne.rshl.p. In.gpme, such as the United States, :
private ownership of property is emphasized. In others, such as China, publie
ownership is the rule (although this does not necessarily mean that there is public
input into decision-making). Governmer:t planning is highly centralized and com-
prehensive in the Soviet Union, more decentralized in Yugoslavia, and nondiree-
tive (“indicative™ in France. Sorie institutions are limited to certain types of
economic systems, such as collective bargaining in democrati~ industrial countries.
Cultural traditions of societies also influence the pattern of economic behavior.
Exampies are the highly visible “work ethic” of the Japanese, the nonmaterialistic
philosophy of certsin Buddhist countries, and the monthly pattern of retail sales in
the United States with buying peaks in the spring and just before Christmas.
The performance of these economic units varies across time and place, in part
because economic institutions reflect the interplay of individuals pursuir.g some-
what different goals and objectives. Moreover, these goals and objectives are
constantly evolving in response to the way these institutions affect economie
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performance. Some economic units or groups possess greater power than others
and, consequently have greater potentia: {or affecting the institutional framework
within which economic activity occurs. Because economic institutions play such a
esntral role in every econumic system, an understanding of them is essential to
interpreting how market forces opérate to allocate scarce resources among compet-
ing wants. .

MEASUREMENT CONCEPTS

A number of measurement concepts can help in explaining economic develop-

ments and assessing economic performance. Thes® concepts are not unique to

. -economics nor ‘are they limited in their use to the social sciences. Many of these

concepts might be incorporated into the mathem’ﬁcs curriculum but uught with
an emphasis on their applicability and usefulness in urderstanding economies.

1. Averages and Distributions Around the Averag~

’ Students should be able to distinguish, for example, between the total Gross
National Product and per capita or average GNP. They should also understand that
an average tells nothing about the distribution of values around the average. Per
capita income, for example, provides no information sbout how income is distrib-
uted. Instead, an array of the number or percentage cf income recipients by levels
of income is required to show how income is distributed.

8 Amonnu versus Rates
Students should be able to distinguish between, for example, the amount of
- unemployment (the number of unemployed workers) and the simple percentage
unemployment rate (unemployment expressed as a percentage of the lKor force),
or between the amount of Gross National Product and its rate of growth (percent
per year increase in GNP).

3. Index Numbers

Index numbers are useful statistical devices for measurmg average changesin
such things as consumer prices and industrial production. Students should know
that, for example, the Consumer Price Index messures the average change from
some earlier base year in the prices paid by urban blue-collar and clerical workers
for the collection of goods and services they usually purchase.

4. Real versus Nominal

Students should be able to distinguish between nominal or money GNP which
is measured at current prices, and real GNP which is money GNP adjusted to take
account of price changes. If prices increase, for example, the amount of real GNP,
as messured in last year's prices, will be less than nominal or money GNP.

8. Ratios
Ratioe express the relationship of one numerical value to ansther. Anexample
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would be the roughly 2:1 ratio of unemploye. black youths to unemployed white
youths.

6. Tables
Tables are used to disrlay numbers in a concise fashion and to reveal particular
relationships among quantitative data. A tax table, for example, shows the
amounts of tax to be paid for each different income level.
e

7. Graphs and Charts N

Graphs are used to plot the relationships among different data. One example
would be demand and supply curves which plot the relationship between price and
the amounts of a good offered for sale and demz.nded in the nmarket. Giher examples
would be bar charts comparing, say, the percentage unemployment rates of differ-
ent subgroups of the population, or “pie” charts showing, for example, the way tax
revenues are spent.

CONCEPTS FOR EVALUATING
ECONOMIC ACTIONS
AND POLICIES

Broad Social Goals

The heart of ecoiomics is decision-making—choosing among alternatives.
Economic decisions are not n'ade in a vacuum. Rather, they are made in the light of
a set of goals. These goals vary from one society to another, and they vary among
groups and individuals within societies. The goals most evident in the modern
world, and particularly in American society are: freedom, economic efficiency,
equity, secufity, stablhty (full empioyment and the abser ce of inflation), and
growth.

These goals or criteria provide means for vvaluating the performance of
economic systems and parts of ther, as weli as the desirability of existing pro-
grams aml newly proposeq policies.
1. Freedom ,

Economic freedoms a2 ibose “the marketplace—the freedom of consumers

" to decide how they wish t> z2ilocate their spending among various goods and

services, the freedom of workers to choose to change their job, to join a union, and
to go on strike, the freedom 15 estabusu 1 business and to decide what to produce
and when to change the pattern of production, the freedom of savers and 1nves(prs
to decide how much to save aid where to invest their savings.

Economists are concerned about the fr« ¢ ;m of individuals ar."groups, espe-
cially insofar as particular actions pen up o restrict freedom in .... market place
and affect the other goals of economic efficiency, equity, stablhty, growth, and
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‘lecurity Some argue that more 7v crnmental regulation limits the freedom of

poople to make individual choices. At the same time, however, such policies may

‘free other people to take greater advantage of the opportunities provided in a

‘market economy. In short, it is essential to define the kinds of freedom under
idiscussion and whose behavior is most likely to be affected.

| i2. Economic Efficiency }

There are several dimensions to efficiency. The first is technical efficiency
'which concerns using the least amount of resource inputs to obtain a given output,
or obtaining the largest output with a given amount of resource input. Thifdoes not
necessarily indicate the most appropriate choice, however, because it fails to
consider the different costs of various inpuats or the different benefits of various
outputs. Economic efficiency goes beyond technical efficiency and considers the
{otal costs and total benefits of various decisions. Economic efficiency means
getting the most out of available resources. Acticns should be undertaken if the
benefits exceed the costs; they should not be undertaken if the costs exceed the

benefits. The concept of economic efficiency is central in economics, and it should

receive heavy emphasis in both individual and social decision-making.

3. Equity .

Equity is an elusive concep:. There is little agreement on what is equitable;
people differ in their conception of wha! represents equity or fairness. In evaluat-
ing economic performance, the concept serves as a reminder to investigate who or
what kinds of people are made better or worse off as a result, for example, of a
change in prices or the implementation of a new government program. Though two
actions might appear to be equally efficient from an economic standpoint, one
might, for example, benefit the rich and another the poor, one might benefit .
consumers and another producers, and soon. Many people would not be indifferent
as to the results, since they harbor some concept of what is more or less equitable.
Ultimately, the concept of equity manifests itself in the distribution of income and
wealth. A more neutral way of dealing with this concept is simply to talk about the
income distribution effects of economic actions: Who gains and who loses?

4. Full Employment s

Full employment means that all of an economy’s resources are fully utilized. In
practice, an unemployment rate which reflects normal frictional unemployment
has come to be viewed as the operational measure of full employment, with
eontinuing debate as to what rate in the 3-5 percent range is indicative of full
employment. The goal of full employment recognizes the heavy costs in lost output
that accompany higher rates of unempiixyment as well as the costs to individuals
through economic hardship.

- 8. Price Stability

Price stability—the absence of inflation—is also a goal. While reasonable price
stability might involve an upward creep of prices (perhaps 2 percent per year)
substantial rates of increase often require individuals and businesses to make
costly adjustments to offset the effects of rising pnces
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8. Security C

The goal of economic security concerns the desire of people for protéction
against economic risks, such as unemployment destltutlon in old age, business
failures, bank failures, and precipitous price declines for one's product. The desire
for security has led to a variety of public programs and policies including unem-
ployment compensation, social security, federal bank deposit insurance, farm price
supports, and FHA-guaranteed housing loans. Econoraic security also results from
private efforts, such as saving and insurance purchases, as well as from the growth
of the economy which provides the mass of the people with more material wealth.
Nations also engage in the quest for economic security by seeking through interna-
tional agreements to assure themselves of access to key resources (e.g., the
Soviet-American grain agreement) or of adequate prices for their exports (e.g.,
international tin agreement).

7. Growth @
“What effect will thxs policy or program have on economic growth?” is a
frequently asked question. Though this criterion is most frequently discussedin
thinking about a nation’s economic growth, individuals and firms also take account
of how their actions and those of others will affect their own future economic
well-being, as reflected in higher incomes and increased profits. Growth is 3,
long-run goal, to be thought of in years and decades. Whereas growth has typically
been viewed as producing a broad range of benefits, attention has recently been
called to the various costs that accompany economic growth. Consequently,
growth is a less universally accepted goal today than it was a decade ago..

8. Other Goals

At times there are other goals important in the consideration of specific
_ roblems or questions. This listing simply reminds readers that they should con-
sider other possible goals that fit the issue.

Trade-Offs Among quls

These criteria for judging the performance of tn\ﬁconomy and the muititude
of actions occurring in it are most useful when discussing policy decisions inasmuch
as policy actions and proposals are presumably directed toward the achievement of
some goal(s). However, many of the goals conflict and therefore difficult trade-offs
have to be made. Examples are farm price supports, which promote security for
farmers but may reduce efficiency.and raise prices for consumers; minimum wage
laws, which can be thought of as equitable (in trying to raise wages of lower-paid
workers) but may increase unemployment; and wage-price controls, which may
temporarily restrain inflation but at the same time reduce efficiency and freedom.
Economic analysis does not make value judgments on policy questlons such as
these. It can help people to understand the nature of the trade-offs and thereby’
form their own judgments in the light of their own values. Economic analysis
encourages a reasoned approach to controversial economic issues, and this is
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perﬁaps the single most important reason for wanting citizens to have increased
economic understanding.

' Self-Interest and Personal Values

The concept of self-interest differs from the goals listed above. Self-interes.
reflects the ¢oncern of individuals for their own well-being and personal values,
whereas the other goals noted reflect broader social concerns. Often the achieve-
ment of social goals will come at the expense of particular individuals or groups of
individuals. Those individuals or groups adversely affected are likely to oppose
actions proposed to promote attainment of these broad social goals. This means
that the positions people ultimately take on economic issues will reflect the result of
applying the reasoned approach and their own self-interest and values. It is
important for people to try to separate these factors in understanding why they
ultimately decide what they do on economic issues.

-

APPENDIX B. RANKING PROCEDURE
USED TO DEVELOP THE
HmmCHY ’

The numeric weightings for the various concept clusters displayed in
Figure 1 were derived by counting the number of times a given concept
cluster appeared in the teaching activities described in the Strategies vol-
ume [10] or in the Kienzle and Wyatt curriculum guide [8]. The mean ®)
and standard deviation (¢) of the “frequency of appearance” were then
calculated for both studies. “Primary” concept clusters were defined as
those with frequencies equal to the mean plus one standard deviation.
“Advanced” concept clusters were defined as those with frequencies
equal to the mean less one standard deviation. “Intermediate” concept
clusters were defined as those lying within the range of X + ¢. A pri-
mary concept was then assigned a numerical value of 1, intermediate

-concepts a 2, and advanced concepts a 3. Composite rankings were de-
rived by summing the assigned rankings for the individual studies used

- ([8] and [10}). Therefore, the composite primary concept clusters had a
numeric ranking of 1 or 2; intermediate concepts, 3 or 4; and advanced
concept clusters, 5 or 6. See Figure §.
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Figure 8. WEIGHTING OF CONCEPT CLUSTERS FOR

CONSUMER ECONOMICS

BASIC ECONOMIC CONCEPTS*

Ecoromic Wants

. Productive Resources

. Scarcity and Choices

Opportunity Costs and Trade-Offs

Marginalism and Equilibrium

—]| |9 ©

. Nature and Types of Economic Systems

Economic Incentives

h

o|~fo|o|afwln|-

. Speciafization, Comparative Advantage, and the

Division of Labor

. Voluntary Exchange

. interdependence

. Government Intervention and Regulation

. Markets, Supply and Demand

. The ®rice Mechanism

. Competition and Market Structure

—_] =]l ~-]|>|>|>

. "Market Failures'’: information Costs, Resource

immobility, Externalities, etc.

16.

income Distribution and Government

" Redistribution

17.

Aggregate Supply and Productive Capacity

18.

Aggregate Demand: Unemployment and inflation

19.

Price Level Changes

. Money and Monetary Policy

. Fiscal Policy: Taxes, Expenditures and Transfers

Economic Growth

. Savings, Investment, and Pioductivity

20
21
22
23
24

. International Economics (uses concepts above)

ECONOMIC INSTITUTIONS

MEASUREMENT CONCEPTS

!

CONCEPTS FOR EVALUATING ECONOMIC ACTIONS

AND POLICIES™

]

]

]

*See (7, p. 9] and Appendix A, below
P = Primary Concept Cluster

ERIC

IToxt Provided by ERI
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| = intermediate Concept Cluster
A = Advanced Concept Cluster




