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Short-Answer Questions, Chapter 15

Chapter 15 (Includes Review of Chapter 14, Part B, Section 3)

1. Thevolume of spending in the economic
system isameasure of the quantity of money that ex-
ists, not of the volume of wealth that is produced.

2. Theuse of price indexesto adjust the vol-
ume of spending for changesin the price level makes
possible a precise measure of what is produced.

3. The concept of gross product properly in-
cludes the production of capital goods such as flour
and wheat and steel and iron ore.

4. Productive consumption is consumption
for the purpose of production.

5. The net product of the economic systemis
a. the gain from production
b. equal to thefinal product
c. thedifference between the gross product and
productive consumption
d. all of theabove
e. none of the above

6. According to most of today’ s textbooks,
what a producer producesis
a. simply hisactual product, such as bread in the
case of abakery and stedl in the case of a steel mill
b. the difference between his actual product and
the previously produced means of production he
uses up in producing it—for example, the differ-
ence between bread and flour or the difference be-
tween automobiles and steel sheet

7. According to most of today’ s textbooks,
wheat farmers and flour millers respectively produce
only wheat and flour, not bread.

8. What contemporary economics describes
asthe gross product of the economic system is actually
ahighly netted product.

9. According to the prevailing concept of
gross product, to claim that both bread and flour or
both automobiles and steel are produced isto claim
that moreis produced than isin fact produced and thus
to commit the error of double counting.

10. According to contemporary economics,
the production of the final products already counts the
production of all the products leading up to their pro-
duction, which iswhy it represents double counting to
count them again, separately.

11. Inreporting both so many million auto-
mobiles and so many million tons of steel as being pro-
duced in the United Statesin a given year, The
Statistical Abstract of the United States must be
judged guilty of the alleged error of double counting.

12. Theview that one's product is not one's
actual physical product but an abstraction, i.e., the con-
ceptua difference between one’ s product and the pre-
viously produced means of production one uses up to

produce it implies that the total product of the eco-
nomic system
a. isessentially just the production of consumers
goods, i.e., of “final products’
b. that thetotal production of the economic sys-
tem is measured by the sum of values added to the
previously produced means of production
c. that the total production of the economic sys-
tem is measured by the value of the final product
d. all of theabove

13. What leads to the conclusion that afinal
product, such as bread, counts al the intermediate
products whose production is necessary to its produc-
tionis

a. viewing thefinal product asthough it con-
sisted of abundle of abstractions, i.e., the concep-
tual product differences that each producer
alegedly produces at the various stages leading
up to thefina product

b. taking apart and putting together this collec-
tion of abstractions to represent different entities
and in the process often altogether forgetting the
existence of one or more of the conceptua prod-
uct differences

c. adopting a Platonic-Heraclitean view of the na-
ture of entities

d. al of theabove

e. none of the above

14. The belief that the value of the final prod-
uct counts the value of the intermediate productsin ad-
dition to its own value rests on

a. expressing the value of the final product in var-
ious mutually exclusive aternative formulations
b. ignoring one or moretermsin al but one of
the aternative formulations

¢. adding up the remaining elements of the mutu-
aly exclusive dternative formulations

d. all of theabove

e. none of the above

15. The belief that the value of the final prod-
uct counts the value of the intermediate productsin ad-
dition to its own value rests represents a twofold
violation of the laws of arithmetic.

16. The belief that the value of the final prod-
uct counts the value of the intermediate productsin ad-
dition to its own value entails a double counting of the
value of the final product.

17. Productive expenditureis
a. expenditure for the purpose of producing
goods and services
b. expenditure for the purpose of making subse-
quent sales

18. Consumption expenditure is expenditure
not for the purpose of making subsequent sales.

Copyright © 2002 by George Reisman. All rights reserved. May not be reproduced in any form without the permission of

the author, in wrting.



2 Short-Answer Questions, Chapter 15

19. Anindividual growsricher through pro-
ductive expenditure and poorer through consumption
expenditure.

20. Inbuying aconsumers good, one buys
a. the consumers good one buys

b. thefactors of production that were used up to
produce the consumers’ good one buys

c¢. thefactorsof production that the sellers of the
consumers’ good will buy with the pieces of
money received in exchange for the consumers
good one buys

d. the products into which the good one buys will
be made

e. al of the above

f. none of the above

21. Inbuying aconsumers good, one pays
for the seller’ s research and development outlays and
for his political and charitable contributions.

22. It isoften believed that in buying a
consumers’ good one a so buys
a. thefactorsof production that were used up to
produce the consumers’ good one buys
b. thefactorsof production that the sellers of the
consumers’ good will buy with the pieces of
money received in exchange for the consumers
good one buys
¢. the productsinto which the good one buys will
be made
d. all of theabove

23. In buying aconsumers’ good, one buys
simply and only the consumers’ good.

24. A quantity of wheat is produced that sells
for $100 and is used to produce a quantity of flour that
inturn sellsfor $150. The flour is then used to produce
aquantity of bread that sells for $225. State the total
value of what is produced.

25. A quantity of wheat is produced that sells
for $100 and is used to produce a quantity of flour that
inturn sellsfor $150. The flour is then used to produce
aquantity of bread that sells for $225.

a thetotal value of what is produced is $475
b. thetotal value of what is produced is $225

26. The belief that in buying a consumers
good one buys everything necessary to its production
supports the belief that saving is hoarding.

27. The proposition that “the demand for A
isthe demand for A”
a. means, for example, that the purchase of an au-
tomobile isthe purchase simply and only of that
automobile and not the purchase of the automo-
bile and the steel used to make it
b. isarestatement of John Stuart Mill’s proposi-
tion that “demand for commaoditiesis not demand
for labor,” in a positive and more extended form
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C. servesto prevent confusing real entitiesand
real purchases with “shadow entities and shadow
purchases’

d. all of theabove

e. none of the above

28. Thebdlief that wheat and flour arein
bread because the bread was made from flour that was
made from wheat impliesthat iceisin steam if the
steam came from water that came from ice.

29. The difference between areal purchase
of bread, flour, and wheat and a“ shadow-entity” type
purchaseisthat in the first case one leavesthe store
with three distinct items, while in the second one
leaves only with bread.

30. The notion that in buying the final prod-
uct one buys the labor and capital goods necessary to
its production is consistent with the fact that business-
men need capital in order to buy the means of produc-
tion

31. Thenotion that in buying the final prod-
uct one buys the labor and capital goods necessary to
its production does not imply that in eating aloaf of
bread one eats flour, wheat, and tractor parts.

32. Thefact that one buys the output is proof
that one has not bought the inputs.

33. If someonein fact bought flour and paid
the wages of bakers and then were charged for the re-
sulting bread, he would be in the position of aman
forced to buy his own property.

34. “The demand for consumers’ goodsis
not only not a demand for factors of production, but is
in competition with the demand for factors of produc-
tion.”

35. If the sellers of consumers' goods used
the whole of their sales proceeds to consume, their de-
mand for factors of production would

a. risetoinfinity, according to the Keynesian
multiplier analysis

b. fal tozero

c. both (a) and (b)

d. neither (a) nor (b)

36. If wealthy businessmen decide to with-
draw funds from their firmsin order consume in the
form of buying yachts, say, the effect will be
a. anincrease in the demand for capital goods
and labor by the yacht-building industry
b. adecreasein the demand for capital goods and
labor by the industries producing capital goods
c. adecreaseintheoveral demand for capital
goods and |abor in the economic system to the ex-
tent that the purchase of yachts takes the place of
the purchase of capital goods and labor
d. al of theabove
e. none of the above




Dr. Reisman

37. A risein the demand for consumers
goods at the expense of the demand for factors of pro-
duction increases the proportion of the demand for fac-
tors of production that is made by the consumers
goodsindustries while reducing the overall size of the
demand for factors of production in the economy asa
whole.

38. Theonly income of any significance that
could be increased by virtue of the repeated rounds of
consumption expenditure depicted in the multiplier
process would be profit income, not wage income.

39. Saving is
the nonspending of funds
b. hoarding
¢. the nonconsumption of funds
d. all of the above
e. none of the above

40. People of limited education and with no
business experience are especially prone to confuse
saving with hoarding because they have no first-hand
familiarity with productive expenditure and thus con-
clude that if funds are not consumed, they are simply
not spent.

41. Thefallacy that saving is hoarding
a. appearsinthefinancia presswhen fearsare
expressed that arisein saving portends areces-
sion or depression
b. isaccompanied by the belief that investment
spending comes virtually out of nowhereand is
expansionary
C. ispresent in contemporary economics texts
when they describe saving as a“leakage” from the
spending stream
d. al of theabove
e. none of the above

)

42. Most present-day economics textbooks
describe the macroeconomic effects of taxes and gov-
ernment spending as the same as saving and invest-
ment, i.e., the one as representing hoarding and the
other as representing new and additional spending, vir-
tually out of nhowhere.

43. The belief that saving is hoarding
a. can apply to agiven individua in certain cir-
cumstances
b. representsthefallacy of composition when it
is applied to the economic system as awhole
c. both (&) and (b)
d. neither (a) nor (b)

44. When large-scale hoarding, i.e., anin-
crease in the demand for money for holding, actually
occursit

a. causesadeclinein salesrevenues, profits, and
business net worth

b. causes unemployment and dissaving by the un-
employed

C. isthe cause of an overal reduction in savings
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d. dl of the above
e. none of the above

45. When it occurs on asignificant scale,

“hoarding”

a. has nothing fundamentally to do with any at-

tempt to save or to save more

b. does not originate with consumers

c. representsthe attempt of businessfirmsand in-

vestors to convert previously accumulated savings

from their usual form of investmentsin physical

assets or claimsto physical assets, into cash, inan

effort to become more liquid

d. all of theabove

e. none of the above

46. “Hoarding”
a. comes about after inflation and credit expan-
sion have created the potential for asuddenrisein
the demand for money for holding by first causing
an undue decline in the demand for money for
holding and the consequent creation of a state of
illiquidity
b. operatesto increase the degree of liquidity in
the economic system—i.e., theratio of the quan-
tity of money to such magnitudes as current liabili-
ties—and finally to put an end to the desire further
to increase cash holdings
c. can be prevented from having harmful conse-
guences by means of avoiding inflation and credit
expansion
d. all of theabove
e. none of the above

47. What is saved is not only spent, but isthe
source of most spending in the economic system inas-
much as saving is the foundation of all of the produc-
tive expenditure that is made out of business sales
revenues.

48. Saving isthe foundation of

a. the demand for goods at wholesale

b. thedemand for all capital goods, i.e., the de-
mand for all buildings, machinery, materials, com-
ponents, and supplies by business firms

¢. the demand for labor by businessfirms

d. the demand for expensive consumers' goods

e. al of the above

f. none of the above

49. The proposition that saving is the source

of most spending in the economic system isimplied

a. by thefact that profit margins are typically on

the order of ten percent or less

b. costs and thus productive expenditure relative

to sales are typically on the order of ninety per-

cent or more

c. asubstantial portion of costs and the produc-

tive expenditure that gives rise to them are for cap-

ital goods, behind which there are further

substantial costs and productive expenditure

d. all of theabove
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e. none of the above

50. A riseintherate of saving raisesthe de-
mand for houses and expensive consumers goodsin
general.

51. All the wages of the employees of busi-
ness firms are paid out of saving and productive expen-
diture by the business firms; essentially only the wages
of domestic servants and government employees are
paid out of consumption expenditure.

52. Viathe payment of wages and salaries,
saving and productive expenditure are the source of al-
most all consumption expenditure.

53.
a. Financially the individua businessfirm isvi-
tally dependent on the consumers, because it must
compete with other business enterprises for the
funds that the consumers can choose to spend on
the one or the other business firms
b. From the perspective of the economic system
as awhole, however, it isthe consumerswho are
vitally dependent on business, because “ money
comesto goods’—i.e., dl thefundsin the
CONSUMErS’ POSesssion are sooner or later inevita-
bly drawn from them to businessin buying the
goods and services necessary to their survival,
well-being, and enjoyment, with the result that
they must obtain fresh money from business
c. both (a) and (b)
d. neither (a) nor (b)

54. Through its productive expenditure and
through the consumption expenditure of its owners
and creditors, businessis the source of its own demand
and profitability, with the result that thereis no need
for government created outside consumption.

55. In making possible capital accumulation
and rising production, saving
a. isthe source of an increasing aggregate de-
mand in real terms
b. isthe source of an increasing aggregate de-
mand in monetary terms
c¢. inthelong run, isthe source of rising consump-
tion in both real and monetary terms, as the post—
World War Il history of Japan and other Asian
economiesvividly illustrates
d. all of theabove
e. none of the above

56. Given the same quantity of money in the
economic system, to the extent that savings are used to
pay wages, and the wage earners consume their wages,
the effect isto leave aggregate consumption un-
changed, with consumption by wage earners taking the
place of consumption by the savers.

57. Thefact that national income equals con-
sumption plus net investment and that consumption
often exceeds net investment by more than ten to one
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impliesthat most of national incomeis paid by con-
sumption expenditure.

58. The equality between national income
(i.e., the sum of profits plus wages), on the one side,
and net national product (i.e., the sum of consumption
expenditure plus net investment), on the other, isin
fact an identity in which the only difference between
the two sidesis a change in the order of addition of the
exact same revenue-expenditure subcomponents.

59. Net investment
a. equals productive expenditure minus business
costs—the same costs as are deducted from sales
revenues in calculating aggregate profits
b. likethevisible portion of aniceberg, isthe
heading under which most spending in the eco-
nomic system is concealed
¢. equasnet investment in plant and equipment
plus net investment in inventories
d. eguals productive expenditure on account of
plant and equipment minus depreciation cost, plus
productive expenditure on account of inventory
and work in progress minus cost of goods sole,
plus productive expenditure not debited to any
asset account minus the costs represented by such
productive expenditure
e. al of the above
f. none of the above

60. Gross national revenue (GNR)
a. equalstotal business sales revenues plus wage
payments
b. equalsthe sum of consumption expenditure
plus productive expenditure
c. both (a) and (b)
d. neither (a) nor (b)

61. Grossnational revenue (GNR)
a. reducesto national incomeif costs are sub-
tracted from sales revenues
b. reducesto net national product if costs are sub-
tracted from productive expenditure
c. both (a) and (b)
d. neither (a) nor (b)

62. Grossnational revenue (GNR) reducesto
GNPif al costs but depreciation are deducted from
productive expenditure, which is equivalent to adding
depreciation to net national product.

Thefollowing pertainsto the next eleven questions.
Assume that the demand for consumers’ goodsis 1000
units of money, the demand for capital goodsisaso
1000 units of money, the demand for labor by business
firmsis 800 units of money, the demand for labor by
consumersis 100 units of money, and total business
costs deducted from sales revenues are 1700.

63. Find aggregate profits.
64. Find aggregate wages.
65. Find national income.
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66. Find total consumption.

67. Find net investment.

68. Find net national product.

69. Find total salesrevenue and income pay-
ments in the economic system.

70. Find the portion of total salesrevenue
and income payments constituted by consumption ex-
penditure.

71. Find the portion of total salesrevenue
and income payments constituted by productive expen-
diture.

72. What portion of wagesis paid by con-
sumption expenditure?

73. What portion of wagesis paid by produc-
tive expenditure?

Thefollowing pertainsto the next 4 questions. One-
hundred of additional net investment takes place, gen-
erated by 100 of additional demand for capital goods,
and the Keynesian “margina propensity to consume”
is.75.

74. Find the “investment multiplier.”

75. Find the alleged increasein national in-
come.

76. How much of the additional national in-
come iswages?

77. How much of the additional national in-
comeisprofits?

Thefollowing pertainsto the next 4 questions. Once
again, one-hundred of additional net investment takes
place, generated thistime by 50 of additional demand
for capital goods and 50 of additional demand for
labor by business. Thistime, the Keynesian “marginal
propensity to consume” is.90.

78. Find the “investment multiplier.”
79. Find the aleged increasein national in-

come.

80. How much of the additional national in-
come iswages?

81. How much of the additional national in-
comeisprofits?

82.
a. Theonly incomesraised by the successive
rounds of consumption expenditure envisioned by
the multiplier doctrine would be profits, not
wages.
b. Any riseinwages, in the demand for goods at
wholesale, in the demand for capital goods of any
kind depends on saving, which the Keynesiansre-
gard asa“leakage” and as allegedly diminishing
the amount of subseguent incomes.
c. both (a) and (b)
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d. neither (a) nor (b)

83.
a. Real wages depend on the productivity of
labor.
b. The productivity of labor depends on the sup-
ply of capital goods per worker, increasing asit in-
creases, decreasing asit decreases.
c. both (a) and (b)
d. neither (a) nor (b)

84. The determinants of changesin the sup-

ply of capital goods are

a. the production of capital goodsrelativeto the

production of consumers goods

b. the demand for capital goods relative to the de-

mand for consumers' goods

c¢. thedegree of saving in the economic system

d. the productivity of capital goods

e. al of the above

f. none of the above

85. All capital goods are sooner or later used
up or worn out in the course of production and must be
replaced through the fresh production of capital goods.
The proportion of the economic system’s output that
needsto bein the form of capital goodsin order to re-
place the capital goods used up or worn out is called
the proportion.

86. The higher isthe degree of saving,

a. thegreater isthe demand for capital goodsrela-
tive to the demand for consumers' goods

b. thegreater isthe production of capital goods
relative to the production of consumers' goods

c. themorerapid is capital accumulation, once
the relative production of capital goods exceeds
the maintenance proportion

d. all of theabove

e. none of the above

87. The assumption that the output of the eco-
nomic system increasesin proportion to the increase in
the supply of capital goods appears to contradict

a. thelaw of diminishing marginal utility
b. thelaw of diminishing returns

c. both (a) and (b)

d. neither (a) nor (b)

88. Technological progressis necessary
a. to keep up therate of profit by providing addi-
tional investment opportunities for the growing
supply of capital goods made possible by addi-
tional saving
b. to make possible continued capital accumula-
tion in the face of the existence of the law of di-
minishing returns
c. both (a) and (b)
d. neither (a) nor (b)
89. Technological progressis necessary to
keep up the productivity of capital goods as the supply
of capital goodsincreases.
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90. The relationship between technological
progress and capital accumulation is
a. oneof causeto effect
b. reciprocal in that the implementation of more
advanced technologies typically requires alarger
supply of capital goods
c. both (a) and (b)
d. neither (a) nor (b)

91. Capital accumulation isfostered by

a. economic freedom, including free international
trade and freedom of immigration for self-support-
ing immigrants

b. anything that contributesto the ability to pro-
duce in general

c. ahigher degree of saving and provision for the
future

d. respect for property rights

e. al of the above

92. Economic freedom promotes capital accu-
mulation by virtue of
a. promoting saving and thereby the demand for
and production of capital goods relative to the de-
mand for and production of consumers’ goods
b. raising the productivity of capital goods
¢. reducing the maintenance proportion
d. all of theabove
e. none of the above

93. Under the conditions of an invariable
money, an increase in saving and the relative demand
for capital goodsis necessary in order to achieve

a. capital accumulation
b. an acceleration in the rate of capital accu-
mulation

94. Therapid economic progress of Japan
over the last forty years or moreisthe result of
a. high saving rates, which have resulted in the
relative production of capital goods far surpassing
the maintenance proportion, and of a high produc-
tivity of capital goods based on industriousness
and innovativeness
b. the application of advancesin statistical tech-
niques making possible greatly improved quality
control in Japanese manufacturing compared with
American manufacturing
¢. the Samurai heritage of the Japanese

95. Therelative stagnation of the American

economy over the last generation is the result of

a. alower demand for capital goods relative to

consumers’ goods than in the past, caused by gov-

ernment economic policies hostile to saving

b. alower productivity of capital goodsthan in

the past, resulting from government interference

that increases cost per unit and equivalently re-

duces output per unit of cost

c. both (a) and (b)

d. neither (a) nor (b)
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96. The stagnation and retrogression of so-
cialist economies, such asthat of the former Soviet
Russia, was the result of

a. too low aconcentration on the production of
capital goods and the building up of heavy indus-
try

b. the profound inefficiencies of socialism result-
ing from its lack of aprice system and of profit-
and-lossincentives

c. both (&) and (b)

d. neither (a) nor (b)

97. Recognizing the separate existence of the
demand for capital goods, and the separate, distinct
production of capital goods, is not necessary in order
to understand that an additional supply of capital
goods serves to increase the supply of capital goods as
well as the supply of consumers' goods.

98. Thefailureto recognize the separate exis-
tence of the demand for capital goods and the corre-
sponding separate production of capital goods leadsto

a. aninadequate appreciation of the role of sav-
ing in capital accumulation, whichisasforceto
acceleration

b. acorresponding overemphasis on the role of
saving in capital accumulation, which is mistak-
enly seen as one to one

¢. aninability to recognize the role of technologi-
cal progress as a cause of capital accumulationin
serving to maintain the productivity of anincreas-
ing supply of capital goods

d. aninability to grasp the principle that capital
accumulation isfostered by anything that in-
creases the ability to produce in general, such as,
above all, economic freedom

e. al of the above

f. none of the above

Thefollowingisa5-part question.

99. The demand for consumers' goodsis 500
monetary units and the demand for capital goodsis
500 monetary units. Taking the demand for capital
goods astotal costs on account of capital goods, find
national income.

100. The demand for consumers’ goods now
fallsto 400 monetary units and the demand for capital
goods rises to 600 monetary units. Again taking the de-
mand for capital goods astotal costs on account of cap-
ital goods, find national income.

101. The answers to the preceding two ques-
tionsimply that in the context of an economic system
with an invariable money, the relationship between na-
tional income and economic progress and prosperity is
inverse, because capital accumulation will be greater
when the demand for capital goodsrisesrelative to the
demand for consumers' goods, even though as aresult
national incomefalls.
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102. The answers to those same two ques-
tions referred to in the previous question imply that in
the context of an economic system with an invariable
money, national incomeis basically the counterpart
just of consumption expenditure.

103. Inthe context of the economic system
with a 600 demand for capital goods and a 400 de-
mand for consumers’ goods, real incomeswould soon
far surpass, and further and further surpass, real in-
comes in the economic system with a 500 demand for
capital goods and a 500 demand for consumers goods.
In that former ecoomic system, the mechanism by
which economic progress raises real incomesis

a. the average member of the society earns more
and more money with every passing year

b. pricesfal year after year while the money in-
come of the average member of the society re-
mains the same

Thefollowing pertainsto the next 4 questions. The
“balanced-budget multiplier” of the Keynesians claims
that equal increases in taxes and government spending
cause arisein national incomethat is equal to therise
in taxes or government spending because the tax multi-
plier isonelessin absolute value than the government
spending multiplier while being oppositein sign. Tak-
ing the “marginal propensity to consume” as.75,

104. Find the government spending multi-

plier, using the same basic formula as for the invest-
ment multiplier.

105. Find the tax multiplier.

106. Find the effect on national income of a
rise in government spending and taxes of $100 billion.
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107. The significance of therisein national

income in the preceding question is

a. that higher taxes are actually costlessin the ag-

gregate because national income rises by enough

to pay for them

b. thatitillustratestheinverse relationship be-

tween national income, on the one side, and capi-

tal accumulation, economic progress, and

prosperity, on the other

c. both (a) and (b)

d. neither (a) nor (b)

108. The doctrine of the “Conservatives Di-

lemma’
a. isbased on the doctrine of the balanced-budget
multiplier
b. claimsthat fiscal conservatives must choose
between their basic values of balanced budgets
and small government, because achieving agiven
rise in national income requires only arelatively
modest increase in government spending if the ad-
ditional government spending isfinanced by a
budget deficit but requires a much greater in-
crease in government spending if the additional
government spending is to be financed by equiva-
lent additional taxes. (Thisisbecausein the first
case the government-spending multiplier alleg-
edly applies, while in the second case only the
much smaller balanced-budget multiplier applies.)
c. isoverthrown by recognition of theinversere-
|ationship between national income and economic
progress and prosperity, which recognition rests
on the realization that the increase in national in-
come entails reducing the demand for capital
goods relative to the demand for consumers' goods
d. all of theabove
e. none of the above
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