PRODUCTIONISM
(Chapter 2, Sections 1 — 3, 6 and 8; and Chapter 13, Part A)

1. Productionism holds that the fundamental
problem of economic lifeishow steadily to increase
the ahility to produce in the face of alimitless need
and desire for wealth.

2. Consumptionism holds that man’s need
and desire to consume are essentially fixed and given,
and that the ability to produce threatens constantly to
outrun them, with the result that the fundamental prob-
lem of economic lifeis not the production of wealth,
but the production of consumption.

3. Productionismis closely connected with
a. the quantity theory of money
b. Say’sLaw of Markets
c. the proposition that a general or absolute over-
productionisimpossible
d. all of theabove

4. Productionism is closely connected with
the proposition that

a. the productive process generates an aggregate
real demand that is equal to aggregate supply and
grows precisely as aggregate supply grows
b. the productive process generates an aggregate
monetary demand that in the absence of govern-
ment interference is sufficient to buy the aggre-
gate supply at a profit
¢. what issaved is spent
d. saving isthe source of most spending in the
economic system and underlies both a growing ag-
gregate real demand for goods and services and a
growing aggregate monetary demand for them
e. al of the above

5. Productionismis closely connected with a

series of further propositions, among them

a that man’snature as arational being underlies

alimitless need and desire for wedlth

b. that the division of labor is essential for ahigh

and rising productivity of labor

c. thelaw of comparative advantage

d. that real wages and thusthe average worker’'s

standard of living are determined by the productiv-

ity of labor

e. al of the above

6.
a. Theleading philosophic basisfor consumption-
ism, that has become increasingly more influential
in recent decades, is the belief that man is funda-
mentally no different than the lower animals and
thus does not have fundamental needs that extend
beyond theirs.
b. When confronted with the fact that man’s de-
sires obviously do extend beyond the range of an
animal’s, consumptionists can be expected to
reply that thisisthe result of “social and cultural
conditioning” and the work of advertisers and that

the desires are “unnatural,” “artificial,” and “cre-
ated.”

c. baoth (a) and (b)

d. neither (a) nor (b)

7. Every increase in the demand for the prod-
uct of a particular industry that is based on the need or
desirefor its product intensifying and thus pushing
ahead of the needs and desires for the products of
other industries and coming to the forefront, must be
accompanied by an equivalent decrease in the demand
for the products of other industries.

8. The need and desire for goods count in de-
mand only insofar as they operate to determine to
which of various possible competing aternatives de-
mand is directed.

9. To those concerned only with a particular
industry, it correctly appears that because any givenin-
dustry, at one time or another, could experience an in-
crease in demand by virtue of the need or desirefor its
product gaining in priority relative to the need and de-
sirefor the products of other industries, that all indus-
triesmight gain in thisway at the same time.

10.
a. The preceding question describes a case of add-
ing up as additional demandswhat arein fact a se-
ries of mutually exclusive alternatives, each of
whose individual existenceis predicated on an
equivalent decline in demand in the rest of the eco-
nomic system.
b. The preceding question is an example of what
logicians call “the fallacy of composition,” that is,
invalidly generalizing from what occursin part of
asystem to the system as awhole.
c. both (&) and (b)

11. Businessmen who think of the effect of
things exclusively on their own company or industry
and not, at the same time, on the rest of the economic
system, are easily led to the conclusion that

a. what isrequired to increase demand in the eco-
nomic system is the creation of additional heeds
and desires

b. what explains low profitsin the economic sys-
tem istoo much production

c. areoften led to accept aconsumptionist view

of things on the basis of misinterpreting their expe-
rience

d. all of theabove

12. In contrast to the businessmen described
in the previous question, those who look at the effect
of things not only on an individual company or indus-
try but also on therest of the economic system realize
that
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a. when the emergence of agreater need or desire
for a particular product serves to increase the de-
mand for that product, it simultaneously most
likely reduces the demand for some other product
or products to the same extent because people’s
overall means of purchase do not suddenly be-
come greater and there is no reason to suppose
that the one thing they will give up is the satisfac-
tion and security they derive from holding the
amount of money they presently hold

b. that the role of needs and desires in connection
with demand is that the needs and desiresthat are
judged relatively more urgent are satisfied and
those that are judged relatively less urgent are not
satisfied; that needs and desires overall far exceed
people’ s ahility to satisfy them and that more
needs and desires do not increase overall demand
but merely change its direction, from some things
to other things

c. given thetotal amount of money spent to buy
products and the total amount of money spent to
produce them, the total amount and average rate
of profit in the economic system does not depend
on the physical volume of production in the eco-
nomic system and is not reduced by alarger vol-
ume of production

d. when the production and sale of a greater sup-
ply of any particular product servesto reduce the
rate of profit that is earned on the product, the ac-
tual reason isthat the product has gotten into a sit-
uation of relative oversupply, i.e, itisbeing
produced too heavily relative to other products,
which, in the nature of the case, are being pro-
duced in insufficient quantity relative to the prod-
uct in question and are thereby rendered more
profitable to the same extent that this particular
product isrendered less profitable

e. al of the above

13. Businessmen who think of the effect of
things exclusively on their own company or industry
and not, at the same time, on the rest of the economic
system, are often led to accept a consumptionist view
of things on the basis of misinterpreting their experi-
ence.

14. In contemporary terms the proposition of
Adam Smith that “the desire of food islimited in every
man by the narrow capacity of the human stomach; but
the desire of the conveniences and ornaments of build-
ing, dress, equipage and household furniture seemsto
have no limit or certain boundary” can be stated as
“The man who has no automobile would like to be
ableto afford one. The man who has an automobile
would like to be able to afford a newer, better one. The
man who has several new automobiles of the highest
quality would like to be able to afford ayacht or a
plane. If heisrich enough to afford both ayacht and a
plane, then he would like to be able to afford a yacht
on which the plane can land, and so on.”
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15. The sensein which one can legitimately
say that alack of desire for wealth constitutes an eco-
nomic problem isthat

a. it renders demand inadequate to purchase the
supply

b. it deprives people of the motive to work and
produce

16. Among the philosophical convictions
that must be present to induce peopl e to desire addi-
tional wealth strongly enough to go out and actually
produceit are

a. those underlying limited government, eco-
nomic freedom, and the security of property

b. the conviction that the material world isfully
real and operates according to causal laws that
man’s mind can grasp and apply

c. that theindividua is a self-responsible causal
agent capable of improving hislifein the future
by means of hisactionsin the present

d. all of theabove

17. Thefundamental basisin human nature
for the desire for goods outstripping the willingness
and ability to produce goodsis

a. the success of the advertising industry inincul-
cating the conviction that more is better than less
and that big is better than small

b. the cultura heritage of the society in which we
live, with its emphasis on material achievement ir-
respective of the cost to the environment

c. thelimitlessrange of the mental in comparison
with the physical and thus the fact that the range
of our imaginationsis alwaysincomparably
greater than the power of our arms

d. all of theabove

18. Thedesire for goods continuesto outstrip
the willingness and ability to produce goods no matter
what the advancesin the ability to produce because

a. theadvertising industry never sleeps

b. the cultura heritage of the society in which we
live always demands more from us

€. no matter how much we may augment the
power of our arms by means of tools and ma-
chinery, at the sametime, as part of the same pro-
cess, we augment the power of our imaginations,
in that the new knowledge required to provide the
tools and machines also opens up new vistasin
terms of what can be produced

d. all of theabove

19. Thefundamental basisin human nature
for man’s need for goods having no limit is

a. man’s possession of reason gives him the po-
tential for alimitless range of knowledge and
awareness, hence of action and experience
b. goods are the material means of acting and ex-
periencing
c. both (a) and (b)
d. neither (a) nor (b)
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20. Thereisaninherent, ineradicable scar-
city of human labor because
a. thereisalimitless need and desire for goods
and services
b. human labor is always the limiting factor in
the production of goods and services
c. both (a) and (b)

21. The scarcity of labor in relation to the
goods and services we would like to haveisindicated
by the fact that practically everyonewould like to earn
five or more times the income he now earns

a. and that to earn thisincome at his present rate
of pay for aforty-hour week, he would have to
work more hours than there are in the week

b. and that to produce the goods and services that
would constitute a five-or-more-times higher level
of real income in the present state of technology
and productivity of labor, five or more times the
labor would have to be employed than is now em-
ployed

c. both (&) and (b)

22. We could work ourselvesinto the hospi-
tal from exhaustion long before we could produce al
the goods and services we would like to have.

23. Each of usis easily capable of forming
desireswhose fulfillment requires the labor of multi-
tudes, and yet by the laws of arithmetic, the average
member of any society can never obtain more than the
labor, or products of the labor, of just one person.

24. The fundamental and essential nature of
economic lifeisthis: the need and desire for additional
wealth are there and the nature-given means of produc-
ing it are there; all that islacking isthe ability of
human labor to transform the nature-given means of
production into additional wealth.

25. The adoption of labor-saving machinery
isheld to be a cause of unemployment on the basis of
the belief that
a. thereisafixed, limited need and desire to con-
sume
b. the higher productivity of labor that improved
machinery makes possible causes the ability to
produce at the point of full employment to exceed
the allegedly fixed, limited need and desire to con-
sume
c¢. thesupply of goods and services correspond-
ing to the allegedly fixed, limited need and desire
to consume can be produced with a correspond-
ingly smaller quantity of labor asimprovementsin
machinery take place
d. all of theabove

26. According to Hazlitt, the effect of ma-
chinery is
a. to cause unemployment
b. to cause additional employment
¢. toincrease production and raise the standard of
living
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27. The belief, at the core of consumption-
ism, that man’'s need and desire for wealth isfixed, im-
plies that
a. thereisonly afixed stock of work to be done
in the world
b. that improvementsin machinery reduce the
work available to be done by people
c. that to the extent that the members of some
groups obtain additional employment, equiva-
lently less employment remains for the members
of other groups
d. thatitisnecessary and valuable to make work
e. al of the above

28. According to Hazlitt, the effect of
“spread-the-work” schemesis
a. areduction in efficiency insofar asthey take
the form of arbitrary job classifications requiring
the employment of unnecessary workers to accom-
plish agiven result, and a reduction of employ-
ment el sewhere in the economic system by virtue
of people having to pay higher pricesto cover the
higher costs resulting from the inefficiencies and
thereby being deprived of the funds to buy the
products of other industries
b. asubsidization of previously unemployed
workers by workers already employed, insofar as
the schemes take the form of areduction in hours
worked per worker, are not accompanied by at-
tempts to offset the reduced hours with higher
hourly wage rates, and provided that there are a
sufficient number of unemployed in every indus-
try to take up the slack provided by the reduction
in hours
C. greater unemployment in the economic system
asawholeinsofar as the schemes are accompa-
nied by increasesin hourly wage rates in order to
offset the effects of the reduction in hours
d. all of theabove
e. none of the above

29. Consumptionism and its notion that what
isscarceis not goods but the need and desire for
goods, supports the belief that by increasing the need
and desire for goods
a. war and destruction are a source of prosperity,
viathe greatly enhanced need for weapons produc-
tion during the war and the need for replacement
of damaged or destroyed property that takes place
during and after the war
b. apolicy of additional peace-time government
spending, even if it were for pyramid building, is
asource of prosperity by virtue of adding to the
need and desire for goods and services and
thereby to employment
c. advertising isasource of prosperity, precisely
by virtue of its alleged inherent fraud of leading
people to desire things that they do not really
need, becausein so doing it adds to the demand
for goods and labor




d. ahigher birthrate is a source of prosperity, by
creating new and additional consumers, each one
with his respective new and additional desires—
provided the new and additional consumers do not
attempt to work and produce and thereby add to
the supply of labor and ability to produce as much
asthey add to the supply of needs and desires

e. apolicy of imperialism isasource of prosper-
ity by virtue of adding to the outlet for goods the
needs and desires of large numbers of desperately
poor potential consumers

f. all of the above

30. In hisdiscussion of “the blessings of de-
struction” Hazlitt

a. refersto the belief that many people have that
war and destruction are sources of prosperity
b. describes the confusion between need and de-
mand
c¢. describes the confusion between more money
and more purchasing power
d. illustrates the mistaken habit of looking only at
part of the economic picture rather than the whole
e. al of the above

31. Consumptionism’s notion of alimited
need and desire for goods lead to the belief that
a. the presence of great wealthin acountry isali-
ability, in that it represents the using up of the al-
legedly limited stock of needs and desiresfor
wealth, thereby leaving the country relatively
poor in terms of its remaining stock of unmet
needs and desires for wealth and thusin its ability
to support employment and production
b. the absence of wedlth in acountry is an asset,
in that it represents a correspondingly limited
using up of the allegedly limited stock of needs
and desires for wealth, thereby leaving the coun-
try relatively rich in terms of its remaining stock
of unmet needs and desires for wealth and thusin
its ability to support employment and production
c. both (a) and (b)
d. neither (a) nor (b)

32. Theactual effect of government spending
on employment and prosperity is

a. toincrease demand and employment in certain
lines
b. to equivalently reduce demand and employ-
ment in other lines
c. todeprivetheindividual taxpayer of the power
to decide how hisincome shall be spent
d. all of theabove

33. Hazlitt believes that war and government
spending undertaken for the purpose of stimulating em-
ployment

a. reduce the average standard of living
b. cause unemployment
c. both (&) and (b)
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34. According to consumptionism, alarger

population contributes to prosperity by virtue of

a. increasing a country’s ability to produce

b. increasing a country’s need and desire to con-

sume

C. increasing acountry’s need and desireto con-

sume and not increasing its ability to produce

d. all of theabove

35. The actual effect of an increasein popula-
tion on aggregate demand is

a. todivert aggregate demand from lines serving
the needs of adults to lines serving the needs of
children, in the period when the larger population
isinits childhood
b. toincrease overal aggregate demand in the pe-
riod when the larger population isin its childhood
only insofar as parents are led to work and pro-
duce more in order to be able to provide for their
children without suffering an equivalent reduction
in what they provide for themselves
c. toincrease overall aggregate demand when the
larger population reaches adulthood insofar asthe
additional people go to work and enlarge the total
of what is produced
d. all of theabove

36. The consumptionist belief in the exis-
tence of afixed need and desire for goods leads to the
belief that

a. the opening up of export markets, especially to
poor countries, is helpful to employment by en-
abling the country’ s labor force to serve the needs
and desires of additional people

b. theincrease in imports reduces the extent to
which the needs and desires of the country’ s popu-
lation are served by its own labor force and corre-
spondingly reduces employment opportunities for
that labor force

c. theideal arrangement in foreign trade from the
point of view of promoting employment in the
country isto export as much as possible and im-
port aslittle as possible

d. all of theabove

37. Thenotion of afixed need and desire for
goods leads to the belief that the gain from foreign
tradeisinimporting, not exporting.

38. Advertising isinherently fraudulent, ac-
cording to consumptionism, because it attemptsto lead
people to desire goods and services that, according to
consumptionism'’ s very limited theory of needs, they
have no rational basisfor desiring.

39. The actual relationship between advertis-
ing and aggregate demand is
a. advertising diverts demand from some linesto
others by making people aware of the alternatives
b. advertising increases aggregate demand inso-
far asit leads people to work and produce morein
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efforts to earn the additional income to buy the ad-
vertised goods
c. both (a) and (b)

40. The belief that falling prices are deflation
a. impliesthat increasesin production cause de-
pression and thus unemployment
b. represents support for consumptionism
c. both (a) and (b)

41. Therole of technological progressin rela-

tion to capital accumulationis

a. to provide new and additional usesfor an ex-

panding supply of capital goodsthat results from

saving

b. to keep up therate of profit and interest in the

face of an expanding supply of capital goods that

results from saving

c. both (a) and (b)

d. that of amajor source of capital accumulation

42. According to consumptionism, technolog-
ical progress
a. raisestherate of profit and interest by provid-
ing new and additional investment opportunities
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b. increasesthe supply of consumers’ goods,
thereby causing falling prices and deflation
c. both (a) and (b)

43. Consumptionism claimsthat
a. thegainfrom foreign trade isin the exports,
not the imports
b. thegainfrom anincreasein populationisin
the additional peopl€e’ s need and desire to con-
sume, not in their contribution to production
€. nonproducing consumers are a source of bene-
fit to producers by providing an excess of con-
sumption over production equal to the producers
aleged deficiency of consumption
d. all of theabove

44. Acceptance of the consumptionist prem-
ise leads serious people to regard capitalism as flawed
by fundamental paradoxes and thusto be prone to seek
an aternative.

45. Inthelight of his views on the economic
effects of war and pyramid building, Keynes must be
classified as a productionist.

SAY’S LAW
(Chapter 13, PART B)

46. Monetary demand is

a. the goods and services the monetary demand
actually buys

b. the amount of expenditure of money

47. Rea demand isthe amount of money re-
aly spent in the purchase of goods and services.

48. Real demandis
a. the monetary demand adjusted for the wage
and price level
b. the quantity of goods and services that the
monetary demand, whatever it is, is capable of ac-
tually buying
c. both (a) and (b)

49. An example of amonetary demand is
onetrillion dollars

onebillion dollars

tentrillion dollars

one hundred dollars

al of the above

50. The cause of asteadily rising aggregate
monetary demand is
a. anincreasein the quantity of money
b. anincreasein the production of ordinary
goods and services, such as shoes and television
sets

51. A smaller monetary demand can consti-
tute alarger real demand if prices are more than pro-
portionately lower.

Pop o

52. Increasesin production and supply create
real demand by virtue of
a. raising the level of money incomes and
thereby increasing purchasing power
b. driving down prices and increasing the buying
power of any given level of income and expendi-
ture

53. Over aperiod of years, the quantity of
money and volume of spending in the economic sys-
tem double. Over the same period of years, aggregate
production and supply remain constant.

a. state the change in aggregate monetary demand
b. calculate the change in the general consumer
price level using the formulaP = Do/Sc

c. calculate the changein aggregate real demand

54. Over aperiod of years, the quantity of
money and volume of spending in the economic sys-
tem double. Over the same period of years, aggregate
production and supply also double.

a. state the change in aggregate monetary demand
b. calculate the change in the general consumer
price level using the formulaP = Do/Sc

c. caculate the changein aggregate real demand

55. Over aperiod of years, the quantity of
money and volume of spending in the economic sys-
tem remain constant. Over the same period of years,
aggregate production and supply double.
a. state the change in aggregate monetary demand
b. calculate the change in the general consumer
price level using the formulaP = Do/Sc
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c. calculate the changein aggregate real demand

56. Increasesin production and supply are es-
sential to create morereal demand, because

a. increasesin monetary demand taken by them-
selves serve merely to raise prices in the same pro-
portion, with the result that the larger monetary
demand buys no more, i.e., constitutes no more
real demand, than did the smaller monetary de-
mand beforeit
b. only to the extent that thereisan increase in
production and supply will an increase in mone-
tary demand be able to represent an increase in
real demand, because only to that extent will
prices not rise by as much asthe increase in mone-
tary demand
c. both (a) and (b)

57. In the absence of more monetary de-
mand, increases in production and supply create more
real demand by means of driving down prices and cor-
respondingly enlarging the purchasing power of the
same amount of monetary demand.

58. Increasesin production and supply are

both necessary and sufficient to create more real de-
mand.

59 Say'sLaw most closely relatesto
a. supply
b. demand
c. rea demand
d. aggregate real demand
e. aggregate real demand as determined by aggre-
gate supply
60. In abarter economy, the producers of po-
tatoes, agood faced with an inelastic demand, double
their production and supply, with the result that the ex-
change value of potatoes falls by more than half, say,
to one-third.
a. Asaresult, the supply of goods offered in ex-
change for potatoesis now only two-thirds as
large as before and thus there isaone-third fall in
the real demand for potatoes caused by the dou-
bling of their supply.
b. Aggregate real demand in the economic sys-
tem as awhole, however, does not fall asthe re-
sult of thefall in the real demand for potatoes,
because the goods that the producers of things
other than potatoes no longer exchange with the
potato growers, they exchange with each other—
e.g., the reduced demand for potatoesin terms of
shirtsis offset by an enlarged demand for shoes,
eggs, bars of iron, etc., in terms of shirts, and simi-
larly for all the other goods in terms of which the
demand for potatoes hasfallen; i.e, thefall in the
other-goods demand for potatoesis offset by an
equivalent risein the other-goods demand for
other goods.
¢. The doubled supply of potatoes constitutes a
doubled potato demand for other goods.
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d. All elements of the matter considered, the dou-
bled supply of potatoesis accompanied by apre-
cisely equivalent increase in economy-wide,
aggregate real demand.

61. Thelosses of the potato growersin the
preceding question are more than offset by the gains of
producersin the rest of the economy because
a. thereduction in the real demand for potatoesis
accompanied by an equivalent risein the real de-
mand for goods other than potatoes
b. thereal demand for goods other than potatoes
is alsoincreased to the extent of theincreasein
the supply of potatoes
c. both (a) and (b)

62. Inthe case of an inelastic industry de-
mand for an individual good, such as potatoes, anin-
crease in supply servesto reduce the volume of goods
received by the producersin the industry concerned.
Consequently, thereis areduction in the real demand
for the products of thisindustry as the result of the in-
creasein their supply and therefore Say’s Law does
not hold up in this case.

63. Inthe case of aninelastic industry de-
mand for an individual good, such as potatoes, an in-
crease in supply serves to reduce the volume of goods
received by the producersin the industry concerned.
a. Consequently, thereisareduction in thereal
demand for the products of thisindustry asthere-
sult of the increasein their supply.
b. Thereisnonetheless an increase in aggregate
real demand that is precisely equivalent to the in-
crease in aggregate supply in the economy asa
whole.
c. both (a) and (b)

64. In amonetary economy, once again the
supply of agood confronted with an inelastic demand,
such as potatoes, doubles. The result is that thistime
the money price of the good falls by more than half,
again, for the sake of simplicity, say, to one-third. The
resultis

a. the potato growerstake in two thirds the
money they previoudly took in

b. producersin the rest of the economy takein
equivalently more money, as the buyers of pota-
toes now spend one-third of the money they used
to spend in buying potatoesin buying goods other
than potatoes

c. the sametotal aggregate monetary demand is
now alarger real demand to the extent that thein-
crease in the supply of potatoes constitutes anin-
crease in total aggregate supply

d. all of theabove

65. Even though an industry as awhole may
lose when its supply increases, the individual produc-
erswithin the industry who are responsible for the in-
creasein its supply can nevertheless gain at the
expense of atill greater loss on the part of the produc-
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ersin theindustry who have not increased their produc-
tion.

66. If gradual, the adoption of improvements
in the ability to produce can be accompanied by gains
to all who adopt them, while the accompanying losses
to theindustry as awhole are suffered exclusively by
the producers who fail to adopt the improvements.

67. The potato growers, who initially lose as
the result of the doubling of the supply of potatoes,
will

a. never be able to make up their loss

b. later on be able to gain from the improvement
in the ability to produce potatoes

¢. gain from the improvement in the ability to
produce potatoes once enough potato growers
leave potato growing and move into other lines of
production

d. all of theabove

68. Examples concerning the potato industry
are provided
a. to convey information about the potato industry
b. asanillustration of the conditions faced by
any industry with an inelastic demand for its prod-
ucts
c. both (a) and (b)

Thefollowing six questions belong together,
with later questions presupposing the context
established by theearlier questions.

69. We start with asituationin which anin-
dustry confronted with an inelastic demand—again,
for the sake of illustration, the potato industry—has in-
creased its production, with the result that its sales rev-
enue and the total income of its members have been
reduced. In response to their lower incomes, some of
the potato growers will give up potato growing and re-
locate in other industries, in which incomes have actu-
aly been elevated as part of the same process which
has depressed the incomes of the potato growers. Asa
result of their movement into other lines

a. the production of potatoeswill decline and the
price of potatoeswill rise

b. theincomes of the remaining potato growers
will increase

¢. theincome of producersin industries outside
of potato growing will decline somewhat as the re-
sult of the influx of former potato growers

d. all of theabove

70. The process of adjustment described in
the preceding question will go on until the incomes of
the remaining potato growers are once again on a par
with those outside of potato growing.

71. Meanwhile, though having risen from its
low of one-third, the price of potatoes settles at alevel
far below itsoriginal level of one. In fact, if the dou-
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bling of the supply of potatoes was brought about by
virtue of the average potato grower being ableto pro-
duce twice as many potatoes with the same labor as be-
fore, the price of potatoeswill tend to settle at aprice
of one-half of itsinitial price, since at that pricethe re-
maining growers incomes will come al the way back
up to where they were before the increase in the sup-
ply of potatoes.

72. Inthe new equilibrium, assuming there
has been no increase in the quantity of money and vol-
ume of spending, the potato growers, ex-potato grow-
ers, and those who never were potato growers al end
up with their initial money incomes, buy potatoes at
half theinitia price, and, to the extent that they buy
less than twice the quantity of potatoes as originally,
spend less money in buying potatoes, and with the
money left over from the purchase of potatoes are able
to afford more of other goods. An expanded produc-
tion of these other goods is made possible precisely on
the foundation of labor released from potato growing.

73. Theoverall, long-run result of thein-
crease in the ability to produce potatoesis that those
who remain in potato growing come out ahead, the
ex-potato growers come out ahead, and those who
were non-potato growers from the beginning come
out ahead.

74. Theinitia doubling in the supply of pota-
toes, when judged from the perspective of the final
equilibrium, representsa

a. arelative overproduction of potatoes

b. arelative underproduction of goods other than
potatoes

c. both (a) and (b)

75. If the production of everything—from
matches and salt to swimming pools and yachts—sud-
denly doubled overnight

a. ageneral overproduction would exist

b. asmuch under production would exist as over-
production

c. both (&) and (b)

76. “*Overproduction’ is never partial and
relative, but always general and absolute.”

77. The economic system benefits even from
an increase in the ability to produce goods with which
people may aready be fully sated, such as table salt.
The source of the benefit in such a case isthe ability to
reduce the amount of labor applied to the production
of the good with which people are sated and thusto
have additional labor available to expand the produc-
tion of other goods, with which, for the most part, peo-
ple are very far from being sated.

78. The concentration of an increasein the
ability to producein the particular industry in which it
originates often represents a less efficient use of the
improvement than is possibleif that particular industry
expands less than the full amount by which the im-
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provement would allow it to expand, and allows other
industries to expand instead.

79. Inthe preceding question what decides
which isthe more efficient use isthe marginal utility
of additional supplies of the products of the industry
where the improvement in efficiency takes place com-
pared with the marginal utility of additional supplies
of other products that could be produced in larger
quantity if the necessary additional |abor were made
available from thisindustry. The relative marginal util-
ities determines the relative prices and profitability of
the different products as their supply isincreased.

80. What appears as an overproductionin an
individual industry would often cease to appear as an
overproduction if other industries could increase their
production sufficiently.

81. Thebelief that afall in general business
profitability isthe result of too much production re-
flects the fallacy of composition.

82. The general profitability of business

a. depends on the difference between aggregate
sales revenues and aggregate costs

b. isindependent of the level of physical produc-
tion of ordinary goods, that is, of goods other than
the monetary commaodities gold and silver on a
precious metal standard

c. both (a) and (b)

83. The profitability of anindividual industry
isnot independent of its level of physical production
and will
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a. decline asits production increases

b. declineasits production increases insofar as
theincreasein its production causes adecline in
the marginal utility of its productsrelative to the
marginal utility of products elsewhere in the eco-
nomic system that can be produced with the same
means of production

84. The profitability of an individual industry
will not decline in the face of an increase in its produc-
tionif at the same time the production of other indus-
triesincreasesto the point of equivalently reducing the
marginal utility of their larger supplies.

85. The profitability of businessin the aggre-
gate dependson
a. thelevel of physical production in the eco-
nomic system
b. the difference between the dollar amount of
sales revenues and the dollar amount of costsirre-
spective of the level of physical production

86. The difference between the dollar
amount of sales revenues and the dollar amount of
costsisroughly equal to the difference between the de-
mand for consumers goods and the demand for labor,
i.e., to net consumption.

87. The sharp decline in profits and the
greater difficulty of repaying debtsthat are the hall-
marks of depressions are the result of

a. falling prices caused by increased production
b. amonetary contraction resulting in adeclinein
aggregate sales revenues

UNEMPLOYMENT
(Chapter 13, Part C)

88. The repeated existence of long periods of
mass unemployment proves that
a. thereisno inherent, ineradicable scarcity of
human labor
b. money wage rates can often be unduly high rel-
ative to the demand for labor for protracted peri-
ods

89. In afreelabor market the existence of un-
employment operates to drive down money wage rates
by virtue of the competition of the unemployed for
jobs and the desire of employersto take advantage of
being able hire equally good but unemployed workers
at lower wage rates.

90. In afreelabor market the existence of un-
employment is self-liquidating insofar as the reduction
in money wage rates it brings about operatesto in-
crease the quantity of labor demanded.

91. In afreelabor market the existence of un-
employment automatically tends to reduce money
wage rates to the level required to achieve full employ-
ment.

92. Thefall in wage rates brought about in a
free labor market in the process of eliminating unem-
ployment isafall not only in money wage rates but
also an equivalent fall in real wage rates, i.e., in the
buying power of the worker’ swages.

93. Thefall in money wage rates brought
about in afree labor market in the process of eliminat-
ing unemployment is not accompanied by afall in real
wage rates insofar as prices also fall and insofar asthe
burden of supporting the unemployed is reduced.

94. If, inthe process of eliminating unem-
ployment, output per worker remains the same, it fol-
lows that the increase in employment would be
accompanied by a proportional increasein the produc-
tion and supply of consumers' goods and thus, assum-
ing constant monetary demands both for consumers
goods and for labor, afall in the prices of consumers
goods proportional to the fall in wage rates.

95. Real wages actually rise in connection
with the fall in money wagesthat is necessary to
achieve full employment
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a. if theincreasein production and fall in prices
is approximately the same astheincrease in em-
ployment and fall in wage rates

b. by virtue of the elimination of the burden of
supporting the unempl oyed

¢. both (a) and (b)

96. Thefall in wage rates and pricesthat is
necessary to eliminate unemployment in afree labor
market resultsin areduction in the average rate of
profit in the economic system.

97. In acontext in which the aggregate de-
mands for consumers’ goods and labor remain the
same, abeit at alower level following afinancia con-
traction, thefall in wage rates and prices that is neces-
sary to eliminate unemployment does not result in a
fall in the aggregate amount or average rate of profit in
the economic system. Thisis because the difference be-
tween a given amount of demand for consumers
goods and a given amount of demand for labor implies
amore or less unchanged difference between aggre-
gate sales revenues and aggregate costs, hence amore
or less unchanged amount of aggregate profit.

98. In acontext in which the aggregate de-
mands for consumers’ goods and labor remain the
same, increases in the production and supply of
consumers’ goods

a. reduce pricesininverse proportion

b. reduce unit costsin inverse proportion

c¢. reduce profits per unit in inverse proportion

d. leavetotal, aggregate profits unchanged be-

cause the reduction in profit per unit is offset by

the increase in the number of units

e. al of the above

99. Since mass unemployment would be
eliminated by afall in wage rates, which would in-
crease the quantity of labor demanded, it follows that
anything that standsin the way of afall in wage rates
operates to perpetuate mass unemployment.

100. Among the obstaclesthat have stood in
theway of afall in wage rates and the achievement of
full employment are
minimum wage legislation
prounion legislation
welfare legislation
employer atruism
executive branch pressure not to reduce wage
rates
f. al of the above

101. Thefal inwage rates was held back in
the early 1930’ s by the intervention of President Hoo-
ver, who at a series of White House conferences ob-
tained the agreement of the leading businessmen of the
country not to reduce wage rates. Hoover believed that
afal in wage rates was equivalent to afall in total
wage payments and would thus result in areduction in
consumer spending and a deepening of the depression.
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102. Thefailure of wage ratesto fall suffi-
ciently in the early " 30sled to a deepening of the de-
pression by causing major postponements of
investment spending, awaiting the necessary fall in
wage rates. The reductions in investment spending in
turn further reduced sales revenues, profits, and the
ability of business firmsto repay debts, thereby precip-
itating more bank failures and further declinesin the
quantity of money and volume of spending in the eco-
nomic system.

103. When wage rates fall to the full employ-
ment point, payroll spending actually tends to increase
rather than remain the same, because funds that had
been held back from investment spending, awaiting
the necessary fall in wage rates, now come out into the
spending stream.

104. The sharply higher unemployment rates
currently prevailing in France and Germany in compar-
ison with the United States have nothing to do with
greater government interference in wage rates in those
countries but rather are the result of preparations for
the adoption of the Euro currency unit.

105. Governmental encouragement of fidu-
ciary media precipitates mass unemployment by bring-
ing about increasesin the level of spending in the
economic system that are not sustainable. When spend-
ing drops, the quantities of goods and labor demanded
at the prevailing level of prices and wages correspond-
ingly falls, resulting in the emergence of correspond-
ing unemployment.

106. Continuous economic progress would
a. hold back investment because investments
made in the future would be more efficient than in-
vestments made in the present
b. would not hold back investment because
today’ s investments would be as much more effi-
cient compared with the investments of the past as
the future' sinvestments would be compared with
today’'s
107. The prospect of falling prices due to eco-
nomic progress should be expected
a. toresultin apostponement of consumer
spending because of the prospect of being ableto
buy more cheaply in the future
b. toresultinarisein consumer spending be-
cause of the prospect of being materially better off
in the future
¢. to have no significant overall effect on con-
sumer spending

108. Full employment was not achieved
under the New Deal in the 1930s, despite a policy of
large-scale money creation and rapid increasesin total
spending because the far more powerful 1abor-union
movement created under the New Deal was abletoin-
Ccrease wage rates at a substantial rate even in the midst
of mass unemployment, with the result that the larger
payrolls achieved by inflation could not employ corre-
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spondingly more labor or, indeed, enough additional
labor to make any major headway in eliminating unem-
ployment.

109. In principle, apolicy of inflating the
money supply and thus artificially increasing the vol-
ume of spending is unlikely by itself to achieve full
employment. Thisis because if monopoly labor unions
and other government intervention prevent unemploy-
ment from being eliminated by afall in wage rates, the
same forces will likely operate to cause arise in wage
ratesin the face of arising demand for labor and thus
to make the rising demand for labor incapable of elimi-
nating the unempl oyment.

110. What made possible the achievement of

full employment in World War 1l was

a. the creation of ahuge supply of additional

needs in the form of the need for tremendous

quantities of tanks, aircraft, and numerous other

weapons

b. massive wartimeinflation of the money supply

and consequent rapid increase in the volume of

spending in the economic system

¢. massive wartime inflation of the money supply

and consequent rapid increase in the volume of

spending in the economic system, coupled with

wage and price controls

111. The combination of wartimeinflation
and price and wage controls made it possible for thein-
crease in spending to represent amore or less corre-
sponding increase in the quantities of goods and labor
demanded.

112. The additional employment achieved by
apolicy of inflation and government budget deficits
represents a decline in the standard of living of most
people insofar as the reemployed workers are em-
ployed in connection with government projects. Thisis
because such workers are remunerated with the output
of other people while their own output is of little or no
value to those others, being called into being in fact

for no other essential purpose than to secure them em-
ployment and income.

113. Thefull employment achieved in World
War |1 represented a situation in which roughly half of
the net output of the economic system was consumed
inthewar effort, e.g., in flying bullets, exploding
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bombs and artillery shells, and in therifles, cannons,
tanks, planes, and ships required to fire or launch
them. The effect was that while everyone worked and
worked long and hard, the average member of the eco-
nomic system obtained the material benefit of roughly
only half of hislabor.

114. Many people believed that World War
Il represented a period of prosperity because they mea-
sured their prosperity in terms of the amount of money
they earned, which sharply increased as the result of
the wartime inflation, and also felt themselves well off
because of the unprecedented ease with which they
could earn money. The ease with which money could
be earned was an effect of the combination of the war-
timeinflation and price and wage controls, which, to-
gether, resulted in substantial shortages of goods and
labor, making it very easy to find buyers for practi-
cally anything one had to sell.

115. Only the end of World War Il and there-
turn to peace made possible full employment with
prosperity.

116. Full employment could be achieved and
maintained

a. through amonetary system free of contractions
in aggregate spending

b. the establishment of alabor market free of gov-
ernment interference

¢. both () and (b)

117. Von Mises deniesthat the fall in money
wage rates needed to eliminate unemployment is ac-
companied by afall in real wage rates.

118. Depressions are caused by excessinven-
tory accumulation, proving once again that too much
wealth can be a cause of poverty.

119. Excessinventoriesand depressions are
both the result of the same cause, namely, inflation in
the form of credit expansion.

120. Inventories can be viewed as deficient
rather than excessive in a depression insofar asalarger
volume of inventories would represent more capital
and thereby act as a protection against the widespread
bankruptcies that are an essential characteristic of de-
pression.




Answers to Questions 1-120 on Chapter 13.

Quest- Correct Quest- Correct Quest- Correct
tion# Answer tion# Answer tion# Answer

PART A 41 d 81 T
1 T 42 c 82 c
2 T 43 d 83 b
3 d 44 T 84 T
4 e 45 F 85 b
5 e PART B 86 T
6 c 46 b 87 b
7 T 47 F PART C
8 T 48 c 88 b
9 F 49 e 89 T
10 c 50 a 90 T
11 d 51 t 91 T
12 e 52 b 92 F
13 T 53 2X, 2X, none 93 T
14 T 54 2X, none, 2x 94 T
15 b 55 none, 1/2, 2x 95 c
16 d 56 c 96 F
17 c 57 T 97 T
18 c 58 T 98 e
19 c 59 e 99 T
20 c 60 d 100 f
21 c 61 c 101 T
22 T 62 F 102 T
23 T 63 c 103 T
24 T 64 d 104 F
25 d 65 T 105 T
26 c 66 T 106 b
27 e 67 c 107 c
28 d 68 borc 108 T
29 f 69 d 109 T
30 e 70 T 110 c
31 c 71 T 111 T
32 d 72 T 112 T
33 a 73 T 113 T
34 c 74 c 114 T
35 d 75 b 115 T
36 d 76 F 116 c
37 F 77 T 117 F
38 T 78 T 118 F
39 c 79 T 119 T
40 c 80 T 120 T
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