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Short-Answer Questions, Chapter 6

CHAPTER 6. DEPENDENCE OF THE DIVISION OF LABOR ON CAPITALISM II:
THE PRICE SYSTEM AND ECONOMIC COORDINATION
PART A. UNIFORMITY PRINCIPLES

1. Theuniformity-of-profit principle states
that there is atendency toward an equalization of
profit margins throughout the economic system.

2. Theuniformity-of-profit principle states
that there is atendency toward the equalization of the
rate of profit (rate of return) on capital invested
throughout the economic system.

3. The achievement, throughout the eco-
nomic system, of auniform rate of profit on capital in-
vested is consistent with the existence of permanently
unegual profit margins counterbalanced by perma-
nently unequal capital turnover ratios.

4. Assume that supermarkets have profit mar-
gins of 2 percent, automobile companies 10 percent,
and electric utilities 20 percent. If the ratio of salesrev-
enues to capital invested (i.e., capital turnover ratio) is
5:1 for supermarkets, 1:1 for auto companies, and 1:2
for electic utilities, calculate the respective rates of
profit on capital invested for

a. supermarkets
b. automobile companies
c. eectric utilities

5. The existence of unequal rates of profit in
the various branches of production

a. createsincentivesfor theinvestment of addi-
tional capital in theindustries earning above-aver-
agerates of profit and for the withdrawal of
capital from industries earning bel ow-average
rates of profit
b. the effect of theinvestment of additional capi-
tal in the industries earning above-average rates of
profit isto increase the supply of products they
produce and thus to reduce the selling prices,
profit margins and rates of profit of those indus-
tries
c. theeffect of the withdrawal of capital from the
industries earning bel ow-average rates of profit is
to reduce the supply of products they produce and
thusto raise the selling prices, profit margins, and
rates of profit of those industries
d. all of theabove

6. An above-average rate of profit provides
not only the incentive for the investment of additional
capital in the industries concerned but also the means
for increased capital investment insofar as the above-
average profits are themselves saved and reinvested.

7. Losses provide not only theincentive for
the withdrawal of capital from the industries con-
cerned but also themselves directly reduce the capital
invested in the industries that suffer them.

8. Low positive rates of profit that are insuffi-
cient to cover dividends being paid also directly result
in the reduction of the capital invested in an industry.

9. The uniformity-of-profit principle serves
to make mistakes of relative overinvestment and over-
production and relative underinvestment and underpro-
duction self-correcting.

10. The uniformity-of-profit principle coun-
teracts the mistakes of relative overinvestment and
overproduction and relative underinvestment and un-
derproduction, and thus promotes coordination in the
relative size of the various branches of production be-
cause

a. mistakes of thefirst kind result in low profits
or losses, which serveto halt and reversethe rela-
tive overinvestment and overproduction

b. mistakes of the second kind result in high prof-
its, which provide the incentive and means for
stepped up investment and production

c. both (a) and (b)

11. The uniformity-of-profit principle delim-
its the size of the mistakes of relative overinvestment
and overproduction and relative underinvestment and
underproduction, by making the counteracting forces
of correction through respectively falling and rising
rates of profit more powerful asthe size of the mis-
takes increases, with the result that “the bigger the mis-
take, the harder it isto makeiit.”

12. The uniformity-of-profit principle serves
to largely prevent the mistakes of relative overinvest-
ment and overproduction and rel ative underinvestment
and underproduction from being made in the first place
a. because the desire of investorsto make profits
and avoid losses and to make higher profitsin
preference to lower profits makes them strive to
avoid investments representing overinvestment
and overproduction and to seize the profit opportu-
nities created by others’ insufficient investment
b. at any given time, most of the capital of the
economic system tends to be in the hands of in-
vestors with prior investment success, in that large
capitals will tend to be in the hands of those who
have succeeded in making high profits, which
they have largely saved and reinvested, and the
earning of which signifiesinvesting in lines where
investment was greatly needed, while those who
invested where investment was not needed have
incurred losses and thus now command corre-
spondingly less capital
c. both (a) and (b)
13. The uniformity-of-profit principle gives
consumers the power to change the pattern of produc-
tion, i.e., to cause industries to expand or contract,
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merely by changing their pattern of buying and absten-
tion from buying.

14. Products continue to be produced because
a. businessmen go on producing them

b. consumers value the products and are prepared
to pay profitable prices for them

15. Insofar as goods are produced in afree
market to which various people object—such as aleg-
edly nonnutritious breakfast cereal's, automobiles with-
out seatbelts or airbags, trashy or pornographic
literature, alcoholic beverages, cigarettes, and so on—
thelogical targets of the complaints are the consumers,
even though the actual targets are amost always the
manufacturers.

16. The uniformity-of-profit principle oper-
ates to bring about a progressive increase in produc-
tion because in order to earn an above-average rate of
profit in the face of its operation, it is necessary to in-
troduce repeated improvements in products and meth-
ods of production.

17. Improvementsin products and methods
of production are the source of high profits only until
competitors can copy them to the point of making
them the general standard of the industry, at which
point the continued earning of high profits requiresthe
introduction of further improvements.

18. No matter what its record of past success
ininnovation, acompany is doomed if competitors not
only catch up to it but now more and more pull ahead
of it.

19. Intheface of innovative competitors,
adopting improvements is necessary not only to earn
premium profits but also to staying in business at al,
in that while premium profits go to the innovators, no
profit whatever goes to those who lag too far behind
theinnovators.

20. The uniformity-of-profit principleimplies
a. increasing production and falling prices
b. wherevirtualy costless, irredeemable paper is
the monetary unit, an increase in the quantity and
fall in the value of such money more rapid than
the increase in the production and supply of goods
and thus rising prices expressed in terms of such
money
c. both (a) and (b)

21. The empirica fact that the great majority
of prices have risen over the last seventy yearsis acon-
tradiction of the proposition that the uniformity-of-
profit principle operates to reduce prices.

Thefollowing is atwo-part question, based on the as-
sumption that a new light bulb sells for $1 and costs
90¢ to produce and that a ten-times longer-lasting light
bulb could be produced at the same unit cost.
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22. Give an estimate of how much more con-
sumers would be willing to pay for the ten times-
longer lasting bulb.

23. Give an estmiate of how much more the
light-bulb manufacturer would have to charge to make
more profit on one ten-times longer-lasting bulb than
on ten of the present bulbs, allowing five cents of lost
recovery of depreciation on each of the present bulbs.

24. Claimsthat businesses engage in

“planned obsol escence”

a. imply that, contrary to the uniformity-of-profit

principle, the profit motive operates to make

prices higher rather than lower

b. ignore the fact that to compensate for any lost

unit volume due to greater durability of their prod-

ucts, business firms need to raise their prices by

far less than the premium consumers are tyically

willing to pay for the greater durability

c. both (a) and (b)

25. Cutting costs of production
a. by means of the use of labor-saving ma-
chinery, or the use of less expensive materials or
components that are less expensive because less
labor is employed in their production, has the ef-
fect of making labor available for the production
either of more of the product whose costs of pro-
duction are cut or more of other productsin the
economic system
b. by means of the use of less expensive labor
whichisless skilled, or of materialsthat are less
expensive because of their comparative abun-
dance and/or lack of valuable alternative uses, is
equivalent to increasing the supply of more valu-
ablelabor and materials and their products at the
expense of reducing the supply of less valuable
labor and materials and their products
c. both (a) and (b)

26. Cost cuts
a. aresought by businessmen in order to improve
their profits
b. serveto expand production in the economic
system
c. both (a) and (b)

27. Premium rates of profit can be earned by
better anticipating changesin consumer demand than
others, because doing so enables one to be early on the
scenein casesin which increases in consumer demand
serve to create a premium profit.

28. Economic progress resultsin such large-
scale changesin the pattern of consumer demand as ac-
companied cost-cutting improvementsin agriculture,
which served to make food and fiber less expensive
and thus to enable people to afford more of numerous
other things.

29. Successfully anticipating changesin con-
sumer demand operates to increase the gains from eco-
nomic progress because it represents the movement of
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capital and labor into the production of the things con-
sumers wish to obtain as the fruits of the progress. For
example, improvementsin the efficiency of producing
foodstuffs would have been of far less value if the capi-
tal and labor saved had been applied to the production
simply of more foodstuffs rather than make possible
the expansion of production outside of agriculture.

30. A minimum price control isa price con-
trol that imposes
a. anartifically low price
b. anartifically high price
¢. anartifically high price below which oneis
prohibited from selling
31. A maximum price control isa price con-
trol that
a. imposes an artifically high price
b. anartificaly low price
c. anartifically low price above which oneis pro-
hibited from selling
32. A synonym for maximum pricesis ceil-
ing prices.

33. A synonym for mimimum pricesis floor

prices.

34. Farm subsidies, minimum wage laws,
and labor-union wage scales imposed by government
policy are all examples of minimum prices.

35. Rent controls and the price controlsim-
posed on oil and other productsin the 1970s are exam-
ples of maximum price controls.

36. If the government abolished itsfarm sub-
sidy program and refunded its cost to the taxpayers,
who pay for it, the effects would be

a. aplungein the sales revenues and profits of ag-
riculture

b. arisein the salesrevenues and profits of the
additional things purchased by the tax payers

c. ashift of capital and labor out of agriculture
and into the thingsin additional demand by the
taxpayers

d. arestoration of therate of profit in the smaller-
sized agriculture that would remain

e. the elimination of premium profits on the
things bought by the taxpayers with their tax sav-
ings as the production of those things expanded

f. all of the above

37. The permanent effect of the abolition of
farm subsidies and the equivalent reduction of taxes
would be the elimination of farm production that the
market does not want sufficiently to be willing to pay
profitable pricesfor it and the expansion of the produc-
tion of other goods that the market does want suffi-
ciently to be willing to pay profitable prices for them.

38. If long-standing rent controls were re-
pealed,
a. theimmediate effect would be asharp risein
rents and the profitability of rental housing
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b. thelonger-run effect would be an increasein
the supply of rental housing and areduction in
rents toward the costs of providing such housing
plus only as much profit as required to provide the
going, competitive rate of profit

c. thestill longer-run effect would be a progres-
sivefall intherea cost of rental housing and im-
provement in its quality as landlords once again
came under the necessity of earning premium prof-
its through making such improvements and com-
petition progressively passed them on to tenants
d. all of theabove

39. Theeffect to be expected from repealing
amaximum price control isatemporary surgein price
followed by an increase in supply and declinein price,
to the point where the industry no longer earns an ex-
ceptional rate of profit but is merely larger.

40. Experiencefollowing repeal of price con-
trolson oil and oil productsin the United Statesin
1980 contradicts the expectation expressed in the pre-
ceding question.

41. Since equity capital provides a buffer of
security for the capital of lenders and thus reduces the
risks of the lenders compared with those of the borrow-
ers, therate of profit on equity capital is generally
likely to exceed the rate of interest paid on borrowed
capital.

42. People are able to borrow money to the
extent that they already have money because the
wealth they have serves as a protective buffer for credi-
tors. The greater their wealth, the greater the borrow-
ings on which they can provide such a protective
buffer.

43. The geographical uniformity-of-price
principle states that there is atendency toward the es-
tablishment of a uniform price for the same good
throughout the world, plus or minus transportation
charges.

44. The basis of the geographical uniformity-
of-price principleisthat the existence of an unequal
price for the same good in two markets
a. createsthe opportunity for profit by buyingin
the cheaper market and selling in the dearer mar-
ket
b. the effect of such buyingisto raisethe pricein
theinitially cheaper market while the effect of
such selling isto lower the pricein theinitialy
dearer market
¢. theabove process goes on until the price dis-
crepancy is no greater than transportation cost
d. all of theabove

45. When the price of the same good in two
markets differs by less than transportation cost, it does
not pay to buy in the cheaper market in order to sell in
the dearer market.
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46. The ability of agovernment to create and
maintain an inequality of price greater than transporta-
tion cost, as, for example, that created by atariff, con-
firmsthe geographical uniformity-of-price principle
rather than contradictsiit, because the discrepancy can
be maintained only if measures are taken of sufficient
strength to offset the operation of the principle, such as
severe penalties against smuggling combined with a
great liklihood of being caught if one becomes a smug-
gler. If not for such penalties and the liklihood of suf-
fering them, the tariff could not be effective.

47. The operation of the geographical unifor-
mity-of-price principle servesto spread the effect of
local failures of supply over awider area, thereby re-
ducing the severity of thelocal reduction in supply and
correspondingly limiting the resulting risein price.

48. In afree market, the effect of the Arab ail
embargo of 1973 would have been

a. asurgeinthe price of oil and oil productsin
the Northeastern United States, which was the re-
gion where the reduction in supplies mainly took
place
b. the movement of replacement suppliesto the
Northeast from elsewhere in the United States as
soon asthe price of oil and oil productsin the
Northeast exceeded the price in the rest of the
country by more than costs of transportion
¢. the movement of replacement suppliesto the
United States as awhole from non-Arab foreign
suppliers as soon as the price of oil and oil prod-
uctsin the United States came to exceed the price
in those areas by more than the costs of transpor-
tion
d. theresumption, despite the embargo, of thein-
direct import of Arab oil viathird-parties, such as
European refiners using Arab oil
e. al of the above

49. 1n 1973 price controls on oil and oil prod-
uctsin the United States served to makeillegal the ac-
tion people would otherwise have been able to take to
mitigate the effects of the Arab embargo.

50. In afree market, the effect of aforeign
embargo against a country on the part of suppliers not
controlling substantially al foreign supplieswill beto
reduce the supply of the embargoed good in that coun-
try

a. by the amount no longer supplied by those con-
ducting the embargo

b. by nothing at all if those conducting the em-
bargo go on selling the same overall amount but
merely to different buyers

¢. by an amount commensurate only with what-
ever reduction the embargoing suppliers are able
to achievein the global supply of the good

d. (b) and (c) but not (a)

e. al of the above
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51. Thebelief that if acountry has lower tar-
iffsthanitstrading partnersit is at adisadvantage, is
equivalent to the belief that if the winds and the ocean
currents run toward it and cause itsinbound transporta-
tion costs to be less than its outbound transportation
costs, it isat adisadvantage.

52. Thetemporal uniformity-of-price princi-
ple

a. isthat in afree market, the expected price of a
storable good in the future tends to exceed its
price in the present by no more than the costs of
storage for the period in question together with an
allowance for the competitive rate of profit for the
period in question
b. exists because buying now for future sale
when the present priceisless than the expected fu-
ture price by more than the factorsindicated in an-
swer (@) servesto raise the present price and the
corresponding availability of more supply for the
future servesto reduce the expected future price,
thereby narrowing the differencein price
¢. by coordinating anticipated future demand and
supply with present demand and supply, operates
to balance the consumption of commodities over
time and to minimize the effects of scarcities
d. all of theabove

53. In serving to raise current or spot prices
in anticipation of higher pricesin the future, commod-
ity speculators bring about a curtailment of present
consumption and an enlargement of supplies available
for the future when they are more needed.

54. By encouraging an undiminished rate of
consumption, a price control can turn a scarcity of a
storable good into afamine.

55. Speculators as a class cannot profit from
price increases caused by their own activity because if
nothing else but their buying were present to raise
price, they would eventually have to sell back at lower
prices than they bought.

56. The uniformity-of-wages principle

a. isthat there is atendency toward a uniformity
of wage rates for workers of the same degree of
skill and ability

b. existsbecause of the preference of workersfor
higher wages rather than lower wages

C. exists because the movement of workersfrom
the lower-paying fields into the higher paying
fields reduces the supply of labor and raisesits
wagesin theinitially lower-paying fieldsand in-
creases the supply of labor and reduces its wage
ratesin theinitially higher-paying fields

d. all of theabove

57. The operation of the principle that there
is atendency toward a uniformity of wage ratesis un-
realistic because it requires that forty-year olds be will-
ing to change careers for ten or twenty percent pay
differences.




Dr. Reisman

58. The uniformity-of-wages principle gives
the consumers the power to determine the relative size
of the various occupations simply by changing their
pattern of buying and abstention from buying.

59. Positives or negatives, such as safety or
danger, pleasantness or unpleasantness, and low or
high costs of training, associated with the different
types of jobs serve to create permanent inequalitiesin
wage rates at any given level of skill and ability, with
the wages where the positives prevail being corre-
spondingly higher and the wages where the negatives
prevail being correspondingly lower.

60. Permanent inequalities of wage rates
exist between unskilled, skilled, and professional-level
workers, because of the inability of thosein the lower
categoriesto cross over into the higher categories and
thereby change the relative supplies of the different
types of labor.

61. Theinability of the less capable to cross
over into the ranks of the more capable helpsto ex-
plain the extraordinarily high incomes of star perform-
ers.

62. The effect of arisein the demand for the
products and services of skilled labor relative to those
of unskilled labor reduces the disparity in the wages of
the two groups.

63. Where changesin the pattern of the
consumers’ buying and abstention from buying are un-
ableto effect a change in the relative size of the vari-
ous occupations, because of the inability of the wage
earnersto move from occupationsin lesser demand
into those in greater demand, the effect isto change
the relative wage rates of the occupations.

64. Relative consumer demand in the face of
fixed suppliesiswhat explains
a. theincomes of star performersrelative to those
of everyone else
b. inequalitiesin the wages of unskilled, skilled,
and professional-level workers
c. both (a) and (b)

65. The profit motive is consistent with pay-
ing blacks and women less than whites and men for
doing the same work, because more profit is earned by
paying lower wages.

66. The fact that, other things being equal,
more profit is earned by paying lower wages than
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higher wages leads to an increase in the demand for
the workers earning the lower wages and adecreasein
the demand for workers earning the higher wages,
which serves to raise the wages of the former and
lower the wages of the latter, until they are equal or
the differenceisimperceptible.

67. The profit motive is consistent with
charging blacks higher rents for the same housing and
higher prices for the same goods, because, other things
being equal, higher rents and higher prices mean
higher profits.

68. Cost of production influences the prices
of products

a. indirectly by causing production to bein-
creased and pricesto fall where price exceeds cost
by more than enough to provide the going, com-
petitive rate of profit, and by causing production
to decrease and prices to rise where price does not
exceed cost by enough to provide the going, com-
petitive rate of profit
b. directly, inthat large low-cost producers with
capacity to spare arein a position to set prices
closeto the costs of their less efficient rivals, who
are thereby normally prevented from earning high
profits and expanding, while they themselves can
earn substantial profits on the basis of their lower
costs of production
c. both (a) and (b)

69. Cost of production at any given stage of
production
a. always reduces to a sum of prices times respec-
tive physical quantities of the various means of
production
b. consistsin part of prices determined by further
costs of production and of wage rates and other
prices determined by demand and supply
¢. ismore and more resolvableinto wage rates
and other prices determined by demand and sup-
ply as one goes further back in the chain of supply
d. all of theabove

70. Cost of production
a. providesthe ultimate explanation of prices
b. cannot be an ultimate explanation of prices,
but leads back to supply and demand as the ulti-
mate explanation of prices

PART B. ALLOCATION PRINCIPLES

71. Thisisamultipart question. Match the
following itemswith a“ C” if their prices are normally
determined directly on the basis of cost of production
and with a“D” if their prices are directly determinded
by demand and supply.

a. agricultural commodities between harvests

b. skilled and unskilled labor

goods at retail

second-hand goods
manufactured or processed goods
paintings by old masters
scrapiron
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72. The quantity of money determines the ab-
solute height of goods and servicesin limited supply
and consumer preferences determine their relative
height.

73. In afree market, the prices of
consumers’ goodsin limited supply are set high
enough to limit quantity demanded to the supply avail-
able and thereby prevent shortages of such consumers
goods.

74. The setting of pricesin the manner de-
scribed in the previous question

a. servestheinterests of the sellers and therich
but harms the interests of the buyers and the poor
b. servesthe self-interests of buyers aswell as
sellers, and of poor buyers aswell asrich ones
¢. makesthe distribution of goods and servicesin
limited supply take place in accordance with a
combination of relative wealth and income and rel-
ative need and desire
d. al of theabove
e. (b)and(c)

75. In afree market, the prices of factors of
production in limited supply

a. are high enough to limit the quantity of such
factors demanded to the supply of them available
b. carry through as costs of production to the
products of such factors and serve to keep the
quantities of them demanded within the limit of
the supply of the factors of production available
c. areinthe self-interest of buyers, including em-
ployers, no lessthan sellers
d. serveto bring about a distribution of the bene-
fit of the factors in accordance with a combination
of the relative wealth and income and relative
need and desire of the ultimate consumers
e. serveto accomplish the added dimension of
distribution of factors of production among the
competing uses of them in the production of vari-
ous products, e.g., the distribution of crude oil as
between the production of gasoline and the pro-
duction of heating oil
f. al of the above

76. In afree market, the distribution of the
factors of production among their various uses takes
place in accordance with a process of bidding among
the different needs, desires, and purposes of one and
the same set of consumers.

77. In afree market, the factors of production
are dlocated to their most important uses, in accor-
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dance with the bidding of the consumersfor their prod-
ucts.

78. The concept “most important uses’ of a
factor of productionis
a. agivenfact
b. avariable range determined by the supply of
the factor available

79. A free market operates to maximize
gains and minimize lossesin connection with in-
creases or decreases in the supply of afactor of produc-
tion by means of

a. withdrawing afactor of production in dimin-
ished supply or in additional demand from the
least important of its previous uses, i.e., its pre-
viously margina uses

b. dlocating the newly available supply of afac-
tor of production that result either from a decrease
in demand for it or from an increase in its overall
supply to the most important of its previously sub-
marginal uses

c. both (a) and (b)

80. By prohibiting therisein oil prices, price
controls during the Arab oil embargo led to submar-
ginal uses of ail being able to go on obtaining supplies
at the expense of far more important uses of oil.

81. Free market prices, which are high
enough to end shortages, prevent hoarding.

82. Cost of production signifies acombina-
tion of the quantities and value of the factors of pro-
duction that are made unavailable for alternative uses.
Thelower the cost of producing any given item, the
larger the quantities and the more valuable the factors
of production left available for use elsewherein the
economic system.

83. Cost calculations operate to lead each
product to be produced by methods that least impair
production in the rest of the economic system.

84. In afree market, areduction in the sup-
ply of afactor of production causesariseinitsprice
and efforts on the part of those faced with the higher
price to find substitutes and to respond by reducing
their consumption of the more expensive item(s) in
waysthat are least costly to themselves.

85. Price controls during the Arab oil em-
bargo prevented the economic system from adopting a
rationally planned response to the reduction in oil sup-
plies.




Answers to Questions 1-85 on Chapter 6

Question #

Correct
Answer
F
T
T
a) 10%, b) 10%,
c) 10%
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