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194142 5. Discuss briefly any Two of the following:

(@) Quasi-rent.
HARVARD UNIVERSITY So-l /}, (b) Profit theory and the modern corporation.

¢) Labor unions and their effect on wages.
/(d) Selective excise taxes and their incidence.
& 6. “The level of Mexican wages should be a matter of supreme

indifference to us when we are trying to decide whether free trade
(One hour and one-half) with Mexico would be beneficial to this country.” Do you agree?

Write on BOTH of the following in this section: Explain fully.

ECONOMICS A

1. President Roosevelt’s message to Congress on April 27 asked for, Final. 1942.
among other things:

(a) Highest taxes in history

(b) A universal price ceiling
(¢) Vastly increased purchases of war bonds (
(d) Rationing of scarcity items.

Discuss the part played by each of these proposals and their in-
3 * 00 terrelationships in meeting the economic burden of a war.

\
2. Analyze the monetary controls existing in the powers possessed by ( - { " 'Je / a k) ’\ ”.( o~'+

the Federal Reserve System and the United States Treasury.? M \/ = PT ket
/

dicate the importance of such controls in a banking system r
quired to hold only partial reserves against deposits.

3.4¢
I

(One hour and one-half) L %
Write on any THREE of the following.

\b. U. S. trade with Latin America in 1941 showed a commodity
import balance of $106 million, which tended to deplete the peso
. . .. balances held by U. S. banks through Latin American correspond-
7 § s ents. Discuss the feasibility of the following in rebuilding these
balances, both in terms of the internal and external consequences
of such policies:
(a) Further devaluation of the dollar b%&

(b) Relaxation of priority and allocation regulations. d
4, Interpret the prosperity of the late twenties, the failure of this

L{, ¢ L{ ~prosperity to continue, and the depression of the early thirties
| ¢ g prospert . ; .
in the light of your understanding of business fluctuations.

Ne 6
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DISTRIBUTION

Marginal products of all factors must e

0 ] qual prices.

each other,

Mobility of factors therefore increases production.

Young countries have greater moblility, an advangage.

Law of diminishing returns, concerning bad factor combinations.
When MP of labor equals AP of labor, pesk—efiivtency—is—meachods
MP of land must be equal in all industries.

When MP of land equals O, MP of labor is at maximum.,

MP of labor must be equal in all industries.

Raising wage rates is bad, it causes unemployment, increased

use of capital.

Unions benefit labor of a particular kind only.

Marginal productivity theory: all MPs are equal, and =squalprices

Urgency of demand determines union success.

Trade unions may affect MP 1)Changing efficiency of labor
2)Reducing supply,(raising price?)
3)Making other factors more efficient)

Principle of accelerated demand: capital goods productio varies

more than consumers goods production

Bellshaped curves and inequality of income.

Profits: present policy of pushing down interest and raising
wages causes technologlical progress.
Txcess profits cause shift in industies.

Interest:long&short term loans.

MP of labor equals wages. Gov. minimum wage laws may 1) squeczeé

profits,2)increase eficiency,3)take excess profits,4)

3

MONEY AND BANKING _

full-bodied, representative fullbodied, and credit money.

Call loan market for margin buying, sensitive.

Bill of exchange, or dragt: an order to pay.

Banknotes: circulating promissory notes. Fed. Res. notes the
only ones now existing

26%, 20%, 14% reserve requirements.

Fed. Res. Bank: a)Clearing checks,b)Fiscal agent for gov.,

forbidden to loan to gov, c)SuperV1se banking operatio“s

d) Loans and investments.

Regular loans, and loans to member banks,-with short
term promissory notes as collateral. When Res. bank buys,
members' ressrves are increased, countrie's money 1is increased.
Quanititative control of bank credit

(Gov. buys gold with Fed. Res notes, increases money.)
1)Affect gquentity of members' reserves

2)change reserved requirements.

1) Raise rediscount rate, discourage loans, shrink money.

Sell .US securities on the open market, contract currency.
Treasury: shifts amounts of cash at member banks or Fed. Res.
banks. Stabilization fund and social Security reserves.

MV equals PT V. increases in inflation.

(DISTRIBUTION) Rate of interest, dual role. Lowering it stim-
ulates business by lowering certmn fixed costs, but lower-
ing the price of the factor capital makes unemployment.
(MONEY) Credit expansion.

INTERNATIONAL TRADE

Theory of comparative advanta:ce.

Balances of payments, which balance,

Correcting adverse balances:1l)Let exchange rate depreciate.

2)Move gold
Eg;gg %av}ngs are greater than net investment, downward
nt sets 1n, Incomés go down, therefore savings go down,
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and when savings equal investment, flovement stops. (When

new investment gows down, incomes go down. Falsity is that

excess of saving over investment does not mean lowering of

incomes)

INTERNATIONAL Under gold standard, excess of imports over

| exports will make exbhange rate fluctuate until gold point
is reached. Since gold sterilization we have not been follow-
ing the rules of a free gold standard, but are under a man-
aged curreaeey. We buy gold & sterilize 1t to discourage export,

/ keep up employment.
BUSINESS CYCLES. Keppesian interpretation. Replacement in-
vestment delayed, investment decreased. Then low prices of
raw materials start investment again.

Brakes have been applied to banking system recently to

=2 prevent another boom:1@)sale of gov. bonds,2)raising redis-
count rate,3)increase reserved requirements, 4)Sterilizé
gold imports, Depresc=ion, desire for liquidity strong.
PUBLIC FINANCE 3 principles of taxation. Proportional,
progressive, and regressive in incidence taxes. Shifting,
forward and backward. Income tgx, personal and corporate.
Recent inflation helps gov., a debtor. High elasticity of
demand makes 1t hard to shift tax forward. High elasticyt of
supply makes it hard to shift tax backward.
WAR New money incomes produced, without consumer's goods
being produced: price increase results. Price system cannot
produce rightly for war. How to handle:l)Maintain outflow of
consumption goods.2)Curtail incomes3)Rationiang and price
control. Different reaction of monopolized and competitive
industries to price-fixing. Taxing away high incomes will not
stop inflation, it is only a political move. 1)increased
production,2)Decreased consumption,3) Uslng up capital stodk,
4) Liquidating foriegn assets, these are cost of war,

~
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