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1. The great English economist Alfred Marshall (1842-1924) invented many of the tools of modern economics, but he was most concerned with the application of these tools to the problems of society.  In his inaugural lecture, Marshall wrote:

It will be my most cherished ambition to increase the numbers who Cambridge University send out into the world with cool heads but warm hearts, willing to give some of their best powers to grappling with the social suffering around them; resolved not to rest content fill they have opened up to all the material means of a refined and noble life.  (Memorials of Alfred Marshall, A. C. Pigou, ed. (MacMillian and Co., London, 1925), p. 174 with minor edits.)

Explain how the cool head might provide the essential positive economic analysis to implement the normative value judgments of the warm heart.  

A cool head is someone, some group that is patient and looks at the bigger picture then analyses the effects for today.  Normative values are ethical judgements.  So a cool head that looks at the long-term picture for poor people will see how a social program can benefit not only these people but the overall economy as well.

Do you agree with Marshall's view of the role of the teacher?  

The concept of teaching, at least in the older schools, is not only to force feed information and have a student regurgitate it; but also to foster some level of arousal for the subject.  Some teachers look to have a positive influence while others may be teaching about what not to do; both of these forms of teaching seek to stimulate some response.

Do you accept his challenge?

Society needs many cool heads looking for the big picture and not giving up.  Notice I didn't say until it is complete because we are an ever-changing society.  We must continue to evaluate ethical standards to new technological finds (i.e. cloning).  In most cases there is no right or wrong only room for improvement.
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3. The late George Stigler, an eminent conservative Chicago economist, wrote as follows:

No thoroughly egalitarian society has ever been able to construct or maintain an efficient and progressive economic system.  It has been universal experience that some system of differential rewards is necessary to stimulate workers.  (The Theory of Price, 3d ed. (Macmillan, New York, 1966), p. 19.)

Are these statements positive or normative economics?

This is positive economics, by making differential rewards to different positions you stimulate someone to better themselves.

Discuss Stigler's view in light of Alfred Marshall's quote in Question 1.  

Alfred Marshall's quote is about how teachers try to better their students and encourage them to work harder in society.  Once again as they better themselves they would be getting differential rewards.

Is there a conflict?  

I don't think so.

4. Define each of the following terms carefully and give examples: 

PPF -  Production-possibility frontier, these are inputs, commodities or services that are used to produce goods and services.  The three broad categories are land, labor and capital.  PPF shows the maximum amounts of production that can be achieved by an economy, given it technological knowledge and quantity of inputs available.  

Scarcity - The lack of any economic output caused by lack of labor, resources or a companies desire to control the market.  Crude oil although available is not being produced into gasoline to increase the market price for a gallon of gas.
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productive efficiency - the most efficient use of resources in satisfying people's needs and wants.  Sufficient amounts of grain are produced each year to feed all of our mouths with bread.

Inputs - Commodities or services that are used to produce goods and services.  Grain is a commodity that is used to produce a loaf of bread, make bagels, and donuts.

Outputs - useful goods or services that are a result of a production process to be consumed or used in further production.

5. Skipped

6. Assume that Econoland produces haircuts and shirts with inputs of labor.  Econoland has 1000 hours of labor available.  A haircut requires 1/2 hour of labor; while a shirt requires 5 hours of labor.  Construct Econoland's production-possibility frontier. 
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7. Assume that scientific inventions have doubled the productivity of society's resources in butter production without altering the productivity of gun manufacture.  Redraw society's production-possibility frontier in Figure 1-2 to illustrate the new trade-off.
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1. Consider the following problem:  After your 8 hours a day of sleep, you have 16 hours a day to divide between leisure and study.  Let leisure hours be the X variable and study hours be the Y variable.  Plot the straight-line relationship between all combinations of X and Y on a blank piece of graph paper.  Be careful to label the axes and mark the origin.
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3. In question 1, what is the slope of the line showing the relationship between study and leisure hours?

The slope of the line shows that as you increase leisure you loose the ability to study.

Is it a straight line? Yes
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4. Let us say that you absolutely need 6 hours of leisure per day, no more, no less.  On the graph, mark the point that corresponds to 6 hours of leisure now consider a movement along the curve.  Assume that you decide that you need only 4 hours of leisure a day.  Plot the new point.
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6. Next show a shift of the curve;  You find that you need less sleep, so you have 18 hours a day to devote to leisure and study.  Draw the new (shifted) curve.
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Page 41-42

1. What determines the composition of national output?

In some cases, we say that there is "consumer sovereignty," meaning that consumers decide how to spend their incomes on the basis of their tastes and market prices.  In other cases, decisions are made by political choices of legislatures.  Consider the following examples:  

a.  Transportation -  mostly by consumer sovereignty but held in check by political decisions.

b.  Education -  up to graduating high school the allocation is based on political decision, public schools,  higher education is a blend of political decision, state funded colleges, and consumer sovereignty for private universities.
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c.  Police  -  definitely political decision.

d.  Energy efficiency of appliances - a blend of political decision making our appliances more efficient in agreement with consumer's.  Our new automobiles are required to have more emission controls and build a ratio of automobiles that are more fuel efficient.

e.  Health-care coverage - mostly by consumer's sovereignty but political decision has limited some of the coverage to keep HMO's in check. Some political decisions have provided limited coverage to the lower income families and seniors.

f.  Television advertising  - political decision's tell advertisers what they can and can't say but it is the consumer that either votes with money or let's the product vanquish from the market.

For each, describe whether the allocation is by consumer sovereignty or by political decision.  Would you change the method of allocation for any of these goods?

a.  The are only two that needs more attention is Health-care and Energy efficiency of appliances. Health-care is a two edged sword.  Do we move to a government based policy where you are limited by what the government says you can get or to having less government involved causing only the rich to be able to afford it.  Energy efficiency is a necessity if we are to leave fossil fuels for our descendants.

2. Consider the following cases of government intervention in the economy; regulations to limit air pollution, research on an AIDS vaccine, income supplements to the elderly, price regulation of a local water monopoly, a monetary-policy step to curb inflation.  What role of government is being pursued in each case?
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a. government intervention in the economy - The government either increases interest rates to slow down a climbing economy or decreases them to help a lagging economy.

b. regulations to limit air pollution - government has passed bills in congress mandating clean air, laws have been passed that penalize companies that pollute.  Then, along comes more political pressure to ease up on the existing laws because private enterprise don't want to spend money the meet the requirements. 

c. research on an AIDS vaccine - If the government doesn't fund the research private enterprise wouldn't be able to afford it.

d. income supplements to the elderly - The government has spent all of the Social Security money on pot-belly projects years ago and also borrowed money against the Social Security moneys.  Now our generation is having to foot the bill because the money our parents paid into SS is no longer there.

e. price regulation of a local water monopoly - I haven't heard much about this but it is the same as cable companies that do business in your community.  The only price regulation is set by city hall.

f. monetary-policy step to curb inflation - Government steps in to slow inflation by decreasing the national debt.

3. When a good is limited, some means must be found to ration the scarce commodity.  Some examples of rationing devices are auction, ration coupons, and first-come, first-served systems.  What are the strengths and weaknesses of each?

a. auction - Highest bidder, rich folk get the commodity; weaknesses are the low income can't afford it.
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b.  ration coupons - Strength is that everyone gets an equal share; weaknesses are that some people need more than others just to get by; i.e. gas rationing - some people walk or have public transportation to get to work while others have to use their automobiles to work.

c.  first come first served - Strength is that those that really want the commodity will stand in line to get it; weaknesses are that some people can't get to the location where the commodity is.

Explain carefully in what sense a market mechanism "rations" scarce goods and services.

a.  A market mechanism basically rations scarce goods and services by making them widely available, but the rationing comes into play by the dollar votes needed to obtain these goods and services. 

4. Skipped

5. This chapter discusses many "market failures," areas in which the invisible hand guides the economy poorly, and describes the role of government.  Is it possible that there are, as well, "government failures," government attempts to curb market failures that are worse than the original market failures?  Think of some examples of government failures.  Give some examples in which government failures are so bad that it is better to live with the market failures than to try to correct them.

a. The government failed to make its case against Microsoft as a monopoly.  The cost of the software was increased to cover the court costs and Microsoft delayed sending out new technologies into the world until certain aspects of the trial were concluded.
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b. The government also failed in making things better when it conducted the savings and loans scandal.  Politics were more the winner than the economy.  Our economy suffered as a result of these hearings.

6. Give three examples of specialization and division of labor.

a.  agriculture -  first the farmers grow the crops then truckers get the product to the market but assisting these two specialized trades is the grain store that carries the grain and fertilizer as well as the gasoline companies that provide fuel to the farmers and the truckers.

b.  computer technologies -  hardware, software, networking and sales are only 4 specialized trades that come to mind in this field.

c.  construction development - sales, engineers, surveyors, builders and even government plays a role in this area.

  In what area are you and your friends thinking of specializing?  

Construction development

What might be the perils of over specialization?

The economy looses the ability to be flexible.  When one market has over been over specialized, then it is no longer needed in society, we tend to throw it away.  This causes high unemployment. 
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