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PREFACE

The idea that led to this syrrasus was sparked
many years ago by Rosalie Slater and Verna Hall.
On a visit to The Foundation for Economic Educa-
tion (referred to in this syirasus as FEE) in
Irvington, they asked if FEE had a high school
economics text to help teachers present free mar-
ket ideas in the classroom. I agreed to assemble
something suitable if a teacher should inquire.
When a specific inquiry came to FEE, I discovered
that to do a satisfactory job would be a major un-
dertaking. The enthusiasm of Mrs. Peggy Bryan
Crump, herself a high school economics teacher,
spurred me on to make the effort.

Thanks are due first of all to FEE and FEE's
President, Leonard E. Read, who pressured me
from time to time to “get the sYLLABUS in the past
tense,” as he would put it. My debt to Professor
Ludwig von Mises, his many books and his sem-
inars which I attended for many years is immeasur-
able. My husband, Percy L. Greaves, Jr., the econo-
mist and an even longer-time student of Mises than
[, deserves credit for having contributed substan-
tially to my economic education through his ever-
ready, patient and careful explanations over the
years we have been together. Beth Herbener of the
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Foundation’s staff was extremely helpful in ready-
ing the final ranuscript for the printer. But tre-
mendous credit should go to my secretary, Mrs.
Virginia Clifford, who proved a veritable “miracle
worker” by deciphering successfully my many-
times revised and reworked rough drafts and trans-
forming them into clean, neat copy. Special thanks
also for Mrs. Valerie Powell’s help with the typing
and proof-reading.

This syiLasus will have been more than four
years in the making—from the time the first word
was put on paper until copies come from the print-
ers. | make no pretense at being an original think-
er, for the economic theories presented here have
had a noble ancestry. My understanding has been
derived from others—through their books, lectures
and discussions. However, it is my hope that in this
syrLaBus | have interpreted and “translated” into
simpler terms the profound economic theories set
forth by Mises and his fellow “Austrian” econo-
mists so that they may reach a new audience of
teachers and, through them, young people on
whom depend the prospects for freedom in the
future.
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1. GENERAL INTRODUCTION

This syLLabus is intended to help teachers of high
school economics explain economic principles in
the classroom. However, it contains many sugges-
tions for introducing and explaining economics to
yvounger students, as well as material to challenge
older students and even adult readers. In any case,
many ideas are included for varying the material—
by dramatizing and simplifying explanations for
yvounger students or “enriching” them for more
mature students with extracurricular readings,
papers and projects.

Any teacher embarking on the course cutlined in
this syrLasus should be fully aware that it presents
the economic theory of the free market. It begins
by defining economics and describing briefly how
the science of economics has been developed over
centuries. It discusses various thinkers and philos-
ophers who have contributed to economic under-
standing.

The theme throughout is that economics is a
study of the consequences of (1) individual choices
which depend on the ideas individuals hold and
(2} individual actions taken in the conscious at-
tempt to attain the various goals held by the indi-
viduals concemed. Current economic events be-
come intelligible only when explained on the basis
of economic laws derived from this insight into the
nature of human action. Current economic prob-
lems can be solved only after one understands how
these problems have developed—out of government
interference with the “natural” economic forces,
which evolve from the voluntary actions of indi-
viduals, whether acting alone or in conjunction and
cooperation with others.

The material in this syLLaBUS is arranged in
three Parts, each including several Units dealing
with major subject areas. Each Unit consists of (1)
descriptions of various SUGGESTED ACTIVITIES to
illustrate and dramatize the theories presented,
(2) an EXPLANATORY TEXT, (3) a list of the signifi-
cant terms used in that Unit which are defined in

the cLossary and (4) a short list of RECOMMENDED

reEaDpINGS. The alphabetized cLossary with defi-

nitions of the more important economic terms and
concepts discussed throughout the syLLABUS ap-
pears at the back of this volume.

A collection of readings— FREE MARKET ECONOMICS:
A BASIC READER--has also been compiled to ac-
company this syrLasus. This companion volume
contains 81 readings, arranged according to the 18
subject categories of the 16 Units in this volume,
as well as a copy of the same complete alphabet-
ized crossary to be found in the back of this syr-
LaBus volume. The Readings are referred to
throughout the syrrapus by their number in the
READER,

There is more than ample material for a full
year’s course in this syLLaBus. To select just what
to include, the teacher should look over the mate-
rial in advance in the light of the time available and
the interests and capabilities of the students. A
complete course might well be based on Part II
alone. Or a single Unit could be used, with various
RECOMMENDED READINGS, as a specialized or mini-
course. If time is especially short or the students
relatively slow learners, instruction could be limit-
ed, with the aid of a few of the pertinent svc-
CESTED ACTIVITIES and easier readings, to these
major points:

1. economics deals with the actions of individuals
based on their personal ideas, values and goals
(Unit 3)

2. market prices are determined by acting individ-
uals who buy or refuse to buy (Unit 6)

3. the purchases of consumers determine the size
of every businessman’s “gate” or “box office
receipts” {Unit 8)

4. money is & “trading commodity” that evolved
out of barter—describe our coins and paper
money physically and explain how to use a
bank {Unit 1)

5. use Aesop’s “The Grasshopper and the Ant” to
explain savings and the development of tools



(Unit 7) and then introduce as much economic
history as seems appropriate to show how peo-
ple have used tools over the centuries to in-
crease production (Unit 15)
In any event, to use the syLLABUS to best advan-
tage, the teacher should become thoroughly famil-
iar with it.

Several of the suceEsTED AcTiviTIES used to
illustrate and help explain economic theories in the
classroom will require time to carry out and should
be started in advance. In addition to the usual rec-
ommendations that various books be read and re-
viewed by the students, reports prepared and pa-
pers written on suitable topics, here are a few of
the suvccesTeEp activities which call for planning
if they are to be carried out in connection with the
pertinent Units:

1. Books to be read and research
done on such topics as:
a. the lives and experiences of
individual entrepreneurs, in-
dustrialists, inventors............. Units 7, 8, 11
b. the historical development of
specific business firms and
IMAUSIFIES ..ot vevereeer e Units 7, 8, 11
c. the history of inventions,
tools, machines, industrial
techniques, transportation......Unit 7
d. the history of workers, work-
ing conditions, productivity
and labor unions..........c..oc... Unit 9
e. the interdependence of pro-
ducers and consumers in a
division of labor economy .....Units 5, 12
f. the development of world

trade and trade routes............ Units 5, 12
g. the ideas and contributions of
individual economists............. Unit 13

h. the theories of a specific
“school” of economic thought

i. the governmental regulations
and controls affecting a spe-
cific industry.....cooovicnininnne Unit 14
j. the economic development of
a specific couniry or geo-
graphical'area................ Unit 15
2. Local speakers to be invited to
address the class:
a. a businessman, entrepreneur
or the official of a large cor-
POTAtON .o Units §, 14
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b. a bank official ........................Unit 10

3. Reports on projects of any stu-
dents in the class who partici-
pated in the Junior Achievement

PYOZIAINL Levveveeecereiisra s ans Unit 8
4. Request the annual reports of
large corporations..........ons Units 7, 8§, 11

5. Investrnent by the students of

fictitious “nest eggs’ on the

stock market ...ccoooooivveiin Units 7, 8, 11
6. Write letters to the editors of lo-

cal newspapers, commenting on

current events in the light of eco-

nomic principles covered in the

Classroom oo Units 14, 15
7. Order film-strip, “Understand-
ing Inflation”™.........cooeiiiiiiin, Unit 10

8. Arrange field trips to local es-
tablishments such as:

a. factories .......ovvviiiiiniiennaenn, Unit 11
b. stock exchange or broker’s of-

4 1o, TRUTT TR Units 7, 11
C. bank.......oooociiivenierree e Unit 10

9. Relating the economic principles being dealt
with in the classroom to what is going on in
the world is important. The teacher should,
therefore, bring to class from time to time for
discussion newspaper clippings which illus-
trate economic theories and the way govern-
ment interventions have affected economic
activities.

10. Have the students watch newspapers and
magazines for articles dealing with economic
matters—business, money, competition, invest-
ment, and so on. Each student may choose a
topic, with the teacher’s approval, and start
accumulating a file of clippings on that sub-
ject, for possible use later in preparing papers
or reports. One student might take “money,”
another “new businesses,” another “bank-
rupteies,” and so on. Here are a few topics on
which students could accumulate newspaper
clippings and magazine articles:

Money and banking

Large corporations

Business activities within your state, or
across state lines, that is “interstate
commerce”

New businesses

New products or inventions
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12.

Manufacturing

Advertisements which refer to economics—
for instance, Warner & Swazey has pub-
lished good ones on free enterprise and
Mobil on the reasons for the energy
shortage

Bankruptcies

Transportation routes

Foreign investments

International trade

Production in “undeveloped” areas or spe-
cific countries

Price and wage controls

Minimum wage laws

Agricultural production

Changes in land uses, such as for highways,
building construction or demolition,
zoning, and so on

Labor unions

Wages and employment

Studernits might interview local businessmen,
asking their reasons for entering a particular
business when and where they did. Why did
they decide to produce certain goods or ser-
vices and not others? What investment was
needed? What competition did they en-
counter? What government agencies, licenses
and forms were involved? Have new govern-
ment rules and regulations forced them to
make changes in their methods of operation?
Have they succeeded, at least in part, in ac-
complishing what they had hoped? If so, why?
If not, why not? Do they anticipate having to
cope with any particular problems or difficul-
ties in the future?

Arrange a field trip to a Jocal museum or his-
torical home. Then compare living conditions
of the past with those of today. Call attention
to some of the primitive and often quite in-
genious tools used, to make manual labor eas-
ier or more effective. Contrast the relative self-
sufficiency of a community or family in earlier
days with today’s widespread interdepend-
ence based on our complex and ulira-fine
specialization and division of labor. List on the
blackboard and discuss some of the activities
formerly carried out in the home or local com-
munity which are now handled by specialists
providing goods and services for a far-flung
market. See how long a list may be compiled
and discuss the reasons for such highly devel-
oped division of labor.

13.

14,

15.

16.

5

Hold “sound off” sessions from time to time.
Name a specific subject the students have
been studying, call on a student, and have him
“sound off” for two minutes. Use a stopwatch.
If another student catches the speaker in an
error he or she should raise his or her hand,
be asked for the right answer and, if correct,
given the floor to continue for another two
minutes by the stopwatch. Using a stopwatch
helps make the students eager to participate,
keeps them alert and challenged to listen for
factual misstatements.

Divide the students into two or three teams, to
compete with one another in a battle of knowl-
edge based on quick recall, along the lines of
a TV quiz show or the old “College Bowl” or
“It's Academic” program. Anyone who thinks
he knows the answer to a question should raise
his hand. Call on the first student to volunteer.
If the answer is correct, credit that team with
ten points. The team with the highest score at
the end of the period wins. This activity is
probably more appropriate for use with Unit
13 on the history of economic thought than
with any other for historical data lend them-
selves most easily to the formulation of short
factual questions.

As the course progresses and the students
complete their individual research projects,
try using the TV interview or panel discussion
format to present the results of their studies to
the class. For instance, one student might play
the part of the moderator, asking the students
questions on current economic programs such
as minimum wage laws, inflation, tariffs or
import quotas. If some students have made
special studies of the theories of leading
economists such as Adam Smith, Jean Bap-
tiste Say, Frederic Bastiat, John Stuart Mill,
Carl Menger, John Maynard Keynes, Henry
Hazlitt or Ludwig von Mises, a debate or round
table discussion might be held among several
students, each representing one of these not-
ables and arguing in the light of his doctrines.
The Congressional Comimnittee format might
be used. Student “Congressmen” would ques-
tion student “experts” on their recommenda-
tions for legislation to enact, amend or repeal
price controls, farm subsidies, welfare bene-
fits, the right to own and trade in gold, federal
spending on schools or highways and the like.

When working with high school students, keep
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in mind that they are often restless and impatient.
Shift pace from time to time. The SUGGESTED ac-
Tivizies with each Unit offer many more ideas for
varying techniques. The questions formulated in
the EXPLANATORY TEXT may be used as the basis
for discussions, oral reports, research, written pa-
pers or essay-type examinations. No class will have
time to implement all the suceESTED AcCTIVITIES
described, so pick and choose according to the in-
terests and capabilities of your students.

REFERENCES

It is impossible to keep up with the latest news
as to what books are in or out of print. However,
the majority of the books listed on the BiBLIOG-
rapry {pp. 9-H)) and among the RECOMMENDED
READINGS at the end of each Unit should be in print
and, thus, readily available from their respective
publishers, local bookstores and/or this Founda-
tion (write for our latest catalog). Consult the cur-
rent edition of Books In Print. Out-of-print titles
have been limited primarily to fairly well known
books that should be found in most sizeable li-
braries. However, the teacher might well find it
helpful to have a few books on hand as a “nucleus
library” in the classroom for easy reference. The
twelve titles marked + on the BBLIOGRAPHY are
especially pertinent and recommended for this pur-
pose.

In addition to various books and the articles in-
cluded in the BASIC READER, copies of at least one
daily newspaper and various news weeklies should
be available in the classroom. The students should
be encouraged also, to become familiar with the
following types of references.

1. Encyclopedias—The students will have occa-
sion, when working on papers and special re-

FREE MARKET ECONOMICS: A SYLLABUS

ports, to refer to the encyclopedias available in
the school library.

2. Old mail order catalogs—It would be helpful to

have on hand some of the early Sears, Roebuck
and Montgomery Ward catalogs that have been
revived and reprinted lately. These illustrate
graphically the tremendous changes which
have taken place as the result of new ideas, new
inventions, new products, and new methods of
production.

3. Biographies and histories—Teacher and librar-

fan should accumnulate biographies of econo-
mists and businessmen, as well as histories of
business firms, industries, inventions, trade
routes, methods of transportation, and so on.
Such books would be suitable not only for ref-
erence but also for assigned book reviews in
connection with Units 7, 8, 11, 12 and 15.

4. Periodicals—It would help to have the following

available for reference in the classroom library:

Barrons

Business Week

The Freeman {available since 1965, bound in
annual volumes)

U. 8. News & World Report

Wall Street Journal

Miscellaneous bank letters such as those of the
Federal Reserve Bank of Philadelphia
Federal Reserve Bank of St. Louis
First National City Bank (Monthly Economic

Letter)

Morgan Guaranty Trust Company (Survey)

~vote: On the BBLIOGRAPHY as well as on the lists of
RECOMMENDED READINGS throughout the syLLabus,
the more difficult readings are starred with asterisks.
The other titles should be intelligible to most high
school students.
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10.

11.

12.

QUESTIONS TO DETERMINE STUDENT UNDERSTANDING
Some or all may be asked at the start
of the course and then again upon its conclusion

QUESTIONS

What is “economics?”

Should individuals be allowed to own private
property? If so, why? If not, why not?

Why do people trade with one another?

Who benefits from a trade?

Does a buyer or a seller benefit more from a
transaction? Explain yvour answer,

What is the purpose of production?

Why do people want jobs?

Can it be said that production is the outcome
of the cooperation of many persons? If so, how
does their cooperation lead to production?

What are the economic consequences of com-
petition among producers? Workers? Trad-
ers? Customers?

What is an “entrepreneur?” What does he do?

How do producers in a free market learn what
goods and services to produce and how much to
produce?

What must a businessman do to make a
profit?

10.

11.

12.

ANSWERS

. The study of purposive human actions (Units

2, 16 and ¢LOSSARY).

Yes, for it enables them to better attain their
various ends (Unit 4).

To improve their respective situations (Units
4, 5 and 12).

Both parties, if they trade voluntarily and an-
ticipate the future correctly (Units 4, 5 and
12).

Comparisons are not possible for each party’s
gain depends on his/her subjective (personal)
values (Unit 3).

To provide for consumption (Units 2, 3, 4, 7, 8,
etc.).

Because for most people having a job is the
easiest way to get what they want and need to
consumme {Unit 9).

Production is the outcome of cooperation—in
the form of specialization, division of Iabor
and exchange (Units 4 and 5}.

Producers are pressured to serve consumers at
the lowest possible prices (Units 8 and 11).
Workers are encouraged to do their best and
assured that employers will pay them the mar-
ket value of their cutput (Unit 9}.

Traders are spurred to search throughout the
trading area for things consumers want and
need (Units 8, 11 and 12).

Customers are provided with freedom to
choose among varieties of goods, services,
prices, etc. (Units 6, 8, 11 and 12).

An entreprencur tries to produce things con-
sumers want, in the hope of earning profits
(Unit 8 and GLOSSARY).

Through consumer purchases, refusals to pur-
chase, their “gate” or “box office receipts”
(Unit 8).

Provide consumers with things they want and

will pay more for than it cost to produce them
(Unit 8).



13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

28.

27.

28.

Why do some businessmen suffer losses?

What does it mean when a businessman earns
a profit (or a loss) on a free market economy?

Does it help or hurt economic production for
people to save?

What is a “tool?”

What are the advantages, or disadvantages, of
using tools and machines in production?

What is “money?”

How are prices determined on a free market?

How are wages and salaries determined on a
free market?

What is “inflation?”

Who, or what, is responsible for inflation?

What is, or was, the “Industrial Revolution?”

Modern capitalism is characterized by mass
production. What does this mean?

What is the effect of high or progressive taxes
on production?

Suppose the government tries to regulate and
control buying and selling on the market?

Suppose the government compels a business-
man to sell his output at artificially low prices.
What effect will this have on supply? De-
mand?

Have you or your family bought anything in
recent weeks that came [rom another state or
country? If so, why did you buy it?

FREE MARKET ECONOMICS: A SYLLABUS

13.

14.

15.

16.

17.

18.

19.

20.

21

22.

24.

26.

27,

They fail to satisfy consumers, or fail to keep
their costs below what consumers will pay
(Unit 8).

Success (or failure) in serving consumers
{Unit 8).
Saving helps production, for the tools and

machines which make more production easier
and quicker depend on savings (Unit 7).

Anything that is used for a purpose (Unit 7
and GLOSSARY}.

They make it possible to increase the quantity
and improve the quality of production (Unit 7).

A very marketable commodity, a “trading
commodity” or medium of exchange {Unit 10
and GLOSSARY).

By the bidding and refusals to hid of potential
buyers and sellers {Unit 6).

By the bidding and refusals to bid of potential
employers and employees (Unit 9).

An increase in the quantity of money (Unit 10
and GLOSSARY).

Anyone who may increase the quantity of the
“trading commodity”—under present condi-
tions, governments and banks that are priv-
ileged to issue banknotes and/or expand
credit are responsible for inflation (Unit 10
and GLOSSARY).

Any significant shift in industrial methods is
an “industrial revolution.” However this term
is frequently applied specifically to the 18th-
19th century change-over from manual labor
to steamn power and small-scale to mass pro-
duction methods (Units 7, 9, 15 and cLOSSARY ).

Production on a large scale for many custom-
ers (Units 11, 15 and cLosSARY).

Reduced production and increased costs

{Unit 14).
It hampers production and violates consumer
sovereignty (Units 11 and 14).

Shortages will develop on the market, for de-
mand will rise but production will decline
(Unit 14},

If imports were voluntarily purchased, the
purchaser must have thought they were the
best things then available for the money (Unit
12).
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29. How do you define a free market? Human
rights? Property rights? Capitalism? Compe-
tition? Laissez faire®? Communism? Social-
ism?

30. What economic system is most productive?
Why?

29. See GLOSssARY definitions.

30. A free market economy—because competition
among producers to serve consumers assures
the greatest amount of production at lowest
possible prices.
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1944; New Rochelle, N. Y.: Arlington House, 1969
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2. WHAT IS ECONOMICS?

SUGGESTED ACTIVITIES

1. The teacher might start the first class by ask-
ing the students to answer some or all of the ques-
tions appearing on pp. 7-9. Make it clear that this
is not a test of any kind. The teacher may hold
on to the papers and be guided by them in deciding
what to emphasize. At the end of the course, ask
the same questions over agam, and then compare
and discuss with the students their two sets of
answers.

2. Each student might talk with at least two
adult friends, relatives or neighbors who studied
economics in school. Ask what they remember
about the subject. Has their study of economics
proved helpful? Student reports on their surveys
could be another ndication of what deserves spe-
cial attention in this course.

3. This first Unit deals with very deep philo-
sophical concepts which may be difficult for aver-
age high school students to grasp. Thus, the teach-
er may choose to deal only briefly with this Unit.
Point out simply that economics is the study of how
every individual, every single one of us, tries to
use the resources available to him to satisfy as best
he can at any moment as many of his various
wants, material and non-material, as possible. Re-
fer to the several readings relative to this Unit fo
discuss the general subject matter and method of
econoIics.

4. Exceptional students may be interested in ex-
ploring more deeply the fundamental philosophical
concepts introduced here. They should be encour-
aged to study the additional readings recom-
mended. Have them consult the cLossary and also
regular dictionaries and encyclopedias for defini-
tions of such terms as “axiom,” “postulate,” “the-

ory,” “induction,” “deduction,” “a priori” and “a
posteriort.”
NOTE: Mises Made Easier: A Glossary for Ludwig von

Misess HUMAN ACTION, prepared by Percy L.
Greaves, Jr. (Dobbs Ferry, New York 10522: Free
Market Books, 1974} should be especially helpful in
explaining these theoretical terms.
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Some students may have encountered these con-
cepts in other classes, geometry for instance. Let
them ponder the six a priori postulates cited in this
Unit, pp. 13-14. Are they really self-evident con-
cepts, concepts each of us understands simply be-
cause we are human beings, living, breathing and
acting in accordance with our inherent nature? Or
must they be learned through observation, experi-
ence, study? Contrast a priori knowledge with a
posteriori lnowledge, ie., knowledge acquired
through observation, experience and learning. Can
the students formulate other postulates that might
be considered a priori? Discuss some of the the-
ories that may be deduced from basic a priori as-
sumptions.

EXPLANATORY TEXT

This first Unit deals with very deep philosophical
concepts. After reviewing them as they are pre-
sented here, the teacher may choose not to deal
with this Unit at length in the classroom. Read the
text that follows and let your judgment be your
guide.

1. What is the relationship of economics to other
fields of knowledge? In order to simplify the learn-
ing process, knowledge is subdivided into “disci-
plines” or subjects, each of which may then be
studied separately. Yet each of these subjects is
really a part of knowledge as a whole. Each at-
tempts to explain some aspect of the universe and
life within it, as well as the changes that take place
over time. “Economics” is the name given to that
particular branch of knowledge which deals with
people, individuals, human bemgs, specifically
with reference to their choices, preferences and
conscious actions undertaken in the attempt to at-
tain their various goals. In brief, economics is the
study of human action, conscious, purposive hu-
man action.
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2. How does economics differ from other studies
concerning the action of individuals® it should be
stressed that economics is the study of the con-
scious, purposive, infentional actions of individ-
uals. Economics is not the study of unconscious
(chemical and physiclogical) changes within the
body—for instance, the digestive process or the
functions of heart or lungs. This field is studied by
chemists, physiologists and doctors. Economics is
not the study of subconscious influences or of the
reasons for mental and emotional attitudes. Psy-
chologists and psychoanalysts try to explain why
people act one way and not another. Physical and
chemical actions and reactions, as well as mental
and emotional attitudes, certainly do influence in-
dividuals and thus their ideas and actions. Econo-
mists recognize this, to be sure. However, the field
of economics is limited to studying only the con-
scious, purposive, infentional actions individuals
take in the attempt to accomplish the various goals
they want.

Historians also deal with the actions of individ-
vals. However, history reports and interprets the
past actions of individuals as specific, particular,
unique events, in a certain historical setting at a
definite point in time. Fconomics, on the other
hand, describes and interprets human actions from
the point of view of the characteristic all such ac-
tions have in common—their purposiveness, the
fact that they are undertaken by human beings
who are consciously trying to attain some defiite
end or goal. By explaining the consequences of the
purposive actions men take, economists help peo-
ple choose those actions most likely to have the re-
sults desired and so enable them to plan more suc-
cessfully for the future.

3. What is the “‘economic point of view’? FEco-
nomics deals with the actions of individuals acting
alone, as well as when many individuals act to-
gether, in cooperation or in competition with one
another. It is the purposiveness of an action that
makes it an economic action. Thus, the “economic
point of view” is the consideration of actions from
the point of view that they are consciously, pur-
posively and intentionally aimed at goals.

Even though Robinson Crusoe was completely
alone on an island, he acted “economically,” for he
acted consciously, purposively and intentionally to
attain various goals. Crusoe couldn’t satisfy all of
his various wants at once, of course. He had to seek
them as best he could, one by one, each according
to its relative urgency to him under the circum-
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stances. He was continually having to reassess his
situation, cope with some new complication and
take care of the most urgent problem at any mo-
ment, before setting out to accomplish anything
else. Throughout his entire adventure on the
island, Crusoe strove consciously, purposively to
attain various goals. Thus, he was “economically”
motivated, just like every other human being. It
is the purposiveness of any action that makes it
“economic.”

4. How does economics help {o explain complex
economic phenomend® The actions and choices of
a Robinson Crusoe are relatively simple to under-
stand and explain. Yet most actions involve many
persons. Situations become more complicated
when large numbers of individuals are involved so
that their actions inevitably intertwine and influ-
ence one another.

The varicus actions of individuals become inter-
connected and interrelated with one another
through the market. Even when individuals act in-
dependently, they make decisions in the light of
what others are doing. Everyone's ideas, choices
and actions are influenced by the actions of others,
and his actions in turn, impinge upon (affect)
everyone else. The more people involved, the more
complex and intricate become the consequences of
their actions. In a large populous area, such as the
United States where many people live and work
together, the effects of any economic activity be-
come widespread and inextricably intertwined.
Thus, the worldwide network of mterconnecting
actions is extremely complicated.

It is the task of economists to unravel complex
economic phenomena and show how they evolved
out of countless human actions. Economists try to
trace economic consequences back to the economic
unit, i.e., back to the individual actor and his in-
dividual actions. This approach to economics is
called the “micro-economic” approach. interpret-
ing complex interrelationships in this way calls for
serious study and careful analysis. However, this
method is the only way to understand how eco-
nomic phenomena come about, what actions lead
to what consequences and what practices and pol-
icies will be best to follow in the future.

5. How does this “‘micro-economic” approach
contrast with “macro-economics? Nowadays
when most people talk about economics, they think
of monetary statistics, figures on total production,
averages, prices and so on. To obtain these data,
they seek information on the guantities of physical
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goods and services produced and consumed in a
community, total the dollar prices asked for these
goods on the market and paid for the services
rendered, etc. They call these statistical studies
“macro-economics.”

All economic statistics of this type are based on
past actions. They are historical data. They relate
to specific economic events of the past at certain
times and places, but they do not explain how they
came about. To understand what economic statis-
tics represent, they must be interpreted in the light
of micro-economics. They must be explained in
terms of the economic units from which they de-
rive, i.e., the individual actions of individual actors.
They must be explained as the outcomes of the
ideas, choices and conscious actions of many in-
dividuals. Just as physical scientists must study the
chemicals, cells and organs in the human body to
explain how it functions, so must economists study
the micro units of which macro-economic data are
composed to understand how the economy oper-
ates. Only by showing how the individual actions
of many persons are interconnected and lead in
time to elaborate interpersonal relationships on the
market is it possible to make complex economic
phenomena intelligible.

6. How do people know things? Before deal-
ing more specifically with the discipline of eco-
nomics, it might be well to spend some time dis-
cussing the origin of any knowledge. For centuries,
philosophers have debated and pondered where
knowledge comes from. How do we know any-
thing? How can we be sure that something is
really true? After serious consideration, thinkers
have come to the conclusion that basically there
are two kinds of knowledge—a priori and «a
posteriori.

A priovi Knowledge

A priori kuowledge or understanding is self-
evident in nature. It is what people know “nat-
urally,” without even having to try to learn. It is
the type of knowledge or understanding which pre-
cedes the learning experience. In other words, a
priori knowledge is what individuals know almost
instinctively, without having to experience or fig-
ure it out for themselves.

A priori knowledge helps us improve our antic-
ipation of the things people are likely to do. We
may use a priori concepts just sitting in an arm-
chair and thinking logically to develop more com-
plex ideas and theoretical knowledge. Using rea-
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son and logic in this way to derive (deduce) the-
ories from self-evident a priori axioms, definitions,
propositions is called “deduction.” Deduction
might be called the “armchair method” of ac-
guiring knowledge.

A posteriori Knowledge

A posteriori knowledge is knowledge derived
from observation, experience, study of the past and
controlled experiments as in the laboratory. This
is also called empirical knowledge. A posteriori or
empirical knowledge is something we learn. We
are not born with this kind of knowledge. It is not
intuitive, instinctive or innate in human nature. We
may acquire a posteriori knowledge by several
methods: (a) experience or the method of trial and
error; (b) observation; {(¢) controlled experiments
such as are conducted in laboratory study; and (d)
historical study and analysis of past events. Our
interest in these inductive methods is primarily to
distinguish them from the method of economics
we shall be using in this syLLaBus—deduction, ie.,
reasoning logically, step by step, from basic a pri-
ori assumptions.

7. What are the categories of a priori knowl-
edge? A priori categories may be described as the
mental equipment by which men think, reason, in-
terpret experience and acquire knowledge. A priori
categories are necessary for people to think, rea-
son, learn, profit from experience, and take con-
scious purposive action. No person could make any
plan or accomplish anything in the absence of
these basic a priori assumptions. We may list these
fundamental categories as follows:

a. Regularity—Men expect to find order and con-
sistency in the world. An object will always re-
act in the same way, under the same conditions,
to the same stimulus. For instance, water will
always boil if placed over a hot enough flame
for long enough. Animals tend to respond in the
same way to the same influences. Individuals
also demonstrate a certain regularity in their
behavior. Our world is part of an ordered uni-
verse where actions may be taken in the reason-
able anticipation of certain definite results.
Human life and purposive action are inconceiv-
able in the absence of regularity.

b. Logic—The logic men use, the way they reason
from an accepted proposition, assumption, ax-
iom or postulate, using deduction to reach a
conclusion, is the same for all men throughout
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the world. The discipline of geometry follows
the method of logic—from axioms, via deduc-
tions or syllogisms to a theorem. Similarly,
economic reasoning is based on a priori axioms
and develops its theories deductively, step by
step. Human life and purposive action are in-
conceivable in the absence of logic.

c. Causality—One thing leads to another. Actions
have consequences. Causes have effects. Con-
versely, when something happens, we expect
that it had a cause and look for the factor re-
sponsible. This concept too is fundamental if
men are to act in anticipation of improving their
respective situations. Hurnan life and purposive
action are inconceivable in the absence of caus-
ality.

d. Time—In this world as we know it, events take
place over time. Men realize that they cannot
bring about changes all at once. It takes time
for the consequence of any event or action to
appear, even those which, like bomb explo-
sions, seem to occur almost instantaneously at
the moment of impact. Human life and purpos-
ive action are inconceivable in the absence of
time.

e. Change—This is a world of change. It seems
self-evident that conditions are always in flux.
In the absence of change, there would be no
reason for men to act and no purposive actions
for economists to explain. Human life and pur-
posive action are inconceivable in the absence
of change.

f. Value—TPeople are not neuiral with respect to
their environment. They recognize some condi-
tions which they prefer to others. They have
values, wants and goals which vary from per-
son to person, from place to place, from time to
time. When individuals are seeking to attain the
various things——material and non-material—that
they value more than the things they already
have, they are acting purposively. Thus, human
life and purposive action are inconceivable in
the absence of value.

8. Is economics based on “a priori” or “a pos-
teriori” knowledge? The subject of economics, the
science of human action, rests on a priori truths,
principles which are fundamental to the way men
act. An a priori principle must appear to be prac-
tically self-evident, so fundamental that we can-
not conceive of life in this world under other con-
ditions. In the absence of these a priori principles,
life would be a different sort of existence from that
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we now know here on earth and people would be
different kinds of creatures from what they are. In
the absence of these a priori principles, there
would be no conscious, purposive human action of
the type economists study.

~ore: The teacher should, of course, be alert to the
fact that philosophers still debate whether or not any
knowledge is truly a priori, or whether even the most
elementary understanding really develops as a result
of some experience or other. However, we can leave
this dispute to the philosophers. The primary concern
in using any word is to define it. A posteriori and a pri-
ori will be used m this syLLABUS in accordance with
the definitions set forth here.

GLOSSARY WORDS
{For definitions, see GLOSSARY, pp. 223ff.)

ACTION

AGGREGATE

A posteriori KNOWLEDGE
A priori KNOWLEDGE
DepucrioN

EconoMic coobs
EcoNnoMics

EmPmicaL. KNOWLEDGE
Free Goons

Histony

Homan AcTiON
InpucTION

M ACRO-ECONOMICS
MICRO-ECONOMICS

RECOMMENDED READINGS

More advanced materials indicated by an asterisk (%)

Articles

In the BASIC READER:
2. “Something for Nothing?” Mark C. Schinnerer
3. “The Broken Window,” Henry Hazlitt
*4. “The Individual in Society,” Ludwig von Mises

Additional titles:
“Economics,” Henry Hazlitt—in The Freeman, March
1970
“Economics: A Branch of Moral Philosophy,” Leonard
E. Read—in The Freeman, January 1972

Books

Bastiat, Frederic. Economic Harmonies {Van Nostrand,
1964; FEE, 1968)

*Greaves, Percy L., Jr. Undersianding the Dollar Crisis
{Western Islands, 1973}, Chapter 1

"Hayek, F. A. The Counter-Revolution of Science
(Free Press of Glencoe/Macmillan, 1952/1964). Part
One

*Menger, Carl. Principles of Economics {Free Press of
Glencoe/Macmillan, 1950). Chapters I and T1

*Mises, Ludwig von. Human Action (Yale, 1949/1963;
Regnery, 1966). Introduction and Chapter I
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SUGGESTED ACTIVITIES

1. To help students realize that economics is
about how-we-try-to-get-what-we-want-with-what-
we-have, ask each student to list a dozen or so
things he or she wants to do or to have in the short-
run or immediate future, the medium-run, ie.,
next week, next month, next year, or the still
longer-run of several years hence, etc. Then dis-
cuss what each goal will call for in the way of (a)
money, (b} equipment, (c) effort and (d) time.

2. Ask each student to list the various steps nec-
essary to accomplish at least one of his or her
short-, medium- or long-run goals. Explain that
everything we try to do requires (a) planning, (b}
time, (c) resources or “tools” of some kind. For in-
stance, if a student must turn in a term paper with-
in the next 24 hours, he may have to complete
family chores first, visit the local library, do some
research, assemble notes, paper, typewriter, and
then stay home, in lieu of going out with friends,
to complete the assignment on time. Another stu-
dent’s medium-run goal might be to improve his
or her skill at shooting baskets, which calls for
“tools” (a basketball and a basket), planning to
forego other activities and to arrange transporta-
tion to the gym, energy and time for daily practice.
Students seeking longer-run goals—college, a car,
or some special career—should recognize easily
that such goals take (a) planning, (b) time, and (c)
resources or “tools.” .

3. Ask each student to write down how he
would use a hypothetical {a} $100 gift and (b)
$1,000 reward for information leading to the arrest
of a jewel thief. How much would he spend and/or
save? What would he buy for himself and others?

4. Discuss how the goals and would-be pur-
chases of different students vary. Take advantage
of this opportunity to point out that there is infinite
variety among the wants of individuals, reflecting
the infinite variety that exists among individual in-
terests, ideas, goals, values, likes, dislikes, gripes,
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aptitudes, health, wealth, age, family situation,
personality, character, temperament, and so on.
No two persons will ever be aiming at the same
time, at precisely the same wants, in precisely the
same order of urgency. Nor will the same person,
at two different times in his life, value precisely
the same items in the same order of importance.

5. Most novel plots describe actions on the part
of hero or heroine undertaken in the attempt to re-
lieve some “felt uneasiness,” attain some desired
goal and/or avoid certain situations the actors con-
sider undesirable. It might be helpful to have each
student analyze—from the point of view of the
ideas discussed in this Unit (see especially para-
graphs 3, 9 and 10)—some novel read outside
school or for another class. Robinson Crusoe would
be a good book for this purpose. Ask each student
to review the plot and make a list of the values
and/or goals of a hero or heroine, arranged accord-
ing to their relative urgency in the eyes of the actor
insofar as this may be revealed in the book. Then
take at least one specific action of hero or heroine
and show how the author recognized

a. the conditions necessary for a person to act
(1) dissatisfaction with the existing situation
(2) an idea about how to improve things
(3) hope of success.

Discuss also

b. what else is needed to accomptlish a goal
(1) planning
{2) time
(3) means or resources of various kinds.

Then point out how the actor’s action was influ-
enced by

¢. outside factors such as
(1) accidents
2} changes resulting from natural causes
) the actions of others
) changes due to the passage of time
} mistakes on the part of the actor.

(
(3
(4
(5
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EXPLANATORY TEXT

This Unit deals primarily with the concept of ac-
tion and the values of individuals as motivating
factors.

1. Summarize briefly the material covered in
Unit 2. Stress the fact that economics is the study
of the peaceful means each of us uses in the at-
tempt to attain as many of our various goals in life
as possible. Refer to the crossary definition of
“Economics.” Point out also that we do not always
aim at positive goals. Considerable effort is often
spent on accomplishing what might appear to be
negative goals, ie., trying to avoid undesirable
situations. Thus some of our wants in life are only
relatively desirable, that is they are “lesser evils”
in that they are less undesirable than some other
situations we want to avoid.

Refer again to the six categories of a priori
lnowledge described in Unit 2. Each of us is able
to act and, in fact, we do act, only because the
world in which we live is an “ordered world” in
which these aprioristic, self-evident axioms are
true. The “natural order” in the universe—with re-
spect to physical phenomena and interpersonal
relations—rests on these six ¢ priori postulates. We
are able to live, breathe, think, reason, choose,
make decisions, plan and act in the attempt to im-
prove our respective situations and to accomplish
our respective goals only because these a priori
concepts are true and we have confidence they will
continue to be true indefinitely. In a world in which
these conditions did not prevail it would be impos-
sible for human beings like us to survive, or to act.
In re-examining these a priori concepts, ask what
it would mean to us and life as we know it if they
were not true:

a. Regularity: Suppose no one could count on
any regularity in the world. Suppose physical
matter did not follow certain “laws,” that no
one could ever know the likely consequences of
anything, and that it was impossible to rely on
the results of our actions or those of other per-
sons? Would we be able to act if we could not
count on the fact that the same combination of
causes, under the same conditions, would al-
ways have the same results?

b. Logic: Suppose it were not possible to reason
or think things out logically, step-by-step, to
reach conclusions? Or suppose other persons
at different times and places reasoned with a
different logic, so no two persons could ever
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agree? How could anyone then conceive of an
idea or a plan for cooperating with others that
might improve conditions? Or carry it out, if he
did?

c. Causality: Suppose events did not have conse-
quences, actions did not lead to results? How
could a person take steps to accomplish a pur-
pose?

d. Time: Suppose there were no such thing as
the passage of time, that everything took place
instantaneously? Suppose there were no inter-
val of time between the beginning and end of
an event, between start and finish? How could
anyone then think, reason, plan, act in the at-
tempt to attain various ends?

e. Change: Suppose nothing ever changed in
this world, suppose there were no movement,
no erosion, no birth, no life, no death, no action,
no opportunity to bring about changes? If noth-
ing could ever be any different, why try to do
anything?

f. Value: Suppose people were completely indif-
ferent to their surroundings? Suppose they
were like stones or other inert objects, simply
uninterested as to whether or not they were
buffeted around at the mercy of inanimate
forces—fire, currents of air, water? Suppose no
one had any preferences and thus no reason to
try to bring about changes?

9. What is the unit of economics, the building
block, so to speak, on which the science of econom-
ics i3 based® Economics, as we have seen, is the
study of purposive peaceful human actions. Thus
the units we deal with are the individual actions of
individual actors. We must start, therefore, by con-
sidering what action is, the prerequisites for action
and the factors that permit, induce and influence
individuals to act.

In studying economics, we have an advantage
over physical scientists—chemists, geologists or
astronomers, for instance, who are studying chem-
icals, rocks or the stars and planets. Physical sci-
entists can know nothing about their subject mat-
ter by insight or introspection; they must leamn
everything through experience, observation, con-
trolled experiments and research. On the other
hand, economists have an insight into their subject
—human action—even hefore they start studying.
Because they are individuals themselves, they act.
Consciously or unconsciously, therefore, they un-
derstand why individuals act. Every human being
realizes that he is acting at any instant purposively,
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consciously, intentionally, to attain the particular
end, goal or value he considers most urgent under
the specific circumstances prevailing at the time.
Thus, we have a “head start” of a sort in economics
for we are studying something we already know
something about.

3. What conditions are necessary for an individ-
ual to act® Fach of us knows that he acts because
he hopes to accomplish something. But let’s break
that statement down a bit. In the first place, when
a person acts, he is dissatisfied in some way with
his situation. Secondly, he must have an idea about
some condition he would prefer. And thirdly, he
must have hope that action on his part can help to
make things somewhat better. Thus, every action
necessarily involves three essentials—(a) dissatis-
faction or “felt uneasiness,” (b) an idea and {c)
hope.

Let the students discuss these three prerequi-
sites. Can they conceive of anyone’s taking a pur-
posive action if these three conditions did not pre-
vail? (a) Suppose, for instance, a person had no
unsatisfied want, no “felt uneasiness,” no irritation
he wanted to remove, no “evil” he wanted to avoid
or condition he wanted to change? (b) Suppose, in
spite of being dissatisfied with something in his
present circumstances he could think of no better
situation, no way to relieve the condition that made
him unhappy? (¢) Suppose, in spite of having an
unsatisfied want and an idea as to what he would
prefer, he had no hope that anything he could do
would be effective?

Everyone “naturally” tries to improve his situa-
tion as he sees it and he will always make an effort
to do so unless he considers his situation com-
pletely hopeless. To help the students realize how
strong is this drive to act in the attempt to relieve
a present “felt uneasiness,” ask them to name what
kind of obstacles it would take to prevent them
from acting. Given a dissatisfaction and an idea as
to something they would prefer, what would it take
to keep them from trying to do something about it?
For instance, physical restraint by another person,
imprisonment, weakness, inability, lack of skills,
absence of tools, funds, or means of getting them,
the conviction that any decision or action on their
part would be thwarted or its effects counteracted
before any good could come of it. Many examples
might be cited from books depicting life in prison
or concentration camps to illustrate how deter-
mined individuals may be to improve their situa-
tions as best they can—in spite of serious obstacles

—and how ingenious they often are in conceiving
of ways to do so.

4. Granted individuals act, how does this simple
fact contribute fo economic understanding? The
recognition that men act is one step in the logical
explanation of economic phenomena. In the first
place, an action necessarily means that the individ-
ual acting is not indifferent to his surroundings. He
has some dissatisfactions, some felt uneasinesses,
some preferences. He has values, ideas, likes, dis-
likes. He has hopes or expectations that his deci-
sions and actions will help to improve matters. The
very fact that an individual acts indicates that, at
the time he acts, he prefers the specific object (ma-
terial or immaterial) that he is seeking, values it
more, despises or fears it less, than any other con-
ceivable alternatives. He wants one thing more ur-
gently and promptly than anything else. He is aim-
ing first at the particular goal he considers most
important.

This analysis of the nature and purpose of an in-
dividual’s conscious actions leads logically to the
realization that every individual has values. He
likes, loves, respects, admires, wants, desires
some things or conditions more urgently than oth-
ers. Thus, consciously or unconsciously he is con-
tinually arranging and rearranging his various
wants or “lesser evils” in the order of their impor-
tance or urgency to him. He has a “scale of val-
ues,” his own personal, unique, individual scale of
values. His ideas, goals, wants, preferences, values
change from time to time. As they change he re-
vises his scale of values mentally, changes his
plans and shifts his activities so that he is always
aiming at the goal that then enjoys top billing on
his own personal scale of values.

Actions truly speak louder than words. For this
reason, econcmists analyze, and businessmen
study carefully, the actions of individuals for clues
to the things people really want.

5. What is the importance of value for the study
of economics® The study of the purposive actions
of individuals involves the concept of value directly
because a person’s subjective values furnish him
with his reason or purpose for acting. Every in-
dividual is different, unique and the ideas and val-
ues which influence him are infinite. Yet every hu-
man being brings some sort of order out of this
“chaos” of infinite alternatives by mentally arrang-
ing his various values, wants and goals on a
“scale,” in the order of their importance to him.
Thus, each person has his own personal value scale
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on which he continually values, ranks, grades and
compares in his own mind all the various alterna-
tives open to him. When individuals have contact
with one another, their values and their actions
based on their values, rub up against one another.
In this way a person’s own values and actions in-
fluence the values and actions of others and their
values and actions in turn influence him. The out-
come of this interplay of personal contacts, rela-
tionships and influences is social cooperation, ex-
change, the market economy. Modern economists
have come to recognize that the key to understand-
ing and explaining all economic pheromena—
the division of labor, wages, prices, savings, invest-
ment, money, banking, trade, and so on—is subjec-
tive value. The complex market phenomena we oh-
serve in the world today all derive from the inter-
connection and interrelationship of countless indi-
viduals seeking to express their own personal, sub-
jective values as best they can. In the following
units, the connection between complicated eco-
nomic phenomena and the personal, subjective
values and actions of the many individual partic-
ipants on the market will be developed logically,
step-by-step.

6. What is the source of personal subjective val-
ue® Value is in the minds of men. The value of
anything depends on the ideas an individual
holds concerning its usefulness (utility) to him in
some way or other. His views as to its usefulness
may, or may not, be justified. Its utility may be real
or imagined, but in any event it is a person’s ideas,
right or wrong, as to the value of something which
determine the goals he will seek and the actions he
will take.

The views people hold concemning value are
often based on actual physical properties of an ob-
ject, characteristics which may be expressed in fig-
ures and measured. But not always and seldom ex-
clusively. For instance, the efficiency of a fuel {oil,
gas, electricity or firewood) for heating purposes
affects, but does not completely determine, its
value in the minds of men. The pleasure a person
may derive from daydreaming before logs burning
on an open hearth or from the cleanliness of elec-
tric heat may add to the subjective value to him of
those fuels, irrespective of their relative efficiency
or inefficiency for heating. How about the earnings
of this year’s most popular musical groups? Are
they related to the measurable decibels of their
music or the number of songs in their repertories?
Or do they rise or fall in response to the personal
subjective valies of teen-aged fans? Can the stu-
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dents think of other examples when the “value” of
some good or service to people is obviously due to
personal, subjective ideas that have little or no
relation to physical and measurable properties?
(Viz., the original painting of the Mona Lisa, a
baseball autographed by Babe Ruth or any other
legendary sports figure, an outfit of the latest style
intended for a special occasion, a cheerful mongrel
that has become a family pet, etc.) The ideas peo-
ple have, rightly or wrongly, lead to their personal,
subjective values. These values, real or imagined,
determine an individual’s choices, decisions, pref-
erences and thus his action, or inaction, as the
case may be.

7.What is the difference between the objective
characteristics of something and its subjective val-
ue? “Subjective” contrasts with “objective” as
the impressions an object makes on a person’s
senses and thoughts contrast with the object’s
physical properties which may be measured and
stated in numbers. Objective characteristics are in-
trinsic to the object being described. Objectively
described, a crowbar is “a bar of iron or steel,
usually wedge-shaped at the point or working end
and more or less bent.” Subjectively described, a
crowbar may be “valued” by an individual as a
tool for lifting heavy loads or as an instrument
for murder. Objective values are always the same
under the same conditions. Subjective values al-
ways rest on interpretations, ideas and the pur-
poses in the mind of the individual, the subject,
making the analysis. Subjective values cannot be
meaninglully counted, added or measured. Sub-
fective values, like love, can only be compared by
the person doing the valuing and arranged by him
according to his own personal scale of values.

8. How does the study of the values and actions
of ONE individual contribute to an understanding
of the economic activities of SEVERAL or MANY
individuals?  Only the hermit, or an unwilling
“Robinson Crusoe,” plans and acts alone. Most of
us, most of the time, live in society with other peo-
ple, and must take them, their ideas and their ac-
tions into consideration when making our own
plans. Our personal value scales, choices and ac-
tions impinge in one way or another on the per-
sonal ideas, value scales, choices and actions of
others. We cooperate. We compete. We gain many
advantages from the ideas, contributions and pro-
duction of others. But sometimes we are hampered
by their activities also. We may be precluded from
accomplishing some goal we had chosen for our-
selves by the competition of others and our efforts,
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in turn, may impede them at times too. In any
event, most of us are seriously influenced by other
persons in all we think and do. By the same token,
our ideas, decisions, choices, goals and actions, in-
fluence them as well. The ideas, choices and ac-
tions of countless individuals, each of whom acts
to relieve his own felt uneasinesses as best he can,
lead to the various economic phenomena covered
in this syLLABUsS—private property, market prices,
capital accumulation, profits and losses, money,
credit and banking, competition and monopoly,
trade across national boundaries, and so on.

9. Once an individual makes a decision—on the
basis of his subjective values—to act, what does it
take to aftain his goal? A felt uneasiness, an idea
and hope must precede his decision to act. Thought
precedes action, it is true, but mere thought along
these lines is not enough. To actually accomplish
a goal calls for more. Also essential are (a) plan-
ning, (b) time, (c) resources, i.e., various means,
information, tools, labor, skills, knowledge about
the physical world, etc. Thus if an actor expects to
accomplish his purpose, these three things must be
present. Moreover, they must be present in cer-
tain relationships to one another. The steps a per-
son takes in line with his plans, the timing of his
actions and the various means he selects must be
suitable for, and compatible with, the purpose and
not such as to shut out or preclude the success of
his chosen goal.

10.Why do individuals often fail to reach their
goals? Whatever we do, everyone always aims
at success—success as each of us sees it. But many
factors can interfere. {a) Accidents can happen.
{(b) Natural phenomena may drastically alter con-
ditions. (¢) The actions of other persons can upset
our plans. (d) Many other changes may come with
the passage of time. {e¢) In addition, everyone is
fallible.

We all make mistakes at times—mistakes in
choosing goals, mistakes in selecting the means we
adopt in the hope of attaining goals, mistakes in
judging the information available to us, and so on.
As time passes, changes in conditions may hamper
our efforts or turn them to naught. Even if we do
accomplish the most urgent goal aimed at on our
scale of values, new circumstances may prevent
this from giving the satisfaction expected; we may
find we would have been better served to strive
for something else. Some goals may be mutually
exclusive, accomplishing one may prevent us from
attaining another, or even preclude our seeking
something else later which appears desirable in the

light of new events, ideas and values. Human error
and changes that come with time complicate the
situation for every one of us.

To illustrate some types of interferences, the
teacher might refer to football. Point up the sim-
ilarities between purposive actions in real life and
purposive actions on the football field. In both
cases, the “players” are likely to encounter inter-
ferences compelling them to change their plans
and perhaps even precluding their accomplishing
their aim. For instance, a football player’s break or
sprain is an (a) accident. The outcome of a play
may also be affected by (b) natural conditions—
weather, (c) the action of others—blocking and
tackling, (d) human error--fumbles, {e) changes
that come with the passage of time—team tactics
vary according to the score and the number of
minutes or seconds remaining in the game. Action
on the football field is like life in miniature, a sort
of demonstration model where the nature of the
purposive actions of individual players can be
easily analyzed.

SUMMARY

Individuals are not neutral or indifferent to their
surrounding. They prefer some things, some situa-
tions to others; they have values. Every one of usis
different, unique, with his own personal, subjective
scale of values. In view of our individual prefer-
ences and personal values, we experience dissatis-
factions, “felt uneasinesses” which we seek to re-
lieve. Each of us tries to improve his situation as
he thinks best. In the process he is always aiming
at the goal he considers most urgent at the mo-
ment. He is able to act because he lives in a world
with a certain “natural order.” At the same time,
he faces uncertzinties and interferences, which
arise with the passage of time due to accidents,
errors, natural changes and the actions of other
persons. As changes take place, he tries to adjust
to the new circumstances and still accomplish his
various goals as best he can. In the process, the
market economy develops step by step.

GLOSSARY WORDS

{For definitions, see GLOsSARY, pp. 223ff.)
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SUGGESTED ACTIVITIES

1. Write one or all of these quotations on the
blackboard, or distribute them on mimeographed
sheets:

a. If wishes were horses then beggars would ride.

b. Thus human economy and property have a joint
economic origin since both have, as the ulti-
mate reason for their existence, the fact that
goods exist whose available quantities are
smaller than the requirements of men. Prop-
erty, therefore, like human economy, is not an
arbitrary invention but rather the only practic-
ally possible solution of the problem that is, in
the nature of things, imposed upon us by the
disparity between requirements for, and avail-
able quantities of, all economic goods. (Carl
Menger, Principles of Economics, p. 97)

c. Property is the fruit of labor—property is de-
sirable—is a positive good in the world. That
some should be rich . . . is just encouragement
to industry and enterprise. Let not him who is
houseless pull down the house of another; but
let him work diligently and build one for him-
self, thus by example assuring that his own
shall be safe from violence when built. (Abra-
ham Lincoln. Address to the Workingmen’s As-
sociation of New York, March 21, 1864)

Discuss these three quotes with the class. It
may prove suitable to refer to them from time to
time in the course of this Unit for taken together
they describe one aspect of reality—the “economic
problem.” (a) Everyone dreams of the delights to
be realized from having more than he can ever
realistically expect to attain in view of his available
resources. (b) There is not enough of everything
in this world for everyone to have all he wants of
everything. Parents may say of a youngster who
wants to gorge on candy that “his eyes are bigger
than his stomach,” i.e., his desires are greater than
his “resources,” his limited stomach capacity. Sim-
ilarly, each of us, like the beggar who wishes for a
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horse, wants many things, aims at stars, dreams of
“castles in Spain,” but has at hand only limited
time, energy and resources. {¢) It behooves us,
therefore, to see that those who have property are
free to use, invest and enjoy it in peace for only
then can each of us be assured that he will be per-
mitted to do the same, if, as and when he ac-
quires property of his own.

9. Draw a simple diagram on the blackboard as
follows:

.-~ Wishes/“horses to ride”
’ >~ Dreams/“castles in Spain”

i e -

i The “economic problem” con-
GAPY sists of trying to reduce
| the size of this gap.

o e s

. .~ Resources at hand, inborn
~~. abilities and skills

So long as we live, act purposively, and do not re-
Jinquish all thought of trying to improve our situa-
tion, we must face this “economic problem.” That
is if we hope to attain our most urgent goals, each
of us must try to expand his own resources and im-
prove his own abilities, so as to raise the bottom
line in this simple diagram as close as possible to
the upper line, representing our respective dreams.
In this Unit, we consider how available resources
may be increased through voluntary exchanges.

3. Discussing these three quotations could lead
to an anlaysis of “property rights” and “human
rights.” If property is one resource or means need-
ed for attaining various goals, ends and values—
whether material or immaterial—do not a person’s
“human rights” actually depend on his “property
rights”? “Property rights”—i.e., the right to ac-
quire, keep safe from violence and use physical
things as one wishes—are essential for the protec-
tion of “human rights”—i.e., the right to be free,
think as one wishes, follow one’s personal religious
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beliefs, pursue philosophical and intellectual
goals and enjoy leisure time. Point out that pro-
duction calls for the use of private property and
savings. Even those persons who do not them-
selves crave many physical possessions—modern
hermits or civilization “drop-outs,” for instance—
still use and consume many things that require the
use of property others have saved and invested, for
they usually depend to a considerable extent on the
market and mass production for their basic food,
clothing, shelter and transportation. Value scales
may differ, what one wants to have, to consume
and to use may vary drastically, but everyone bene-
fits from a policy that helps to keep safe from vio-
lence the physical property belonging to them as
well as to anyone else whose production they may
some day want to use. Thus, it is only the protec-
tion of “property rights” that makes possible the
enjoyment of “human rights,”

4. Private property, its historical development
and its importance, would be a suitable topic for
term papers. The subject could be tackled at dif-
ferent levels, depending on student interests and
aptitudes. Student essays could be simple reviews
or summaries of the writings of Frederic Bastiat,
whose works most high school students should un-
derstand, and his thesis of “legal plunder” as a vio-
lation of private property rights. Or they could be
based on research into the historical and legal
basis for private property--referring to more ad-
vanced studies, such as Gottfried Dietze’s In De-
fense of Property and Ludwig von Mises™ Socinl-
ism. In either case, daily newspaper items—con-
cerning the uses of private property {to develop
mines, construct factories, build private homes, ad-
vertise merchandise for sale, etc.) and concerning
the destruction of private property through crim-
inal violence and governmental interventions, such
as progressive taxes, land reform, price/wage/rent
controls, and so on—may be cited to illustrate cur-
rent attitudes toward private property here and
abroad. To interpret daily news events in the light
of the respect, or lack of respect, accorded the
owners of private property today, see various ar-
ticles in the Basic READER, especially those rec-
ommended for use with Units 14 and 15 (Nos.
67-79).

5. Start a bulletin board exhibit to dramatize the
thesis of Henry Hazlitt’s “The Broken Window"
(Reading No. 3). Clip and post news stories abont
the destruction of private property and discuss the
consequences. Floods, fires, quakes, storms, Iand-
slides, etc., destroy tremendous amounts of prop-
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erty every year, causing severe personal suffering
and loss of wealth and production facilities. Armies
lay waste to private farms, factories and homes.
Refer to the fates of individuals affected by recent
disasters, pointing out how difficult it is for persons
to help themselves when they have lost property
and tools. When their wealth is destroyed, they
must devote tremendous effort to mere survival
and to trying to replace what they have lost. As
Mr. Hazlitt explains, productive efforts and pur-
chases are shifted—to acquire the things now need-
ed—to the detriment of the business firms that
would have been patronized otherwise. Like the
owner of “The Broken Window,” a person whose
home is destroyed transfers his business from the
tailor from whom he would have purchased a suit
if all had gone well, to the glazier and other con-
struction workers who can replace and repair the
damage.

wore: If some losses are compensated for by charity
or covered by insurance paid for in advance, this does
not invalidate the theory. A charitable contribution or
an insurance policy simply spreads the cost of a loss
over a longer period of time and among more people—
all those who contributed to the charity or bought in-
surance policies and have not been compensated for
losses. Anyone who donates to charity or buys an in-
surance policy is paying—in advance and in install-
ments—a part of the cost of repairing future broken
windows while refraining at the time from buying
tailored suits for himself. Thus the economic effect is
the same whether the cost of replacing the broken
window is paid directly or indirectly through charity or
a prior purchase of insurance—some would-be pur-
chasers of tailored suits are paying the cost of the
broken window’s repair, thus stimulating temporarily
the business of glaziers to the relative disadvantage
of the tailors.

6. Students should be encouraged to look for
illustrations of the importance of private property
in their readings for other classes-literature and
history, for example. Men denied the freedom to
use as they wish property which they have ac-
quired by moral means—so long as they do not in-
terfere with the equal rights of others——are reduced
to the status of beggars or slaves. Consider, for
instance, the experiences of Jean Valjean in Les
Miserables and Winston Smith in George Orwell’s
1984. Many other novels and incidents in history
furnish ample evidence of the importance of pri-
vate property for the well-being and freedom of
individuals, ofttimes by reverse example, as when
governments confiscate private property.
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EXPLANATORY TEXT

Economics, we have seen, is the study of the
conscious, purposive actions of individuals. Each
of us is always trying to attain his, or her, most
urgent goal under the prevailing circumstances.
Each of us always seeks to use the means which
he hopes will prove most suitable for attaining this
particular goal. The opportunity to acquire prop-
erty, to hold and to use it as each of us thinks best,
is essential if we are to plan and to act with any
hope of accomplishing our various goals. In this
Unit we shall be discussing the role of private prop-
erty and trying to dramatize its importance to
every single one of us.

1. Why do acting individuals want to own prop-
erty? Individuals have many goals in life. Various
means (resources or “tools,” material and immate-
rial) are needed to attain these goals. Thus, indi-
viduals want to gain control of the necessary
means. Control is crucial. If a person cannot con-
trol the way resources are used, these resources
are really not available to him. He cannot con-
sider them his.

Most people want to survive, so they seek first
of all to acquire the necessary means for survival.
They seek ownership and control of their basic
material needs (food, clothing, shelter). It was the
desperate urge to survive and to sustain his family
that led Jean Valjean (Victor Hugo's Les Miser-
ables) to the theft of a loaf of bread when he saw
no legal opportunity open to him to obtain food.
Only after persons have access to these fundamen-
tal necessities can they start thinking about living
well or living leisurely. Then, if it appears feasible,
almost everybody will try to obtain a few “extras,”
which they believe will make living more comfort-
able and enjoyable. Most people also usually have
some ideological, cultural or spiritual goals, which
cannot be satisfied merely by acquiring more phys-
ical goods and services. However, even such “high-
er” goals depend to some extent on having control
of physical goods and services, i.e., resources. It is
a rare person indeed who is so much on fire with
the desire to create, to invent, to pamt, to write,
etc. that he can ignore being wet, cold and hungry.
Most persons who want to write ideological essays
or philosophical books appreciate having a type-
writer, a dictating machine and the services of a
stenographer.

The satisfaction of the various wants which ap-
pear on every individual’s unique and ever-chang-
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ing scale of personal (subjective) values, depends
on the ownership and control—or at least the oppor-
tunity to acquire ownership and control—over the
use of resources and “tools” suitable for attaining
these wants. The greater the means at a person’s
disposal, the more successful he is likely to be in
accomplishing the things he wants in life. As
pointed out above, control is essential! If the stu-
dents are familiar with Orwell’s 1984, they will
recognize that Winston Smith was not a free man
because of Big Brother’s restrictions on the owner-
ship and use of private property. Recording his
thoughts in a private diary was suspect. His rental
of a room for private purposes was forbidden. To
be free one must have the opportunity to control
the means needed to obtain one’s goals. To control
the use of resources, one must own them or be free
to cooperate or make agreements with their owner.
Therefore, the desire for private property, the wish
to own resources personally, so as to be able to use
them as desired, is a logical outcome of the a priori
fact that individuals have “felt uneasinesses,” val-
ues and goals which they want to satisfy.

2. What is the origin of “private property”™? It is
popular to point out that all private property orig-
mated with the use of force, through conguest or
simply by the occupation of vacant land. This is
undoubtedly true. Cavermnen and nomad tribes set-
tled unclaimed land. Kings and armies conquered
territory from previous occupants. In either case,
they appropriated something to themselves with-
out having produced or traded to obtain it. Their
“might” may not have made “right” but it gave
them the power to assume ownership and to exer-
cise control. They held and used their lands as long
as they could, to produce for themselves and re-
ward friends and supporters, relinquishing ter-
ritory only when forced to do so by a stronger pow-
er. In this way, property was acquired, held and
parcelled out by the congueror, in the feudal,
status society, among his knights and vassals. Less
fortunate persons survived as serfs and lackeys,
their very lives depending on the whims and suffer-
ance of the “nobles” whose property they worked.

Today’s pattern of ownership throughout the
world has evolved over many centuries as the re-
sult of countless billions of successive transfers.
Although most transactions have probably been
voluntary, some have been involuntary and/or co-
erced. Many shifts in the ownership and control of
property have resulted from conquest, violence
and deceit. When that is the case and the wrong-
doers can be apprehended, prompt retribution for
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the misappropriated and stolen property should be
demanded. However, as time passes, it becomes in-
creasingly impossible to make any meaningful re-
imbursement. To try to make restitution now, for
instance, for the conquests of kings and warlords
centuries ago would be absolutely hopeless. Who
among us today would be willing to relinquish
home and savings to the present-day descendants
of the Celtic tribes whose properties were seized in
1066 by William the Conqueror? By what logic
would the posterity of the wandering Asiatic
tribesmen, dispossessed in the 12th and 13th cen-
turies by Genghis Khan, be entitled to claim your
property or mine?

Natural catastrophes and accidents also play a
role in shaping the ownership of wealth and prop-
erty. Newspaper photographs frequently reveal the
helplessness of the victims of wars, floods, fires,
earthquakes, etc. If the opportunity to work, amass
property and trade exists, those made destitute by
the loss of their property will begin once more to
acquire and to produce the things they need to
accomplish their various ends. The experiences of
the early settlers at Jamestown and Plymouth
show the effect of permitting individuals to own
property and use it as they wish. Without the op-
portunity to acquire property, the Colonists had
been close to starvation. See “American Commu-
nism, I and IL” (Reading No. 77). Still today, if
victims of disaster have no hope or opportunity of
acquiring property, they must beg for handouts
and will survive only as the dependents of other
persons who continue to produce with the aid of
private property. The bulk of the wealth in exist-
ence today has undoubtedly been created by the
inspiration, peaceful production and voluntary
transactions of individuals with the aid of privately
owned resources.

3. How is the “distribution” of property ar-
ranged? Over many centuries, laws and judicial
decisions have defined “private property,” draw-
ing the line between what is my property and what
is yours, deciding what “belongs™ to whom. Pro-
cedures have been developed for settling disputes
among persons who disagree as to who is entitled,
legally and morally, to any particular item. Policies
have also been established to assure property own-
ers of the freedom to hold or dispose of their own
private property as they wish—so long as they do
not use it in such a way as to violate the equal
rights of other persons.

In a peaceful society, when a good or service is
produced, it comes into existence as the private
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property of the persons involved. If there is no in-
terference with force or threat of force, the value of
any good or service produced is apportioned
among all who have helped in its production, in
accordance with the relative value of their respec-
tive contributions. If something is produced from
scratch by one man, from raw materials he grew
or extracted on his own land using only his own
labor—as Robinson Crusoe did—he is obviously en-
titled to consider it his own private property. If he
produces it from materials purchased with prior
earnings or borrowed funds and manufactures it
with the assistance of many persons, each cooper-
ating in accordance with a previously agreed upon
contract or understanding, its market value will be
shared by all who helped in its production in line
with their earlier agreements. This process makes
it possible for everyone to know in advance how
they will share in joint efforts. In this way, the
market values of goods and services produced in a
peaceful society—where government recognizes
and protects the right of persons to own property,
to make voluntary contracts with producers and
suppliers of raw materials, workers, shippers and
retailers—are “distributed” in the course of produc-
tion.

Most of us acquire the relatively small share of
the total holdings of private property in the world
which each of us calls his own by producing and
trading. In the free market economy wealth comes
into existence in the course of being produced by
specific individuals. This means that most wealth
in existence—in a society in which government rec-
ognizes and protects the right of persons to own
private property and to use it to seek his own ends
—is legally owned and controlled at the instant it
comes into existence by those who earned it fairly
and squarely on the market, acquired it in trade,
or received it as a gift or inheritance from someone
else who earned it fair and square. Private prop-
erty is already widely dispersed, therefore, in the
process of its production.

~oTE: To show the class how the production process
itself “distributes™ or disperses property and thus the
ownership of wealth, ask them to list—perhaps on the
blackboard—the many types of workers who contribute
and, as a result, receive an agreed-upon sum for their
efforts. For help in thinking along these lines, see
Leonard E. Read’s “I, Pencil” (Reading No. 15}, The
students might mount, on a world map or globe, pic-
tures or dollar figures representing the goods and ser-
vices produced and dispersed as private property in
the process of the production of pencils, for instance.
Logs are shipped to a Pennsylvania factory from the
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Pacific Northwest and graphite from Ceylon, but the
money paid to lumberjacks and graphite miners re-
mains with them to exchange as they wish for goods
and services, Their wages represent their share of the
final value of the property (i.e., the pencils) they
helped to produce.

4. How is the ownership of property related to
exchange? Every action is an exchange. When-
ever an individual acts—in the attempt to relieve a
“felt uneasiness”"—he is exchanging one situation
for another. He may be trading a position, 2 com-
modity, a service, a promise or information, for
something else which he hopes will furnish him
with more satisfaction. If all goes well, he expects
the new situation will be an improvement over the
previous one,

Persons trading in a peaceful society must have
the legal and moral right to dispose of whatever
they are offering to exchange. No one can trade
what he does not have or is not free to dispose of
as he chooses. Thus, the act of exchanging, itself,
requires that the individuals concerned own, and
be entitled to control, what they are exchanging.

notE: This is the essential difference between cap-

italistic production in a free market, and communism.

In a free market, individuals own property and are free

to use it as they wish, provided of course they do not

violate the equal rights of other persons in the pro-
cess. Under communism, the right to own and dispose
of private property is severely limited. Even commod-
ities intended for persenal consumption may not be
freely traded. Still more significant is the fact that un-
der communism the right to own and trade the goods
and services used in production—raw materials, factor-
ies, machines and labor—is almost completely monop-
olized or controlled by government authorities. This
distinction will be further elaborated in Unit 14.

The important thing to note at this point is that
vohmtary exchanges depend on the existence of
private property and the capability of owners to
dispose of their property as they choose. Ex-
changes are seriously hampered and trade declines
in societies where there is little or no assurance
that property will be “safe from violence,” or
where government denies and/or restricts the right
of individuals to own property and their freedom
to use it. On the other hand, voluntary transactions
multiply and, as a result, trade and production
flourish in a free market, capitalistic society where
individuals have the opportunity to acquire, hold
and freely dispose of their property. Thus exchange
is an outcome of the right to own private property.

5. How is the right to own property related to
specialization and the division of labor? Unless
people can acquire private property, they have
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nothing to exchange. If they cannot acquire the
basic necessities of life through trade, they must
produce them themselves. Therefore, in societies
where the right to accumulate private property is
absent or severely limited—by law, isolation or re-
ligious taboos—every family unit must become al-
most completely self-sufficient, gathering and pro-
ducing its own food, clothing, shelter and every-
thing else its members want. In such small com-
munities necessity compels everyone to be “a jack
of all trades, master of none.” A trip to a museum
to study the historical exhibits or artifacts of ab-
original societies should help the students visualize
their simple production methods. The members of
such communities specialized very little because
they had no opportunity to trade the products of
specialized production, whether baskets or arrows,
for other things they would have liked but could
not find or make locally.

In today’s society, we can see the results of many
centuries of permitting individuals to own private
property and to trade. Traders have faced serious
obstacles at times—physical difficulties as well as
pirates, highwaymen, thieves and other swindlers
as well as severe and often unpredictable govern-
ment restriction and regulation. Nevertheless, by
dividing the process of production into many spe-
cialized tasks and exchanging with one another the
results of their individual efforts, producers and
traders have learned over the years how to produce
more and more of the various things people need
and want to have.

Individuals today may specialize in any one of
countless types of work, according to their respec-
tive situations, interests, health, talents, inclina-
tions and personal values. They may then ex-
change the products of their efforts for whatever
others are willing to give for it on the market, In
this way, specialists obtain their basic necessities
and the various other things they want. Exchang-
ing the good or service they produce for the goods
and services they want is the easiest and cheapest
way for them to accomplish their respective goals.
When the steam-shovel operator digs an excava-
tion, the wheat grower operates a farm, the actor
appears in a show, the automobile mechanic re-
pairs a car, or a stenographer types business let-
ters, each is using the simplest, most efficient and
most congenial means available to him to obtain
his various necessities and other wants on his own
personal scale of values. Today’s extremely com-
plex system of finely-divided labor with its super-
fine specialization, mass production and trade has
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evolved step-by-step over centuries. It is the out-
come of the right of individuals to own private
property, to use it as they choose and to trade it for
something else if they wish—so long as they do not
interfere with the equal rights of others.

6. What is the role of government with respect to
defining, “distributing” and protecting private
property? Government is the generally recog-
nized, organized agent of force in any society. Its
major responsibilities are keeping the peace,
settling disputes and protecting private property.
Protecting “private property” assumes, of course,
that what is “private property” has already been
determined in principle, that there is general
agreement as to how decisions shall be made as to
who is entitled to what and what belongs to whom,
The limited supplies of things in the community
must already be apportioned among the many per-
sons who would like to have them in accord with
some generally accepted arrangement which al-
most everybody accepts as final, In a totalitarian
state, the dictator decrees how much everyone is to
bhave. In a communal society, where all property
belongs to the collective, there must be some
scheme for deciding how to distribute an “equal
share” of everything that is available—baby dia-
pers, tobacco, crutches, eyeglasses, musical in-
struments, and the like as well as the customary
items of food, clothing and shelter—among all
those entitled to share in its consumption.

In a capitalistic free market society, as we have
seen in paragraph 3 above, property tends to go to
those who help produce it, in proportion to their
respective contributions. Those who contribute a
great deal receive the most; those who contribute
little, receive little; those whe contribute nothing
at all are not entitled to anything unless someone
—a loving parent, a friend or philanthropist—
chooses to share with the non-producer a part of
his own production. This arrangement seems “fair”
and “fust” to most people. Children usually see the
logic of this position when they read about it in
“The Tale of the Little Red Hen” {Reading No. 70).
Hs apparent fairness not only helps most people to
accept it readily but also makes it relatively easy
to implement and to enforce. Also, when people
expect to receive a larger share of production if
they put forth greater personal effort, they have an
incentive to work harder, longer and more intelli-
gently. Once the colonists at Jamestown and
Plymouth, who had been on the verge of starva-
tion, recognized this logic and permitted individ-
uals to own private property and keep their pro-
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duction for themselves, they began to prosper.
See “American Communism, I & II” {(Reading No.
77).

The institution of private property obviates the
need for “distributing” what is produced, for prop-
erty is already widely dispersed, in the capitalistic
market economy, in the course of production.
Thus, the role of government is to protect the rights
of individuals whe have acquired property by
peaceful means (through production, voluntary
exchange, donations or inheritance), settling dis-
putes that may arise as to ownership, and assuring
the rightful owner that his property shall be kept
safe from violence insofar as possible.

If a person expects that his actions will enable
him to acquire personal property, and that great-
er, more effective effort will permit him to acquire
more property, thus increasing his resources and
the means available to accomplish his various
ends, he is spurred on to greater productive effort.
Once a person recognizes this and has reasonable
assurance also that his property will be kept safe
from violence, he will expect to gain more by hon-
est effort than by force or threat of force. He will
then have reason to respect the equal rights of
others to acquire, hold and use private property for
their wishes. Peaceful interpersonal cooperation
and exchange rely on this mutual respect.

Abraham Lincoln realized this. He knew that
producers needed an incentive to produce; they
must have a reasonable expectation that what they
produced would be safe. Thus, the government
should not allow anyone to destroy the property
of others. The acquisition of property furnishes
producers with the incentive to produce so that it
was desirable that “some should be rich.” As Lin-
coln put it:

Let not him who is houseless pull down the house of

another; but let him work diligently and build one for

himself, thus by example assuring that his own shall

be safe from violence when built.
In this way, by permitting and protecting the
right of persons to own private property and to
use it as they wish so long as they do not interfere
with the equal rights of others to own and use
their private property, greater and greater division
of labor, specialization and trade, have become
possible throughout the ages. Increased production
has been the result. At the same time, the right to
acquire property has given people the opportunity
to attain personal independence, freedom and se-
curity. Those who cannot own property must rely
on a “master” to provide them with the necessi-
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ties of life. Without the right to own property, men
can be no more than serfs or slaves. The history of
individual freedom and independence, therefore,
has been the history of recognizing private prop-
erty and protecting it from violence and confisca-
tion.

~Note: The progressive “liberation” of women, blacks
and members of any other minority group in this
conntry would be a suitable topic for student research.
The recognition of such persons as individuals, with
rights equal to those of any other individual, has been
accompanied by and dependent upon the recognition
of their rights to acquire property, o dispose of it as
they personally choose, and to make contracts in their
own names.

7. How does private property help to resolve the
“gconomic problem”? By mnow the students
should be aware of the fact that every human being
has many more wants than he can satisfy with his
available resources. As a consequence, everyone is
always competing with others in the attempt to in-
crease his available means, attain more of his
many wants and accomplish more of his goals,
more easily and more promptly than he otherwise
could. To explain this gap between resources and
wants, which is inherent in the nature of the world
and the nature of men, refer once more to the
simple diagram (p. 21) illustrating “the economic
problem.” Thus, both market economy and private
property had their origin, as Carl Menger pointed
out in the quotation cited (p. 21) in the fact that
goods are not as plentiful as the things men want.

Property, therefore, like human economy, is not an
arbitrary invention but rather the only practically pos-
sible sohition of the problem that is, in the nature of
things, imposed upon us by the disparity between
requirements for, and available quantities of, all eco-
nomic goods.

In our “niggardly” world of lmited means,
where men have unlimited wants, it would seem
inevitable that the “law of the jungle” would pre-
vail, that men would live a “dog-eat-dog” exist-
ence, and that only the “fittest” would survive.
However, men have found a peaceful way to in-
crease their resources (through owning and ex-
changing private property}, to expand production
(through capitalism) and thus to help reduce the
gap between resources and wants.

noteE: It was John Stuart Mill (1806-1873), the Clas-
sical econornist, who described the world as “nig-
gardly,” implying that it was “stingy™ or “tightfisted,”
so to speak, unwilling to relinquish resources unless
men put forth much strenuous effort. For further com-
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ments on Mill, and his place in the history of economic
thought, see Unit 13.

SUMMARY

The institution of private property evolved on ac-
count of the “niggardly” nature of the world (lim-
ited resources) and the nature of man {limited with
respect to available time, energy, tools and abil-
ities but unlimited with respect to wants). By mak-
ing it possible for people to benefit personally if
they put forth greater effort to produce more for
themselves or to exchange, the right to acquire
private property encourages them to try to over-
come the “niggardliness” of nature. Thus the insti-
tution of private property is perhaps the most im-
portant means available for coping realistically
with the “economic problem.”

The right to own and control private property
permitted the development of individual freedom,
independence and relative economic security. In-
dividuals who may own food, clothing, shelter and
various other things needed to satisfy their wants,
need not do the bidding of a “master.” The obliga-
tion of a government that wants to preserve per-
sonal freedom, independence, economic security
and a relatively peaceful society, therefore, is to
protect the “property rights” of all citizens equally,
without prejudice or favor. Only when there is
widespread recognition and protection of the right
of individuals to aequire and to hold property is it
possible for the market economy to flourish and for
people to produce more, confident that their prop-
erty will be safe. When they are more amply sup-
plied with resources to use themselves or to trade
with others, they are in a better position to narrow
to some extent the gap between what they have
and what they want, and so to accomplish more of
their various goals.
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SUGCGESTED ACTIVITIES

1. Discuss with the students their experiences
with pets or wild animals. Has any of them ever no-
ticed animals engaging in what might be inter-
preted as (a) purposive, conscious action? (b) spe-
cialization? concentration on a single task? (c¢) di-
vision of labor? (d) exchange? or (e} cooperation?
The complex communities and specialized activ-
ities of ants and bees are frequently cited as ex-
amples of the division of labor and specialization,
although this type of adaptation to specific tasks
appears genetic and instinctive, having nothing in
common with the purposive or conscious actions of
human beings. However, some of the more highly
developed animals appear to use rudimentary rea-
son and logic at times. For instance, there seems to
be some division of labor or specialization among
the three small dogs in the author’s household. One
of the three, “Tommy,” is definitely the spokesman
for the other two, barking for all three when any one
of the three wants to go out or in. Upon oceasion,
“Tommy” seems to reason and plan ahead—if his
mother or sister is sitting where he wants to be, he
barks with excitement as if a dog or cat intruder
were in the yard and then, when they jump down
and run outdoors to investigate, he hops up and lies
down in the spot just vacated. Many animals learn
to respond with apparent reason to various com-
mands. Also many stories have been told of ani-
mals that have shown considerable intelligence in
warning people of danger, rescuing them from
trouble and helping to find lost persons. However,
the students should realize that animals reason
and cooperate only to a very limited extent as com-
pared with men. The ability of human beings to
(a) act purposively, (b) specialize, {c¢) arrange for
the division of labor, (d) make exchanges, {e} co-
operate is so much more developed that, for all
practical purposes, we may consider them the only
creatures we know of on earth who are capable of
reason, logic and purposive action,

9. To give the students some idea of the tre-
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mendously complex system of cooperation on
which each depends every day, have them specu-
late on the countless numbers of persons who co-
operate daily with them in various ways. To be
sure, each of us may be actively aware of frequent
frustration due to non-cooperation—on the part of
slow drivers, shoddy workmanship, construction
barriers blocking normal routes, family problems,
and the like. Yet every one of us benefits at every
instant from countless acts of cooperation. List in-
dividual workers and categories of persons {em-
ployees, employers, inventors, savers, investors,
administrators, salesmen, truck drivers, and so on)
whose cooperation supplies us all with daily food,
clothing, shelter, transportation, books, entertain-
ment, ete. Frederic Bastiat's thoughts aleng a sim-
ilar vein might help to spark the discussion:

On coming to Paris for a visit, I said to myself: Here
are a million human beings who would all dic in a few
days if supplies of all sorts did not flow into this great
metropolis. It staggers the imagination to try to com-
prehend the vast multiplicity of objects that must pass
through its pates tororrow, if its inhabitants are to
be preserved from the horrors of famine, insurrection,
and pillage. And yet all are sleeping peacefully at this
moment, without being disturbed for a single instant
by the idea of so frightful a prospect. On the other
hand, eighty departments® have worked today, with-
out co-operative planning or mutual arrangements, to
keep Paris supplied. How does each succeeding day
manage to bring to this gigantic market just what is
necessary —neither too much nor too little? What, then,
is the resourceful and secret power that governs the
amaring regularity of such complicated movements,
a regularity in which everyone has such implicit faith,
although his prosperity and his very life depend upon
it? That power is an ahsolute principle, the principle
of free exchange. (18453)°°

3. If time permits, research might be assigned
into the historical developments of markets, This

*“Departments” are political subdivisiens of France, This i
comparable to saying all 30 states contribute to the provisions
trucked each night into Los Angeles or New York.

**pp. 97-98 in the anthology of Bastiat essays, Economic
Sophisms, 1964/1968.
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would give the students a chance to notice how the
voluntary cooperation of individuals, each act-
ing in the hope of accomplishing his own personal
goals and values, in the light of the conditions un-
der which he lived, gradually led to exchange from
community to community, then across national
borders and eventually to trade that is practically
worldwide. Such trade made it possible for people
to have things they couldn’t produce locally. In-
formation on the history of early developments of
trade and markets is pretty well scattered. It is
frequently found in texts and reference books with
material on the development of towns or cities,
life in ancient Greece or Rome, the Phoenicians,
medieval fairs and markets, the trading companies
of the 16th and 17th centuries, such as the East
India, Virginia and Plymouth Companies {the ship-
ment of fur pelts to England was an important in-
dustry of Plymouth’s early years), China trade and
the clipper ships, piracy, etc. (If students should
choose to study piracy on the high seas or wars,
for example, they should try to show in each case
how this particular form of violence delayed, made
more difficult, or prevented the voluntary coopera-
tive efforts of acting individuals.) Papers or reports
on the history of trade routes and the development
of commerce could be turned in and/or discussed
in conjunction with Unit 12 on “Interregional
Trade” or Unit 15 on “Economic History.”

4. To relate classroom lectures and student pa-
pers or reports to this particular unit on “Social
Cooperation and the Market,” special emphasis
should be given to these three points:

a. Voluntary cooperation takes place at every step
along the way.

b. Barring force, fraud or human error, everyone
who cooperates voluntarily hopes to gain by ac-
complishing some particular want or goal on
his or her own personal scale of subjective val-
ues.

¢. Those who acquire the new goods or services,
made possible by the expansion of coopera-
tion, also benefit insofar as they are able to ac-
complish a want or goal on their scale of values
which they otherwise couldn’t have at all, or
at least not so easily,

EXPLANATORY TEXT

As pointed out in Unit 2, economics is the study
of the actions of individuals. As everyone of us is
an acting individual himself, we all have a priori
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knowledge of the nature of action. We know first
hand that action is purposive. We can make plans
and take actions in the hope of attaining specific
ends, because we live in an “ordered world” char-
acterized by regularity, logic, causality, time,
change, value.

In Unit 3 we learned that everyone of us has his
own personal (subjective) values and goals in life.
Consciously or unconsciously, each of us ranks
these various wants on a scale of values in the or-
der of their relative importance to him or her. At
any instant, everyone is always trying to relieve the
“felt uneasiness” he finds most aggravating or to
satisfy the want he considers most urgent. We are
always looking for the most suitable means for ac-
complishing our various purposes. We hope that, if
we can avoid making mistakes, our actions will
have the results intended and lead to the goal we
desire.

As explained in Unit 4, the necessity of being
able to use resources as we wish, to serve our pur-
poses, makes the right to own property important.
Persons with private property can exchange goods
and services with one another. This permits them
to specialize and divide work up into simpler, more
easily mastered activities. Exchange of the prod-
ucts of their relatively more specialized labor then
follows. Thus, the division of labor and trade are
logical outcomes of the institution of private prop-
erty which, in turn, derives from the a priori prem-
ises we have discussed--namely, that men act, have
values and seek goals.

When people specialize and trade, they can sat-
isfy more of their wants more easily than if each
had to be a “jack of all trades,” relying only on his
own production, In Unit 5, we shall be considering
one more logical outcome of purposive human ac-
tion—namely, cooperation and the development of
markets and the market economy.

1. How do the actions of animals and the actions
of human beings (men} differ? The distinction
between the actions of animals and the actions of
men is not always sharp and clear. Some animals
appear to act as if they were reasoning. Apes have
been reported to use sticks as “tools.” Some an-
imals even seem to plan an action for the purpose
of accomplishing a later, more distant goal. How-
ever, this ability of animals to think and act logic-
ally is obviously limited. Human beings, on the
other hand, reason, act purposively, seek goals and
develop plans of great complexity, covering exten-
sive periods of time. They are not so rigidly bound
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by genetic characteristics and instincts as are ants,
bees, birds, for instance, and even elephants, apes,
dogs and horses. Only men seem to have unlim-
ited wants. Only men appear able to use mind and
imagination to adapt available resources to serve
their own ends and to alter their environment sub-
stantially to suit them better. Only men seem to
take advantage of their unique individual talents to
develop specialized skills, divide up the work and
trade their products with one another. Only men
seem to recognize the tremendous potential advan-
tages of social cooperation. Thus, there seems to be
a fundamental difference in character between the
actions of animals and the actions of men.

2. What are the advantages of interpersonal or
social cooperation? Different individual traits,
capabilities, interests (physical, mental, emotional,
etc.) lead quite naturally to a certain amount of
specialization and cooperation within a single fam-
ity or primitive tribe. Logic leads people—even
most simple minded, untrained and unskilled per-
sons—to recognize still further potential advan-
tages from wider social cooperation which experi-
ence and observation soon bear out.

Interpersonal cooperation proves helpful in
many ways. One obvious advantage is to make pos-
sible more difficult tasks than could be accom-
plished by one man alone. Two or more men co-
operating might shove a large boulder, that one
man alone could not budge, over a cliff to kill an
enemy. Two or more men cooperating might cor-
ner an animal that would escape a single hunter.
With a second man to help, Crusoe might have
been able to drag to the water’s edge the huge tree
he had hollowed out to make a boat in which he
hoped to escape his island.

Persons who are stranded alone in the wilds—the
occasional downed pilot, hunter or explorer—find
life difficult at best. They may forage for them-
selves or try to improvise with their limited knowl-
edge and the few tools available to them, but alone
they can accomplish very little. Many who have
survived such experiences have written books
about them. However, if a person in such a predic-
ament has a cooperative companion or two, as
Robinson Crusoe did after rescuing Friday, they
can do more, more easily, are more likely to sur-
vive in better condition until help comes, or even
to be able to rescue themselves. The larger the
number of persons in the group, the more oppor-
tunities there will be to cooperate for mutual bene-
fit. When several families form a society, the op-
portunity to gain through social, interpersonal,
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cooperation multiplies. As more and more persons
become involved and cooperation extends to other
communities, the opportunities to specialize, to
take advantage of individual talents and interests
increase many times over and the division of labor
can be still further extended. This encourages the
growth of skills, improves efficiency, contributes
to increased production and makes more free
time available to rest, to play and to think.

As gains from social cooperation become great-
er, they spiral upward, creating still further bene-
fits. See Fred 1. Kent's “Letter to His Grandson”
(Reading No. 19). As the numbers of persons and
communities cooperating increase, the areas of
specialization and trade can be broadened in char-
acter as well as geographically. If this process is
permitted to continue and is not disrupted by cat-
aclysms of nature, war or violence of other kinds,
the opportunities for developing new ideas and
new ways to cooperate so as to contribute to hu-
man welfare seem almost endless. Thus, social co-
operation, a logical development from the ideas
and purposive actions of countless individuals over
ages, is a very significant means for expanding
available resources so as to better satisfy human
wants, and reduce the gap, described in Unit 4
(p. 21), between the limited resources available
and the unlimited wants of men. By cooperating
with many persons—the more the better—everyone
of us is in a better position to alleviate the “eco-
nomic problem” than if we lived alone in isolated
family units, or in a less extensive market
economy.

3. How is cooperation arranged? Strictly
speaking, there are only two ways to organize co-
operative effort—{a) by force, command, order,
direction, decree, or (b) by voluntary, mterpersonal
agreement and contract. Totalitarian states, dicta-
tors and armies use the first method, issuing orders
and assigning a rigid channel of command, thus
creating a comimand society. Individuals living in a
free market economy adopt the second method, so
that a contract society evolves.

4. How does a complex market economy, like
the one we have today, evolve from the simple ex-
changes and cooperative efforts of e few individ-
uals? There are at least three ways to speculate
on the make-up of today's market economy—(a)
chronologically,” as the outcome of an irregular

historical development since time began, evolving

°For a detailed treatment of the economic history of the
world, see Unit 15.
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as a result of countless events and purposive ac-
tions of individuals, (b} economically,”* starting
with a specific item purchased by a particular per-
son and tracing its production in time and space
throughout the economy, back to the entrepre-
neurs whose original ideas were responsible for
its creation, and {c) schematically, as if one were
to snap a giant photograph with a tremendous
magic camera, equipped with special lens and film
that could freeze and record every activity going
on throughout the entire economy at one particular
instant, revealing the elaborate legal and economic
network of interconnecting cooperative agree-
ments and contracts. The mutual interdependence
of every one of us may be demonstrated by all
three approaches. To explain more fully, let us ex-
amine each in turn.

a. Chronologically: Recognition that interper-
sonal cooperation could be helpful certainly came
well before the age of written history. Thus to spec-
ulate on the historical development of the present
market economy, one must try to think back to the
age of prehistoric man and imagine how one man’s
wants and actions may have led to cooperation
with others. Perhaps the first cooperative effort
occurred when several hunters tracked down a
dangerous animal that had been killing their chil-
dren and laying waste their meager hoards of food.
Maybe someone shared a lucky find—a burgeoning
berry patch or a freshly killed animal—with an-
other, in exchange for help in erecting a shelter.
Or perhaps one man helped another who was
struggling to roll a large tree trunk to the water’s
edge and the two together succeeded where one
alone had failed. It could be that one of these two,
or a third man who chanced along, then conceived
of a new idea for binding several such tree trunks
together to make a raft to carry several persons or
extra provisions. In any event, the success of one
cooperative effort must have led the participants
to reason that other cooperative efforts might also
be helpful. One successful cooperative effort is
likely to spark others, as well as new ideas for im-
proving conditions. In this way, step by step,
cooperation led to larger and more elaborate en-
terprises. Such huge firms as GM, GE, IBM and
U. §. Steel are merely the products of countless
acts of cooperation on the part of thousands of
persons-—thinkers, teachers, inventors, workers and
savers—over long periods of time and space.

®*For a fuller explanation of the economic development of
markets, see especially Units 7 and 8.

FREE MARKET ECONOMICS: A SYLLABUS

The earliest known archeological finds, the cave
paintings of Southern Europe and other artifacts
from ancient tmes, furmish evidence that men
have cooperated in countless ways for many thou-
sands of years. In early Egypt, there must have
been considerable trade and communication
among communities along the Nile. With the Phoe-
nicians, Greeks and Romans, the area of contact
and cooperation expanded and commodities were
traded beyond the Mediterranean, even as far
north as the present British Isles.

With the fall of Rome, the Empire’s large trading
area and its rather large market built on wide-
spread social cooperation, specialization and divi-
sion of labor deteriorated. Europeans of the Middle
Ages lived in fairly small, substantially self-suffi-
cient communities, having relatively little contact
with the outside world. It took centuries for a sub-
stantial international trade to develop once more—
step by step as a result of the activities of many
persons. In medieval times there were only a few
itinerant peddlers. The Crusades helped to open up
the Far East trade, primarily in luxuries such as
silks and spices. Then gradually traders from a few
Italian cities and from the North Sea ports began
to extend the area of cooperation and exchange.
Periodic fairs and markets were held in medieval
towns. Tradesmen and artisans congregated in
the larger communities, which increased in popula-
tion over centuries until they became sizeable
cities. In the 15th, 16th and 17th centuries, ex-
plorers sought new routes to the Orient. Trading
companies opened up new sources of raw mate-
rials and eventually established trading posts. Sev-
eral of the American colonies were settled as busi-
ness ventures, intended to supply their backers
with fur pelts, tobacco and other raw materials not
readily available in Europe.

It is relatively simple to trace the chronological
development of interpersonal cooperation in this
hemisphere from the time the first colonies were
established here. There is no need to review U. S.
history in an economics course. The important
thing to point out in this Unit is that the historical
evolution of trading furnishes many illustrations of
benefits to be derived from interpersonal social co-
operation.

b. Economically: The second approach to ex-
plaining how social cooperation leads to the mar-
ket economy starts with the final consumer, the
person who buys something in a store for his own
personal consumption. Let us consider a simple
lead pencil for instance. At each stage in the pro-
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duction of a pencil, all those who cooperate must
somehow be furnished with (1} the education and
training necessary for their jobs, (2) the specific
tools of their trade and (3) the food, clothing,
shelter they need to survive as well as (4) all other
things they purchase for themselves and families.
To supply a single worker in this far-ranging chain
of production with even one single thing he needs
to do his job calls for widespread cooperation
among a huge assortment of producers, just as it
does to produce the pencil itself. Thus, every stage
in the production of the pencil calls for the produc-
tion of other tools also which demand different
kinds of knowledge and different assortments of
skills. This elaborate network of highly developed
cooperation—needed to produce a simple pencil—
reaches into all four comers of the earth and calls
for so much specialized knowledge and skill that
no one person can comprehend it all. See Leonard
E. Read’s “I, Pencil” (Reading No. 13).

When we realize that something apparently so
simple as a lead pencil involves the cooperation of
so many specialists that no one man can master all
the knowledge and skills involved, we may begin
to have some idea of the tremendously complex
and almost miraculous cooperation required to
supply each of us with the many things we use and
consume every day—not only pencils but also cans
of soup, clothing, homes to live in, electronically-
produced entertainment, trucks, automobiles and
so on almost ad infinitum. The purchase of a pencil
or anything else relies on a long chain of coopera-
tive activities, each undertaken by individuals act-
ing consciously and purposively, to attain his own
personal (subjective} wants and values. Each
hoped to gain through cooperating with others who
expected to gain too in the process. The individuals
who produce the many things we use are brought
into contact through this network of cooperation.
As the final stage in ifs production, the things we
buy are transported to stores and advertised to at-
tract potential consumers. In this way social coop-
eration makes production and the market possible.

c. Schematically: A third way to visualize how
everyone is connected with everyone else through
the market process is to imagine that we can take
a giant photo of the entire market economy. Let us
pretend we have a giant camera with a magic lens
and special film. Let us assume that if we were to
snap a picture with such a magic camerz it would
reveal the complex worldwide network of interper-
sonal agreements and contractual bonds as they
exist at a specific instant. Such a magic photo
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would look like a tremendous spider web. At the
center would stand an individual, whatever in-
dividual the camera focused on. Radii would ex-
tend like spokes from that particular person to all
other persons with whom he had agreements or
commitments at that particular moment-—landlord,
employer, grocer, tailor, banker, etc. All these radii
would also be connected by cross bars with count-
less other radii in the “cobweb,” as this partic-
ular individual's banker, landlord, employer, groc-
er, tailor and banker also have agreements with
many others.

If our magic camera were to focus at that same
instant on another individual in the market, it
would reveal that individual also standing at the
center of a similar web-like network of interper-
sonal agreements, all overlapping in an extremely
intricate arrangement. Theoretically each of us
stands at the center of such a cobweb of economic
and legal agreements. The possibility of a photo
which can reveal all these inter-connecting eco-
nomic and legal relationships is just as fictitious,
of course, as the magic camera we have imagined.
However, visualizing such a photograph may help
students recognize the intricacies of the many
cooperative activities going on at any moment in
a sizeable market economy.

SUMMARY

Social cooperation is a logical outcome of the
nature of human action. As individuals act con-
sciously to attain their various goals they find
interpersonal cooperation is a helpful technique or
“tool.” It helps them accomplish more than they
could alone. Working with others, they can satisty
more of their various wants and values than they
could by acting alone, increase production and,
thus, narrow the “gap” between their available re-
sources and unlimited wants and so relieve the
“economic problem.”

One cooperative effort leads to others. Trade or
exchange is one formn of cooperation. In time, men
develop markets where they may exchange on a
more or less organized basis. As more and more
persons cooperate and trade, the market economy
expands and interpersonal agreements become
more and more complicated. Nevertheless, in-
tricate though the market economy becomes, we
should never lose sight of the fact that at any par-
ticular instant it is always the end result of the
countless actions, choices, preferences, exchanges,
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and cooperative efforts individuals have made over
time and place in the past, each in the attempt to
attain some personal (subjective) value or goal. To
recapitulate briefly:

1. Acting men recognize that there are advan-
tages to be derived from cooperating

2. Cooperation means helping others in the expec-
tation of mutual gain

3. Trade is a cooperative effort, by which both
parties to the trade give and both receive some
good or service they could not otherwise have.
Thus barring force, fraud and error, cooper-
ation helps everyone

4. Through cooperation, everyone who gives and
receives is encouraged to specialize further and
comes to rely on exchanges for the things they
want and need

5. With increasing trade, everyone becomes more
and more interdependent. As a result, markets
develop. Today’s complex market economy is
simply the logical and natural outcome of
countless purposive actions of individuals, each
always seeking, as best he can under the cir-
cumstances, the most urgent goal on his per-
sonal scale of values.
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6. PRICES, PRICING

SUGGESTED ACTIVITIES

This Unit on market prices and pricing is one of the
most important in the svirasus. The pricing auc-
tions described below provide a change of pace
from more traditional classroom work and should
be fun. They demonstrate that market prices (a)
are based on the subjective values and actions of
the individuals concerned and (b) help to direct
goods and services to the persons who value them
most. Ample time should be spent on this Unit.
Once the students understand the connection be-
tween the subjective values of individuals, their
actions, and market prices, the rest of the course
should be relatively clear sailing.

1. To demonstrate how prices are determined,
the teacher should hold a fictitious auction in the
classroom. The specific object to be “auctioned”
should be described in detail. It should be some-
thing with which students are familiar, preferably
secondhand so that its market value will depend on
the eagerness to trade of potential buyers and sell-
ers, rather than on a manufacturer’s recommended
“list price.” Here are a few suggestions—an auto-
mobile (Ford, Pinto or Valks, perhaps), a motor-
cycle, electric guitar and amplifier, a stereo
tape deck or combination tape recorder and player,
portable TV, record player or AM/FM radio. The
description should give brand name, original price,
date of purchase, general condition, type of equip-
ment, accessories, ete. See classified ads for sug-
gestions. It might be well to write a description on
the blackboard. When the items being auctioned
have been described, ask each student to decide
whether to participate in this fictitions auction as
an owner and thus a possible seller of the item—if
the price is right—or as a potential buyer seeking
to make such a purchase. Each should write down
his decision—“owner/seller” or “would-be buyer.”
Then ask (a} each owner/seller to make a note—for
his eyes only—of the lowest price at which he would
be willing to sell and (b) each would-be buyer to
write on his sheet—again for his information only—
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the highest price he would offer for such a pur-
chase. To add drama to the auction, all potential
sellers might be asked to move to one side of the
room before the bidding starts, the would-be buy-
ers to the other. The teacher, as auctioneer or
moderator, should then call for bids. As the teacher
names a price, have those students who would be
willing to sell, or buy, at that suggested price, raise
their hands, stand up or move to the center of the
room. The lower the price, the more would-be buy-
ers will be bidding and the fewer, if any, owners
will be ready to sell. As the bids rise, less eager
buyers will drop out of the bidding; more owners
will enter the auction as higher prices make selling
seem more advantageous. The object is to find the
“market price,” the price that will “clear the mar-
ket” under the circumstances, i.e., the price at
which the number of itemns offered and the number
of items wanted are the same. It may be that at
times a few eager would-be buyers will offer such
high prices for an item that owners are enticed to
offer more units on the market than buyers will
purchase at the price. In that case, keep the
bidding going; lower the asking price somewhat;
the number of units offered will then decline, the
number of units wanted will rise, until eventually
supply and demand on the market will be equal.

2. The purpose of this fictitious pricing auction
activity is to show that the prices at which goods
and/or services are exchanged on the market—if
nothing interferes—are always determined by the
choices and preferences of individuals. At the con-
clusion of the auction, explain in simple terms that
it illustrates how individuals act, bargain and com-
pete with one another, each on the basis of his own
personal (subjective) scale of values, needs, wants,
ends and goals. See p. 52 of this Unit for a list of
the steps in this logical explanation.

3. Again and again in the course of this Unit
the teacher should emphasize that the entire mar-
ket economy is a complex of many such auctions,
all overlapping and interconnected with one an-
other. Auctions are taking place all the time, when-
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ever and wherever two persons consider trading
with one another. They may decide to exchange,
or they may decide against exchanging, but in
either case, goods, services and/or money, were
placed “on the auction block,” so to speak, and
offered to potential takers. All goods and services
offered in any way to potential buyers—through ad-
vertisements, on grocery shelves, in department
stores, at gasoline service stations, auto show
rooms, restaurants, bookstores, theaters, etc.—are
up for “auction,” i.e., available to potential cus-
tomers for purchase or rejection. Potential traders
—huyers and/or sellers—consider the specific units
available, compare various alternatives and cir-
cumstances, their respective scales of values, and
then bhid for definite items—perhaps successfully —
or refuse to bid and walk away. The market
economy at any instant is the product of countless
such “auctions,” each resulting from specific deci-
sions by specific individuals who have bought,
sold, or refused to buy or sell specific items offered.
Market prices emerge from the specific purchases,
and/or refusals to purchase, of countless individ-
uals, each acting on the basis of his own personal
subjective values, ideas and goals.

4. Perhaps it would be helpful to conduct a sec-
ond and/or a third auction in the classrcom. Select
another object, describe it in detail and let the stu-
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dents choose once more whether to act as owner,
and thus a potential seller, or as a would-be buyer.
Have each buyer note his top offer, each owner his
rock bottom selling price. Then proceed with the
bidding for this second item. At the conclusion of
this auction, repeat once more the logic it demon-
strates as set forth in the expranaTORY TEXT that
follows.

5. Three problems for the especially interested
student follow (pp. 38-43 of this Unit). They may
be copied on the blackboard, shown on an over-
head projector, or duplicated in sufficient quanti-
ties to distribute to every member of the class.
Each problem is an auction, describes units of an
object being offered on the market, the value
placed on each unit by their owners and the prices
various potential buyers are willing to pay. With
respect to each problem, ask (1) the number of
trades that will result under the assumed condi-
tions and (2) the limits within which the market
price will fall. Answers and explanations to each
problem follow immediately. One problem might
be discussed in the classroom. See the conclusions
on p. 52 for the reasons why the market price must
fall within certain limits. Then reproduce copies
of the other two problems for the students to fig-
ure out for themselves—as homework or in the
classroom.,

PROBLEM A

OWNERS OF 13 TAXIS

BILATERAL COMPETITION
ASSUMED SUBJECTIVE VALUATIONS OF SIMILAR TAXIS

How many sold?

Ace’s Ist $4 000,
Bag's 1st 3,800.
Cod’s 1st 3,750.
Ace’s 2nd 3,600,
Dove's 1st 3,500
Eby’s 1st 3,450.
Bag’s 2ad 3,380.
Ace’s 3rd 3,360.
Fork’s 1st 3,330,
Guy's 1st 3,250,
Ace's 4th 3,050.
Bag's 3rd 2,800,
Daove's 2nd 2,600.

notE: This auction approach, based on explanations set forth by the Austrian economists,
Eugen von Boehm-Bawerk and Ludwig von Mises, was developed to explain mar-
ket pricing by Professor Percy L. Greaves, Jr., in the course of his years of teaching
and lecturing. This particular problem is reprinted from pp. 82-87 of his book,
Understanding the Dollar Crisis (1973).

POTENTIAL BUYERS
Law’s 3:d $2,750.
Moon’s 2nd 2,920,
Nid’s 2nd 3,080.
Law’s 2nd 3,130.
Ott’s 1st 3,400.
Pry’s 2nd 3,550.
Moon's 1st 3,680.
Law's Ist 3,780.
Pry's 1st 4,100.
Nid’s 1st 4 250,

Within what price rangeP




6. PRICES, PRICING

PROBLEM A (Answer)

39

BILATERAL COMPETITION
ASSUMED SUBJECTIVE VALUATIONS OF SIMILAR TAXIS

OWNERS OF 13 TAXIS

Ace's 1st $4.000.
These 7 | Bag’s 1st 3,800.
owners will] Cod’s 1st 3,750.
NOT Ace's 2nd 3,600.
sell Dove's st 3,500.
Eby's 1st 3,450.
Bag's Znd 3,380.

“Margin”
Ace's 3rd 3,360,
These 6 | Fork’s 1st 3,330.
owners | Guy's Ist 3,250.
WILL Ace’s 4th 3,050.
sell Bag's 3rd 2,800
Daove’s 2nd 2.600.

How many soid? 6

To understand the way a pricing auction works
—in this example or in real life—is not easy. There-
fore we shall try to make it clear by spelling out
the logic of the answer, step-by-step.

Imagine an auctioneer asking for bids:

$2,600—10 potential buyers will clamor to pur-
chase, but only a single cab will be offered

$2 800—9 eager buyers want to buy, but only 2
cabs will come on the market

$3,050—8 potential buyers are willing to pay that
much, but only 3 cabs will appear on the mar-
ket

$3,130 7 would-be purchasers are bidding, but
only the same 3 cabs are offered by their cur-
renf owners

$3,250—6 would-be buyers are now in the mar-
ket, but only 4 owners of cabs are willing to
sell—too few to satisfy the demand at this
price

$3,3006 would-be purchasers are still bidding
and a 5th owner is now ready to sell, but this is
still one short of satisfying the market demand
at this price

$3,360-$3,379.99-—SOLD!

Once the auctioneer raises the asking price to
$3,360 (but not up as far as $3,380), a 6th cab
will be offered, bringing to the market the number
of cabs needed to satisfy the demand at that price.
Thus, to “clear the market” in this example, the
price must be:

POTENTIAL BUYERS

Law’s 3rd 59,750 These?
Moon's 2nd 2.920. bpoten 1a.H
Nid’s 2nd 3,080. I\‘;&{SB“‘"
Law’s 2nd 3,130, uy
“Margin”
Ott's 1st 3,400.
Pry’s 2nd 3,550.] These 6
Moon’s 1st 3,680.0 potential
Law’s Ist 3,780.[buyers WILL
Pry's Ist 4,100, buy
Nid’s 1st 4950,

Within what price range?
Between $3,360 and $3,380

1. more than $3,130—to keep would-be buyers
from bidding for a 7th cab which no current
owner would be willing to sell at that price

2. less than $3,400—to persuade a potential buyer
to bid for a 6th cab.

BUT the market price for cabs is also more narrow-
ly defined in this example between $3,360 and
$3,380 as follows:

3. $3,360 or more—to induce the owner of a 6th
cab to sell

4. less than $3,380-—to prevent a 7th cab, for
which no potential buyer is available in this ex-
ample, from being offered on the market.

Remember that no one who wants to buy a cab
{or anything else) will knowingly allow anyone else
to bid it out from under his nose for less than he is
willing to pay. The more eager of the would-be pur-
chasers will offer enough more to bid the cab away
from other potential buyers who don’t value it that
much—up to the point (the margin) at which the
dollars they would have to pay are worth more to
them than the cab (or other item) for which they
are bidding.

Similarly, no owner who is willing to sell will
knowingly permit another owner and thus poten-
tia] seller to make a sale at a higher price than he
would be willing to accept. If an owner wants the
money being offered for a cab {or anything else)
more than he wants the cab {or other item), he will
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try to undercut other would-be sellers, up to the
point (the margin} at which keeping the cab (or
other item) is worth more to him than the money
he would receive in trade.

The end result of this particular auction, there-
fore, is that the 13 available taxis wind up in the
hands of the persons who place the 13 highest val-
nes on owning them. A shorthand way to figure the
answer-—given the values placed on cabs in this par-
ticular example and barring changes of any kind
which might cause the market participants to re-
shuffle in their minds the relative values, ie., the
relative importance to them, of cabs and dollars—is
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to count the number of cabs in existence (13) and
then to determine where the 13 cabs would be
most highly valued. Upon completion of the bid-
ding and the exchanges that take place as a result
of this auction, the 13 cabs will be found in the
hands of the persons who want them the very most,
those who place the 13 highest values on having
them. In this diagrammed example, the 13 cabs
would wind up in the possession of the buyers be-
low and the owners above the line who value hav-
ing {keeping or purchasing) a cab as much or more
than whatever the market price proves to be, be-
tween $3,360 and $3,379.99.

PROBLEM B

Top offering price
of 20 potential
BUYERS

$372.50
370.00
365.00
362.50
366.00
357.60
345.00
330.00
323.00
310.50
300.00
290.00
272.50
267.50
255.00
250.00
230.00
227.50
225.00
170.00

How many units {or sets) will be sold?
At what priceP

10IDENTICAL UNITS (OB SETS)—PORTABLE TVs, STEREOS, MOTORBIKES,
ELECTRIC TYPEWRITERS, ELECTRONIC COMPUTERS, CAMERA EQUIP-
MENT,SPORTS OQUTFITS, ETC. —OFFERED FOR SALE ON THE MARKET.

Rock bottom price
of 10 owners
ie., potential SELLERS

$400.00
375.00
360.00
355.00
350.00
347.50
330.00
320.00
310.00
205.00
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10IDENTICAL UNITS (OR SETS)—PORTABLE TVs, STEREOS, MOTORBIKES,
ELECTRIC TYPEWRITERS, ELECTRONIC COMPUTERS, CAMERA EQUIP-
MENT, SPORTS QUTFITS, ETC.—OFFERED FOR SALE ON THE MARKET.

Top offering price
of 20 potential
BUYERS

$372.50 These 6 potential buy-
370.00 ers will make purchases
365.00 at a price which will fall
362.50 somewhere between
360.00 %350 and $355 per unit
357.50 {or set)

Rock bottom price
of 10 owners
i.e., potential SELLERS

$400.00 These owners will not
375.00 sell because they value
360.00 their property at, or
355.00 above $355
“Margin”

350.00

347.50 These 6 owners will sell
330.00 to anyone ready and
320.00 willing to pay $350, or
310.00 more, per unit (or set)
295.00

At what price? At or above 3350 but under $355. Only if the price is within this range will it make
supply and demand equal and “clear the market.”

“Margin”
345.00 These potential buyers
330.00 will all be eliminated
323.00 from the market be-
310.50 cause they are not
300.00 ready to pay 8350 or
290.00 more per unit (or set).
272.50 The most-cager-of-these
267.50 - less - eager - potential
255.00 buyers will drop out of
250.00 the bidding when the 6
230.00 still more eager would-
227.50 be buyers raise their
225.00 offers above $345—to
170.00 8350, at least, as they
must to induce a 6th
owner to sell
Hotw many units {or sets) will be sold? 6
PROBLEM B

This example could be described as a temporary
“sellers’ market.” The would-be sellers of a prod-
uct may have a heyday for a time in a sellers’ mar-
ket for they may receive what they consider a
really good price for their product. In a “sellers’
market,” would-be buyers are demanding more of
a good or service at prices sellers are asking than
is readily available on the market. As a result,
eager would-be buyers compete vigorously with
one another to purchase the existing supplies, thus
bidding up the price per unit. In time this will stim-
ulate more owners to sell and/or potential pro-
ducers to increase production. Thus, the same prin-
ciples apply in a so-called sellers” market as in any
free market auction when exchanges are complete-
ly voluntary:

1. no one trades unless he or she expects to be bet-

ter off as a result of the transaction than they
would be otherwise

. at the conclusion of the auction, the available

supplies wind up in the hands of those persons
who place the highest values on them—previous
owners who choose to keep what they have and
would-be purchasers who want some of the
good or service being traded enough to per-
suade previous owners who value it less to re-
linquish some of the units in their possession

at the market price finally agreed upon, the
supply offered and the demand for it, are equal
—any temporary advantage to sellers produced
by the relatively eager demand of would-be
buyers is dissipated as information concerning
the market supply and demand situation is dis-
persed, in the course of the pricing auction, by
the bids and asks of market participants.
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PROBLEM C

20 IDENTICAL UNITS {ORSETS)—PORTABLE T'Vs, STEREOS, MOTORBIKES,
ELECTRIC TYPEWRITERS, ELECTRONIC COMPUTERS, CAMERA EQUIP-
MENT, SPORTS OUTFTTS, ETC.—OFFERED FOR SALE ON THE MARKET.

Top offering price
of 10 potential
BUYERS

$400.00
375.00
360.00
355.00
350.00
347.50
330.00
320.00
310.00
295.00

How many units (or sets) will be sold?

At what price?

Rock bottom price
of 20 owners,
ie., potential SELLERS

$372.50
370.00
365.00
362.50
360.00
357.50
345.00
330.00
323.00
310.50
300.00
290.00
272.50
267.50
255.00
250.00
230.00
227.50
225.00
170.60

PROBLEM C

This example could be described as a temporary
“buyers’ market.” Would-be buyers of a product
enjoy making purchases on a so-called buyers’
market. On a buyers’ market, the quantity of a
good or service available at prices potential buyers
are willing to pay tends to exceed their demand for
that particular item. Thus, would-be sellers com-
pete vigorously with one another to make sales,
lowering their asking prices in the process. On a
so-called buyers’ market, sellers usually receive
somewhat lower prices for their merchandise and
buyers are apt to find what they consider real “bar-
gains”—unless or until owners of that particular
item decide it is not worthwhile to sell at the price
they will receive and/or producers make plans to
restrict production and/or turn to producing some-
thing else they expect consumers to want more
urgently. However, the same principles apply in a
so-called buyers’ market as in any free market auc-
tion when exchanges are completely voluntary:

1. no one trades unless he or she expects to be bet-

ter off as a result of the transaction than they
would be otherwise

2. at the conclusion of the auction, the available

supplies wind up in the hands of those persons
who place the highest values on them—rprevious
owners who choose to keep what they have and
would-be purchasers who want some of the
good or service being traded enough to per-
suade previous owners who value it less to re-
linquish some of the units in their possession

3. at the market price fmally agreed upon, the

supply offered and the demand for it, are equal
—any temporary advantage to buyers produced
by the relative eagerness to sell on the part of
owners and producers of the item being traded
is dissipated as information concerning the
market supply and demand situation is dis-
persed, in the course of the pricing auction, by
the bids and asks of market participants.
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PROBLEM C (Answer)
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920 IDENTICAL UNITS (OR SETS)-~PORTABLE TVs, STEREOS, MOTORBIKES,
ELECTRIC TYPEWRITERS, ELECTRONIC COMPUTERS, CAMERA EQUIP-
MENT, SPORTS QUTFITS, ETC.—OFFERED FOR SALE ON THE MARKET.

Top offering price Rock bottom price
of 10 potential of 20 owners,
BUYERS i.e., potential SELLERS
$400.00 These 9 would-be buy- $372.50 — This owner will offer to
375.00 ers will purchase units 370.00 sell if the price per unit
360.00 {or sets) from the 9 365.00 (or set) rises to $300 or
355.00 owners who value their 362.50 more. But a 10th unit
350.00 property the least. Al- 360.60 on the market under the
347.50 though every one of 357.50 circumstances  would
330.00 these would-be buyers 345.00 not find a buyer, so that
320.00 would be willing to pay 330.00 a price of $300 would
310.00 as much as $310, mar- 323.00 not “clear the market”;
ket conditions in this 310.50 it would make supply
example enable them to 300.00~—  exceed demand
buy at a lower price—
less than $300. 1f they
“Margin” offer more, a 10th own-
er will offer to sell; sup-
ply would then exceed
demand " o
Margin
205.00 =-—= At a price of $295 or 290.00
less, this 10th would-be 272.50 These 9 owners will sell
buyer would appear on 267.50 to the 9 most eager
the market. Demand 255.00 would-be buyers. Al-
would then exceed sup- 950.00 though every one of
ply. Thus, to eliminate 230.00 them would be willing
this potential buyer and 227.50 to accept $290 per unit
“clear the market,” 225.00 {or set), the market con-
would-be buyers must 170.00 ditions in this example

offer more than $295

How many units (or sets) will be sold? 9

assure them a higher
price. All would-be buy-
ers must offer more
than $295 to prevent a
10th potential buyer,
who will not pay
enough to induce a 10th
owner to sell, from
competing on the mar-
ket

At what price®? More than $295, but less than $300.

EXPLANATORY TEXT

If time or class interest does not permit devoting
attention to the basics presented in Part I, the
teacher may start with this Unit. As a matter of
fact, Part II alone should furnish more than ample
material for a semester course, for practically all
the topics traditionally included under “eco-

nomics” are covered here. For the benefit of any-
one starting with this Unit, therefore, a brief sum-
mary of the basics dealt with in Part I follows:

1. What are the basic assumptions and steps in
logic on which economic theories rest? Eco-
nomics is the study of the conscious, purposive
actions of individuals, seeking to relieve some “felt
uneasiness” and thus to accomplish the most
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urgent goal on his or her personal scale of subjec-
tive values.

a. Individuals are able to act to attain various
goals because of the nature of our “ordered uni-
verse,” where six a priori characteristics pre-
vail. (Unit 2)

1. Regularity 4. Time
2. Logic 5. Change
3. Causality 6. Value

b. We know things about the nature of conscious
action because we are all acting individuals
ourselves. (Unit 3)

1. Men act purposively to attain ends

2. Their wants are endless

3. Their means are limited

4. Their values are personal (subjective)

5. Their ideas, values and goals are always
changing

They may make mistakes

At any instant in time, they are always aim-

ing at what they consider most important

8. They always try to use the easiest and
simplest way to get what they want; in
other words, they “economize”

¢. Three conditions are necessary for an individ-
ual to conceive of acting. (Unit 3)

1. Some dissatisfaction, a “felt uneasiness”

2. An idea concerning a better situation

3. The hope that action can accomplish some-
thing worthwhile

o

d. There are three requirements for acting. (Unit 3)
1. Planning
2. Time
3. The necessary resources (tools, knowledge,
etc.)

e. Individuals are always pondering and experi-
menting to find easier and better ways to ac-
complish the things they want. Some of their
thoughts and efforts have proven successful.
Thus, acting men have discovered a number of
helpful devices for attaining their various ends.
They have found they can accomplish more of
their goals better, easier, or better and easier
if they respect the rights of individuals to ac-
quire, hold and use private property as they
wish. By specializing, cooperating and ex-
changing with one another, everyone can have
more than if he lived and labored in isolation.
Thus, it becomes apparent that the basic eco-
nomic concepts follow “naturally” and logic-
ally from the nature of man and the universe:

1. Private Property (Unit 4}

FREE MARKET ECONOMICS: A SYLLABUS

2. Specialization and Division of Labor {Unit
4}

3. Exchange (Unit 4)

4. Social Cooperation (Unit 5)

5. Markets (Unit 5)

It is the task of economic theory to explain—with
the use of logic—how the complex modern market
economy has developed out of the purposive ac-
tions of individuals. In this Unit, we shall show
how prices evolve as individuals—each acting inde-
pendently and/or in cooperation with others
through the market-—value, choose, express pref-
erences and seek their various, most urgent goals.

2. What is the significance of the fact that every
individual always aims at what he wants most?
An individual's urgency, or indifference, with re-
spect to various goals is reflected in his actions. A
person’s eagemmness, or lack of eagerness, to acquire
a particular good or service affects the “price” he
is willing to pay for it in terms of other goods and
services. If he considers something vitally impor-
tant, perhaps even necessary to keep him and his
family alive and well, he may be ready to give al-
most anything he has to get it. The more urgently
he wants something, the greater effort he will be
willing to make, the more he will be ready to offer
for it, the harder and longer he will work if neces-
sary and the more eagerly he will bargain. How
much difference this will make under any partic-
ular circumstance will always depend on his per-
sonal (subjective) values, other alternatives open
to him and the urgency to him of the want he hopes
it will satisfy.

Whether we realize it or not, every one of us is
always weighing in his mind the relative worth to
him of (a) what he wants that he does not have and
(b) what he has that he might be able to offer in
trade. Economic texts frequently refer to the tre-
mendously high value a person will place on a
drink of water if he is lost in the desert. If coal, oil,
gas and electricity for civilian use are scarce or
non-existent as in wartime, a family might bum
books or fumiture to keep warm—books or furni-
ture which, under other circumstances, would be
much more valuable for other purposes than as
fuel.

Everyone has a different list of wants and scale
of values but everyone will work hardest and most
energetically for the things he values most. We all
act this way. A child who is saving for a new bike
will be eager to help with family chores if that in-
creases his weekly allowance. A teenager who
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wants a car of his own will be willing to work hard
to pay for it and its operation. High school girls will
want to baby-sit long hours if this provides money
for exciting vacations and travel.

The more we want something, the more we will
offer if we think we have a chance of getting it. This
means that when the best and easiest way to get
the things we want most is to buy them on the
market, we will be ready to work longer hours to
earn more money and pay higher prices for them.
The more eager buyers are, the more urgent their
demand—other things being equal—the higher the
prices they will offer.

Sellers, too, are individuals who aim at whatever
they want most. Instead of offering money for
goods and services, sellers offer goods and services
for money. The more eager they are to find buyers
and make sales, the greater the inducements they
will offer and—other things being equal—the lower
the prices they will be willing to accept for a spe-
cific item. Thus, the eagerness of sellers tends to
push prices down.

The market price of any definite quantity of a
good or service at a particular time and place is the
result of a meeting between persons with differ-
ent viewpoints—sellers who are offering goods
and/or services and buyers who are offering
money for goods and/or services. Both parties may
higgle and haggle to obtain the best trade possi-
ble. They may both begrudge what the other is
asking, but if a willing exchange resuits, it is be-
cause both believe it will improve their respective
situations and so help both acquire something or
reach some goal on their respective lists of wants
or scales of values:

It is naught, it is naught, saith the buyer:
but when he is gone his way, then he boasteth.
(Proverbs 20, 14)

3. If it is “natural” and logical for everyone to
strive harder and offer more for the things he val-
ues most and even needs to survive, why is some-
thing that everybody wants and needs to live—like

air or, except in the middle of a desert, water—,

practically free for the asking? And on the other
hand, why are diamonds or gold so costly when
nobody redlly needs them to survive? For cen-
turies, thinkers tried to explain this apparent con-
tradiction, this “paradox of value.”* However, to-

°Gee Unit 13 on the “History of Economic Thought” for an
outline of this intellectual development.
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ward the end of the 19th century some economists
finally came up with a satisfactory explanation.
Prior to that time, market prices were usually
thought to depend on the type of goods involved—
whether they were necessities of life or luxury
items, etc. But when the solution was finally re-
vealed, the clue was found to depend upon the ap-
plication of the concept of subjective personal val-
ues to the specific unit or quantity of a good or
service with which an individual was concerned at
a specific time and place.

A person’s incentive to act at a particular place
and time comes from the satisfaction he expects
to derive from the action or from the specific unit
or quantity of the good or service he hopes to gain.
Individuals don’t act in a vacuum. They always act
in the light of a specific situation. They consider
circumstances. They look at alternatives. For in-
stance, if there is lots of clean, fresh water around
so that it is easy to have a drink at any time, they
won't offer much for a cup of water, though they
probably would offer a great deal for potable
water in the middle of a desert. Even though every
one of us must have water to live, we will not, and
need not, pay as high a price for a drink when good
drinking water is readily available as we would if
that particular quantity of water was the only
water available for survival. Thus, the value of any
particular item at a particular place and time de-
pends on the urgency of the individual's demand
for that particular thing under the circumstances
prevailing.

On a desert, where a canteen of water is the only
potable liquid within miles, it may represent the
difference between death and survival. In that
case it could be as valuable to an individual as his
life. If he had a bottle of soda also, a flask
of wine, or a retinue of attendants all bearing pro-
visions, the value of that one canteen of water
would be somewhat less. How much less would de-
pend on circumstances. 1f that same person were
camped by a mountain stream or seated in a well-
equipped home with hot and cold water available
at the turn of a faucet, he probably would not pay a
penny extra for a glass of drinking water. In either
case, the important consideration is the individ-
wal's evaluation of the specific quantity of the good
or service in question, given the situation—his spe-
cific wants and needs, the available supply, other
possible sources, potential substitutes and antic-
ipated changes.

The value of diamonds is explained in a similar
way. The important consideration is always the
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value to the individual concerned of the satisfac-
tion which depends on the specific diamond in
question, given the particular situation. What is the
value to him of the use or pleasure a particular
diamond may provide? How plentiful and acces-
sible are similar diamonds? Are suitable substi-
tutes obtainable? If so, how difficult or expensive
will it be to acquire them? Are the individuals
values likely to change in the future to render this
particular diamond more, or less, important to him,
or perhaps even a source of misfortune? Are future
mining or production technigues likely to make
diamonds more plentiful, more easily accessible,
more available for less important uses and, thus,
less valuable to individuals who will then find that
only a lesser satisfaction depends on a single dia-
mond? Or might diamonds become more desired
in the future for industrial uses, jewelry or invest-
ment, relatively more scarce and less easily ac-
cessible when compared with the demand for
them. In that case, the limited supply of diamonds
would be devoted only to providing more urgent
wants or needs. As a result, the value to a specific
individual of a single diamond—on which a more
urgent satisfaction now depends—will tend to rise.
Just as in the case of drinking water, the value of
a particular diamond will always depend on the
urgency of the individual's desire for the satisfac-
tion he expects it to yield at a particular time and
place—in comparison with other alternatives.

4. How does an individual decide among many
possible alternatives? Most people usually know
at any moment what it is that they want most.
Once in a while, a choice may be difficult. We may
even decide later that the decision we made was
not a wise one. However, few people become so
overwhelmed by the complexity of a situation that
they freeze and cannot act at all. We usually de-
cide and act with little hesitation and our actions
usually produce about the results expected.

Almost without realizing what we do, most of us,
most of the time, analyze a situation mentally and
break it down into manageable portions before
acting. We eat a meal a mouthful at a time; we
climb a mountain step by step; we construct sky-
scrapers brick by brick or steel beam by steel
beam. We break things down into “bite-sized”
pieces or stages. Similarly, when we go to a store,
the decisions we face at any instant are always
narrowed down to comparing the advantages and/
or disadvantages of buying or not buying a cer-
tain quantity of a particular item, with the ad-
vantages and/or disadvantages of holding on to,
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not parting with, the particular units of money or
of anything else that the item we are considering
would cost.

Whenever we act—produce, buy, sell, trade, con-
sume, etc.—we always consider a specific situation
in the light of the particular conditions we are fac-
ing at the time. An individual acts only when the
satisfaction he expects to derive, or the dissatis-
faction he expects to avoid, by acting is worth more
in his mind than the value of the time and energy
and everything else he must give to make the ex-
change. The value, usefulness or “utility” of what-
ever it takes to tip the scales at the “margin” and
actually induce a person to act is called the “mar-
ginal utility.”

The price of an itern on the market depends on
its marginal utility in the minds of the particular
persons who are potential competitors for the
available supply. The marginal utility of a partic-
ular unit of a good or service to any individual de-
pends, in turn, on the satisfaction that particular
item is expected to furnish him under the circum-
stances, ie., the satisfaction he would lose if this
particular unit were lost. As we have seen, the
loss of a canteen of water on a desert could mean
the loss of a person’s very life and under that con-
dition, the marginal utility of a canteen of water
would be worth that person’s life. On the other
hand, in a comfortable home or beside a mountain
stream, the marginal utility of a glass of water
would be no more valuable than the relative en-
joyment of remaining at rest in an easy chair or
beside the campfire; a person would have to wanta
drink of water more than his ease to be persuaded
to walk to the kitchen tap or to the side of the
mountain stream to fill his glass or cup.

The marginal utility of any item hangs or falls on
the possession of one more, or one less, unit of
that particular good or service. This is the “mar-
ginal unit” of any item, the last unit for which the
money and/or effort it costs seem worthwhile, the
last unit that is worth striving for under the circum-
stances. No one will knowingly or voluntarily work
harder or pay more for any additional unit of some-
thing than its marginal utility to him, i.e., the value
of the satisfaction he expects to derive from that
one unit. If conditions change, so will the “mar-
ginal unit” of a good or service as well as its “mar-
ginal utility.”

~nore: The concept of the marginal unit and its mar-

ginal utility was developed primarily by the “Aus-

trian School of Economics” {Unit 13). To spark dis-
cussion and explain more fully the importance of the
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marginal unit, i.e., the particular quantity of a good
or service being considered, and its marginal utility,
i.e., the particular satisfaction which hangs or falls on
the possession of the marginal unit, the teacher might
write several quotations on the blackboard. For sug-
gestions in guiding the discussion, see the comments
below each quote.

“A horse! A horse! My kingdom for a horsel”
WiLLIAM SHAKESPEARE, Richard III (Act V,
Scene IV)

What is the marginal unit? A horse.

What is its marginal utility? Its usefulness to
Richard 1I1 as a means to retain his ill-gotten king-
dom.

What is the value of this marginal unit? To Rich-
ard TII, at that moment in battle it was practically
as important as the kingdom for which he had lied,
conspired and killed.

Hotw is the value of this marginal unit to Richard
111 related to the price he was ready to pay, ot
promise, for a horse under the circumstances?
Let the students speculate on the urgency of Rich-
ard IIT's demand for a horse, relative to the supply
available, in the midst of the battle to save his
kingdom. Note that the supply available in the
midst of a battle is by no means the same as the
supply available in the kingdom.

“A little Neglect may breed great Mischief: for
want of a Nail the Shoe was lost; for want of a
Shoe the Horse was lost; and for want of a Horse
the Rider was lost, being overtaken and slain by
the Enemy; all for want of Care about a Horse-shoe
Nail.”

BenjamiN FRANKLIN, MAXIMS PREFIXED TO Poor

Richard’s Almanac (1757)

What is the marginal unit? A horse-shoe nail.
What is its marginal utility? Its usefulness as an
aid to the proper care of a horse.

What is the value of this marginal unit? Prac-
tically the equivalent of the rider’s life. Note that
here again the circumstances under which the mar-
ginal utility of a horse-shoe nail is equated with
a rider's life must have involved a chase when lack
of time and opportunity made it impossible for the
rider to obtain a new horse-shoe and wait for the
horse to be shod.

“Wherever men recognize that the requirements
for a good are greater than its available quantity,
they achieve the further insight that no part of the
available quantity may lose its useful property or

47

be removed from human control, without causing
some concrete human needs previously provided
for to remain unsatisfied, or without causing
these needs now to be satisfied less completely
than before.”

CarL MENcer, Principles of Economics, p. 93

Menger (1840-1921), “founder” of the Austrian
School of Economics, was the first to clearly de-
scribe the concepts of “marginal utility.” His book,
written in German, was published originally in
1871.

Re-read Henry Hazlitt's “The Broken Window™
(Reading No. 3) in the light of this quote. What
“concrete human need” did the baker lose when
the hoodlum threw the brick? Protection
against the elements and window display space.

After the baker replaces the window, which of
his wants will be less well satisfied than before?
Clothing.

Speculate on the effect of this loss on the tailor.
His wants cannot be as well satisfied as if he had
been able to produce and profit from the sale of an
additional suit of clothes.

Bring to class a recent newspaper account of an
accident or natural catastrophe (flood, fire, earth-
quake, bombing, etc.). Discuss the “concrete hti-
man needs previously provided for” which must
now, as a result of this loss of useful property, re-
main unsatisfied. To replace the property lost or
destroyed, goods and services must be shifted from
uses for which they had been intended. This means
that lumber, bricks, stones, morfar, labor, etc.,
used to rebuild the structures destroyed, will not
be available to expand production. Thus, any form
of destruction makes each unit of the remaining
stocks more valuable, i.e., it increases its marginal
utility and hampers increased savings, nvest-
ment and thus, economic development. ;

Is it possible to estimate the economic value of
the loss from such a catastrophe? Like the broken
window, every loss has far-reaching consequences,
often difficult or even impossible to trace. How-
ever, it is possible through economic calculation,
to compare the monetary value of the material loss
and the monetary value of the goods or services
needed to compensate for the destruction. In the
process of making repairs and restoration, people
who want goods and services very urgently for
these purposes will bid them away from those who
value them less. As a result, the goods and services
used to compensate for losses are taken from
where they have not had as much value given the
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new circumstances—i.e., they would be shifted
from uses that are now “submarginal’—so they
may be applied to uses which have become more
urgent as a result of the catastrophe, In this way in
“The Broken Window,” the baker shifted money he
would have used for a new suit, now rendered a
“submarginal” use of funds in his view, to replace
the window, which had become his most urgent
unsatisfied want. On the baker’s scale of values,
the margial utility of a new window was more
than that of the new suit he relinquishes. Thus,
the economic value of property destroyed may be
calculated by comparing it with the “marginal util-
ity” of the goods and services used in the attempt
to make up for the loss.

Human lives, historical treasures and natural
wonders are irreplaceable. Their full values are
impossible to estimate in money terms. In calculat-
ing the “marginal utility value” of such losses, one
must make some attempt to consider not only the
money equivalent of the income they would prob-
ably have fumished in the future, as judged from
past experience, but also the contributions—in the
form of love, pleasure, local pride, etc.—they wonld
have been expected to make if they hadn’t been
destroyed.

“And the common people have furnished excellent
proof of their sensilivity in economic matters by
recognizing the essential nature of value long be-
fore the scientists did. Science was misled by con-
fusing utility with value, and so it declared goods
like air and water to be things of the greatest use
value. The man in the street ohserved or sensed
with greater accuracy and in spite of science
treated air and water as they deserved to be treat-
ed, namely as things without value. And for cen-
turies, long before science set up the docirine of
marginal utility, the common man was accustomed
to seek things and abandon things, not in accord-
ance with the highest utility that they are by na-
ture capable of delivering, but in accordance with
the increase or decrease in concrete utility that de-
pends on each given good. In other words, he prac-
ticed the doctrine of marginal utility before eco-
nomic theory discovered it.”

Evcen von Boenm-Bawerk, Value and Price, an

EXTRACT FROM Capital and Interest {1960 Ep.,

pp. 203-204; 1973 En., p. 102)

Boehm-Bawerk  (1851-1914), noted econo-
mist of the “Austrian School,” also served as Min-
ister of Finance in the government of the old
Austro-Hungarian Empire. His major contribution
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was in applying the theory of subjective value to
explain how interest rates are determined by the
choices and actions of individuals (Unit 10).

What do economists seek to accomplish in de-
veloping economic theories They want to ex-
plain the way people act. With a better understand-
ing of the actions of individuals, we are in a better
position to cooperate and work effectively through
the market economy. One of the greatest insights
to be derived from an understanding of the way
people act is that we “common people” recognize
quite logically and naturally that goods and ser-
vices, which are scarce relative to demand have
value, and those, which are overabundant in rela-
tion to their known utility, do not. In Value and
Price {1960 ed., p. 136; 1973 ed., p. 21) Boehm-
Bawerk wrote:

“.. . the common man would not be misled into the
erroneous selective judgment that every guart of wa-
ter he draws from the kitchen tap is therefore a
treasure of immense value, and cheaply purchased at

$1,000.”

What is the significance of this insight—name-
ly that the “common man” readily recognizes the
“marginal utility” of a good or service and con-
siders this when acting® Most people generally
know very well what is, and what is not, valuable
to them and to the market. As a result, they tend to
“economize.” They try to use sparingly those
things of the greatest value, saving them for only
their most urgent needs. Things which are rela-
tively more abundant, more readily accessihle and,
thus, somewhat less valuable on the market may be
used more liberally and applied to relatively less
important purposes also.

How does this tendency to “economize” affect
the “marginal utility” of a good or service and,
thus, its market price® No one will knowingly or
voluntarily pay more or work harder for something
than he has to. The scarcer a good or service is,
relative to the demand for it, the more competition
there is for it on the market, the higher the price
people will be ready to pay per unit, and thus the
greater the pressure will be to see that it is re-
served for only its most important uses. This helps
to assure that its utility at the “margin,” ie., the
least important purpose for which it will be used,
will reflect the urgency of the demand for it rela-
tive to its supply. This “marginal utility,” reflected
by individuals through their choices and actions,
then helps guide persons in comparing values and
bidding on the market. Thus the market prices that
result from the competitive bidding of owners
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(potential sellers) and would-be owners (potential
buyers) are determined by the natural and logical
attempts on the part of countless individuals, each
seeking to accomplish as easily and as cheaply as
conditions permit, his or her most urgent goals,
consistent with their personal (subjective} ideas
and values.

“The law of marginal utility does not refer to ob-
jective use-value, but to subjective use-value. It
does not deal with the physical or chemical capac-
ity of things to bring about a definite effect in gen-
eral, but with the relevance for the well-being of a
man as he himself sees it under the prevailing
momentary state of affairs. It does not deal pri-
marily with the value of things, but with the value
of the service a man expects to get from them.”
Lupwic von Mises, Human Action (3rD ED.,
1966), r. 125

Mises (1881-1973) was the leading spokesman
of the Austrian School of Economics for many
decades. He authored several important books and
numerous articles on economics and the limited
government philosophy of classical liberalism.

Review the meaning of “value” and the differ-
ence between the “objective characteristics” of an
item and its “subjective value.” (See the EX-
pranatory TexT of Unit 3 as well as the cLossary
definitions of these terms.)

How does an understanding of “subjective value”
explain why some people will offer more money
for some things than would seem to be justified by
their objective attributes? How about such things
as a rabbit's foot, tickets to sports events or first
night shows, wide or narrow neckties, cigarettes,
mink coats, stylish clothing in the latest fad, or a
Rolls Royce? As Mises says in the quoted passage,
the value of things, which is reflected in their
marginal utility per unit, is derived from “the value
of the service a man expects to get from them.”
[Italics added]. This may, or may not, be related
to the physical and chemical service it actually
renders.

Comment from this point of view on the value
of some of the goods and services the students, or
their families, appreciate subjectively for qualities
other than their objective (physical and chemical)
characteristics. For instance, contrast the objective
traits of a “fun” vacation, a foreign sports car, a
new fashionable outfit, the prestige of belonging
to a popular social set, club, group or gang, the
pleasure of gaining recognition for prowess in
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sports, etc., with the possible subjective satisfac-
tion each may furnish.

5. How do the ideas and values of countless in-
dividuals lead in time to market prices? Now we
come to a consideration of the way the uncounted
billions of individual value judgments and actions
fit together to make the market. The most impor-
tant thing to keep in mind is that the entire market
economy and everything in it are continually in
flux. We might compare the economy with a gigan-
tic ever-moving jigsaw puzzle, composed of count-
less ever-changing pieces. Every personal value
judgment, choice, preference or action is a piece
in this huge jigsaw puzzle. As individuals alter
their personal (subjective) values and take actions
in response to the new circumstances with which
they are faced, the overall market jigsaw is altered.

Individuals meet, cooperate, exchange and trade
in the attempt to attain their various and respec-
tive goals. In this process their personal values and
actions bump up against one another. Each indi-
vidual influences others and is, in turn, himself
affected by these interpersonal contacts. The ideas
of others often lead us to change our views, shift
our personal scales of subjective values and take
different actions from those we had intended. The
competition of others for a good or service we had
thought we wanted could, for instance, persuade
us to put forth greater effort to obtain it, i.e., offer
a higher price or a greater inducement to its pres-
ent owner to part with it. Or on the other hand,
that very same competition might cause us to shift
to a substitute good or service or even change our
plans completely.

Let us take one example—for instance, pizza
slices or hamburgers and cokes. If we are willing
to work harder or longer to earn more, in order
to gorge ourselves on pizza slices or hamburgers
and cokes, our eagerness will lead us to increase
our production. This will permit others to have
and enjoy more of the particular good or ser-
vice we are producing and offering. Thus it be-
comes casier and cheaper for others to attain their
respective goals. On the other hand, our eagerness
to put forth greater effort, offer more and bid
higher prices reflects the marginal utility of pizza,
hamburgers and cokes in our eyes and helps to en-
hance their value on the market. Our more eager
bidding tends to increase their prices and make
them more expensive for others to purchase. This
increased demand, relative to supply, induces
some people to economize by consuming fewer
pizza slices, hamburgers and cokes. At the same
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time it may persuade someone to open a new pizza
parlor or hamburger outlet. In this way, the ideas
and actions of one individual eventually impinge
through the market on the ideas and actions of all
other individuals associated in any way with that
particular trading area.

6. How do the ideas, values, choices and actions
of an individual help to determine the pattern of
production? Everyone is a consumer. We work,
either to produce what we want to consume or to
earn money so as to be able to buy what we want
to consume. Once a person has acquired some
purchasing power, by having produced some good
or service for which others offer something in
trade, he appears on the market as a potential
buyer. He then bids for goods and services—reject-
ing some items and bargaining in the attempt to
obtain others, the things he wants most urgently.
As a customer each of us acts in response to his
own varied and ever-changing personal value
scale. He spends money for things he hopes will
furnish satisfaction.

Persons in sports speak of their “gate,” people
in show business of their “box office receipts.”
Gate or box office receipts reflect the preferences
of consumers. They represent the “votes” on the
market of persons whe chose to buy tickets for a
particular event or show in preference to anything
else they might have purchased. The more popular
the star, or athlete, the more exciting or enjoyable
a game or performance is expected to be, the more
customers will want to buy tickets and the larger
the gate or hox office receipts will be.

The hundreds of thousands of dollars per film
that producers pay a big movie star are furnished
by hundreds of thousands of customers, customers
like you and me, who buy tickets to see these stars
because that is what we, the customers, want most
urgently under the circumstances in exchange for
our dollars. The box office receipts from movies
like “Gone With The Wind,” “The Sound of
Music,” “My Fair Lady,” etc., are tremendous be-
cause thousands and thousands of customers paid
to see them, enjoyed them, and recommended
them to others who did the same. The box office
receipts of less popular actors and less successful
shows may be so small that they do not even cover
all costs. The producers of such shows lose money.
Thus every producer of movies, sports events, or
anything else, wants a big gate or large box of-
fice receipts, so he aims at supplying consumers
with what they want.
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NoTE:  Ask the students where the money comes from
that famous movie stars pay for their elegant homes
and expensive cars, clothes and jewels. Why do foot-
ball and baseball managers sometimes pay millions of
dollars to hire a particular player? Are such high
salaries “justified”? If they are justified, why do you
say soP I not, why not? Is anyone harmed if some
persons are paid such huge sums? Suppose movie
producers and the owners of football or baseball teams
were not allowed to pay any popular star or player
more than a limited amount. How would that affect
(a) their business (the production of movies or the
sport involved)? (b} its customers or fans? (c} the in-
dividual actors or players?

We may apply this same terminology to any
business. The money a firm’s customers pay for the
goods and/or services it produces determines the
company’s “gate” or “hox office receipts.” Even
the wages paid an employee may be looked on as
“box office receipts.” For instance, the “box office
receipts” of a secretary or of an automobile me-
chanic reflect the value to customers of whatever
good or service he or she contributes to the product
their employer is selling. (See Unit 9 for a full ex-
planation of the way wages are determined on the
market.}

A firmt’s box office receipts may sometimes fall
below, or only barely cover costs for some reason—
because its managers underestimated expenses,
misinterpreted markets, or did not satisfy cus-
tomers sufficiently, etc. Then it may earn no profits
at all and even end up with losses. Practically no
one wants such a state of affairs. As a matter of
fact, no businessman who wishes to stay in busi-
ness, continue operating and maintain his capital
investment can long afford losses. Therefore, his
goal must be to supply consumers with things they
want and will pay for. So producers study the pur-
chases consumers have made in the past for clues
as to what they are likely to want in the future.
They try to avoid producing things consumers will
not buy. In this way, producers are guided by the
purchases consumers make—or refuse to make. On
a free market, therefore, where every dollar a firm
takes in comes from customers who are “voting”
their preferences, the consumers direct producers
almost as puppeteers control their marionettes by
pulling strings.

Let us go back to the simple lead pencil men-
tioned in Unit 5, where we considered coop-
eration through the market. Suppose you buy a pen-
cil. In making that purchase you act like a pup-
peteer manipulating all the various producers n-
volved. You pull strings which lead to lumbermen,
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steel workers who make saws, miners of graphite
on the island of Ceylon (now Sri Lanka), manufac-
turers of paint and lacquer, truckers who bring the
pencils to market, the local stationer, his sales
clerk and stock boys, and so on—all this and still
more when you simply buy a humble pencil. (Re-
fer once more to Leonard E. Read’s “I, Pencil,”
Reading No. 15.)

If someone wants entertainment, he pulls differ-
ent strings, manipulates other producer-mario-
nettes than those in the pencil industry. Entertain-
ment-seeking consumer-puppeteers pull strings
leading to rock bands, TV or movie producers,
actors, singers, comics, electronic specialists, film
manufacturers, etc. Thus, individuals who pur-
chase specific items and refuse to purchase others,
give “orders” to producers and influence, through
them, the future pattern of production. When to-
morrow comes, the goods and services that will
then be offered on the market will reflect the ac-
tions of individuals today, as these actions have
been interpreted to the best of their ability by busi-
nessmen planning future production in the hope of
making profits by satisfying future consumer
wants and needs.

NOTE: Businessmen today do not operate in a com-
pletely free market, of course. Many artificially-cre-
ated obstacles and restrictions interfere with, and dis-
rupt, the transmission of clear and distinct signals
from consumer-puppeteers to producer-marionettes.
These artificial interferences—as well as the natural,
physical, geographical and market factors business-
men are always coping with—must be taken into con-
sideration. These artificial interferences include many
government rules and regulations such as subsidies for
some persons, penalties for others, restrictions, tax
levies, ete. The effects of such government interven-
tions are another story—to be dealt with later, espe-
cially in Unit 14.

7. How do the ideas, choices and actions of in-
dividuals help to determine market prices® Per-
sons with goods or services they hope to sell must
continually experiment to discover the “market
price” of any particular item. As the students will
have learned from the classroom auctions, it is pos-
sible to determine, by continued bargaining, the
price at which an item will “clear the market” at
any particular moment. At that price, determined
by the relative eagerness and subjective values of
owners or potential sellers and would-be buyers,
the number of units of a good or service wanted
and the number offered will be the same. But no
one can know in advance what this price will be.
Charts, graphs and computers offer no help. Busi-
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nessmen consider past experience but temper it
with their best understanding of the situation and
their most intelligent estimate of the expected de-
mands of consumers in the future.

Businessmen experiment with various prices on
a trial and error basis. Experience and market stud-
ies furnish some clues, but the best they can do is
to select a tentative price for their good or service
on the basis of their best estimate of what consum-
ers will pay per unit. This becomes their “asking
price.” This “asking price” may appear to be
“fixed” or “administered.” They may print this
“asking price” on their product’s label, list it in ad-
vertisements and even instruct their salesmen to
quote this price to potential buyers on a take-it-or-
leave-it basis. However, this “asking price” is ac-
tually just the first step in trying to bring about a
trade that will be mutually satisfactory. If a busi-
nessman wants to sell his entire stock eventually,
if he wants supply and demand to come out more
or less even, his “asking price” cannot be con-
sidered as permanent or “fixed.” Nor can he “ad-
minister” prices. 1f he does not enjoy a specially
privileged position, protected by government
from competitors, it is the businessman’s potential
customers who can say “take it or leave it,” refuse
to buy from him and look for substitute goods and
services. Thus if the businessman wants to sell, he
must remain flexible and willing to raise or lower
his “asking price” according to the wishes and
whims of consumers, as they express them on the
market.

Whether the would-be seller of a product is a
large corporation, be it General Foods or General
Motors, or a peddler in a Middle East bazaar, he is
always at the mercy of consumers on a free market,
If he wants to sell and cannot find a buyer at his
current “asking price,” he must be ready to adjust
to the situation. He need not necessarily change his
“asking price” directly in terms of money. He may
juggle the “real price” in a number of ways, some
of which the students will recognize as more or less
common. If stocks remain unsold after some time,
the would-be seller may hold an “end of the sea-
son” sale of remainders at “special” (lower) prices.
He may give discounts, offer refunds under certain
conditions or make special offers—two for a dollar
and so on. He may increase or reduce the original
guaranty, depending upon the consumer demand
for his product. He can give trading stamps or spe-
cial giveaways to purchasers, distribute coupons
offering money off on purchases. He can furnish
free installation and/or service, or he can charge
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extra for one or both. In any event, businessmen
are continually juggling their “asking prices,” in
the attempt to discover the price at which their
particular good or service will “clear the market.”
The better they succeed in doing this repeatedly
and continually, the more profitable their business
will tend to be, and the better they will satisfy the
personal (subjective) values of individuaals, each of
whom is being helped in the process toward his
own various ends and goals.

8. What are the logical conclusions to be drawn
from an analysis of a free market auction? After
conducting a classroom auction according to the
procedure described in succestEp actviry No. 1
of this Unit, itemize and discuss the following spe-
cific points demonstrated by the auction:

a. Everyone—owner or potential seller and would-
be buyer alike—was bidding in the attempt to
improve his or her situation as he or she saw it
under the given circumstances.

b. Everyone bid according to his or her own per-
sonal (subjective} scale of values.

¢. Would-be buyers of a good or service do not
consider the total supply. Rather each com-
pares in his own mind the relative advantages
and/or disadvantages of buying—or refusing to
buy--a certain specific quantity or unit.

d. Owners, i.e., potential sellers, also consider
their property in unils, weighing separately in
their minds the pros and cons of selling one
more, or one less unit or item at the specific
terms being offered at a specific place and time.

e. I neither buyer nor seller makes a mistake—due
to unexpected changes in value judgments, fu-
ture needs and wants, etc.—both expect to gain
from the trade.

f. No one who sells anything voluntarily expects
to receive something he values less, and he very
likely receives something he values more, than
what he relinquishes in trade.

g. No one who buys anything voluntarily is forced
to pay more, and he very likely pays less, than
the value he expects to derive from the item he
takes in trade.

h. Owners who do not sell hold on to their prop-
erty because they consider it more valuable un-
der the circumstances than what they could
then receive for it in trade.

i.  Thus, barring force, fraud, violence and error,
there is a tendency on the market for goods and
services to be traded to, and held by, those who
want them most.
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j.  Any owner who insists on asking more than the
market—whether due to error, ignorance, stub-
bornness or outside interference (price mainte-
nance agreements, for instance)—will sell fewer
units than he would at the market price and he
may sell none at all.

k. Any would-be buyer who refuses to offer at
least as inuch as the market price—whether due to
error, ignorance, stubbornness or outside inter-
ference—will find fewer units available for him
to buy and he may not find any at all.

. In the light of (j) and (k), therefore, it is appar-
ent that the greatest possible number of vol-
untary, mutually agreeable transactions take
place at the market price. When would-be buy-
ers refuse to pay that much per unit for any-
thing, owners refuse to sell as many; when own-
ers insist on a higher price per unit, would-be
buyers are not ready to buy as many.

m. The would-be buyer buys and the owner sells
a specific item because, at the terms agreed
upon, trading seems more beneficial to both
than any alternative open to either. At the same
time, those who refuse to buy or sell a specific
itern do not anticipate a gain sufficient to com-
pensate for the trade or for other opportunities
lost.

n. Thus, the market price for a certain quantity
and quality of any good or service depends, in
the last analysis, on the personal (subjective)
values of actual and potential buyers and sell-
ers.

o. The price paid on the free market for any par-
ticular item, therefore, conforms to the “Law of
Price.” It is forced by competition and the pric-
ing process to fall within certain limits deter-
mined by the personal (subjective) values of the
buyers and sellers at the margin—i.e., the invis-
ible dividing line between those who buy and
those who refuse to buy the specific units of
goods and services produced and offered on the
market.

SUMMARY

The free market is a complex of many “auctions,”
going on continually everywhere as persons who
have goods and services consider alternatives, seek
to improve their respective situations, try to ex-
change what they have, in order to acquire things
they prefer and decide whether to buy, sell, or re-
fuse to buy or sell, in any given situation.

In the world we live in, changes are always tak-
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ing place. Everything in the market economy is
continually in flux. However, one tendency pre-
vails in a free market economy. The available
supply of any item is always being shifted - from
those who value it less to those who value it more.
Potential buyers will keep bidding its price up
until those who want it less urgently are eliminated
from the bidding. By the same token, the owners
most eager to dispose of the good or service being
auctioned will experiment with lower asking prices
until they succeed in finding buyers for the stock
they want to sell. On a free market, there is a ten-
dency for this bargaining process to continue until
the quantity offered at a certain price precisely
equals the quantity buyers are willing to purchase
at that price. The actual price at which sales will be
concluded at a particular time and place will
never be less than the lowest price any successful
seller would have been willing to take nor more
than the highest price any successful buyer
would have been willing to offer. Thus, in any
voluntary transaction, barring force, fraud or hu-
man error, both buyer and seller consider they
have made a good bargain.

In a free market, the price of any item must al-
ways fall somewhere between the limits set by
the value scales of the buyers and sellers at the
“margin,” the invisible dividing line between
those who trade and those who don’t, This is the
“Law of Price.”

It might be mentioned in passing that the great-
er the number of potential buyers and sellers in any
market, the closer the “bid” and “ask” prices will
come to one another and the more narrowly the
market price will be determined by the subjective
values of the marginal buyers and sellers. Thus
the tremendous size of the modern market econo-
my and the great numbers of potential buyers and
sellers in the trading area mean that the prices of
many items quoted on the market fall within such
narrow margins that they practically appear to be
objectively based. They may seem to depend al-
most entirely on the physical characteristics and
production costs of the goods and services in ques-
tion. However, even in such a large trading area,
the market prices of both consumers’ and produc-
ers’ goods still stem from the personal and subjec-
tive ideas, values, choices and actions of separate
individuals.
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World market prices are arrived at in a way sim-
ilar to that demonstrated in capsule form through
the classroom auction experiment. World market
prices too are the outcome of purchases and refus-
als to purchase, i.e., the bargaining of individuals,
each acting in accord with his or her own personal
{subjective) ideas and values, each aiming at what
he or she considers most urgent at the moment, in
the light of prevailing circumstances.
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SUGGESTED ACTIVITIES

Several of the activities outlined below—suggested
here in anticipation of Unit 8, “The Entrepreneur
and the Profit and Loss System,” and Unit 11,
“Competition, ‘Big Business’ and Monopoly”—take
time to carry out. Therefore, if they are to be at-
tempted, the sooner started the better. In addition
to the brief description of each activity here, see
also the pertinent sections in those two later Units,

1. This is a good time to introduce the subject
of stock exchanges and their role in the market
economy. If a local exchange or broker’s office
welcomes visitors, plan a class field trip to see its
facilities. Many stock exchanges and some of the
larger brokers furnish free literature to students.
Each student might write to a source of material on
stock market trading—for instance, the New York
Stock Exchange {11 Wall Street, New York, New
York 10004} or the publisher of The Wall Street
Journal (Dow, Jones & Co., Inc., Educational Ser-
vice Bureau, P. O. Box 300, Princeton, New Jersey
08540)—for copies of brochures and pamphlets
available to students.

2. Each student might write for a recent Annual
Report of a large corporation whose stock is traded
on the market. These corporations and their An-
nual Reports are discussed on pp. 76-77.

3. Show the students how to read the reports of
daily stock exchange transactions, as they appear
regularly in local newspapers, The Wall Street
Journal and Barron’s. See the excerpt from one
day’s stock report, reproduced and explained here
on pp. 58-61.

4. To help explain the role of the stock market as
a means for pooling the savings of many persons,
perhaps a share or two of stock in some company
may be purchased. There are legal restrictions on
the ownership of stock by minors. If the students
are over 18, however, they may form an investment
club, collect a small sum from each student mem-
ber and buy stock in the name of the club. If the
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students are younger, they will have to pretend to
buy the stock, or have it bought in the name of an
adult. In any event, discuss various industries—
aviation, mining, railroads, petroleum, entertain-
ment, retail food stores, etc. Then select a specific
firm whose stock is currently traded on the market
at a price within the limits of the sum to be in-
vested. Local libraries, investment brokers or se-
curities analysts may be willing to let one or sev-
eral students consult their files on various firms
for information on their products, history and fu-
ture plans. The students should alse watch for
articles about specific companies in magazines and
newspapers such as Barron's, Business Week, For-
tune and The Wall Street Journal. If a few shares
are actually to be purchased, one or several stu-
dents should make the arrangements through a
local broker or banker. The certificate of stock
ownership may take several weeks to come from
the company, so the earlier this project can be
started, the better. Also, to assure prompt comple-
tion of the transaction, it should probably be made
“at the market.” Once a purchase is made—in fact
or in fiction—the students should follow the com-
pany’s progress, perhaps charting the daily or
weekly closing prices of its stock on graph paper
or the blackboard. If exceptional changes in price
occur, speculate: on their likely causes—in the light
of current events and the economic theories being
studied.

5. Another way to interest students in the stock
market is to have each “invest” a hypothetical sum
—3$10,000 to $100,000. This should also help to
Hlustrate the great contribution stock markets
have made to production by permitting the accum-
ulation of vast sums, from the savings of many
relatively small savers and investors, to carry out
gigantic enterprises that would not have been
possible otherwise. At the same time stock markets
provide flexibility of investment, as stockholders
may buy and sell with relative ease, thus shifting
their savings when it seems advisable in anticipa-
tion of changes in consumer needs and wants. As
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hypothetical investors, the students should look
for firms whose products they expect will succeed
in satisfying the future wants of consumers. They
should investigate the recent record of the com-
panies whose stock they consider buying, their
products, research activities and future plans. Look
for information in such periodicals as Fortune (see
especially its annual directories in May, June and
August of the largest firms in various categories),
The Wall Street Journal, Business Week, Barron’s
etc,, and such aids to investment as Moody’s,
Standard ¢ Poor’s, and the U. S. Department of
Commerce’s industrial reports. When a student has
selected one or several stocks to “buy” with his or
her fictitious nest egg, have each proceed as fol-
lows:

a. Prepare a personal ledger sheet (see sample,
p. 57) to record stocks purchased, costs involved,
receipts from dividends, sales, etc. If printed ledger
sheets are not available, have each student draw
the necessary columns—date, item, debit, credit
and balance—on ruled paper.

b. As explained, the major contribution of stock
markets is to permit the accumulation of vast sumns
for capital investment. At the same time, the ease
with which individual stocks may be purchased
and sold allows for flexibility of investment in re-
sponse to shifting consumer demand. However,
current governmental restrictions and the tax struc-
ture add to the cost of every stock market trans-
action, promoting an artificial rigidity of invest-
ment. To illustrate the situation as it actually is, the
students’ investment activities should be as realis-
tic as possible within the restrictions imposed
by their simplified record keeping. With respect to
estimating the taxes they would have to pay on all
earnings, see paragraph (g) below. Allowance
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should be made in their accounts for a broker’s

commission on every purchase or sale. Add a flat

charge (1.5% more or less) for the broker to the

price on all stock purchases or sales—small, medium

or large. See the sample ledger sheets on page 57.
NoTE: Brokers' fees, formerly figured on a sliding
scale {from about 10-12% on small orders down to 5 or
95¢ on large ones) became competitive on May 1,
1975, when the SEC abolished fixed commissions.
Because stock market purchases and sales are tradi-
tionally handled and reported in “round lots” of 100
shares each, the percentage charged by brokers for
arranging the sale or purchase of a “round lot” of 100
shares is somewhat less than for handling a purchase
or sale of stock in “odd lots,” i.e. in lots of a smaller
number of shares, several “lots” of which must be
assembled to make a “round lof” before the sale or
purchase may be completed.

c. For the sake of convenience, it should be as-
sumed that all stocks are traded (bought or sold)
at the stock’s closing price of the previous day, as
reported in the morning’s paper.

d. Perhaps one student in the class, whose inter-
ests turn in this direction, will volunteer to act as
class “broker.” If a calculator is available, that
would be helpful. At some definite pre-determined
time each day—limited perhaps to the first 10 or 15
minutes of the class period—each student should
submit to the class “broker” his buy or sell orders,
if any, signed in writing.

The student “broker’s” responsibility would be
to calculate the cost of any student investor’s trans-
action, figure the price of the stock at the previous
day’s closing price, record the transaction on the
student’s personal ledger sheet and issue to each
stock purchaser, as evidence of ownership, a
simple typed, handwritten, or mimeographed
“stock certificate” as follows:

500
SHARES
COMMON STOCK

¥XYZ CORPORATION

500
SHARES
COMMON STOCK

CERTIFICATE

is the owner of five hundred shares of common stock.
Date of issue %ﬁzaﬁ,/%}?ﬁ
[ 4

OF OWNERSHIP
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If the student shareholder, in this case “Joe
Doakes,” sells his stock, he will surrender this cer-
tificate, receiving in exchange a receipt for the
shares he is selling, a money credit on his ledger
sheet, a new certificate for the number of shares
still held from his original purchase if he keeps
some rather than selling all, and/or a stock certif-
icate for any new shares he may purchase with the
proceeds of the sale. For keeping these records for
the entire class, the “broker” might be given credit
equivalent to a term paper or some special re-
search assignment required of the other students.

e. The students should watch the papers for news
of dividends issued by the various companies
whose stock they “own.” The Wall Street Journal
has a regular column entiled “Dividend News.”
Barron’s is especially helpful, for it includes this in-
formation in each of its weekly stock market re-
ports. Whenever a dividend is announced as “pay-
able” on stock a student holds as of the “date of
record,” that student should make a note to remind
the class “broker”—perhaps each student should set
up his own “tickler file"—when the payment date
arrives. On that date, the class “broker” will then
calculate the total dividend due on the number of
shares in that student’s portfolio on the date of rec-
ord and enter the appropriate credit in the proper
columm of the student’s ledger account.

f. The students may “buy” and “sell” shares of
stock as they wish, so long as they invest no more
than that to which they are entitled by their orig-
inal hypothetical $10,000 to $100,000 nest egg. If
they receive cash or stock dividends, that increases
their assets. If they sell shares which have appre-
ciated in wvalie, then too they may have more
money than before. However, their assets will de-
cline if the market prices of the stocks they buy go
down. And they may dwindle also as a result of de-
ducting the two brokers commissions involved
—i.e., the fee charged for arranging the original
purchase and the second fee made for arranging
the sale.

woTE: Frequent transactions should not be encour-
aged because {1} they are costly; (2) the importance of
the stock market as a source of funds for long-term in-
vestment should be stressed; and (3) the mechanics
of handling multiple stock transfers each day could be-
come extremely time-consuming to the detriment of
the regular class imstructions. However, the students
should have an opportunity to trade when they con-
sider changes in their market portfolios advisable.

g. Whether or not the students are asked to take
into account in their fictitious transactions the in-
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come taxes they would have to pay in real life if
they became successful investors, they should at
least be told about them. If their investments were
“for real,” they would have to report their income
at the end of the year and pay a tax (roughly 25%
at current rates, depending on their total income)
on any income-—over costs—received from the sale
of stock held less than six months from the date of
purchase. {If stock is held six months or longer, any
increase in its market price is now considered
“capital gains” and the tax of about 25% is figured
on only 50% of the gain from its sale.)

h. The students might prepare a graph for each
stock purchased, charting the fluctuations in its
price per share at the close of each day {or week),
depending on the stock, the number of weeks avail-
able and the time allowed each day for this project.

i. At the end of the course, or term, the students
should “sell” or estimate the then-current market
value of their holdings—as of the closing price per
share on the class’ final day of trading—and com-
pare it with their original “nest egg.” Even if the
market prices of the stocks “purchased” have risen
it is not likely that many students will have reaped
tremendons paper fortunes during the few weeks
of the course. Brokers' commissions and taxes will
probably have taken most of any gains, especially
if the students have bought and sold with any fre-
quency. However, each student should prepare a
“Statement” of the market value of the holdings in
his portfolio, as of the close of business on the last
trading day of the term. (See sample, p. 57.) The
exercise should be enlightening and educational,
however, irrespective of paper profits or losses.

~oTE: It might be well to give some recognition to
the students who follow current events, business news
and corporation activities closely and, as a result, wind
up with the best returns on their original $10,000 to
$100,000 “investment.” Suitable awards would be a
typed certificate presented with fanfare, inexpensive
bull or bear cufflinks, pins, tie tacks, dollar-sign
money clips or perhaps copies of a suitable book.

6. Discuss the theoretical distinction between
{a) the goals, ends or values people are aiming at
and (b) means, resources or “tools,” i.e., anything
they consider useful in helping them attain their
various goals, ends and values. After defining
“tools” (see crossary definition) in the broadest
sense of the word, ask the students to name some
“tools” they use each day and the purpose each
fulfills, Write the names of various tools in one
columm on paper or the blackboard and in another
column the purpose for which each tool is used.
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ACCOUNT NO SHEET NO_L.._.___
name Jog DoakeS TERMS
ADDRESS RATING
CREDIT LIMIT
DATE i ITEMS FoLlo v DEBITS CREDITS BALANGE
1374
Aug. 9 F Opering Balance focooo oo
American Motors - 1000 shares @1% 4375 a9 95625 oo
Brokers Commssion -~ 1-5% 65 ey 95559 31
Aug. b  Amenican Misrs declares ol viderd 70 owners
of fexord +o be poid 925
Sept. 251 Am. Mstors Dividend — 104 per Shore 100 oo| 95659 87
Nov. | Dufert - 1005hares @108% 10812 50 34846 37
Broker’s Cormmyssion —-/.5% 162 17 24684 8
Nov. 8| Eastmarfiodal--500shares @M% 37187 50 41497 18
Broker's Coramission--/. 5% 357 9 46939 37
26\ Dutint declaras div toowrersof E”a’&"’fJA“
Doc.  S|Bstmtbchdaclorescly. i fazs
131ord Mdlor —— 1000 shares@ 33 33000 00 13937 37,
Brokeris Commissior-=1.5%% 495 oo 13441 a7
14| Du it stockdividend — 3115 par shive 115 00 13559 31
ACCOUNT NC SHEET NO ;z R
NAME JOQ Doakzs TERMS
ADDRESS RATING
CREDIT LIMIT
/‘s‘p%% ITEMS Foilo ¥ DEBITS CREDITS BALANCE
Opzm'ry Balarce 1355937
Jar. 2\ fastmEn kboak - - Div. 3¢ +50¢ 445 °°) 1400437
SOHord Motor declares diviclerd te
Bwnersof recordp be et F
March 1iford r clividend ~80¢ pershak Aol 14804 31
10] Americon Metors sold -{000@5k. 5500% 1 2030437
Commissisiorn —1.5% 8230 - 20221 87
 Dutdnt sold - 100@ 1044 10450°°| 3067127
Commission ~ 1.5 15675 - 30515 12
Fastman kbcbk sold~500@ 92 46000°°1 76515 12,
_ Commission —~ /5% £90°° 7582514
Fordl —1000 sold @374 37250 %} 113075 /2
(Commission — /5% A58 79 1251637
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The students should think of such tools as auto-
mobiles used for transportation, hammers used to
drive nails and build houses, coats wom to keep
warm, stoves used to cook on, books, coffee pots,
pencils, etc., each of which serves a specific pur-
pose. Highways used to travel on are also “tools”
in this sense. So is pocket money which is available
to use in case one wants to buy something. So too
are recipes, facts or knowledge which help people
accomplish what they want to do more easily,
quickly or better. The purpose of this activity is to
point out that a “tool” is anything which has a use
to an acting individual. It is its usefulness in the
eyes of individuals that makes it a “tool.” Some-
thing no person can conceive of using for any pur-
pose would not be a “tool” by this definition. The
idea of a “tool” has meaning only from the point of
view of individuals with personal (subjective) val-
ues and ideas, who reason, make choices, act pur-
posively and use resources and means to accom-
plish particalar goals.

7. To dramatize the advantages furnished by
savings over many centuries, ask the students to
name the places they and other members of their
families have traveled in recent months—for fun
over weekends and holidays, for business, to and
from stores, schools, the homes of friends, etc.
Write these locations on the blackboard, or have
each student list them on paper. Calculate the dis-
tances traveled on each occasion, and the time con-
sumed en route. Then ask the students to do a
little research. Have them talk with older friends
and relatives. How would (a) their parents and (b)
their grandparents have gone to the same places
when they were teenagers? What kinds of vehicles
would their parents have used, 20 to 25 vyears
carlier? their grandparents, 40 to 50 years ago?
How long would the trips have taken them? In ad-
dition to the reminiscences of persons who re-
member, other sources of information about travel
in the fairly recent past might be consulted—old
travel guides and magazines of several decades
ago. Books and articles about the history of ships,
traing, automobiles, trucks, planes, etc., would be
helpful also, as well as biographies of people who
were living and traveling then.

8. Going back a little farther in history, the stu-
dents might look up Marco Polo (1254-1324).
Compare his prolonged travels to China with the
recent journeys of Presidents and Secretaries of
State. Discuss the savings needed to produce jet
planes, airports, communications systems (radio,
TV, telephone, relay satellites, photographic
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equipment, typewriters, electronic tapes, radar,
and so on)—all of which were lacking when Marco
Polo lived but which help make a modern travel-
er’s journey quick and comfortable.

9. What tools now help to make travel easier
and guicker than it used to be? Perhaps a bulletin
board exhibit could be planned around the theme
of transportation—to illustrate how more savings
made possible better tools enabling us to travel
farther and faster than owr ancestors could. The
bulletin board should include not only pictures of
old and new automobiles, planes, highways, air-
ports, etc., but also pictures to show how savings
were used to produce modem vehicles—factories,
machines, assembly lines, electronic computers,
vehicles used for transporting parts and raw mate-
rials and also the mines, plantations, rivers, etc.,
from which the raw materials themselves were
taken.

10. Each of the readings recommended for this
Unit might be assigned to be read, summarized
and discussed. Ask the students to list the various
tools mentioned. Do the readings offer any explan-
ation as to why or how savers and inventors de-
veloped these tools? How is each used? How does
each tool help to improve conditions for the people
over what they were before? Does it also contrib-
ute to increasing future production?

EXPLANATION OF A DAILY REPORT
OF
NEW YORK STOCK EXCHANGE
TRANSACTIONS

Reprinted opposite is a small section from the
Daily Report of the NYSE transactions for Decem-
ber 4, 1974, as it appeared in The New York Times
the following day. Every company listed on that
Exchange, whose stock was traded in the course of
that day, was included on the Daily Report to-
gether with miscellaneous additional information
about each firm’s stock and that day’s transactions.
Prices are reported in dollars and eighths of dol-
lars. The various data presented are arranged in
columns, reading from left to right, as follows:

Column
1 &2 —The highest (and lowest) prices at which a
share of that company’s stock had been
traded so far during 1974
3 —The name of the company, followed imme-
diately by the annual dividend paid per
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share of stock (see foomotes at bottom of
right hand column for explanation of smail
letters)

4 —The ratio of the Price (P) of a share of the
company’s stock fo its Earnings (E) re-
ported during the previous 12 months

NoTE: P/E ratios are recaleulated daily by dividing
the firm’s earnings into that day’s closing price per
share of stock. A low P/E ratio indicates a higher po-
tential yield to the investor who purchases stock at
that day’s closing price than does a high P/E ratio.
For instance, a P/E ratic of 10 means the company’s
reported earnings during the previous 12 months were
about 1/10th of that day’s closing price for a share of
stock, whereas a P/E ratio of 25 means the firm
earned only about 1/25th of its stock’s closing price
that day. P/E ratios fluctuate, therefore, with the
firm’s eamnings and with the price of its stock. Note
also that a firm’s earnings and its dividends practically
never coincide. Many companies prefer to reinvest a
substantial portion of their earmings in their opera-
tions so they usually pay out in dividends only a frac-
tion of their earnings. However, a company’s div-
idends may temporarily exceed its earnings; if a firm
incurs losses, it may choose to continue paying div-
idends for a thne as usual—out of savings—to maintain
a consistent record of dividend pavments and in antic-
ipation of economic recovery and a return before long
to earning profits.

5 —Total sales that day, in round lots of 100

shares, of that company’s stock
6 &7 —The highest (and lowest) price at which a

round lot of 100 shares of that firm’s stock
was traded in the course of the day’s trans-
actions

8§ —The price at which the last round lot of 100
shares of that company’s stock was traded
on that particular day

9 —The difference (i.e., net change) between
the closing price of that company’s stock
that day and its closing price the day be-
fore.

Let’s consider a particular firm’s stock:
Eastman Kodak—Wednesday, December 4, 1974:
This stock was one of the most actively traded
stocks this day on the Exchange. See the list of
“Most Active Stocks”™ at the right. The first two
columns report a substantial range between the
highest price, 117% ($117.50) and the lowest price,
B0% ($60.50) at which a share of the company’s
stock had been traded during the calendar year
1974, prior to December 4. Column 3 gives the
name of the firm, Eastman Kodak, and its annual
stock dividend per share—8$1.56 + unspecified ex-

w

tras (indicated by the reference to footnote “a”)
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which could have been an additional money pay-
ment, stock dividend, rights to purchase stock at a
special price, etc. Column 4 shows the P/E ratio to
be 17, revealing the company’s reported earnings
for the previous 12 months to have been about
1/17th of the day’s closing price. Column 5 reports
a total of 868 round lots of 100 shares traded dur-
ing the day, i.e., 86,800 shares of Eastman Kodak
stock changed hands on December 4, 1974. The
prices paid for Eastman Kodak stock on December
4 (colwmms 6, 7 and 8) varied between a high of
63% ($63.50) and a low of 6I% (861.50), and it
closed at 62% ($62.125), up % of a dollar, or 37.5¢
(column 9) from the closing price of the day before.
Now that we know Eastman Kodak’s closing price
($62.125) and the P/E ratio, we can calculate its
reported earnings for the previous 12 months as
being in the vicinity of $3.68 per share of stock.

Using this explanation as a guide, let the stu-
dents explain another listing on this excerpt, or
from another recent Daily Report of the NYSE,
Take alater listing of Eastman Kodak, for instance,
General Motors, or any other corporation report-
ing sales of stock on the Exchange. Reproduce one
of several such listings on the blackboard and ask
the students:

1. Is this company’s stock now priced high or low
in comparison with its price over the last 12
months or so?

How many round lots and/or shares of stock
were traded that day?

3. At what prices?

What was the closing price?

Using the P/E ratio and the closing price, esti-
mate the firm's approximate eamings during
the previous 12 months.

b

A

The chart labelled “Daily Sales in Millions”
shows the total number of shares of stock traded
each day on the NYSE, and needs no further ex-
planation.

Changes in stock prices are also studied assidu-
ously by many market investors in the attempt to
discover trends in business conditons. The chart
entitled “New York Stock Exchange Composite
Index” is made by totalling, averaging and then
charting the daily averages of high, low and clos-
ing prices of all stocks listed on the “Big Board.”
Each vertical line extends from a day’s average low
to that day’s average high; the short cross-bar rep-
resents that day’s average closing. The “12-Month



