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Econ 302
Study Questions

1. Why are micro- economic chokes not macro-economic chokes? Name five
or more macro chokes , and explain each .

2. A farmer dismisses a hired hand and spends the same money for pesti
cide , herbicide, and triple superphosphate fertilizer , all of which he
applies several times a year . Is he substituting capital for labor ?

3. The farmer has been feeding broilers on wire in 13 -week cycles. He
lengthens the cycle to 18 weeks . What is he substituting for what ? Explain.

4. Tight money hits some business and individuals harder than others.
Why? Would it be better if the impact were more evenly spread?

M

5. In Wicksell's wine example ( Lectures , p . 176 ) he shows that one yeats
interest on four stocks of wine aged 0 to 3 years equals four years inter
est on one stock of wine . Shoe his proof--or a better one .

How is the stock of wine at any time related to the period of investment?
Compare your means of supping up the several stocks with a simple summa-ɛ
tion ( like multiplying Co x n) . Why is yours better ?

#*

7.

How does the period of investment affect the capital : output ratio? What
do you mean by "output"-- accrual of capital value or realization ?

6* If t=1 , Co=$100 , G₁=$ 105 , and S=0 ,

What is the rate of return , r?

How does a hike of wage rates by 1% affect r?

If t=60 , would the 1% wage hike affect r more or less or the same?

From your answer to ( c ) , infer how wage hikes generally affect
the longevity of investments .

DOLLIC

Final
Thurs , Jan. 19 , ¹67

a.
b.
C.

de

In (6) , if S = $100 , what is r?
What must G₁ become to maintain the same r?
From your answer , infer how land value hikes affect the longevity of

investments.

OO E

8. From your answer to (7 ) , is the longevity of investments greater on
marginal or superior land? How is capital longevity affected by the
underuse of superior land and premature development of submarginal land?
Distinguish longevity on a ) ordinary private parcels ; and b) " intersite"
network rights of way (streets , utilities , etc. ).
9. How do income taxes affect capital longevity?
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10. How does the bias to longevity affect the distribution of income
between labor and property?

11. An overcommitment of capital to long investments leads to a correc
tive rise of interest rates. Under what conditions can the corrective
fail to correct and lead instead to a debacle?

12. The role of liquid capital is to " carry " the current output of
labor , land , and frozen capital . As more capital is frozen , how does
that affect the demand for liquid capital ?

Relate your answer to the allegation that the curve of the marginal effici
´ency of capital is positively sloped .

-2

13. In the presence of a large volume of half-finished projects , how might
a capital shortage worsen itself?

14. Explain Dorfman's " bathtub theorem."

15. In what way may a long- term ( say 30-year ) mortgage loan be like a
consumption loan ?

b.

19 .

16. How does the turnover of capital affect monetary and real income
payments ?

OO E

Study Questions

€
17. Under what conditions may slow turnover and replacement of capital
constitute a macro- economic bottleneck?

If the house and lot depreciate faster than the loan is amortized.
If the house and lot value remain above the unpaid balance , but
the house value depreciates faster than the loan is amortized.

18. In what ways is Faustmann's solution to the replacement problem
superior to those of :

a. Fisher and Allen
b.
C.

Boulding
U. S. Forest Service .

Espound each of the above four solutions :
a. Graphically
b. Marginally
C. As a mażimizing solution
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20. Show the effects on replacement frequency of taxes on :
Wages
Site rents

24.

K

C. Gross stumpage value
d . Standing timber ( ad valorem property tax )

Net corporate income
i . Costs eppensed
ii . Costs deducted in year of maturity
iii . Costs propated over life ( an approximate answer will do)

21. How is the wages- fund theory modified and rescued by Wicksell's
analysis of capital turnover ?

22. Why might a drop of collateral values under cut the marginal efficiency
of capital ?

23. Why are zero rates of interest unthinkable?

How do monopolies act as macro-economic bottlenecks ?

Distinguish simple monopolies and cartels .

Study Questions

25. If excessive substitution of capital for labor is a concern , what
can be done about it without forcing employers to " make work? "

26. If planned saving exceeds planned investment so that inventories pile
up , what equilibrating adjustment can solve the problem without a cumula
tive decline in output and employment?

27. Why is the Fedebal Kaserverink handcuffed and unable to lower interest
rates very much by pllicies of " active ease?"

OFFIC

28. Why are Treasury deficits and surpluses now of limited macro-economic
leverage?

OOE

29. If slow turnover of outstanding bank loans makes for a shortage of
loanable funds , can the shortage be simply relieved by creasing new money?
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1. Monetarists Want

2.

cullent issues.

Want Fed. to

Keynerious want Fed. to ure_i_as a
__keep_it_stable, e.gen

O.MP. buying

couted M, regardless of i.

hold it down - how? a)By Fed rediscount aand 6).
bonds. Then govt, can use

The un form
yout.

for bork divers spending,
put, tanden i ... e.g. howning, Lockweed

___Curysber_

Robt. Weintraute
Fed, was

than ming 'it'able' an_

clebts to Fed.

3. Stable i

too1

says: rather
pursued stable :_gunuinely.

euphemisen for How

In so doing it has several times caused -A.M.

Before big recensions it has hept _i_high, even though
dlem and had passed_peak._

This channed nerver - lies, banks_paid off

Now if M
grows, but i stays high there

std. be no collapse but a re- allown of capt.,_
into shorter forms quicker .

eue

Flexible i Mid, serve us better...

and underwriting

||

just another forms of rigid_price_-_
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Leund munk event

195! Tsy. stops supporting U.S. Gouds.
164 Jax

'21

11_9

cut

I

$ floas (monetauit approve.)
Volker vaises i,set_it_fille.
New policy, come on bank resemmes.

stabilize fed funds rate, daily bann

Kerum of M. & MrFed. stater policy goals in
But it only duectly contids monetary basy i...bank retervercullenry

Now, when Fed. fait
we do not know if the banks are

the Fed has changedhas changed policyif

PriorPriorpolicy.

to meet a policy inget,
in responsive, o

of come we can observe the monetary base_
But when that strays from. announced course,
know one know if this is a that team adj.,
new policy.

na

N

Fed., meantime, has officially refused to state the
new policy said. "Don'tscramble. Limitsown't clear

St
yet="



6 H. has bem the stabilizer
In part 2 recessions, hounning nutd, for inf

GP.
Not bes. demand for credit changed, but supply.his is as it std., be ( but note credit ratising serving in
flexible i.)

we now have "savuigs_
crisis toolfor Stls.

Te_Sths can use there to raise hi- cost money,
gong.. Many are

to stabilize lug...
~ficater." There are a

1

to
speculating that i will full_

to lend (2 to long2 %

o head fixed want to hung bung

3

iHere is a big verted int. in lower i. The

fuck, intermeds. who borrow short to land lory)_

Regardless of details, when you stabilize...
hsg, you require more extreme

showfull of loanable funds.
meanmes to

accommodate to a

( more generally of invertible finch.)__
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1. Stable i does not result in itable flow of funds.__

Credit rationing replaces i if there is a
shortage of loanable funds at fixedi

supply offlow is really the key.
Fed canner A flow by lowering i; but only by

AM,
slow down in AM will slow down flow of loans,

thun cause si.
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1. Gemmum eunte workers are paid 40 % more than U.S.German_ento
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wastedU.S. aute indy. away by subst
styling Mange for real improvements).

German + Jap. import commentpremium ber. ofquality

Conmetic culture, just like EMP..__

3. Sure, + Jap. exporten found thin volume in global nikt.(metric ?) while U.S. rected on domestic .
4 are

ganund

Largest comps. One mort energy- intrusive
11 of top 100 us. indl. cos ,his related to use of

their primary bus.
oil fueled vehicles : aute, trucks, tracton, oil, eteel, rubber....

Directions are relf-perpetuating. Propose thin our reelection to
Mariñs of top 100 have never lostvotum, at wo. expense.

( Like Cof.C.).
the election of a migle diector .

New direction elected by CEO.
In cumbents paradise.
Only qualification:_loyalty to oldboys club.

6. Sisec of scale. small firms.
biaut firmi are protected by sheer size.

w . misured assets getW raided.
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7. Early 1970s, formation of new

cropped nearly to zers !
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(

There has been no takeover of top 100 for decades.

firm

I

Innovation goes w, new

small new firm new firm

Japan has aids to nur
They deliberately foster

oder
techniques.

t

9. Ceil

firms. So does empl, w.
are small.

fimm formation
firms w/o vected mit in
amers of low compuand in

cil c.....co._ungunt.
Grade depends on seminity . No
(They auxit expanding emplunt.)

new venturus

All from same eng.same ing school
No new people allowedin



Fast e...growth results when ec. rent is up forgrat
Like au open commour...

That occured in T.Xs. bes. it
has no nic.oil faces --

sales tax .
tux

fucd. you from+ a low 4 ½ 9

But now it is burting. Houston hi vacancies.
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Iti
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thumb overstates realit.
this gets serious !
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36. same rule for decaying income stream.anan ao PV.an = (Itird)"
36. same for prop, Fac

ing

itg
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4. Rumindu. Implicit t explicit_ veniabler ." Cash Flow" is a NP. cf. is a MNP. MP of land is net of K and Expenses.
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Rule ...:
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1 n
another tree wd, do...better..

giver you right 4 for

Dorit in a rut.
variables , ultimately

Think in

n.

Dire

Your K is Mimited
onserve K.yı

new in fund..

n

main.
Cacuts receivable w..acets,

harry dimensions.

but maybe
another me altogetuse

Consider all parameter eu

it

this free ;
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(Don't ichaut yr.k).
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ast. Their Cramer(saucer
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payback; aquele paybetsynch. payback
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Ec . Order Quantity, co.a.
1(( = a.c2

Ordung Costs = 2.0
T

Il =

Costs

22 · ( + 121212 · 0Q

0 = ordung costs pu
This makes it so

W.

TC.....

assun . u

Q

Q

C = is car. cost in & per gal. of mean iny,levelpuryear
Time enters this model in that 2/2 is the
steady level of invry. C is the cost per year

c

order ... fixed, regardless of Q.
simple. Need to replace their

quauulity discount.

Gut f.(requemcy) and plevins) in hen.

TC.= f.0 + ¥f
f + xp

1

Z

polam

Usequolive on thestock,

where X is stock carried when f=l.
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1. Changing
babies.

Feeding babies

2... Delivering bottled wer.

Strage

4. Paper towel roll size of

longevity
5. StoreSine

1.

vs. labn.

8.

10 ..

Perfect synch, zero inventory. New fad.

value inup

Thick rugs.
Hi thread counts ...

6. Beckpacking -size of load.
Bigger load, fewer stops

Delivery to remore station.
Length of

9... size of jet aircraft seating capacity

1

P.F.

4

frt. tru.
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11. Hay fever Mots.
Ohce

12

13

Buy

Garbage pick-up

14. Freg of doing dishes.

15. sizeof log thack...
16. Length of way.mag.

1.ww.
12

hy

60

a week vs.

ILO

as need vs.

sub
422.1.

3

18.

30.
60

100

one- shot purchase.
storage

mos.

AQ 40/12

0.915

1.0012

36
bo

3.
5.

AR

Q||
1."

1.5

1.0

AP

16

SIS

Al

8
N/
M12

30

40 3

APV
PV



Time - in - storage

Capital is value- in-storage a lake or poolin a
flowing thream.

But the stream flow in is not sworth. Neither is the
outflow. They are out of synch. Storage provides the
shade to get them in synch.

1

1

E.g.

In some cases, opt. inflow is once in 80 year.
a house.

isp. is productive.. Muyhouse,2010.it for

Takke food....Need is steadya. Restaurants

food capst.

too, is stored -up value .

b. Bury your
own are u

groceries. Now you captst.
c .

your backpack is heavy. Find a room .
d. Prepare your food, need a kitchen. But it,

on band. Arved by
youstreet improvenients.

enough it fun
e

But

years

How much to buy?
You buy lov

rent Food

'WAST.

Food capitalism is

1

u ... 4 .
store is for every.
Quentity discounts are large.
Price is variable - shop the sales

at once
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TC per mo.

4

TC =

Your space is cheap & ample...
The food won't spoil
You have the cash; or credit is cheap.

is reliable t your

S =-

The quality
You are a parkrat
You dis like marketing,
You dis like interruptions
Your car is costly on balkay.

Usage/f
CC =

D.f

0= Deliveryf = frey.|

t

sjet

s/f
cost

x p t cl

have higheryMorities.
viry they

n cui

demand is to last.

2

mo
Stock on hand it f = 1.


