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- > . Foreword

L -

A year ago, as an outgrowth of the Nagona‘ Awards Program for the

Teaching of Economics, the Joint Council on ‘Economic Education published

Innovative Ideas in Introductory Economics. Comments and résponses

from the college and university level readers who receivad the expenmental .
N publication encouraged the continuation of the effort. 12

7

We are delighted with Volume 2 for several reasons. First, with it we

bring to college and university instructors the winning projects submitted to

—~ the Nmmg:am in \1980 Second, we include four of the col-
" lege-level entries that were winners in previous years. Third, but most im-
portant, we take pleasure in providing recognition to college-level*instruc-

who haye concerned themselves with the teachmg—leammg process. -

* . Their creative ideas and innovative strategies can, in many cases, be .
adOpted and adapted by their colleagues throughout the nation.

L3
It is anticipated that Innovétive ideas in Introductory Economics will-

contifiue to give recognition to effective institutions of higher education, to
promote the sharing and transfer of creative and innovativé ideas, to en-
courage enfries to the Natlonal Awards Program, and to enhance the expan-

and improvement of economlc education on our nation’s campu§es
Support and fgndmg for the Joint Council's National Awards Progrqm Lo-

.. is provided by the International Paper Company Foundation. We extend
our appreciation to IPCE d its vice president, Sandra Kuntz, for aiding
both the operations and Kubllcatlonsnof the National Awards Program.

Special fhanl(s areextended to Andrew T. Nappi, dean 6f the College

/of Business #lllinois State University, who served as editor of the publica-

Appreqlatlon is also extended to Michael A. MacDowell, president, _

‘and Arthur L. Welsh program director, of the JCEE for their counsel and

. assistance. Finally, we thank the judges of the college/umversxty entries
=+, submitted to the National Awarlls Program —Myron L. "Joseph, Henry H. .

ESN ]

Villard, and George L. Dawson — for their efforts in maintaining a program
of high quality; their guidance makes up for the’ fact that this booklet has
- beén exempted from the customary review by the Publications Commlttee

of the JCEE 0. . o
] “ ’ R r's ° v / \
) ‘Anthony F. Suglia )
- Director, Affiliated Councils
B . dnd Centers Dipision - .
: ICoordmator Natzonal Awards Program JCEE .
) N :
? d - ° - ) ’
. © o . ; o - : . .
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Since the'i_nceptic"m of the Joint Coungil's Awards Progran for the Teaching
of Economics, in"1962, winning projects developed by, college and universi-
ty teachers of economics ,and economic educatiori. were included in
Economic Education Experiences .of Enterprising Teachers, along with
materials for kindergarten thx"ougth twelfth_grade. For: the first time this
year, college-level entries dre being presented in a separate feport, ‘In- -
1 novativeeldeas in Introductary Economics, This first volume contains brief
. descriptions of the prize-wiﬁn‘ing entries from the 1979 competition and
“four winning projects selected from past National Awards Programs.
The decision to produce a separate-report for those in higher education
funderscores the commitment made by the Joint Council to improve"
.+ economic uqderstandiqg at-all levels of instruction. The award-winning
projects summarized here illustrate the creative and imaginative approaches
developed by successful teachers. It is hoped that their exaﬂqpl not only
-will stimulate- college feachers ‘to devise improvements in introdugtory,

| - Editor’s Introduction:

economics but wéll encourage teachers to look to and participate in the -
» . N - .

’

Awards*Program. - .
.- Several important questions concerfiing the' college-level competition
are frequently asked by prospective entrants: Is the Awards Program open
‘'only to professors of economics? How much emphasisis.given by the judges
to~important economic principles, methods of instruction, learning ac-
tivities, and any evdluations included. in the project? Should the report -
describe' a unit, lesson, or semester course? Is there 4 specific outline for
writing the narrative section? How much detail and explanation of
+ economic cdncepts and instructional techniques are required for the judges
to know what the proeject was about? How much objegtive-evidence of what
was accomplished should be incorpbrated in the report? In short, what are
the characteristics of a prize:winning entry? T
The eligibility criteria seem to occasion the most confusion and need to
" . be stated rather specifically: anyone teaching courses, units, or lessons in
4 economics in a college o5 university is eligible to submit a description of his
‘or her classroom®experience, Contestants may include—not_only teachers of
- " £conomics and economic education, ‘but those teaching any other subject,

~

such as English, s¢ience, mathematics, social studies, into which they have *

*  incorporated economic concepts. Also eligible are teams-of college teachers *
- from different fields of study, who have worked®together to present a
multidisciplinarx approach to economics. The most significant criteria for
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.s\ eligibility, relaf'e,: to what ‘the t?a'c}{ﬁ activity ‘accomplishes in_"the

b * ad * ‘
L te classroom. IR . S Ty
P , 2 - v . i S .. . N * ,
o« Proparing the Application . - ’
. { e et . ) ] J

. .

LR In preparing an gntry to the A:va_rdq Program, it is important tc;‘°}1a\'(e d
« % generalized-outline in mind — almost any légical and descriptive outline will
. sé‘we—beforg‘ writing the narrative section of the report. The folléwing are

. some of 'the characteristics of a good project description. .~ .

¢ .

: ' 1L Introduction. *This section of the narrative-is intended to iptr8duce
the judges to what is tofollow. It set$ the stage, s0'to speak, for the rest of
+he project descriptipn. The introduction should be brief gnd should contain
‘information about thé overall purpdse of the project. The institutional en-
vironment, class size, and other special characteristics or background infor:

" mation are usually described here. L. :
*2. Overall goals and specific objectives. Wheréa's: the overall goals of:

the project can be given in.a rather generaliZed statement written in nar-
rative style,_ the instructional objectives should be very specific and are
«__ usually presented in list form. The overall goals mdy bethought of as long-
range results. It is not necessary to prepare a long list pf objectives.Tthead,
the objectives :should be clearly stated and refated to”the teaching ex-
perience, and importapi economic prihciples should be defined.. '

« 3. Program description. Basically, the kinds of things reviewers want

to learn from this section of the narrative are {a) what is to be done, (b)

" hew it is to be done, and {¢) who will do it. The procedures should be ex-
plained fully and if great dtail. It can be-a serious mistake to assume_that

. the judges will understand.the details of what, to the applicant, is a well-
understood economic princif)lé. The sequence of step$ .of the procedure
should be presented in logical order. However, lengthy digressions, ho mat-
_ter how interesting to the writer, are to be avoided. Clarity implies con-’

- cisenéss. Where appropriate, assignment sheets along with sample lesson
plans may be.included in the report. However, it,is not necessary to submijt
everything the students have done. A few examples —one or two typical in-
struction sheets or term papers, for instance—will do. This-section should
emphasize the economic copicepts, matesftals, time schedule, start-up pro-
cedures, assignments given, ‘activities or strafegies used, and, should:
describe how the project. concluded. -~ .

4. Program evaluation. It is essential to show the reviewers objective
. evidence of what was accomplished by the project. Therefore, a section on

»

-
- N .

* A formal announcement of the Awards Program, with details concerning eligibility, form of
submission, etc., may be obtained by writing to ' L
Economic Education Awards Program
.Joint Council on Econontic Education - » - ¢
° 1212 Avenue of_the' Americas™ - . .
. New York, NY 10036
. ’ q
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'evaluation should be includedtin the ap’plication. Some systematic method  *
of prbviding evidence of the extent to» which the instructional aims were
achieved must be Used, and it must be described in the narrative.' Specifi-
cally, what metheds or techniques wefe used to evaluate students’ economic
understanding? These generally include tests of all types (short-answer,
essay, and performance examinations). Samples of testing instruments

should be submitted with the reports, along with the results and analyses.

. N,

The editor hopes that this brief summary of what constitutes a good
project will be useful to prospective applicants. He deeply appreciates the )
work .of those teachers (nonwinners as well as winners) who are con-
tributing so much to the improvement ‘of economic understanding. It is
haped that more college teachérs will enter the Awards Program, sharing
their knowledge and éxperience with others for the common goodas well as
for the personal rewards. " ) .

The editor acknowledges with sincere thanks the céoperah‘og of - the
teachers whose iddas appear in this volume. They have been most patient
and understanding in permitting us to use their material and agreeing to our
many editorial revisions. It must be remembered that the reports published
in this book are condensed versions of the original projects and that some of
the material ‘cannot be presented or even summarized éasily. The complete

reports can be, obtained from: . .
National Depository for Economic Education Awards
Milner Library 184 c @ .
Ilinois State University . L.

Normal, IL 61761 - ‘
' .- T Andrew T. Nappi
’ : Mlinois State Untversity

) . . vii




The Joint ' Council on Economic Edutation is* -
pleased to offer awards of $7,500 each for innovative
teaching programs that improve the ability of people to
reason aboutreconomic problems and issues. Prizes are
" available for the best iristructional plan directed-at each
of the following groups:

* o Elementary/secondary school students

¢ College and university students
. ® Adults

I

.
- >

For further information, write to -

Reasoning Awards Program -
- Joint Council on Economic, Education
L1212 Avenue of the Americas

New York, NY. 10036 ¢
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Section 1: WIﬁN]NG PRGJEC:‘I'S, 1’979—8’0;2“:,"
- Senior Research Seminar

." in Economics | - .
| ) : * " ‘.\’ '- ) '\'%‘l'l?lllam Rl Bowman

. - * United States Naval Academy, Annapolis, Mafyland
* . . .

“
“
<

oW ’ -

-
. . ~

The workof professional economists most often used by government* -
offieials and private busifess ‘lies within the realm of maeroecenomic
forecasting. This “art,” however, is rarely acquired by undergraduate
students of*econongics, and asa*resulteven economics majors ‘often are

- unaware of what frost professional economists do in the “real world.” The
. Jack of knowledge of macroeconomic forecasting is mainly the result of the
expense of developing large,-ggale econometric models and of the high level
of statistical knowledge presur&e& fo be Jhecessary in ' macroeconomic
¥ modeling. : : S N JEN .
In respdnse to this situation, I Have developed a section of the Senior
"Résearch Seminar in Ecoriomics which offers undergraduate students a
" chance to build inexpensivy, simplified forecasting . models of the U.S.(
ecopomy. These gnodels are based upon economic theories, or extenslons of
* ‘thegiies, learned in previous‘qourses. They are derived with limited lguowf-’
edge of few, but powerful, statistical .techniques rargly; encountered *by
undergraduates. As part of the exercise, eac{\ student develops ope sector of
a macroeconomic model. These models are'then used to forecast ‘aggregate
. demand and supply, inflation, and monetary variables over the next four
. quarters. . 1 - L e
,  The forecast project dogs many things. It provides struct’u\re to a core
curriculum, a synthesis of theory and application, and, most impor‘tantly, a
rare ¥xperience in learning that combifes economic Jogic and reasoning
within a quantitative frameworkK. N R
. : -/ 3 .

Objectives _ . ‘

A} major objective of the research seminar is to have each student

* develop a sectoral model of the ‘U.S. economy —one based firmly on
economic theory. The model is then,used to make short-run forecasts of ag-
gregate demand and supply, inflation, and monetary variables. The eourse
provides majors with' an opportunity to synthesize previously learned
ec::iomi"c prinaiples and theories and to test these theories with quantitative

s

~

. reséfrch techniques common to the econlomics profession. The' result is a
urlique and advanced statistical framework. Co- '

JERIC
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Course Des'ign Lo

. Students- must have taken intermediate theory and a statistics course (
before the research seminar. Neither calculus nor'a/course 1n econometrics is
prerequisite. EConorr;uc theory, then, is the- cornerstofe of the major
research paper developed by students in the project. When writing .their
papers, students first review basic intermediate macro theory and then more
advanced theory, With a firm grasp..of economic theory and a a sense of
how others have developed particular modas students then specr?y unique
models of their own, based upon acqepted ecgnomic thedries. As ap out-
~come of the course, students are taught to use mathematlcs and statistics in

Tormmg a ¥ructural framework for sound ecopomic logrt: and reasoning.
There are three major resources used in the Senior Research Sgminar:

. (1) computer software capable of analyzmg time-Series data, (2) cﬁ‘arterly
time-series data on macrogconomic aggregate variables, and (3) instructor
congudtation with students. | . AR »

. I'have found tha}, for the simple macro models developed in class
.o‘ *L ordinary least squares (OLS) and two-stage least squares (TSLS) equa-
_tions —the Harvard- deV}loped Trme-Senes Processor TSP program is
more than adequate. - v
The TSP progrim may be ,purchased dt a reasonable cost and can’be
' desrgned for mterac}rve or batch use. The user guide is extremely well writ-
ten and documenited,and students with little; if any, computer background
find the buxldmg and gxecuting of program ‘and data files easy to masteg. No
knowledge of FORTRAN or BASIC is required, and the job corttrol
language (].CL) isitelatively simple with the TSPzprogram ‘e
. In prior years I had students locate their own data but found thé’ time,
-and effort to have too high an opportunity cgst for a onwésemester course.
As7a result, I now have students use the Department of Contmerce’ sfPureau
of Economic Ahalysis data bank. This quasterly data, "base consists o nearly
750 yafiables, and transformations of the variables, that are available on a
computer printout. As such, students merely 'have to g to a single, con- ,
sistent, accurate data source and copy the relevant f‘les-mto a.mass storage
file that may be accessed by TSP programs: - f s T
Finally, it must beemphasrzed that the instructor must act as a tutor for
. each student in the Reseasch Seminar. (We limit the size of each section to
fifteen students.) Limited direction is required in the initial Literature search
phase, but substantial tjme is required in directing the students through the
statistical implementation of their models Thus,,.the instructor should be
versed in model building, time- serles regressxon analyses, and forecasting
techmques e e Lo ) <~

-

e

.

Operatloh of the Prolect; ‘ . .

. . .
The. senior research semmar' paper completéd by each student de-
scribes, analyzes, and forecasts a chosen aggregate economic variable that

i

13
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. would be a part of a large complex macroeconomic model. Accordingly, the .
research paper is composed of four major parts: (J) measurement of the * ,
variability of the economic aggregate; (2) discussion of economi¢ theory .
behind the economic aggregate; (3) regression analysis of the economic ag-
gregate; and (4) forecast of the econqmic aggregate. Each part of the.
research report is described below: ) ) 8

Measurement. This part of the paper expl¥ins the time-series vari-
abiﬁty of the economic aggregate. A simple plot of the variable With time is

"made and compared to the trend growth rate. Although most of the data is
adjusted for seasonal factors, the students wre instructed in the procegy of
adjystment with the moving average approach. " , '

The'cyclical movemer® of the economic aggregate variable is then'de-
scribed by comparing thé turning points of the variablé to the turning points
of an accepted measure of overall economic acfivity, ‘as determined by the
National Bureau of Economic Research. In "addit.ion, theeads andelags of
the specific .cycle are calcffated for recent postwar cycles a$ well as the
amplitude of the specific cyclé.,As background - students’ are taught tl{e_ )
various theoried of business cycles and learn the causal factors behind
postwar cycles. Literature orr the currerit stage‘of the business cycle is

“especially interesting’to the student. v oL .

1 THisgpart of the*paper séts the stagg-for describing the time-series pat- ¢
tern of (the economic aggregate variable which is explained in the second
part of Xe paper. It is also useful fof praviding the student witha histoqicgl
bas‘l‘s frody whicl to alteg-his or her fofecast in.th8 last part of the paper. - .

» Fromp the eginning, the students are made aware, of- the importance (éngi
limitations) of well-,inforfned j\k@ient‘s’ _in evgn the most complex -

. econometri¢ macro models. A ———-

Economic theory. The second part of the" paper forms the

» theoretical fouridation fgr‘the Guantitative model ‘tflab'_follows.hStuden% are-’
° _expected t&explain basic and more advanced theories of *théir- ééia%ted 2
economic \aggregétoe variable. . . SR . \ .

Regression analysls. The methodology used for introduecing the
student to the “art” of regi@ssion analysis i3 ically.one of learning by'de-

¥ ing. The students figst given an introduction to-regression “analysis. The
- ftb;ofy’vb;hirfd,t}ie statistical procedure is discussed -only_with regard to the

) assumptions one must nake when using regréssio analysis, (Formulas are
hot proted sinte the student is considered a user.) | - . -

-+ Computers make it ¢asy for students to do régression analysis from the
very beginning of the clags. Simple time-series practice data file§ are created

nd stored. These files are accessed and analyzed with the TSP regression .
_ package. The control statements uséd to execute the'practice programs are,

quickly-andeasily learned. Students may prift out thesample data base in .ﬁ

“eagily i::iabl_wrfnat, corfpute correlation matrices, and run preliminary =
rggressions with simple control statemengs. * . ‘

More advénced techniques made n’ec'ess‘ary by the .});oblem of auto-

< . . ~
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¢orrelated error terms can also be taught to the student with the , ISP

pacl<age Data transformations, such as discrete lags, logarithms, and first
differences are easily computed. Their effects qn autocorrelation are ob=
served by comparing the model results, using transformed data wrth those
of the preliminary regressipns. o

More advancqgl transformations, including the Cochran-Orcutt pro-~
scedute and the - Almon Polynogual Distributed Lagi (PDL), are then

presented and used.-The latter transformations are usually consndered:

beyond the undergraduate studerits; however the learfung-by domg ap-
proach takes their use both possible and highly instructive.

With the statistical knowledge. acquired through doing regressions .on
- the practice data files, the student then builds a simple regression model
(Ordinary Least Squares [OLS] or Two-Stage Least Squares [TSLS] for a

selected economic dggregate from a large macro model. The choice of ex--

. planatory variables is based upon ecénomic thecﬁﬁes&;-c;ssed in the second
part of the research paper. The quarterly data base usettto analyze each-stu-
dent's model is the Department of Commerce’s data bank used in its Bureau
of Economic Analysis (BEA) quarterly model. It provides (at the time of this

o

o wntmg) the student with an exhaustive source of quarterly time-series‘infor--’

+ mation for the period of 1949:1 through 1979:3.

: The student selects independent variables that ate deemed approprlate
for the theory he. or she has developed previously and creétes mass-sforage-
data files for easy access. Much effort is then taken to derive a simple fnodel
whose explanatory varlables have the expected srgn and are statistically
_ significant. .

wr T After numerous structural changes in the model the sfudent selects
that model which most closely achieves ywo objectives. First, ‘the model
should haveé a high degree of explanatory power over the historical data
period; second, its forecast errors should be minimized. The. latter is
diagnosed by diyviding the historical data into a sample period and a forecast
 test period. The model js then used tosgenerate fitted values, of the depen-
dent v.arlabfe that may ) e, compared with the aftual values, The resultmg
error and related QLror. measures such as the root mean-sékuared error

." .. (RMSE) and the tnean error as aperc tage of the actual value is calculatedl

ﬁ‘é@ Y and described. - 7 e
The forecast.~ “Once the structure of the model 1s chosen, the"stu-

.-dent, uses his or her best judgment of the valués of the exogenous variablés

. durmg the forecast period. This period is defined’in the short. run < -for ex-

Y ample, 1979: 4 through 1980:4, to minimize forecast errors. These values are

& -selected based upon expecfafxons of professwnal economists and business

leaders concemed with macroecono 'é”forecastmg as reported in recent'

-

... issues of numerous journals and m nes.,. -

The student then plisgs these, expected values, or a range of values, mtq
- his model to produce “conditional’ ex anté forecasts.” These forecasts may bé
altered if student expectatlons cast doubt upliq,the likelihood of the model's

*.-' - 6 ' ,
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TN e . -
. - B s ,17- . ’ ’
LI St S T /a‘m-« .

-




" Suramary. N0

+

’ *®
’r

¥

-
’

resultsyi.g., the “judgmental forecasts.” It is in this last phase that the stu-

dent comnes to appreciate the limits of computer-based modeling and the im-

portance of personal, informéd judgment, gommon ta all large=scale

forecasting models. . d -
) P o

By, the end of the semester,.students have accomplished much in the ‘
Senior Research in Economics course. They have overcome their fear of the
computer, they have synthesizéd the many theories of macroeconomics,
they ha‘(; acquired. technical skills heretofore assumed to be beyond their
ability, and they have learned much about what economists do in the public ’
and private sectors. It is my bélief that undergraduate curriculums would be
better structured and strengthened if departmertts offered’ two senior
seminars—one With a micro and the other a macro perspective —similar to
the one described above. ,‘

The students, too, benefitiddirectly' from the senior research course ¢
that: combines economic logic and reasonting within a guantitative frame-

" work. I'have heard from prior students that their acceptance into top-rated
graduate programs, as well as job offers with government agencies And
private f_irms in the consulting and forecasting business, were, in large, du:
to their reseasch paper. oy T

l . "Q
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A Modular Approach for |
Teaching Principles of
Microeconomics -

) M . \
- Gene R. Simonson
; California State University, Long Beach, California

L . . . ~

.

Introduction
- - &

- ) . i
I taught the- introductory course erftitled: “Principles of Micro-_ -
* economics” during the fall semester of 1979 at California State University,

~

Long Beach. The major.goal of the project reported here is to help students , \

understand how the price system works in the U.S. economy. At the start of
5




the courseé each student is given a study guide which divides the subject mat- ! )
ter into seven teaching modules. Each module focu'ses, om a specific- -
~ economic theme orf topic and identifies the key concepts, objectives, and
learnihg achvmes ‘to be developed. A variety of instructional strategies is
 employed to achieve the course objectives, including reading assignments
" from the_textbook and other referlence material, listening to cassette tape
lectures, showmg films, conducting small- and large-group discussions and
using self-assessment problems and exercises to answer study questions.
The fOHOWin‘g specific objectives were incorporated into the project:
1. To recognize the pr1nc1pal characteristics of economlc behavxor and the
- basi¢ features of the U.S: economy;

2. To understand why consumers buy more goods and services at lower
prices, how they allocate their money, income, what determines de-
mand, and how demand affects the revenue of businesses;,

3. To interpret how demand and supply condmons determine the market
price of a product; * . - - :

" 4. To identify what determines costs of production, what costs represent,

and how costs influence the supply of goods and services in the market;

.5. To recognize why a business firm maximizes profits by producing at the

rate of output and selling at the corresponding price where marginal
cost equals marginal revenue;

" 6. To discover how the demand for and the supply of productive

resources determine the distribution of national income in the economy;
7. To evaluate the impact of international trade on the,U.S. economy and

on 'other nations of the worldl. . ,o .
Course Design . » ‘

A

To achieve the goal of understanding how the: price system of our
economy works, seven learning modules are developed in the project. Each
emphasizes a central economlc theme with specnflc concepts to be mastered.
All together, there are thirty-five basic economic concepts and fifty-six
teaching objectives presented in the course. Classroom activities and
assignments are directed toward the objectives and concepts and enablé
students to evaluate their economic’understanding. The modular approach,
therefore, systematically identifies the content to be learned, indicates
-precisely what students must do t@ achievesucccess, and shows how well
they have performed before proceeding to the next learning objective.

The teaching unit was ‘organized around the following topics and cone
cepts;- : .- .
1. “Economics and the American. Economy” was the‘first module

. presented in the course. The unit intfoduced students to many economic
concepts such as limited resources, production, unlimited wants, self-
interest, opportunity cost, and capitalism. The concepts were reinforced
ti‘lrough self-assessment questlons cassette tape lectures, class d15cussxons
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» and selected readings from the textbodk University Economics, written by
. A. A, Alchian and W. R. Allen. - . ) ‘
2. "Consumer Demand” was used to teach economic concepts. The
module ep: bled students to make decisions showing how they allocate their -
limited mpney income to purchase goods and services at different prices and
——how constimer demand affects the revénue of businesses. The students also
‘ learnegthow to construct a demand curve for an individual consumer.

The key concepts developed in “Demand, Supply, and Market
Price” were -market supply, production, price, profit maximization, in-
come, and costs. In the review sessions the students werg asked to demon-
strate their understanding of,the concepts by constructing a supply curve

~ and’applying what they had Jearned to new situations and problem-solving
exercises. - L . ‘
* 4. The module "Production Costs and Supply” was used to teach
topics such as fixed costs, variable costs, opportunity cost, technology, in-
vestment, and the marginal cost of producing a product. In this activity
students were asked to explain the effects of rate of production and volume

,. | _of production on cost and determine why costs rise in some industries as.

) i ‘Product demand increases, . " .

", % 5. "Theory of the Business Firm” was used to teach about competi-

“tion, fiscal policy, the characteristics of a proprietorship, partnership, and
corporation, and how a business firm attempts to maximize, profit and
minimize loss. At the end of the unit, students discussed the various forms
of competition in which price-sear¢hers engage and applied what they had
learned to an understanding of antitrust legislation such as the Sherman Act
and the Clayton Act. )

6. #In the module on “Income Distribution,” t;]e students discovered - |
that the demand for scarce productive resources determined the distribution
of income in the economy. Emphasis was on explaining the meaning of in-

%' terest as it related to income and wealth. The economic concepts illustrated
in the activities were diminishing returns, productivity, marginal produet;

. * income, rent, profit, monopoly, wage rates, employiment, and inflation.

. Students were assigned readings from their textbook, which they were to
. complete before taking part in_the activity, . , ) ¢
. 7. "li\ternafional Tragde” was the last module presented in the project. -
The unit enabled the students to evaluate the ¥ffects of international trade .
on the U.S. economy. Among the economic ideas developed in the learning
- activities were investment, trade, economic growth, national income, ex-
change rate, comparative advantage, specialization, and balance of pay-

ﬁ . ments. A variety of feaching approaches were used for developing the con-

ceptsand their applications. « -

¥
.

" Operation of the Project . L iy

I began the course by showing éhe film Adam Smith and the -Wealth o;'
}/ations, produced by the Liberty Fund. Before viewing the film, students

Q o ’ 10 7
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and classrootn drscussron The film and followup d1s§uss10n also helpedto
give students’ some background mformatron for the study of economics.
Moreover, 1 usually-opened each class meeting with a provocative question”
pertaining‘to a current etonomiic issue which required an understanding of
the concepts being covered in the lesson. For example, during our introduc-
tory drscussln of “demand, supply, and market price” I brought into class a
news item on the European Economic Community’s (EEC) agricultural'pro-
gram, published in the Los Angeles Times. | read aloudia section which
pointed out that the EEC had in storage 600,000 tons of butter. The students
were anxious to kitow how such a “huge” surplus could develop. This ques-
tion led to a discussion of what causes surpluses or shortages inhe market.
I constrycted a demand and supply curve to explain how surpluses result
when thé product ptice is fixed by government above the market clearing
price.

After the opener, I calfed for ques jons and attempted to give brief
answexs. Next, I ftroduced the module-&cture material which was essen-
tlally the same content covertd on the casse¥te tapes. Overhead transparef
cies showing the module outlirie, including co ts, objectives, and learn-
ing.activities, were presentéd and served to clari organization and
scope ¢f the unit. At the congclusion of each lécture [ briefly symmarized the
economics content and called students’ attefition to the mam‘tdeas to be
covered in-the next class session.

With the study gulde text, and ca§sette tapes, each student has the
educational materials and instructions required to proceed through the
meodules with confidence. Class time is used to review each module’s
material, demonstrate the relevancy of the content to current economic
developments‘ answer questions, and administer tests. .

> \ F) M
were resented with a lrst of study duestions de lgne&‘o‘s imulate mterest
p 1 $

.

Evalua}jon . o

_Four economics classes taught in previous semesters were pre- and
post-tested to validate the modular approach utilized in the fall semester
1979. THe test used in each case consisted of fifty multiple-choice questrons
On the basis of the test results, the students increased their economic
understanding over the semester course: the pretest mean score for correct
answers was 32.9 percent and the post-test mean score was 78.8 percent.
Although attitudes are difficult to measure, the results of a survey showed
th'at the majority of the students gave the instructor the highest possible




EXHlBlT 1. Modules of Economics and Key Concepts

-1 Economlcs and the Amencan Economy
A. The nature of hum&n-action -
B Meamng of economics
C. Basis of exchange - . .
D. Capitalism ' o
E. Functions of the economy and the price system
F. Nattonal goals of the economy ‘

2 Consumer,Becgand
. Demand and the demand curve
.“Why d&mahd curves slope downward -
. Underlying determinants of demand
Margrnal revenue
. Price elastrcrty of demand
&:ome elasticity of demand

nsumer utility maximization

_c)_-nmoo,m:b

3. Demand, Supply, and Market Prlce
A Market supply - .
B. Price-takers' market * | .
| C. Pricé-searchers’ market ' .
D. Market classifications

4. Production Costs and Supply.”
A..Costs PN
B. Supply ’
C. Cost data.of % hypothetlcal firm

5. Theory of- fhe Busmess Ftrm
A. The busrness firm and profits
'B Price anQproductron price-takers' market
C. Price and production: price-searchers’ market ey
.D. G0vernment policy and competition

67 Income:Distribution ‘ .
Dtyunﬁhigg returns "

>

8. Demand for productive resources
C. Incomes of.productive resources o

D. Labor: market and wages .
E. Rerit and" ecpnomlc rent .

F. Interest and capltal

. Optimum CQrﬁbxnatlon of'productive resources

.

(O

¥. 7. Interntional Trade .. .
A. Dimensions 6f° forergn trade .-
B. Comparative advantage

C. Foreign exchange rates “ A
D. Balance of payments [ .
E. The gold standard . e 1 8

F. Commercial policies )




Money, Banking , and
- Economic Stab lization -
Poluaes L

-

) / Michael Watts and John Sllvia
.Indtana University—Purdue University at Indianapolis,
. . Indianapolis, Indiana
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Overview ) ‘

Forty teachers from around Ind:ana attended a®vorkshop on Money,
Bankmg, and Economic Stabilizatipn Policies from June 23-27, 1980. Each _
teacher was sponsored by a local bank and received a tuition scholarshxp
from the IUPUI Center for Economic Education and the Indiana Council for

Economic Education. Sponsoring banks contributed $100 to support the

program and estadbhshed internship experiences for the teachers immedi-
ately following the workshop. In return, each bank received a copy of the
teacher’s curriculum unit on money, bankmg, and the economy developed
in the-coutse. .

Our specxﬁc objectives were as follows;

¢ To improve teachers’ understanding of money, banking, and monetary

and fiscal' policies; <%

e To develop curriculum units and resource aids for teaching economxc
concepts and principles presented in the workshop;

. Tq stimulate ipterest in the teaching of economics and economic educa-
txon* T

‘e To involve Indiana baikers and teachers in a cooperatxve effort to im-

“prove the teaching of economics in grades K-12;

L

¢ To provide advanced training and instruction in economics for teachers

who had previously attended an economic education workshop;
¢ To steifgthen the cooperative relationship between the Indiana Bankers
Assoc:au&'-and the~1nd'1ana Councxl for Economxc Education. ** .
%

Program Design .

The workshop was designed to help’ teachers understand how the
Federal Reserve system uses monetary policy to promote, full employment
and stable prices in the economy. Basic economic concepts relating to

money, banking,,and the economy ‘were presented and dxscussed in.group

N
-

.
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» sessions and then applied to current issues and problems facing the U.S.
economy. The concepts and principles developed in each session were rein-
forced through field trips, guest speakers, written reports, and class ac-

- tivities. .

The workshop was organized around the following topics and concepts:

! »

Workshop overview. The first session was aimeéPat making every,
one more comfortable by introducing th? teachers and instructors to each
other. The goals of economic education and the specific objectives of the
workshop were discussed. The participants also were introduced to a vari-
ety of economic education materials and resource aids for classroom use. A
supply of Federal Reserve booklets, bulletins, and reference sources, as well
as commercially’ published curricula dealing with the study of economics,
was distributed to the teachers. .

Commiercial banking. The key topics developed in this unit were
money creation, financial mé\'ketg, the money gupply; deposit expansion,
bank regulation, and monetary policy. A hand'nu;‘.,dn bank charters was

" given to each teacher, which identified the sponsaring banks participating
in the workshop and explained their governing policies. Our first guest
speaker was a banker who discuss\‘ed the topic “Commercial Banking, the
Businefs of Banking” and demonstrated to the teachers a praclicing
banker's view of the banking industry. He introduced several economic con-
cepts such as sources and uses of bank funds, liquidity and ealrnings, assets
and liabffittes; and real and hominal interest rates.  » .

Noncommercial bank financial institutions. The presentation
was made by a retired banker and economist. The major concepts devel-
oped were competition among financial institutions, mutual savings banks,
and savings and loan associations; NOW.accounts; dis-intermediatiop; and
Reguldtion Q. The booklet Non-Bank Financial Institutions, prepared by
the Federal Reserve Bank of Richmond, was used to teach basic economic
concepts such as interest, capital, and the mones.supply . Throughout the
workshop informal discussion sessions and films Wwere used to develop a
variety of knowledge and skills. As teachers and consumers of banking ser- .
vices, the participants were highly motivat’gd td'ask questions to increase
their understanding of banking concepts arid practices. .

Private btiginess in a monetary economy. This session examined
how private corporations make financial and capital investmen?‘deci§ions
and how these decisions are influenced.by monetary policy. Our guest
speaker, ‘Who came from a nationally-known manufacturing company, ex-
plained economic concepts such as debt/equity financing, cost of capital, *
and pr'esqS\t valueg#His presentation led to a discussion of the Federal
Reserve system and’the role of the central bank jn establishing monetary
policy. A film, The Fed—Qur Central Bank, led to a discussion of centraly
banking, policy targets, and policy tools. The parficipants learfed abouts
productive resources, scarcity, economic goals, inflation, and the impor-
tance of monetary policy.

ERI
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by the speaker generated a livély discussion of the role of gold in interna-
tional trade. Among the economic ideas covered in the unit were the gold
standard, fixed and/'flexible exchange rates, the balance of payments, and
Eurodollars. This was followad by an activity in whigh the teachers gained
an understaridinig of the money supply, gross national product, interest
rates, and inflation, The enthusiasm of the participants during the activities
in our economi¢ study of gold.was overwhelnting. Filmstrips, transparen-’
cies, charts, and research reports were also used to explain the value of
money, aggregate demand and supply; national income, and ecoromic
growth. The activities helped teachers discover the importance of monetary
policy in understanding the problems. of unemployment and inflation. All
parts of the workshop were used to teach basic economic concepts..

Monetary and fiscal policy. This activity was designed to examine
the use of stabilization tools -and the objectives of economic pol_icf in"the
U.S. during'the 1960s and 1970s. The major concepts discussed were éxpan-
sionary and restrictive policies, .policy lags, inflation, and economic
growth. Articles from the Wall Str¥et Journal'and a film, Anatomy of Infla-
tion, stimulated discussion and increased the teachers’ knowledge and
understandjng of economic theory. A member of a bank investment com-
mittee reviewed monetary and fiscal policy in "1980. He explain‘ég U.s.
economic policy goals and actions and presented an analysis of the 1mpact
of policy decisions on credit markets and consumers.

The Federal Reserve system. The role of the Federal Reserve in
economic education was the focus of a session conducted by a member of ~
the staff of the Federal ResSrve Bank of Chicago. The ob]ec tive waZto pre-
sent Federal Reserve materials and resources available to teachers for their
use in the classroom. Among these were Federal Reserve booklets and films,
a newsletter, The Ledger, and a tour of the Fed. By having a Fed represen-
tative address the workshop, the teachers came to see the Fed as a tangible,
accessible commumty resource. The participants now know and recognize
the contact persén for their district. -

_Consumer ¢redit. This session was pxesented by-a speaker from the
consumer ‘finance association of the state of Indiana. The abjective was to
review the concepts and termmology of consumer credit and theri ats of
consumers in 3pplying for and obtaining credit. Congepts covered includkd
the annual percentage rate and truth-in-lending leglsfauon The film To
Your Credit was shown, and handouts, including pamphlets on consumer
credit, were used. Th&actxvxty was, as expected, very. hvely anc} the discus-
sion and questions were beneflaal The use of an expert in (:onsumer credit
was, in fact, absolutely necessary because questions in this session were
often very specific and needed.the clatification and ynderstandmg which
only a perspn in the field, with day-to-day experience, .could give.

Selective credit controls. | "A review of the+heory and practical ap-

. ;;llcatxon of credit controls. in the Umtee[ S&ites was offered. Concepts
i«‘- .

Money, gold, a;z the international economy. The presentation

s
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- "+. " covered were usury laws, credit,channels, incentives, social costs,.and .
. federal ‘cr#dit agencies. Partic fwaéx&z ;i/{r}y‘a&ﬁteres:teéi in this Yession |
Because it included the “hot t i'cs”"of'm;ysléffgamguarantee and the *
recent issuance of bonds by the_Ind Q%’bggipgfﬁxthority. The econamic”
> impact and theory of credit con eri ‘ba@;@e}?ﬁiscussed. For many
teachers, the idea that™the money \is't@efne}f'tptir(s;omeivhefe" further
developed the realization that.there is tjg.fréédunch/ALhe discussion of hid-
. den. financial and social costs of crédit alid ot
- discusgion of the Chrysler loan guarantee,*with’ f
by the teachers themselves. A ASTENG o R
-MSEN} TRMEAETINE Y oy
Present trends and future possibii fp;:a.;ja;: .money. and -
] banking. The objective of the bankerwho.,g;&;’é‘rﬁ’e 'this uhit was tQ af- -
. fer a “crystal-ball” outlook-of how bankirig ag‘ﬁ'{he consumer’s use of banks
_may change in the future. Concepts covered i {ded money-market cer-
tificates, floating-rate mortgages, service pricfhze and electronic funds
dransfer. The viewpoint of a banker from a "t#pical” Indiana town and a
medium-size bank was very effective. Most of he participants use this type .

B $ bank. . 2

a ¢ e
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» Summary . v o e

°

’ - After the workshop each teacher was rehuirgci to _develo;),a curriculum
unit and to participate in a one-day interhship experience at the sponsoring
bank. It was reyprding to see how mych écongmic analysis was incor-
porated into the teaching units. The extensive use Bf important ecogemic

. concépls and principles was easily apparent. The cdncepts of supply and de-
mand for credit, financial institutions,_ehono ic goals, money, inflation, .
interest, capital, scarcity, and monetary pgicy were emphasized and -
developed in many, lessons and units for grades K-12. Test results also in-

-7 dicated that the teachers increased their understanding of basic. economics.

« 4

Good Ideas in’ Brief

DENNIS J. WEIDENAAR of Purdue ‘Llnive;sitg, Wests Lafayette, In-
diana, developed a project to help students in the introductofy course learn
economics. The tutorial videotaped instruction (TVI) a!'p?d‘qch to teacHing
economics offered both the benefits of participating in a relatively small .
class and the advantages of hearing 4 wall-prep‘gr’ed, carefully paced lesson.
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The TVI approach is ysed in a class of thirty-five to forty students 'rﬁeeting
. three times a week for sixteen weeks, conducted by a teachifg assistant. The
. teaching assistant begins each class by playing a thirty-minute videotaped
= lesson given by the course professor. It is not simply played withoyt inter-
* Yuptiph, however. The teaching assistant frequently stops the tape when the
** = professor, on the tape, asks a question. (The teaching assistant uses a "pause
control,” a relatively.new feature, on certain video-cassette players that
allows the operator to freeze the picture without the trouble of rewinding.)
+The audlence thereby has thé opportunity to respond to the questions on
_the vidéotape and discuss. the issues under the guidance of one teachmg
assnstant After the tape has-been run, the teaching assistant uses any re;
mammg time to answer questions, elaborate on concepts presented on the
videotape, etc. The course coordinator, who is also the videotaped pro-
fessor, meets weekly with the videotape teaching agsistants.

. >
LAWRENCE H. OFFICER and DANIEL H. SAKS of Michigan State

v University, ®ost Lansing; Michigan, developed techniques to help students

_ write an economics term paper..The project was started because the authors
were disturbed by the lack of good ﬁndergraduate wrltmg instruction for
* economists. They believed that the upper-level economics courses could be
successful only if students learned to apply what-they learned to problems
they cared about. The strategy employed was to assign term papers, help
students select topics that were of special interest, devote class time and ex-
tensiveBffice hours to teaching how to produce such papers, and then to use
the ?ZSG U. Economist, an undergraduate journal, as both an incentive and
a médel. The approach was developed for a highly heterogeneous group of
- studentsn courses on poverty, trade public finance, and urban economics.
An an outcome of the project; a written manual of economics term-paper,
writing techniques was developed for students and published by M.S.U.s
Business School under the title So You Have-to Write an Economics Term
Paper. The following techniques are discussed in the book: (1) selecting a_
_feasible topic; (2) designing a reasonable research strategy; (3) carrying out
‘reseéarch and analysis; and (4) writing up the results in a clear and careful
form. . . | .
- - . b
RICHARD' L. LUCIER of Denison University, Granville, Obhio,
developed a public-policy oriented course on financing public schools in
Ohio, which was derived direcjly from research conducted while on sab-
batical leave during the 1978-79 academic year. The project, describes the
investigator’s work as.a staff member of the Academy for Contemporary
Problems and the development of'a new course for upper-class economics
, majors. Thé semindr, “Financing Pubhc Schools in Ohio,” was taken by
forty-six students and organized around four goals and learning outcomes:
(1) increase students’ knowledge of state and local government tax expen~
diture and school finance issues;(2) analyze and make policy recommenda-

. ~\ . ¢
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tions regardiné the school finance situation in Ohio, (3) compare students’
recommendations with those of the Committee of Twenty- and other
apalysts aid observers; and'(4) increase students’ confidence and ability to
use a‘nalyt'ical techniques. An introductory unit in the $eminar emphasized >
U “discovery learning” and was used to, create student interest. A topic on
public-school finance and a section on tax and school finance issues in Ohio .
was discussed. Students developed the ability to analyze a eurrent complex
public-policy problem and: formulate policy solutions.
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3 N  Section 2: PREVIOUS WINNERS
“

The Consumer and/ : -.
- Economic Change

A Prbblem-solvmg and Pollcyronent&i Course

¢ - ’

Sherrill Cleland’
Kalamazoo College, Kalamazoo, Michigan

- Introduction i~

+Econdmics 90, a new course entitled “The Consumer and Economic
Change,” is not the traditional course in personal finance or consumer
educatior!, although some elements of those subjects are included. In a
_sense, tbls policy-oriented, problem-solving offering is a course in “con-
sumerism,” dealing more with applied economics and economic problems
than with theoretical models. (A simple macro model and extensive applica-
tion of supply and demand models are utilized, however:) The coutbe goals

are .

-1. To improve'student understanding of the process of economic change
. " (e.g., the need for a data base, awareness of ong’s own value position,
. and a need for an implementation strategy);
To examine current economic problems within a sbroad,
framework; ‘
To experiment with an “adversary method” of cour'se organization and
# . classroom teaching;
4. To involve students in selected flSld projects on both a group and m-
dividual basis; )
5. To focus on national goals, conf]:cts over natxonal goals, values, and
the role of evaluation;
To develop student understanding of the problem-solving process in”
general and the application of the problem-solving model to economic
or consumer problems. .

rational

o«
A

These were ambitious goals for an experimental course and they demanded
,a careful organization of classroom experiences, outsxde readmgs, student

. o
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papers, and class projects. A cohesive structure that would achieve these
diverse goals in a nonfragmented manner had to be provided. -
Course Content '
. R . - .
The class met three days 4 week, int two-hour blocks. A syqflabus was
prepared and duplicated for the studeats. This document.presented the
students with a simple problem-solving model in the form of a schematic
diagram, set forth the goals of the course, briefly ,explained the approach
that would be used; outlined the content, indicated the assignments, and
listed various readings. Among the’majox topics were: ‘

-

The:Consumey in American Society —A Macro Picture
The Consumer in American Society —A.Micro Pictute
What Is “Consumerism?” . { ‘
Consumer Protection — The Legal B2¥s

Consumer Credit and Finance Lo .
Corisumer Information, Health, and Safety
The-Consumer as Polluter * o
'Promot’ir_\g Economic 5Cha’nge - : e

-

~ « »o ] , —

The weekly assigr}qur_{ts included questions to be considered as well as

* specific readings. Por éxample, questions relatfig to the study of the conflict |
of goals inclyded-the following: ~ - AN '

.' . . . \’,~ R ‘j'\\}\

1. What are the goals of Am'erfcan’,sogiety? Wiat. should they be?
2. How should sociefies*etonamic goalsibe decided? How are they decid- ~ -
edps e r TSR AR €
3, How impoftant is the consumer in_the U.S.7 In the U.S.S.R.7 In India? .
T4 Darwe, need ‘rqno_?e‘\con_su,mer reedom? More g6nsumer justice? (And
“* what'is cansuiner justice?) More consumer power?, .
5. * What role do consumefs play in" the total economy in terms of infla-
_ “tion?.In terms of unémployment? o
6. Are there frade-offs Between goals? % e ' '
The basic textbooks were works dealing with cdnsumer econormics or
consumer problems, but the students were referred to introductory prin-
sciples texts for relevaqt analytical concepts. For instance, they wére told to
‘ _réfer‘fq;;an/introductgry Sgonomics text for supply and demand models
* when considering the topic of the consumer and producer as “adversaries.”
~ Thus, the course dealt with the consumer as an organized decisidn unit in »
... the total ecogpmy rather thagf with'the consumer as one individual, as is
o dope in th72§ditional'ponsumer education courset . . .

-
1

. .

}Kppfoaphes fo Teaching the Course- _

- .
A”number of different teaching strategies were _used, which can be .

.
»

.
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briefly described as follows:
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An advef'sary approach. Instead of trying to air all sides of a ques*

tion.myself, I relied upon outside speakers to be advocates for various view-
points. Debates were not (xsed;go that all speakers could develop their posi-
tions funy andwithout mten‘upnon The students were expected to gain an
understanding of ;all sxdes to analyze the logic of each side, to evaluate the

“different positions, and ‘sometimes, to synthesize competing views or to be

able to defend a particular position effectively. This demanded more of the
student than would be the case in the straight lecture-discussion-reading
course, where he simply takes notes on the instructor’s lectures and feeds
back information on tests. :
Empirical research. The importance of empirjcal research and the
colfettmg& of data bases for dealing with consumer problems was empha-
azed During the first class session the students received an extensive ques-
tionnaire desxgned to determine the assets and famlly income patterns of the
students. The results were then compared with national data so that the
studentsﬁcould see whether or not their opinions might réflect those of con-
sumers in general. (They proved not-tghe Ltypicalof Ameticari consumers in

,..genezal,)aLater.rasa,classpm;ect;—acommumty survey on the availability of

phosphate-free detergents was méde, and additional data were collected in
conriection with various group projects. These activities were designed to
chalienge the vahdlty of student value positions by- emphasizing the need
for a data base.

Action orishtation and field pro]ects. Kalamazoo College is

noted for its off-campus study programs, in which students get job ex-
. perience for one term, study abroad, or do independent research projects.
These off-cantpiis experiences have been separate from classroom activities,
however. In*this,course, the off-campus experiences were integrated with

« the classroom sessions, so that the community becarhe a labgratory for us.

Problem solving. Thé problem-solving gpproach was employed in
student efforts to bring about local economic changes. The students were
forced' to define and redefine problems, to go out and ¢bllect data, to
develop an action plan, and finally to try to put their proposals into effect.
The students made presentations to the county commissioners, the
Kalamazoo city commissioners, a‘local newspaper, and the Chamber of
Compmerce. The course demonstrated that a well-planned action orienta-
_tion, with adequate supporting data, can be an effectlvg way of  bringing
about change within the system. . -

Professlona'l role models. As explained undér “An adversary ap—

’-

proach  outside speakers served as advocates for various viewpoints. Out- _

_side speakers were also selected to serve s role models, thus showing the
students. that there are competent people working within the system and
having an effect on that system. Among the men and women chosen were
the chief economic adviser to the assistant attorney general for antitrust en-
forcement from Washington, D.C,, a member of'a law firm, the director of
the Kalamazoo Consumer Information Council, aprofessbr specxahzmg in
marketmg, and the vice president of abdnk.

S -
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Linkages. The course was not considered to be an independent en-
tity but was linked to other courses in the curriculim, to the co unity,
and to thehigh schools. Upton Sinclair’s novel The Jungle was used to link
the course to the past and to show that “Naderism” and the problems with
which Nader deals were by no means new in American society. The group

" projects provided links with the community. The projects were to be writ-
ten up in such a way that the teacher trainees could use them as teaching --
units in high schools. This provided the link with the high schools and with
their education courses. . _ . o

Senior projett leaders. Senior students serving as project leaders
were responsible not only for their own Jearning but for that of the under-
classmen as well. They received no pay or extra crédit for the additional
work that this entailed, but positive working relationships were developed
nevertheless. Thus, instead of leaning upon abstract conceptualization and
expecting to be taught entirely by the instructor’s lectures, the students were
exposed todifferent styles of learning and had to take a more active role in
their own instruction. <. : .

The various assignments were designed to make students think, to see
all'sides of issues. They forced students to recognize the value orientation

* underlying their own positions and to see that goals can conflict. Note the

- following questions, which were randomly selected from the assignment

sheets. . . .
R 4

* Make an economic ca‘se for regulating busifiess and protecting the con-
sumgr. Make a’social case. How compatible are the two cases? What
criteria Have.you used for judging? ' A .
Discuss the statement: “The U.S. economy would fall into a recessioni if
we made consumer credit illegal.” ’ . '
How much would you pay for cleaner dir if it meant banning cars for
selected people (e.g., students living at residentiahcolleges or.going to

. high schools where bus service is available)? What are the trade-offs?

\\“Pollugi\on control is a more pressing prb'blg_e‘:tgrjr than unemploymentin;
flation, or-secial justice.” Discuss this statement. L
How might a freezé"on prices and wages affect the distribution of goods

and services? )
N s . i
Teaching Materials Used ’ "

v

Some-Fifteen ifems were especially prepared for this course. Arﬁong
these were the following: ‘ . “

Precourse questionnaire.. Thijs six-page questionnaire was. de-_
signed to determine the student’s consumer status and to measure his ex-
isting knowledge of facts and concepts relating to consufner economics. Fhe
*first part gsked for information on sex,’ age, scholarship status, monthly
allowance, value of wardrobe, value of personal libfary and record collec-

tion,” and the approximate value of other goods cpmmonly owned by
g . :

(,.

v
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students. (Anonyrmty was, promls ]D[%etudents did not have ﬂo answer

any question that troubled 'them y were also asked about the value of
any stocks, bonds, or life insuranc they might o , bank accounts, and
charitable contributions. The second part elicited data on family income,”
home ownership, and other indices of consumer status. Part III was the
knowledge test, in which the students were asked such questions as:

‘

What is a true rate of interest?

What is a price index? -

What is discretionary income?

How can a consumer affect economic change?

Glossary. A lengthy glossary was prepared and mimeographed,

containing such terms as constant dollars, consumer price index, disposable
- personal incyme, implicit price deflator, imputed mcome, supernumerar}r
income; transfer payments, and GNP.

Circular flow diagram. A circular flow diagram illustrating the na-
tional income accounts was drawn and mimeographed. This was used along
with a flannel-board ﬁsentatlon of the same diagram to show the i impor-
tant role of the consumer in the macroeconomic sphere. .

Data collection worksheet. The woa,ksheet was prepared to aid the
students in their field project, in which they collected data on phosphate
detergents. They visited retail stores in.Kalamazoo to collect data on prices
and weights and to .ascertain the phosphate content of all available
detergents The figures were entered on the worksheets, and the students
could then make,compansons an.d.determm& unit prices. This was a trial
run'for the group projects to come later. e

aOther materials included lists of possible prolects an explanation of

the steps-in pro Jem—so'Tvmg, a "Learning Style Inventory” designed to help
‘the studen; assess his own method of learning, forms for evaluating student

) pro;ects, and a forn of evaluatirig the course. AbBout fifty questions were in-
_cluded in the gourse-evaluation form, asking the students to comment on’
such things as the extent to which the instructor was prepared for each class,
how well the readmgs were integratetl with class sessions, the relevance of

~ the material, to what extent the course helped them analyze problems, and

whether or not their personal attitudes and values changed.

4
re' N .
. 2

1
.
aResults . -, —~

s ~ -
. « & «

The course was well recelved and it seemed to meet the goals that had
been set forth. The course was the subject of articles in a local newépaper on

" ivo occasions. The students produced material that had ‘immediate prac-
tical value. For example one student prepated a teachmg unit on consumer

. creditthat can be used in high schools. This included 4 list of goals and ob~
jectives? suggesfed resources, teachirtg methods and, activities, and the

| means by, which the 1.}mt could be évaluated. One of the, groups prepared a

]
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lengthy report (thirty-three pages) on consumer resources in Kalamazoo,

. An individual student developed a model for solving community conflicts *

over the use of public goods, jllustrated by a corflict between swimmers,
boaters, and fisEermen over the use of three small lakes in the area. The
Chamber of Commerce reqdested. copies of some of the materials the
students had developed and comfnended students for prefgentations that
they had made to the Consumer Information Council.

I believe that student skills in critical thinking and economic analysis
were sharpened by this course. The course was especially effective in help-
ing students recognize how their own value positions were often subtly in-
tertwined with what they believed to be their objective and analytical
conclusions. Their value positions were constantly challenged by the persis-
tent demand for supporting data,“forcing them to think throtigh their value
judgments more critically than they had ever done before, There was suffi-
cient student invelvement in real-world problems and intense interest not
only in ¢lass but“on the campus as well. I am sure that ather teachers can
successfully use the same basic syllabus and "t%chniques that were develope‘d .

. . ' -
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.issues in terms of broad social goals when they are so very much involved in

, gradtated they shed with ease the theory we labor so hard to teach,

" classroom. If our teachiing is to have any effect we must change strongly

EK
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‘Role Playmg in . |
Teachmg Economlcs

Deepening Responsibility and Understanding at the University Level®

!
i

’

Myron L. Joseph.

5 Carnegie-Mellon University, Pittsburgh, Pennsylvania

&%

/

Introduction
. "

Teaching basic economics can be a very frustrating experience, particu-
larly if on®'s goal is to help students understand and formulate critical

=s—strdgnTentssconcerning- significant-ecenemie policy-issues.- For ‘one-thing; ——— ——]

they arrive on the scene with many beliefs that they cling to with an un-
shakable faith. Even more importarit as a teaching problem is student indifs
ference: a campound of “Why worry? Evervthmg is fine the way it is” and “1
couldn’t do anything about it anyway.’ " Students are reluctant to define .

trving to‘achieve their short-run personal ends.

Most students are extremely reluﬁvtant to apply the economic analysm%.
taught in the classroom 'to problems of any complexity. When they are’
and all
tHat remains is a smattering of half-remembered terms. Once back ir-the
real world they know what is right w1thout the aid of economics.

Jf we are to convince our studenfs that economic analysis will help
them.understand their environment, we will have to aim fof hore-than an_ |
intellectual understanding of the subject matter. Learning is “not. enough
Economics must be accepted by students before they will use’it outside the

held beliefs and attitudes that may not be susceptlble to reason alone. Stu-
dent acceptance of economics may require more concern with persuasion
and effective communication than most of us have shown. We must do

. - - : 1

.

¢

‘

. -

NOTE:, The substance of this report was presented at the December 1964 rieeting. of the
-American Economic Associdtion.-A fuller version was published in the American Economic
Revx for May, 1965./(Professor Joseph has retired from Carnegie-Mellon.)

’

.3
.

- »e

%,

. 1/
Josephs report is flgm Economic Education Expellences ‘of Enterprlsmg“]eachers 3
(1964-65),*@ 55-62. .
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moré’than demonstrate the cold, clear force of our logic in the traditional
authoritarian pattern of handing down the truth from on high. We must ex-
periment lwith new teaching techniques and take whatever steps we can to
- help economic learning survive beyond the end of the semester. .

There are many ways to avoid the limitations inherent if the one-way
Lcomimunication pattern of the traditional lecture. The Socratic discussion
technique, student projects, and debates all help to involve students in the
learning prodess so 'tha,,t’ they become partners rather than antagonists of the
instructor. There is a great deal of evidence that under some conditions
learning and 'accé‘ptance may be improved by active student participation
‘induced by role playing or by other devices. Fhe mediating mechanisms are
not completely understood, but group cohesion, heightened attention, im-
proved comprehension, and’the emotional contént of the experience are
among the factors that may be involved. e

I have tried to provide a number of participative learning experiences
for students by placing them in role-playing situations. The teaching ex-
periments I will describe were conducted over a number of years in elemen-

: - tary economics and 1abor economics classes. They appear to have ha"d;a
stronger impact on my stud than anything else I have done. The role-
playing experiments heightene®student interest and facilitated learning-and
acceptance of unfamiliar concepts. They provided a basis for repeated rein-
forcement as students referred back to their role-playing experiences when
related subjects were discussed in class. The activ@ student participation in
the experiments helped to break down the barriers to effective student-
teacher communication. The experiments were repeated this year by several
of my colleagues, and their experiences paralleled my own. -

Market Price Determination

Students have a very difficult time understanding the concept of a
s . market price. There is no problem with the algebra or graphics, but students
perceive a startling difference between, the world as they know it and the
economics text. Exeryone knows that the seller sets the price for his pro-
duct, so what sense does it make to assume that the competitive firm must
accept the market price as.given. The student can see that market price, as
we defineit, equates supply and demand and clears the market, in the rather
special sense in whi¢h we use that phrase. But he finds it very difficult tg

. translate the nicely intersecting curvés into something that can be applied to -~ _
the world outside the classroom. The result, in my experience,, has been to
“make the student’ highly resistivesto analysis that depends on market-
determnined pricé%. In an attempt to make market analysis more meaningful,
I constructed a highly simplified market and gave the students a chance to
- participate in the determination 6f a market price. In preparation for the ex-
» , ercise, I made up buy and sell instructians that were based on demand and
Supply functions that intersected at a price of $1.80 per bushel (Table 1).
__Theinstructions were to “buy.1,000 bushels of wheat for not more than” or

- >
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to “sell 1,000 bushels of wheat for not less than” the specified price. At the
$1.80 price twenty-four transactions were possible and eight buyers and
eight sellers were excluded from the market by their insructions.

. LGN ¢
' TABLE 1. Distribution of Buy and Sell Instructlons -
- Buyers ” Sellers
. Price (not more than the prlc_:e) ’ (not less than the price) |
$2.80 4 - ' - >
. 260 4 \ . 2 -
<240 4 . 2
'2.20 4 2
200 ¢ 4° " . 27,
- "1.80 ' 4 . 4 .
. T 160 - 2 v 4
. 140 L 2 . X 6 ‘
120 : 2 N8
< 100 e e 2 . 4 - -
~ s - N .
L w

Two classes were brought together in a room iny which all seats had
been pushed to the walls. One class was designated as buyers and the other
as sellers; and the-following: instructions were distributed:

s You are about to. partlmpate in the opegatxon of a con’lmodlty
market. You will be given an order to buy or sell.1,000 bushels of
wheat under certain conditions..In general you should not reveal your
instructions to any of the other dealersyunlesé you have a particular

-, ‘Teason for doing so. You should consider yourself to be an agent, act-

. ing in behalf of a client who has given you specific instructions. You

. »~ Thaye an obligation to.do as well as you'can for your client, and you

) . are not permitted to Violate_the instructions.

B When the market opens, at the signal of the instructor, you may
proceed to carry out your order. Buyers will be identified by handker-
chiefs on their left arms. A transaction is completed when a single

. buyer and a single seller agree on the termis of a sale. ﬁ\s sooh as you

T completi a transaction, report to the instructor so that he may record

4nd report your transaction. As soon as your transaction is reported

You should turn in your buy or sell order and receive a new one.of the

N same kind. You may proceed lmmedlately to complete a new transac- .

< tion.inaccordatice with your new order. If you are unable to complete <

a transachox; within ten mmutes you may obtain a néw order from
your instructor. . .

When the market is closed the instructor will determine and
reporta!whether the- buyers or stllers have represented their clients
"more successfully B . o >

-

“hy

. % When glie students had a chance,to make sure they understood the in-
. = 3 . . .
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. structions, the matket was start‘ed. They were free to circulate in the class
and make purchases or sales at any time, as long as the transactions were
consistent with their buy and sell orders. As soon as a sale was reported, the
instructor récorded it on the blackboard and announced-it to the class. The
student then turned in the order to the other instructor and received a .
replacement. o : ’ S
A few of the buy and sell instructions were left over at the beginning of
the market, andzthey were given out as transactions took place and instrue-
. tions were turned in. In the process of redistribution the orders were shuf-
fled so that the students could not know when they received a new order in
‘ what transaction it had been used previously. The process maintained a
¥ fairly constant set of market conditions over the market period,, although .
there were undoubtedly some shifts caused by the lag in reporting and.
feeding orders back into the market, T -
A record of one of thése experiments is reproduced in Table 2. -

»

%

Table 2. Distribution of. Transactions** « . L.
. . No. of b - No. of
Price .Transactions . Price Transactions
$2.60 5 Y 1 1,70 K T . '20
> 250 Q, 1,60 N 16
‘ 2.40 T 150 ‘ 13 .
230 ¢ o . 1.40 5
? 2.20 6 . 1.30 . 1
2.10 1 . 1.20 3. .
2.00 15 ’ 1.10 1 .
, 190 - , 5 1.00 1
1.80 .27 . '

- s
v

.

‘ ~
" After an initial scattering of transactions, prices tended to move
quickly toward the theoretical equilibrium. By the time the period was
~"aver, almost all transactions were at or very near to the equilibrium price. .
- " Insubsequent experiments we recorded the transactions for each ten-minute
S ‘period on a separate section of%: board.. The students were then able to -
* dbserve the changing distribution of prices over timé. My impression is that
this technique speeded the concentration toward the equilibrium price. . |
One surprising aspect of an experiment of this type is how seriously the
students took their roles. They bargained vigorously and were very anxious
to learn which class had best represented their “clients” when the market was
¢losed. We were forced to permit anyone who was unable to complete a .
transaction within' ten minutes to obtain a new order, because.we o,
discovered in one of the early experiments that frustrated students, ‘whose
instructions effectively excluded them from the market, finally ignored their
buy and sell orders in order to participate actively. o

2

.

ERIC - - .2

y
i e R L 5 .




v\~.
-~

.. *

penence, how supply zmd demzm '.ﬁetcrmme market price. With this

mation, factor mobxhty, and? ro duct homogerrenty on tﬂe market process

referred pack o, their market experierce througheut the Sernester. Tt Felped
the market price. The acceptance: of these_ conce,pts assométhmg more

for gelated policy’ d),scussmns Thesg are, of course my sub)e'cﬁve evalua-
tions of the experience, since .we did not runa controlled. experm‘ent
However { am contnced that students who partxcxpatecf iti these markets

™ will remember the experience and the major ; 1de'as that were "developed from
them long after the analysis that was taught more traditlonally has ceased to
have any real meaning. ¢

-

,ol\gopoly Pricing - - e

the undergr duate students. We designed a role-playing situation that let

them experience the instability of an oligopoly and the pricing problems

faced by a firm with a small number of large competitors. Through par-

* ticipation they learned of the strong temptation to cut prices when fixed

costs are high, and they learned of the impact of price competition on
»oligopoly profits. They were able td feel the pressure to collude.

As background for the experiment, we described an industry with three

.identical firms competing for the market. The demand for the product was

. assumed-to be relatively inelastic, and the marginal production ‘cost was

: asS\xmed to*be low relative to the prevailing price and constant. We ex-

plaiped that firms could choose to sell at a high (H) price of $4 or at a low

. (L) price of $3. Under these assumptions the class estimated the distribution

of sales among the firms for each combination of high and low prices. Then,

using an explicit cost function {costs = $65 + sales X1$1), they calculated

thevprofit that would result from each price pattern..The sales and profits

Table 3. i ) R
8 orice combinations was placed 6n the board. The class was arranged in

" gfoups of three, each student representing a single firm. They were asked to
study the profit pOSSlbl]ltles and to try to make as much money as possxble

’[Kc - 3 Fogs <

ey
TS g >

a:d ieamecI ‘through thexr own ex-

A background they were a /le to s;hg Slghlflcance of Sucya Ctersasxnfer- '/"_’. ,n'\—\_‘
EEEC -
e
. The expenment made a strong 1mpress,10n on " e students and they:;; J’

_ thém to understand the rolg of, market  foTges in “determining price and pro- .
duction, and to comprehend the compehhve E'/mabxhty to deviate from‘

significant than ah mtellectual‘EXer-Qse/Bfwﬁdeﬁ a Yaluabﬁ base® for the
comparison of compenhvé ma’rkets w1£h,a'ft'ema‘hve market structures and

The pgging problems of large flrms are remote from the experience of

- alternatives for all combinations of high and low prices are presented in_

A simplified table showing only the profit alternatives for djfferent _
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< TABLE ¥~ Sales and{Profits for Combinations of High.(H =

; $4) and Low (L = $3) -
Unit Prices (costs =365 + sales x $1) . -

,./

MG S

“o . Fim Y * Fim3’, -

© PHes Z . Sales "7 “sales - Sales

: Combl_wlom Price Units _ Profit Price  Unlts Profits Price Units  Profit

; HHH H 30 $25 - H - 30 $25 H 30 s
HHL - H - 10 —35 H * 18 -3 L 80 95
HLL. . H 5 —50 L t 50 3B L 50 35

el ‘L 35 5 L 35 5 L

’ ) 33 5% %

* for their respective firms through a series: of fifteen or twenty pricé-setting
"7~ (high or low) decisions.. The instructor promised to identify the most suc-
cessful business operator in the class at the end of the experiment. ‘The

" students in each group wére instructed to make their price decisions in-

" dependently and without any communication. After each of the three had <
selected and noted a price, they were told to reveal the decisions to each
other and to record the profits they Had edrned as indicated by the table on_

" the'board. This procedure was repeated until the experiment was. con-

cluded. - = - : . ¢
One-third of the groups was asked to et the initial price for all firms at g
- the high level, one-third at the low level, and one-third was not given any
binding initial conditions. The predominant result was that all three firms
were forced into}the' low profit alternative..Most of the grougs that started
sélling at the high price fell off the plateay and were unable to return to it. -
The othergroups weré’rarely able to attain the uniform high pricestructure. = .
Although the students were asked not to.communicate, there were nany = -
audible comments toncerning the cupidity, s‘tupi'dity, and ancestry of the
participants. After the'students had made gbout fifteen to twenty price decic °
sions, the experiment. was terminated and the frequency of different pric};
patterns was reported to the class.” The ex;iérirhentl was, then repeated, but
the students in each group were allowed to communicate freely before each
price decision. Under these conditigns;,a rheijox;ity of the groups succeeded in =
“maintaining a aniform high price level for fourteen of the fifteen price deci-
sions. But a substantial numbegwere unable to‘tolh‘de or found that their *, _
agreem@nts broke down aftep/a few decisidns. .
i These were not contrgifed experiments, and I make no claim‘tbét they
shed any light on the behdvior of oligopoly price makers. But they did give
\the students an inténse experience that made thHe economic analysis g'f
. 7 oligopoly behavior more meaningful. The students arialyzed thit experimen-
tal conditions and assessed the importance of démand’ eglasticity, product 4
sidbstitution, communicatiorr; the cost function, and Eheirinotivatidngi@"ex-
plaining their role) behavior., They saw collusive agreements break down
and felt the frustration of not being able to raise a price when it'was clengly
in the interest of all firms in the industry to’do so. After their experience, it
was not difficult for them to ‘understand the role of a price leader or the

-
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gI?cance of tacit collusion. The expernment and the discussions that
foffowed provided a dramatic batfground for the analysis of antitrust
policies in a learning context very slifferent from the traditional author-
,i‘tarxan presentation of subject matter. An experience of this kmd helps ta
breal¢ down inhibitions and communication blocks in the c:assroor;\ The

entire caurse gained through increased mterest in the subjett matter dhd the

students’ involvement in the learning process

L2 "‘ ¢

Labor-Management Disputes

*Role pla)gng can be used to help students understand the attitudes and
perceptions of individuals whose points of view differ substantially from
theit own. Students from upper- and middle-class families find it difficult to
understand the basis for conflict between union and management. There is a
tendency to believe that one party (usually the union) does not really under-
stand the situation and that if only the facts coqld be clarified fnost disputes
. would disappear. | have used detailed case material to prov:de context for

student assumption of union and management roles in grievance negotia-
tions. I distribute the case materials and assign the students, in gtoups of six
" to eight, to roles as members of a union or management commijttee. I ask

. .

from _repoxjts I have received they seem to throw themselves i
- signed roles with enthusiasm.

‘At the next class meeting I ask for an oral report from each group. A
representative of one’ %f the committees volunteers to summanze the discus-
sions and whatevér partial agreement or definition of the i 1ssues the group

- arrived at The volunteer is usually chagrined to dxscoyer that members of
the opposing-committee are ‘unwilling to accept the summary,and insist on
presenting their own views of the negotiatioris. There are °frequent
. disagreements over the details of settlements and on sgme occasions over
whether any agreement as actually reached. When al] the groups have

. «réported but before any general djscussion of the substantive issues, I ask °

* the'students to step out of their roles and indicate by secret ballot which side
. of the dispute they believe was ,When the votes are tallied there is
some surprise expressed at the substantjal vote for the union position. I then
ask the students to mdxcate how they votqd and whether they took a union
or management role, in the R\egotlatlons On each occasion that I have used
this exercise, a: arsubstantial fraction of the students who took union roles
voted for the union posmbn and almost without exception those who

*

played ménagement roles voted for management. The students learned_

about the process of negotiation and improved their undetstanding of the *
, substantive issues in dispute. But the most significant impact of the ex-

‘perience on the students was their realization that the role they playedoaf-
« fegted their perceptions and evaluations of the situation. .
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2 T .
Summary and Conclusions .

The role-playing experiments [ have described were all designed to ac-
complish Jearning through an experience that was at least in part emotional.
They depended on self-learning and’on active student participation in the
learning process. The major concepts and ideas that were developed
through the experiments were not complex, and in each case they could
probably be set down in relatively. few words. These experiments, and

. others like them, involved a substantial investment in student time that
could have been used to present additional subject matter. My view that in-
vestrrents of this type are worthwhile is based on a judgment that our
highest priority task is to increase our impact on students. 7

Role playing and relatedgarticipative techniques appear to offer the
possibility "of deepening the | ng that'takes place and of increasing the
acceptance of economics. Students seem to remémber their role-playing ex-
périences long after they-leave the class, and my experience indicates that
student involvement can improve our teaching through better comprehen-
sion, stronger intérest, more self-learning,'and improved student-teacher

[ — {Mﬁniméé&%&*peﬁmeﬂ&-&&ggés&—&ha&-p&fﬁépwve—t et 4

be used éffectively in econortic gducation.
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Macroeconomics - . .
Development Gani‘re

» .

’ o ) gy Frank Falero
Virginia Polytechnic thstitute and State University, Blacksburg, Virginia
' ’ | AITA -
. N he
Introduction - ) . ’ -

°

The activity was used in a lower-g@ision course %n‘ econornic principles
(Economics 231 — Principles of Economics III), taught during the spring

L . S
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Falero's repot,4s from Economic Education Experences of Enterprising- Teachers 9
(1970-71), pp. 50-93 l ‘ S |
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quarter of 1970-71. The 124 students in the course were divided into thirty
teams, each team being charged with representing-the ﬁscal and monetary

uthonty within a developing country, with primary dependerfce on a

‘ﬁ}e export crop for foreign exchange earnings. The team was charged
with making all fiscal and monetary decisions to achieve the goal of max;
imizing per capita real income, starting from an identical base, The students
represented each of the eight colleges on campus, andeach of the four
classes.

The Game - . ,

The game is a modified IS-LM model, with a capital market, a labor
market, a government bond market, artd aforeign goods and capital market
for each of twelve sectors® Each sector is determined separately; the twelve
sectors are then aggregated, and the summed values are the economy-wide
values. Thus, the students’ policy, as well as the parameters within the sec-

, may vary. *

Tbe capaclty-output level of each sector is determined by a. Cobb-

Pouglas-type Qroductlon function, using capital, labor, educational spend-

.

~

'

N\

ing, and social overhead ~spendmg as mputs with cumulative te,chmcal

progress. The production functlsgn has increasing returns.

The rate of price change is determined’by the difference. be'tween t'he

level of money income and the level of capacity available, with priges begin- -

ning tc rise before the capacity level is reached. The money supply gperates*
on the s¥stem with a one-period lag. That is, the demand for money for,
transactions purpdses is determingd by lastvpe/nods income, with the resid-
ual between the supply of money and the transaction demand, called the
speculative demand, determining the interest. rate in this period. o

* Profits are calculated ag-a residuat, being income after wage costs, *
capital costs"ar;d taxes have been pald The remajning variables are treated
normally. ] : < .

“ R A
¢ . . S

The Declsions of the Student C o, A

’

Students .must make two sets of decisions:,economy-wide decisions, *

'. which are- essentially monetary policy decisions, and sector decisions,

which affect each sector separately* and -are essentxally fiscal decisions.
There are e;ght economy-wxde decisions and seven sets of twelve {one for

* each sector).sector decisons, making as'many as ninety-two separate dec1-

sions, or as few as fifteen’decisions if all sectdrs are treated identically. The
decisions ate presented in Table 1 .

"+ o, Economy-wide Decisions .

. 1. Total spending on populatton contrpl. Here the students decidé, if
they wish, to reduce the rate of populatlon growth in the socxety If they do,
then they must decide how much money to spend doing it, bearing in mld\d
that it will take increasingly larger sums of money to bring about given de-

rd .
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TABLE 1., .Verbal Definition and FORTRAN Designatlon of Policy
* -« % Rarameters Controlled by Students T

» r

Econhomy- . . o
wide Definitions 3 . Sector®

1, Total of sgending on population control (1.00 to the .
size-of the government budgety .. , ’

2. -Portioriof IMF quota to be monetized (.001£1.00) ° . :

3. Portion of foreign exchange holding.to be/monetized -

"7 (10-10000) ° : - '

4. Portjon of capital inflow monetized (0.0.9-—1‘00.00) ’

5. Portion of deficit to be financed by pririting money
(0.00-1.00) : el

6. . Flexible exchange rates (0.0 = fixed rates, ' . = s

an 1.0 = flexible rates) * . o .

7. Open market operation (1.0 if the student wishes to . i
use, 0.0 if not) * ’ . S

8. Size of operation (plus "= purchase,minus = sale)
Sales or purchasés carnnot exceed the avaiable o .

e

.

a

2

supply of bonds&gtk_currentiy ownedby thecentrgl *  g* °
Bank R . - :
' Government spending by sector (0.0 to size of . o )
‘ “budget)y - ) i o, SN “e
- Marginal income tax rate (+.00 to +.99) . , 2N) -, "
> Marginal tax on imports (+.00 to +.99) ¢ BN, 7
" Marginal tax on exports (+ .00 to.+.99) .. AN
Marginal tax on profits (+ .00 fo' +.99) : . 5N -
Government spending on education«0.00 to size of e
budget) - o . R S B(N) Wi
Minimum wage set by sector’ (0:(.)0—10,000,00)‘ 7N) .

° - PR
-~ ’ s
4 . v
- ? - AN .
\ -1 - P

clines in the rate of growth. If they spend $80,000, for instance, the popula-. . T
tion will grow at-4.227 percent. The limits of this value aré gfver}‘ inTable1.,

2. Portion_of IMF quota to be monetized. The IMF* quota‘is the _,
amount of gold, eté., this countr}\has on deposit. with the Internatipnal _ i
Monetg'ry Fund. This decision means that a given portion of this gold, efc., .+
will be used as backing for the country’s printing of money which will be
allowed to circulate. _ N Lo S
* 3. Portion of foreign exchangd holdings to be morietized. This isthe -

" portiomyof the country’s holdings of other currencies and gold;, which is bes
ing used as backing for the money which will be allowed t6 be printed. For _
instance, for éach $100 worth of gold the country has, t could issue$10 or -,
$500 of money. Recall, however, that more money will tend to ji;nakg prices .
rise, making imports cheaper and expbrts more expensive, causing the o
balance of trade to become negative and causing gold torflows put’of, thé’ .

! country.- . R L S \‘
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4. Portion of capital inflow monetized. This is the portion of the
capital which flowed into the country from abroad i in the last period against
_«  which money will be prmted The same cautxon is made as m number 3

above. -° ¢
e 5. Portion of def:czt to be fmanced by prmtmg money. This is the’
I , « portion of the government deficit in the prevxous period whlch will be paid
_ for by printing money. Whatever is left over here will be financed by issuing
govemment bonds which people may or may not buy. The centrdl bank has
agreed to buy all the bonds the pubhc does not buy. But, the govemment
. must pay interest on these bonds. * . . . de
‘6. Flexible exchange rates. If students wish to have flexible exchange
- rates, they place’1.0 in these columns. If they wish to remain on flxed ex- |
chdnge rates they place a 0.0 in these columns. . y
. 7. Open market operations. If students wish to use open market
operations to affect the supply of money they place ]ﬁm these columns. If
. not, they pface 0.0 and the Central Bank.buys all bends not bought by the
. public. o e A .
8. Q@ize of the operation. Students put down the numbérof bonds'and
- direction WPplus-sign signifies purchasg;, minus, sale) of the operation.” °

\mSector Decisions

Governrhent spending by sector For each sector the student must,
determme how much the government js going to spend on noneducation
items, such as roads, dams, etc., which will affect the sector’s capacity to
produce output. - : ) ..

2. Marginal income tax rate by sectorsFor each sector the students
must determine what percentage of income they want to collect in taxes.

3. Marginal tax on imports by sector. For each sector students must

<%

i

>

H

at

determine whether (and how much) to tax imported goods and services.

4. argmal tax on exports by sector. For each sector students raust
determine whether {(and how. much) to tax .the exports of the country.
Although this is not allowerkby the U.S. Constitution, there are many coun- ‘1
tries where export taxes_are perrmtted ~

ar

5. Marginal tax on profit for each sector. For each Sector students ‘

must determine whether (aid how much) fo tax profits. Recall that profits &
are to alarge extent reinvested and increase the capacity to produce income
‘-~ = _in the next period. . :
. 6. Goverfiment spendmg on education by sector. For each sector
students must determine how much is going to be spent on éducation.
Education here is similar to téchnical training and affects the marginal pro-
duct of'the Jabor used in producing output.  * ;

7. Minimum wage by sector. For each sector studénts may ‘set a. -
H mmxmum wage. s Con ,. ) . 4
o

Operations of the Ganme , 4 \ L

.

-

. . N ‘e
The students were required to submit each week a key-punched set of
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thirteen computer cards with their decisions. Students were aware that any
key-punching errors made would not be corrected, hence few were made.
Each group of students met at a convenient tithe outside of class to discuss
strategy. The instructor was available during mtich of this time to consult
with the students, either i in person or by phevne, About thirty hours were
« -~ used in this manner. - -
After the cards were turned in, the computer program was run and the |
results distributed to the students at the next clasg peri®@r Discussions were
, then held during part of thxs period conterning the previous decisions and

. " their éffect.
The Results _
‘ The results obtained from this game can be broken down into three

- areas. First, the level of understanding of the students ththegard to the im-
plication of policy measures was revealed by the computer printouts.;They
showed that real per capita income was increased to several tirfiés the
original level. N

The second area is that of interest. Many additional hours of work -
were put in by the teams in preparing for their strategy sessions, including
making assignments within their own group to read and.be prepared to
analyze some specific points in the text. The grading of the game was ac-
complished by each team member ranking all other members of the team
and assigning a percentage of the total points (this nuniber was unknown to

- them) to each member. Hence, the team members had to lmpress their col- "
leagues and not the instructor.

The thxrd area was in the average grade on tests (Excludmg the game

i is-class-of 124 students did, on the average, 8 percent better on
each exam than did any. other large section I have ever taught. Interestingly,
there were 50 percent fewer fhilures in this class than jn my previous large
classes and nearly 30 percent more Afs and B’s. The total effect of the game
grade was to'raise student grades one-third of one letter at a maximum and

PO to reduce grades by one-third of one letter at a minimum. Along this same

lme, 85 percent of the students iridicated a desire to take another economics
course compared with/75 percent forother large sections,
In comparing test score¢ with game results, two tests were. used. First,

the rank of the average test scores for each team of: students was correlated -
" with the rank of the team’s game results. This yielded & significant rank cor-
felatron coefficient (Spearman’s) of .761."Second, and even more signifi-
‘carit, wyas the correlation of individual students’ grades; with the average of
theranking of their teammates. This yielded a simple r of .875. Both

> reasures indicate that there is high correlatxon between performance in the .

game and performance on the exams. Of course, it shquld be noted that ™
both of these measures are closely related to the: level oFxntellxgence
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Money and Bankmg o
farever T e

' : " Robin L. Bartlett
- - . e DemsdnUmversuty, Granville, Ohio
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Intréduction

In the winter of 1974, I found myself in a new lo&ation, amang un-
familiar faces, and about to stai‘l my teaching career. Teaching principles of
... economics while in graduate school and soliciting the advice of seasoned
- .. professors had not prepared me for the lectunng doldrums which occurred
- halfway through my first course on méney and banking. Students began
asking meé what morietary theory"had to do with anything in the “real
world,” and I began asking myself what my previous ob;ecthn had been to
m)ectmg a more institutional emphasw in this course, %’ :

“In retrospect, a theoretisal as 'opposed to an institutional emphasis was

7 not the grror, What was inissing'in my course was some display of ap-
o plicability or relevance some way of making the St. Louis multiplier ex-
' citing to the average college student, and some  way of making money and
banking a memorable educational experience—one that would stay with
studénts after graduation and be of benefit to them in their day-to-day lives.

u W
Et1as D n"pc' [ d OTrse ¥ L gSe

“teaches econormc theory was mdeed a challenge. h

- The prqblem is that the material contained in most money and bankmg
*courses can be boring to many students, partlcularly thosenot inclined to
apprec:ate the esthetic qualities of T-accounts or the mathematical elegance
' of simultaneous equation solutions. One really bad lecture, with the time
“and potential for others; just adds to the teditim unless studehts see. the .
necessity for the drier aspects of theory. ;l'he Federal Open Market Commit-
tee (FOMC) 'simulation, as an integral part of the course, is one way of en-
suring that students see the necessity of theory and theexcxtmg role it plays
" +in pohcy-makmg situations. . ,

i

R »

The FOMC Slmulatlon, .

. Several factors are 1mportant when analyzmg the effect of "the FOMC
- sxmufatlon on student learning. First, the FOMC slmuIatlon"is one-quarter

- . P v
- ‘L e ‘

o V"”‘M
7 RO ’ '
1nlett's report is lrom Economic Educatlon Experlences of Emerprlslng Teachers 1 6
; (1977-78) pp. 73-78. ¢ . .
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the FOMC simulation on‘student learning is exammed with both soft and
hard statistical evidence.
L. Students were required. to purchase two books for the/course: °
y Slmpson s.Money, and Economjic Analysis and Bartlett and Amsler's A Wall
‘ " Street Journal journal. The textbook is theoretically oriented, , The WS]
Journal serves as a workbook and gnalytical guide fot the Wall Street Jour-
" .nal, to which students are requlred to subscribe. /

The course is outlined in a very traditional manner except that after ex-
amining the GNP accounts brleﬂy, students are introduced to a very simple -
Keynesiar model. The early mtroductlon of a macro model is done for twa ™.

‘- redsons. First, intermediate macro is a prerequisite for money and bankmg o
To maintain continuity, it is important to establish the link between macro-
economics and, monetary theory early in the course. Second:’ the early use
of even a very simple macro model is a prerequisite for the FOMC simula-
tion. Students need some analytical framework to start with'and to build .
upon. Throughout the course the emphasis in lectures is theorétical.
" Students are tested on this material over the course of the semester with
<  minitests. {These are forty-minute tests on material discussed in the book
and developed in class. Students are allowed to drop their lowest grade of
five on the minitest. At the end of the semester, students are tested again but
only over the specific material on the minitest. Thus, their final exam is a
modification of questions previously asked. Thls traditional approach to
the material and testing of the students’ understandmg of it acsounts for 50
_peu;ent_of_thelr graflp . PR
The remaining bortion of a student’s grade is determmed either directly .
or indirectly by the FOMC. simulation. There are four, or five FOMC™~ ~
simulations throughout the semester, depending on the schedule. Students
are required to participate in four. They are graded.on five things: dé-
_meanor, accuracy of facts, p]aﬂsxbxhty of analysis, adequacy of policy sug- .
gestions, and responses. A simple grading sheet facilitates the grading pro= . '
© cedure. Atthe end of the semester each stutlent must write a position paper
. which mirrors much of the simulation, giving students a second chance to
learn the material. It is,premature to discuss this aspect of the course atthis
time, and an elaboration en these experiences will follow in due course.

T e - e -, .
v The Design of the FOMC Simulation

As can be surmised from the time alloted the simulation and the effort
required for a Jposition paper, the FOMC sxmulat:on plays a key role in af-
fecting student learning. In esserice it serves as a bridge between the
economic theory they are learning in class and from personal study and the\
use of theory in the “real world."Unlike most simulations used in the teach- .
ing of econorhics, the FOMC simulation is synergistic; that is, it is specifi-

o
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cally designed to incorporate three different simulation techniques and to
build upon the cumulative nature of the learning process as outlined by
Bloom in his taxonemy of educational objectives. A rationale for this design
is developed after reviewing the mconclusxve‘f,hd]:\gs of traditional simula-
tions and adapting Bloom’s taxonomy to fit nuances of economic .
theory.
I spent four years developing this approach, and much of my work was
. supported by the Denison Simulation Center fundgd by\the__Lxlly Eridow-
ment, Incorporated The, center, provided assistants, released time, and
travel money. The work was presented in various stages of development at
several corrferences and has been published. In addition, a former student,
Christine E. Amsler, funded by the center, worked closely with me on these
" pfojects. Denison Unwersxty has been very supportive of my research ef-
forts in developing effectxve teaching techniques.

Goals of the FOMC Simulation Lo ‘\ “

The overall purpose of the FOMC simulation is to reinforce students’
. understanding of monetary theory and financial institutions and’ to 11—
lustrate how moretary policy in the United States is made and executed. In
specific terms, the three main objectives of the FOMC simulation are tos.,
t . ‘m};
N Describe the purposes and functions of the Federal Reserve system and
to familiarize students with basic economic information available in
* public media; . ‘

[llustrate the role macroeconomic theory plays in policymaking and to

give students an opportunity to use the models they learned in class;
Have stiidents apply their fundamental understanding of facts and
mddels to judge for themselves the relative merits of policy act:ons

reporteg in the press.
- N '3
Each of these objectives parallels a stage in the learning process and an
- aspect of the policymaking énvironment as discussed in the rationale. The
- [FOMC is synergistic in that these ‘objectives are met by simultaneously us-
-~ ipg, the simulation techniques of case study, model building, and, role play-
4 7

~ - It VoL ¢

The Classroom éxperience of thie FOMC Simulation

In bne jjhe FOMC sxmulat:on is'an enactment of the FOMC meetings

actually held in Washington. EleVen to forty-four students can participate
at each ofithe triweekly meetings. Each session lasts for an hour, Students
prepare for the simulation by cllppmg artxcles from the most recent issues of
the Wall Street Journal. The workbook helps them to recognize which ar-
ticles are important and provides them with tables for recording informa-
tioﬁ as well as with charts on which to plot ¢he entries so that trends can be

-
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bserved and followed. Space is provided for pasting the articles in for
ture reference in the simulation. Thus, all the sthdents have up-to-date
_and identical pieces of information. The common grovnd facilitates discus-
~sion:—- | .
tudents also prepare for the simulation by researching their assigned
rolgs as committee or staff members. They analyze the facts collected from
the Journal within the theoretical frameworks learned in clase and from the
political perspective of the committee member. As the course prpgresses_the
analyticalrpreparation is expected to become more sophisticated. X
I prepared for class by updating my own WSJ Journal and by filling out
the grading sheets. I paid particular attention to releases of the chairman of
the Federal"Reserve Board, since that was my role.
At each meeting, different members of the committee are responsible
for different sectors of the economy, as outlined in the WS] Journal.
Members of the cgmmittee or their staffs must brief the entire committee on

the etirrent econolgjc situation within their sector, give their analysis of . :
these developmenty, predict future trends, and suggest palicy courses.”;

" When all ten of tf three- to five-minute presentations are comiplete, discus-
sion takes place until a consensus for policy action is reached. The views of
the chairman arealways made known. , )

_ The atmosphere for these meetings is set in several ways. First, the
room is set up for a conference. If a large conference table is not availa e,

-members of the FOMC sit in an inner ring of chairs provided with name
plates. Staff members are seated in an’outer circle near their assigned com-
mittee member, who acts as the group’s head in large classes. The mood of
gravity is further enhanced by requiring students to wear businesslike attire,

"+ to address the committee formally from a podium, and to stay within

Ié

assigned roles. . \ ) -

A Final Effort ~

The debate between particular committef members/ in keeping with

their assigngd roles, can be time consuming, and not all students are permit-
ted to engage in the discussion. Thus, at the end of the semester after ex-
' periencing at least four FOMC simulations, students must write a position
paper of,no more than fifteen pages. The paper is divided int® three sections
which parallel the simulation presentations. Unlike their earlier presenta-
. " tions, however, students are responsible for every sector in the ecohomy.
Information for the first section, which reviews the current economic situa-
" tioni is taken from the WSJ Journal. Their reviews focus on the economic
events of the last quarter as compared to the same quarter of the previous

year. In the next segtion of the paper, this information is analyzed within a .

macroeconomic model. The degree of 'difficulty or sophistication in their
analysis is limited by the five pages allotted for this section, Finally, policy
_recomimendations, based upon their analyses are mad;el in the last section,
s Here students are encouraged to consider all the alti.el:hét'iires and state why

>
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some are out of the question. So, the position paper offers students a final
.chance to draw the course together, to bridge the gap between fact and
theory, and to make economics come alive. . !

ko )

Course Summary .

+ Four years of work went into designing a course for the fall of 1977. .
¢/ Half of the course was in the traditional lecture format, and the other half
rested heavily-upon the FOMC simulations. Students wete always given
two opportunities to learn.the material, allowed to drop one minitest and
FOMC simulation, and glv‘en several opportumtles verbally and in writing,
tolexpress what they had learned and apply it. - : . s

The evidence shows that the simulation was crucial to answering the

“relevance” question, creating excitement for the material, and providing
students with tan econorhic framework within which to put the facts .
) reported on TV and radio news programs, news magazines, and the dally -

- newspapers after they leave Denison, - . s

. - [
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Evaluation . ..

- There is ample evidence to’ substantiate the claim that money and ' v ¢
. banking as it is currently taught at Denison Universxty meets the stated ob- ;' \
" jectives of the course. In addition, there is ample evidence that the FOMC &
. sinfulation is effective i in attaining its specific goals and thus fulfills its role . "
thhm the course structure. * | L

" A rigorous experiment was conducted during the first semesters of

1976-—77 and 1977—78 Both expenments used a pre- and post -test procedure

7 measure student understandmg of facts, theory, and poh(;y 1s§ues s round- - ﬂ-

* .7 ing the making of monetary policy. The more traditional TUCE d TUE - -
tests are inappropriate mstruments for:advanced undergraduate courses and .

. . particularly for money and banking courses. The evaluation of the FOM(C ‘

“simuldtion, ~which controlled for such factors ds age, sex, major, etc., T
showed that the simulation was an important determinant of student under-
standing. The simulation’s greatest impact was on theoretical issues. The ¢
. evaluation also showed that ‘students follow Bloom's taxonomy and do w
. move from very basic cognitive levels, such’as knowing facts and defini-
’ tions, to understandmg interrelationships among variables. Comprehension
s .of facts and relationships is a prerequisite for maklng reasonable policy
suggestions and judging the appropriatgness of current policy actions. )
¢ In terms of attitudinal changes‘ the 1977-78 experiment, which pooled -
* the data from the previous year, shows that the overall course rating is a
' significant. explapatory variable. This. point needs elaboration. In this ex-. .
¥ . periment the students’ ratings of the course constitute-a measure of how well .
_ they felt the course met its objectives and how well the lectures and simula- .
. tion meshed fo meet these objectives. The higher sthdents rated the course,
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- the more their interest in the material, increased over the term. This can be

< ~ interpreted to mean that the simulation was successful in bridging the gap
between practice and theory, and thus' that the material displays applica- -
bility. . . ' :

: Softer evidence comes from several sources. First, the student position
papers at the end of the course have demonstrated an amazing grasp of the
current economic situation and an ability on the part of most.students to
-analyze it with some sophistication. Also, their policy suggestions are well ¢
thought out and justified, rather than being a display of emotional or .
political rhetoric. Students themselves admit that they learned.a lot in the
‘simulations aﬂn writing -the papers. Every year. there is a waiting list to M
get into one ohe two forty-studen't sections. Finally, the grapevine is very
effective in any undergraduate institution. This well of information says
that the course is a lot of evark but worth the effort.. -

L ’

Summary

The Jecturing doldrums experienced over four years ago have given -
way to a well-structured ourse that attempts to demonstrate the applica-
bility of economic theory to ‘the\.iurrent economic situation. The vehicle
used to transport students through economic theory is the apticipation of,

. ‘the excitement of, and the satisfaction generateq by the FOMC si}_nulati0n. -

". . . This simulation is unique in the sense that it is synergistic and is
therefore more effective in attaining its goals. Other synergistic simulations
can be designed to fit a variety of economics courses. The Councilyof

»
JR

> . Economic Advisers is an example bf another synergistic simulation. It is de-
# - " signed with the same gbjectiyes and format as the FOMC simulation, except
) * that the-focus is on fiscal policy. Regardless of the focus, ver, the
synergistic 3pp/1?5ch to simulation iri economics is a, valuable cqmplemen- _
tary techniguefo the traditional-lecture. : M
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