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¢ m=2asuring students' =conomic lits faéy. part I*is t[;

and teaching tachniquas relatad to major

part of a sari-s which otfzrs- aduca
: 30 1l iss
_s6cial studies teachers, th> booklat describes and

which =xplains th2 objecziv=s, value; dev:lopment, S
"structure of tha test{lt usas a conts nt-cognitivs schema which . s,
covers seyen content GEEQQDfl;” (ba%lﬁ aconomic problems, econoamic
systams, wsicrosconomics, mac scrnomics, world economy, sconomic
institutions, aand =s2valua+ion concapts), 12d two cognitive-lovel”
catagorizations: one meaﬁut;nq studant 133L£1Pq levals in terms . Qf
krowlzdg=s, compr=hension, 3p§l;c1t-an, nalysis, and =valuation; tha,
other in +=zrms of récéqnifién=undﬁtgtandinq,‘Fzmmlﬁ application, and
,complex application. Th= bookl:* presznts five guggzstions for use of
" th2 test, instructions for how to adwiniscer and scor# it, -and

details technical data such as standardization and norms, norm

tables, item analysis, rzliability, 4l;d§;y, corralation with

gensral ability, and additional descriptiva statistics. Part II
consists of an explaration of th2 72 quast jons in Form A and Form Be
Each qulsticﬁ and its four possibla answsrs acz rzproducsd, -with the
Correct answar appsaring. .in, bold typ=. Otha2r itsms.includ= a

rationale for each answ=r, and numb2rs r:cording thzs parcentags of

tha norm with th=z correct answaer (with and withou* economics _
backqroupd) and th= discrimina*ion ?Qgttlulﬁpt. Ap] dices list the
schools *that participated in th: test norming, hrnﬁgcar;ﬂq keys, and
ar answer sheat. (CK) ! .
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3 ‘ 1! ' _r; |
In-1961; the National Task Force onEconpmic Educ#:
“tion released its’ report, Economic Education in the
..Schools,. Qelalled and. objec:tlve routline of bas' ;.
er:onornlc conceﬁts for use in the nafion's schools. #;
~ #“ Following the release of the Tagk FSrce report, aﬁ-
1 void: was perceived in the library of economic édica- ©
_ tion matenals ‘namely, ‘an appropriate instrumest. to
’ measure- ‘the eeomm@ knowédge of h?h s¢hool

~ students:*As a result, the Test of Econonjic Ufhder-
‘standing«(TEU) was devel:}ed in 1564 through- the :

. efforts of the .Jomt ‘Council pn Ecanomlc: ducation ’
The prrrnary purpose ofth
systems assess gains in egonomic knowledge by the.

. .use ob a standardizgd, ﬂat@nallﬁ normed - hstru-
- ment.The test sewad thi: funf:hon sdéquately for a’
number-of years. In add , the TEUDbecame one of
" the firstiools SVEIIEDIE ta !est economic kifowledge in -
. experimental settmgs it thereby fostered thesdevelop-
.ment of a substarﬂlal body of researeh in ﬁwe ﬁéld of .
econqm:c education. é g
nlﬁ 1977 the, Joint' QOUﬂcn on E:onomnt Educatl
released the first major update of the -work of the -
Natlonal ‘Task Force: the Master Curgculum Guidé for
the Nation's Schools, par’r t, A Framework for Teach-
. ing Esanamics Basic C@n::epfs This document was -
f.r‘ﬁ- designed  to ‘specify an optimum base of eeonomic
Rﬁleédgé for the an@él hngh sr:haol graduate The *

¥

_— S E .

. Economic’ Egucation in thé SEhCiéIS N a E’eg.«::rt of the
‘“Natiorial ‘Task Fofce on Ecénomic Education, September,
1967 (New. York: Commitiee . fE)T Escn@rﬁn: Development,
1961). .- o
. Test of Economic Llndérstandmg (Chn:agt: St:i&ﬂtié Hésearch
Associates, Inc., 1964). N

. New ‘ﬁ:rk Jcnnt Council on Economic Education, 1977
= - B
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'spec s}rategles to f:arry out ecanomcc edu\:a oOn in
he s&;oolg ' :
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g how to! téach “economies in school-
systems it is, 'ather C}Esgned to Spell Dlﬁ the basic
structure.of the'
Dn cérﬁpass F‘Srf]f ofthe Master (;yurnr:ulum Guide

p:ro;ec:t is a five- volurne series jof grade-

Coeurrent with the” Masfer Curnculum uide
qrcx]"egt the Joint’ Council on ‘Eccmornn: Education

‘sfanding, whjch culminated in the present publication,

wthe Te;i?é«:anam/c Literacy (TEL). This two.form

test provides
TEU was to HBlp schoo - ‘1-’%@ provi

schogl systers with an updated evalua-
n lngtrumenf anti ‘researchers with an updated set
of tests for Use in expenmental settings. -

The TEL pro;ezt began in the.spring. of 1976 W|th L

the formation of‘a National Advisory Committee.®> A
W@rkmg committee, ccmposed of economic educa-

r\ot an atte t to prowde deté\nled ’

liscipline of“economifes in a relatively/

~.'moved ahead with the deVéIDprﬁent of a substant ve -
_revision of the out}jated Tesh of- Eg:onomu: Under-

-

tors, economists, and hlgh s::hc:ol teachers, was algr:xil

1 L

=

4. Siratbgies for Teaching” Economics: Primary Level (Grades .:
1=3); Intermediate Level (Ersdes 4=8); Basic Business and -
-~ Consumer Educalion; 11.5. HIS!{?I]’? and World Studies. The first
two have been published and the last three, far the Secgndary .

level, are fopificdming in 1979.

+ 5. The Nahaﬁsl Advisory t:ammmee r:cmsnsted of the fDIIDwmg

v

Q ' R i . ’ 1-

individuals. : L.

G. L. Bach, Stanford UnlverS|ty '

Wifiam E. Becker Jr., University of Minnesota ;
James D. Cahjerwcmj University of Southern California
- George G. Dawson, Empire State College- State

_ University of New York S

~W. Lee Hansen, University of Wisconsin- Madison
Robert V. Hortgn, Purdue University %

Darrell R.Lewis, University of Minnesota -~ 3
Clayton Millington, Oklshoma State University , =~ .~
Donald W. Paden, University of llincis ’

" Phillip Saunders, Indiana University

-

$. Stowell Symmes, Joint Council on, Economic. Educ%\mn -

Arthur 1. Welsh, Jaint Council on Economic Education
: ) . i . .
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fermed 5 The werkmg eemmlttee ﬁret enelyeed the old
! " Test ef Eeenemle Understendlng to epec;lfy what |t '
.. contaired in;terms of ecanomic’ eoneeptetee well as

the. eognltlve levels of the test items. This' analysis’
feelllta‘ted the subsequent development of a new;
metrlx for the TEL in which each'question was catego-
nzed by-content level (accerding to the Master Curric-
- ulum_ Guid Fremewerk) and a set of, cogmtlve levels’

A eeeond version of the TEL wee ereteeted by the
fworklhg eemmnttee in eeverel Ienge _high schoal. .
< districts in. lllinois. : Ageln beeed on' the statistical '
 analysis of this trial administratioh,
L 'EIOFIS were mtrotju;:ed to l'clean up’ eoer ‘items. Two» :
- ‘more trial versions of the teetWere constructed dunng e

e‘ hurhber et revi-

the fall semester of 1976, eachione leadihg to:margi-
nal improvements in the dtSGFImlnatIDﬂ power of indj-

&

;i} X

=

[

T (eorreephdung to a motification. of Blee

“my)] THis content- z@

- . "Section 2, below.
- indicated thatya
ueed in the n

. Peter R,

nitive schema iis discussed in
Fhe enatyene ot the ' TEU also
Ierge nurmber of queetuehe eould be’
W instruments with little or no ehehge In

ddmen e new matrix for the TEL atso Donhted up'a.
‘number-of areas in:.which questions would have to bé
elther drewn from other teetuhg metrumehte er

~In the Summ er of 1976, the TEL Workung C:ernrrnttee
‘alsémbled td write new queetlehe for the TEL and to
flesh out the particulars of the test matrix in-line. with a
t &f guidelines provided by membefs of the National

y idweery\(;:ommntee for the TEL. The exact content
“weights—in terms of economic ‘concepts—were
. determined after close consultation with W. Lee Han-

sen, chairman .of the Framework Committee of the
- ‘Master Curriculum Guide project. Thel administrations
of the first version of the*TEL were conducted in a
series of teacher-training workshops at Northern liii-
nois University in the late summer of 1976. At roughly

,the same time, the first. version of the TEL was

administered to several classes ‘theh\etudyihg‘ the
principles of economics at NIU. Based on these first
trials of the test, a number of revisions were. intro-
dueed in order t& remove what were statistically
identified as poor questions by the outcome of an item
analysis of the test results. -

H

_ 8. ;”fhe TEL Werklng Committee consisted of the fellewmg mdnwd

uals:
© Wiliam C. Braman, economics teacher, Lake Fereqt “High
School, District 15, Lake Forest, llinois  °
William Cerleeh ecdnomics teacher, Heekferd Cherter Seheel
District 205, Rocktord, llinois
. Michael A. MacDowell, former. exeeutlve%ecter |||Iﬂ§la Coun-
cil on Ect nermc Education, DeKalb, llinois: now ‘president
of the JCEE. .
John S. Morton, ‘economics
Homewood-Flossmoor High School Distriet 233, Fleee—
moor, llincig
Senn, professor of & enemu:.g and eemel aﬁleﬁu‘:‘
Chueege City College ( ht Campus). Chlcege iHinois

- Johry G Soper, associate professor of economics, Nerthern

llindis University, DeKalb, lllinais

In addition, the TEL working committee had the beﬁeﬁt of
Lee Hansen, Arthur L. Welsh,

qpemel ‘assistance from
and Darrell R. Lewis
; instruments.
7 EEn]amlﬁ S Eleem ed., Texenermf of E‘ducet:enel DE]SE?I\SE‘_:,

the preparation of draft teet

's taxono-

and political science teacher™

pi Uj '_:b

vidual test items and the overall reheblhty of the Test

metrumente By Jenuery 19?7 the teet was reedy for
fihal checking by the National Advisory Committee,’

’ehd beeed on the reeetlone et this' eomm|ttee a ﬁfth_ : :

p perec! for normihg purpeeee
orming activities were. eerned .on.in the epnng ef'
197’7 using a large crogs. eeehon of the hehen 8 hrgh

T “echaete ‘Selectdd on the bee|ewo’f a etretmed random
~ sample. Alisting of the schools that pertuemeted in the

national. norming is eentelrtﬁil in Appendix A. The

results of that norming are eentemed in Section 6,

below.. .
" The primary value of the TEL eheuld he in ' its ebm’t‘ya
to help assess student .underetendmg of the basic
economic concepts that it is’ eeeehtuel for- themto
know to effectively fill their present and future roles as
Consumers; workers, and-voters. Y the testis adminis- -
dbefore and after a course of eeonomuee instrucs
tion, the test should be a useful elen ithe evaluation of
curriculym contént and teaching, ‘th ethods.~For pre-
and post-testing purposes, two et:tulvelent forms of
the REL are avaif@Ble, A and B, he\nhg 46 items each.

"When the period. of econbmics metrL{etron is shorter .

then a querter or eemeeter prer ehd \e isting

preelude dlStDrtlDﬂ; in reeults beceuee etu;:tente re-

member'' .the pretest at the time of the eecbhd
testing. /

= : '?
2. THE STRUCTURE OF THE TEST

The'economic content of the Test of Economic Liter-
éey is based upon the Master Curriculum Gujde
Framework., The test questions are broken down injo
seven d|et|m:t content eetegonee ’

The' bee\m economic pro,t,l,le_m
'Economic systems :
Microeconomics: resourge.allocation and inéome - -
dl stribution g
D. Macroeconomics: econorit stability ehd growth
E.  The world economy . _
F.  Economic institutions . t L er
G. Concepts for- evaluating eeonemle ectnor\e eﬂd
policies (
/ ., 6
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Sn addntmn .a numbef Df ‘questions on Qhe ﬂf L
vaIv% Qne -or mgre of the seven Ystatigfical
e%t “ “listed in the MCG Framework. However,

K thesqglyestnaﬁs also test knawledgé of the * content

N

a
£5

=

B

categones'" listed above In general §Ch questnon
involving. . & 'statistical c:onr;zept" has

ccrrespcndlng question testing the same '‘content’
category’’ without the ‘'statistical ccncepts Thus,

.ecofiomics'’ by
quéstions.
 Table 1 lists, thg‘détalled c:orﬂent catggories: {or
TEL R . li
TEL is. also broken, down a'c:ordmg to a,_
five-level s a of cognitive tExGﬁGmLT s set of
c:ogmtwe levels is-a variant of Bloom's taxdhomy: In»
Bloom's ‘origingl wotk, six tEXOﬂOﬂWIC»TEVEI; or catego-
ries - were aaentnfléd sknowledge; camprehensmn
application, analysis, synthesis, ‘ard evaluation. In
TEL cognitive_ taxt}nomy Bloorm's synthesis level has
been. omhitted, on’ the presumption- that lithe . or rio
SyﬁtheSIS is called for in the typnéal high schaol coufe
or unif on’economics. The wsrkrngtammnttee felt that

" the remaining five levels provide an adéquate bre€ak-

'in Table 3, a

*

¢

L

down of the learning levels that dould d@nd should be

t least one |

‘~tl

I

broached. in the typical high school economics courfe j

or unit. Taple 2 displays this five-level cognitive tax‘hn—
omy for the’ TEL. . o . .

Jhe dverall specnﬁcahons of the TEL are c:DﬂianRed

matnx that breaks. down gqch item‘of

each form oﬁhE test by content and cogriitive catego-

ries. Table 4 contains a summary TEL matrix, catego- u’

rizing the test according to both cognitive. levels as |

determired by the TEL five-level categ@nes and the s - |,
Mhree-le

| breakdown used té categorize questions
on the ;sst of Understanding in College Economics
(TLIC.E) .The TUCE cognitive categories werte identi-
fied ag n recogmtndﬁ understandmg (2) simple
apphcahcr’\ and (3) complax application.” . Thosg
familiar with the TUCE categories will note the lagk o

b

overlap bet}f‘eeﬂ the, two c:ogmtwg -level categonzﬁa

thS ,
The classnﬁcaﬂon@é partn:ular test item accmdlng

to a SIF’IQIE ecoriomic content ;atégpry or a elear-cut
q .

i i :1 L

E)

Pscyhological Corporation, 1968).

) Tes§ of Understanding in (:Q//EQE Economics (New Ymrk The_=

o fg ,

]

L
g
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9. “RecognitionAinderstanding’” (RU) questions are ‘those that
' could, in priftiple, be answered by reference to a-textbook.
., Such questions need not be Fnswerable by rote memc)ry “but
can an%shnulﬂ tési understandmg or CDmprEhEﬁSIDn rather
than sifiple recall. A *“simple” application’’ (5A) estion
involves the application of a, pr|m:|ple or concept when its use
is specuﬁed or clearly mphed A “"complex application)' (CA)

queghcm réquwes that fee student demonsjrafe ;}bmty to select
Principle when itelyse i’ not qpkclﬁéd.

LA C.A q‘bgstlcm n]ay :al 0 DE one m whmh two or more EDﬁEEptS

~ s : Pos -

¢

L]

PRI ’ C : - .

N, = « F [
M .

. ‘)

cogﬁﬁi\ra Ievg! (enther based upon tHe modified Bld‘cjm.

" taxonomy: ot TUCE level) is often somewHat arbitrary.

* Thus, any. rr\ﬁi\gdual slrveying the test matrix’ might

—{hé teactar should be able to determineif e student—
" has trouble WIth the "math’’ or the
'EGTﬁﬁ!EﬂSDﬂ sc;cmng -of .the appropr it

3

T ABLE I

SO

weﬂ dcsagree with. the determination of the working

committee fo; any given item. Howeyer, it was the"

judgment of the worklng cammlttee that the content
and cogn|t|v?,leyels inally adopted best reflected the
actual structure of.Mhe TEL. With regard td

economiccontent tegted by-the- twcy torms of-the-TE
ijle 4 indicates the werking cornmntee s inferpreta-)

‘as to what ought to be ested. In other words, the

‘ optimal t:antent waghts for the TEL were determmed

LY

v

Cuntenl Categnnes fq;nr the TEL

A. The Basic Ei;ﬂﬁmﬁu: thlem )
i
iEc«:ann: wants -

™ 2%, Productive resources : o~
3 “Scarcity and choices . L e
4, @pportunity costs Sﬁh trade-offs . :
5 Marginalism-and equ_mbnum - oL LT
i
B. E\‘:DI‘!D"’IIE Systems. - o ¥ s
L /

& Nature agdgés of EECJFIBFHII: systérﬁs LaC

7 Economid incentives- . " « :

8 - Specialeation, comparalive advantage, and tha

wvigion of labor | -

9 ' Volyntary sxchange ) 3 \
interdependence ® 1

C‘agverﬁmem intervention. and regulshgn s /‘

\ . * :

C. Mi "'mecnnﬂmn:s Resnurce A!Ii;n:almn amj Inmm’e
Dlstrlbulmn S . /

A2 _Markets, suptsly and damanﬂ T et Vi
13 The price ‘mechanism
14

o

Competition and market: Strucfuré ) N

15 "Market failures'" mfcrmatu:n‘t:asts resmuré%ﬁv i

.o rncvbrhty exterpéliities, etc.
‘16  Income c;hstnb{m%m -and gavernment rgdus‘tnbuhaﬁ

[ £

Macroeconomics: Efnnnmlc Stability and me[‘,h

17 Aggregates supply aﬁd pmductwe capakity .
: jé Aggregéﬁé demand: LJnEmplDy‘FnE‘nt and mfla‘hcn
*19 Real and n‘mﬁey income; pru:e Ievel ghange?
20 MBhey and monetary.policy
21
c22
23

Fiscal policy: taxes, Expendutureq and tramfers

L

Economi¢ growth - o

Saving, Investméﬁt and gradu«‘:twuty
& »

E. The Waofld Economy
- T & = T

Y
24, International economics ¥, -

Cnncepts fnr Evalual“ng Efﬂnﬂ%lf Actions and\
Policies

{ "

eqifit sex:uruty pm:e‘stabmty,f i
= |

. ’ * ' emplo rﬁi;ﬂt and grm)uth
Trade- offs'a {m:mg oafs " (¥ .
. R g )
s ) 2 e .
) [ { . .
* - = !
. ' L] . .
. ar B .
LAY K [
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n of the National Advmfry Committee's guidelines A
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e Iy TABLE 2 Five=Levél Cngmtwg Taxaﬁnmy for the Test of Ecam:mn: therar}f
CE L e—— - —
S\ Levél i, Objective Dperahve \ferhs‘[ “ Emphgsis
— — - — = - 3 -
: Lo - Tcu show that tha ;tudent list, rEEaII refmember, tell,- déflﬂé recognition and recall—=abilily to )
' -Knowledge ‘¢ knows _|denmy label, locafe, recognize ‘remgmber facts in a,form close 1o .
. Ve . o % T3t st e way they were first presentell
. L : ii V!» . ;h . _ . . Ié: lx . N oo
S To show that the’student ~ explain, illustrate, describe, - = »
. Csmpraherisiaﬁ understands '+ gummarize, Erjte‘rpset; expand, ¥
. * ‘ _ ‘convert, measure, understand, .
. N 7 franslate, extrapolate , = . . i
. T ]} . . To show that the student deman_stratefapglyi userconstruct, use of mh:rrnam:nsab'my to apply
4 - Awplication _canuse what is learried +  find solltions, collect inforhnation, learning to new sifyations'and
- v ey oo o perform, solve, use abistractians,*(éi real-life circumstances
L » A S i 5 chogse appropriate procedures ‘ LR Y
" To show that the atUdEr\t analyze /debate, differentiate, reasoning— ability to break down
Analysis . ' perceives and‘u:?n pick ' generalize, conclude, distinguishr . - information into compionent parts *
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TABLE 4: Summary Cnnlent/Cugﬁnwe Level
Matrix for.the TEL'
(number of queslmns)

semester to assess the students prior Rﬁowledge

+ of economic concepts. This is be&c&mmg more and-
more |rnportaﬁt 10 h|gh school teachers because;

T

’. Content _ C“S“'“"E LE"’E!r _ : M. _ et:c:ﬁomms—-somehrﬁes or’fly on. a. Inrmted Qa_ssg
K 'Calegﬂry {I M V'V Total RU SA CA ./ well below the high school grades. If- pre- high-.,
‘ - 1 Q”T - - school economics instruction Has been effective,

. Form A )

S 4 ;,E_.W,E,_,D,,,_,,, rmany.. studentsl&l already“haveﬁacqumed_sgme;%
B. " 2 2 2 g o0 6 4 5 0 . knowledge of ecomomic idéas. ’ghus the wise high
C 1 3 8§ 2 2 4 8 g8 0 _ school teacher will want to know the "students'
D 5 4, 1.6 1 7 14 3 0  gdreas of strer‘lgth and weakness, so that the
E- "0 1 0 0 0 l o o teacher can balance-the course’s contep‘t appro-

- : To determme areas of Students relatnve strength
Total 0 12 11 8 5 6 29 15 2 or weakness in economié knowledge, teachers can
) compare the scores of their students with the
L _ . national scofeg tor each test item. The relevant
* : Form B - - national scores for comparison with. pretests ate’
A 0 2 2 0 o0 a2z 2 0- those listed in the Biscussion Guide in Part |l for
B -2 E 1 0- l 6., 5. 10 students "without economics.” Small differences
(é‘; é . ; g g 5 :? 12 g 8 y ‘between scores reported for a givén question i in this
E 0 0°0 1 0 ] 10 o manual and tHose obtained inthe classrbom should
F 2 0 0 0 0 2 2 0 0 not be emphasized. Howéver, ceftain kinds/ of
G 0 1 0.0, 2 3 1 0o =z comparisons may prove useful. For instance, if the
: average score ofstudents on the test as a whole.is
Total 11 11 11 8 5 48 31 13 2 as good or better than the national scores, signifi-
- y cantly lower scores on selected items may indicate

on the basis of Consultation with members of the
National'Advisory Committee (in particular with W. Lee
Haﬁ Eﬂ) The extent t’o whn:h the worklng comrmttee

_ reflected this ophmal testi structura is a Eompletply

différent question,.and is, of course, open to gritical

" comment by I‘F‘\IIEWE‘F‘: and users of the test instru-

ITIEFIL; .

u

3. USE OF THEjEST

& o o

To Measure Student Knowledge
The Test of Economic Literacy was designed

prirﬂsrily té aid teacher in Evaluating aﬁd improving

”””” s ‘teaching.
Thére are several ways in Whth it can be used to

=

. achieve that objective. - . /

® In Pretests

The TEL can be administered as a pretest at the __

hi

“outiet of a unit of instruction'or at the beginning of a

areas of economics the teacher may wish to
emphasize in subsequent teachmg The D|scussmn
Guide provides a brief rationale for each question,
and teachers mnght want to examine those before

+ deciding swhetber the particular {:onc:ept;'testéd ‘

deserves greater aftention in the glassroom: f still in
doubt,
pages of the MCE fFramework.

In addition tgucomparing pretest s
teachers can ;QTDUD their students’ regpgﬁsgs t:y
the content and/or cognitive categories discussed

. in Section 2, above. This will enable the teacher to

Srea‘:‘% of

t:.ompare scores in several 'different
ple the scores of Students in a given cla S5 can Qe»
compared W|th nat@nal scores in Eontem catego—

ics or in COQHITIVE categones suc:h as appln:ahor‘n or

analysis. Studénts' incorrect responses often tend
the identification of

to cluster about specific topics:
such topics may lead teachers to give them greater
emphasis and to develop strategies for teaching

them more effectively. However, whether a compar-

isoh is made on the basis of. individual items or

content/cognitive groupings, the TEL can be used

to identify areas in which students have streﬁgthg
and weaknesaes even beforé formal

ad|ustment3 m the hrne aﬁd emphasus guven to

. varuou; economic topu‘:s

teachmg 7

the téacher should refer to the: relevar’lt

=7
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In Post—tests : A

N
\. The TEL can also be us cj at the end “Df &
s%mester or unit of instruction in order. t6 measure
the extent to which understanding ads improved.
'Post-test’ scores for asgiven group of students may
.be compared to their pretest scores and to the
natlanal‘Sc:arES—for*students—ewcth BCONOMICS--IA—

~ the Discussion, Glide (Pait Il). A Drgtest/posttést -

-use of the TEL should help to provide evidepce of
the effect of a, .given «:urnculumsaﬁd teachmg strat-

- egy of studeﬁts ec:momn: literacy. This will be a-
particularly; usetul tool of comparison if the test is -

administered on both a pre- and post-test basis to
classesin a school systemin whnzh varying degrees

of emphase are placed on economics and different _

teaching appraaches employed. It is hoped that the
TEL will be used that way to measure the impact of
varying teachlng treatments on student: perfor-
- mance in economics. Rigorous evaluations of this
kind should contriblite significantly to the |ﬁ=|prova—
- ment of teaching effectiveness in high schools. "1,

. When used as a post-test, the TEL tshould be
: admlnlstered early enoygh to allow one or two class
periods to be used for discussion of test scores,
. individual test items; and topic areas. THe teacher
‘can take advantage of the students’ naturalinterest
in their relative standing in the class and in relation
'to the national norming sample of students who
. have had previous training in economics.

To help compare item responses

the Discussion Guide, below lists. each question
and the possible responses, with
response printed in bold face. Also included for
each item, in columns to the right of the item
rationales, are the percentage of the norming
sample of students with economics’ and without
economics whose answers- were correct” and an
item discrimination coefticient.’” The coefficient
indicates the ability of a given question to discrimi-
ﬁate between those students
icg" and those who do not. It is more an evaluation
of the individual item than it is of the individual
~student. The higher the cogfficient (i.e., the closer it

10 This ia théipﬁt biserial correlation between an individual test

item, g, ard the total test score, x The mrmula far ”]H

t:@rrpkatlc)n is o . =

=[(X, = /51 (P, /@g)

oy
[+
J—

meah score of th@se answering item g correctly
mean score oh the total test

standard daviation on the total test

proportion answering item g correctly

- {1 — P) )

)

n

(T3 L Sy

i II‘ It

o

H‘

g

As a further refgrenc‘e. see Harold Gullikss  The Theory of
Mential Tesis (New York: Wiley, 1950), p. +Zb. - :

t

who "know econom-,

of a gwen' :
group of students with those of the norming sample,

the - correct |

=

" to. +1.0),

discriminationinformation with.care.
" (percent®®e of correct respomses) depends upop

- . S

= ! . R - - : . N f

coefficient-(i.e.,; the closer it is to™-1. 0), the"worse
the item. An item discrimination .coefficient” of zero
would indicate a QLJ(-"SfIDF\ that compg etely fails*to
discriminate. betwken' ‘“strong’". and. ‘‘weak"’
students. In’ general an jtemdiscrimination coeffi-
cient below 0. ED is a }poor dlscnmmator “Ques-

the better ’the |tern The lawersthé. .. *

~ tions with a Fregahve coeffient are reverse digcrim- -
inators (mdu:aj g'that mere * ‘weak"’ students’ get
the ‘guestion fight’ than do “strong! " studerts)...
Teachers showldyalso be aware that the item
diserimination coefficient does not ad]ust for. the’
réading level or general ability of mduwdual Studerjts
in the. noriming sample. -Thus, relatively “‘bright”
'students may do well on a given questidn regard-
“léss of whether or nc)t théy -have had ECOﬁomICS- ,
mstruc:hon T ; Co
There are other reasons for usmg the item
Item d|fh(:ulty

many thirngs besides the complexity of the fact,

concept, or r:rmcuple being tested. Such matters as’
clé’ssrqom ernghagg on the specific Domtm ques-
tion, the closeness or piausi}:)ility of imcorretit alter-
natives or “‘distractors,”” and the relation of the item -
content to students out3|de activities, axperiences, !
- and reading and TV- -viewing habits may- also affect

- item difficulty. Therefore, it is'worth StrESSmg again

that undue'emphasis should not be placed on small
differences between the percentage reported in this®
manual and those obtained in the classroom. ‘

then students cannot answer a QuEStIOI"I or find
it most difficult to select the correct answet, they =~

are generally very interested in what the correct » -

answer is and why it is corrett. Students
esponses - often .tend t ' taé Concentrated on
qDEEIﬁC topics. It is on thoke tDDICS that review time ;
can be spent most Droﬁtabl{%smce the clustering of .
errors is an indication of confusion about the topic.
~Depending upon the class~the teachers may wish
to read the ratignale for each. correct answer.
diréctly from the Discussion Guide or simply use it
a basis for thelr own remarks: Discussion can’
then continue betweaﬂ students and teacher using

- the glasss textbook as well,-as - supplerﬁentary

matenals for b‘fn:kground mformahon

In th|S way,

-y p
¢ Duringa Cnurse : : -

A fh|rd use of the TEL s 0 admlmster One of |t5

ang to use the résults for* formative evaluahon-

- purposes. Data aon "é;hcﬁnt‘pérform?rtc:e near the

halfway point cars®eén be used to alter'instructional =
strategies for: the ‘balance of the course or unit,
thereby more closely ” reathlng the mstructlﬂnal
QDSI greater Student ec:onomn; ht&rac:y . *

D 1 * . . - =
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When used on a pretest midterm, and pos St-test

basis, it is-likely that some student “learning’ will
result because” studeﬁts will then take one form of
the test twice. Ih other ‘words, students may "

items from one test administration to the
next. This eﬁech:an be reduced substantially, if not
completely Dy altemahng forms'of the test. Howev:

er, if an_‘entire quarter or semester intervenes

" between ddmlnlstrat|0ﬁs the same.form of the TEL
_may be given without concern for major

“incidental

Iearnmg eftects through the tes tmg proce itself. =

Ct

esg
55

Learning-Ec ﬁnnrmcs thmugh Gmﬂp
T :Sﬁng v —

s &

Sltuatlans _fpg qtudent?, ;;nttlﬁg one ,;tur:jc;m agan‘jf:t
another, the entire class, or thé natianal norms.
Some students may find this situation threatening or
intimidating. As an alternative, teachers may wish to
employ the group-testing method developed by,
F’Mgr R. Senn of the C hmaqm City Colleges, Wnight
Campus. e :

In Senn’'s 1Fthud students are encouragec to
form small groups Qr five to euht students each and
to work cooperatively on individual test itermms Each
student has an individual answer sheet on which to
record hn:, or her individual re plf)ﬂ‘.w(:f, But the qmup
ds a whole must come up with : “to
each question (from whma student
answers may differ) Me’mhern ot each group aré

Tgroup answer’
michvidusal

encouraged to didcuss each un stion and its salec-
tion of answers ‘and to develop reasons for the
choice of “Ycorrect” responses When all groups

have completed the te:st, a class discussion of

. every question follows For each queston. a differ-
ent group is called upon to give the “correct”
answer and the group's rationale for s choice

Class discussion can then follow, particularly f a

group's resporise is incorrect
enn’s
on cooperation rather than competition and engen-
ders a nonthreatening, nomintimidating class spint It
alzo leads to group learning, which may be far more
eﬁeghve thar more traditonal approaches Howev-

. the group-testing method abviously reduces the
accuracy of measurement of mndividual student
achievement or performance as customanly mea-
sured ’

]

group-testing method places emphasis

\ [

Chance Results

question on the TEL has four g
s, one correct answer and three distrs

‘ t‘(iuz ation, hlgtnry

w

Pure chance would thus dictate an aggregate
correct score of 25 percent (11.6 points on the
T'fL) for those who had absolutely no knowledge of
conomics. If some studenis score below 25

e
percent on the test, their'ahswer sheets in particular
should be carefully checked for systematic errors i
t st marking, scoring, or test administration. For .
Stamié the key for Form A might have been used
nadvertently to score a Form B test.
it should also be noted that the normung data'
yrald(:d severdl questions with
scores for the norming sample. The e results Iﬁdl“i

- ~cate particularly difficult iterms whieh may be faulty in
. some technical way..In evaluating answers to such

items, allowance should be made for the "quality”
of the guestion Subsequent work on the TEL may
lead to modification” of individual test items or
“improvement’ 1n item statistics throygh the elimi-
nation or readuftioh Df ‘measurement, &rror.
event, pretest s for an .entire glass should
equal or - exceed the LhaﬂCE score of 11.5.

'

Use in Various Courses.

1

thdt ‘the Test f:xf
ed for exclusive
“Teachers of
consumer
home economics, and other
subjects may find the TEL useful, particularly if the
courses mchjde significant amounts of economics.
AAAAA community college economics ginstruc-
tcar:; may find the TEL useful in evaluating student
achievemeant in basic eraﬂ‘amch éour* as Ifir’njlly

It should also be stress
Feonomic Literacy was not designe
&N h|qh school economics Courses
studies, business education,

the test warthwhulg fgr c,,ollegt: |EV(;!| m;;truc:hon of
teachers in courses and workshops. In fact, any
course, workshop, or unit of instruction based on
the MCG Framework and mtended for the high
school level and above can be evaluated effectively
by means of the TEL. If the MCG Framework is not
the focus of nstruction in a particular teaching
situation, the TEL may or rn;:ay mot be an appropriate
evaluation instrument:
an ur’ng’{wgdual basia

Test of Feonamue Understanding, which was

The
published in the 1960s and was the predecessor of
the TEL, led to a surge of evaluative studies and
arch on the teaching and learming of econornic
It is hoped that the TEL will
amploying the TEL
n expenmental settings may wish to pay: particular

M5

concepts in schools.
continue that trend Researchers ¢

In any’

~

'



attention to the technical data reported in Section 6,
‘below. In addition, a JCEE _report now being
prepareé will c:ontain a number of useful observa-

A

~—4. ADMINISTERING THE TEST
" > |
General Instructions

The Test of Economic Liférac;;y has beén
designed tp be used,primarily by teachers. Those

~ who administer the test should be familiar with the -

procedures described below. Unless standard
procedures are followed when the TEL is given,
results obtained at different times may not be
strictly caﬁparablé The TEL ig éagy td admumsﬁér

The norm data prowdecj in thl,; Fﬂdnu:ﬂ are the
result of testing many student groups throughout
the United States. To ensure meaningful compari-
sons with the national sample, it is essential that the
.instructions that follow are adhered to by examiners
- during administration of the TEL *Spécific directions
for the student are provided in the test booklet
Although these instructions will be adequate for
most situations, it'is suggested that the examiner
carefully look over the test and the answer sheet
before the testing session begins in order to anticr-
pate any problems. '

“Materials

The TEL is printed in a reusable test booklet. If
students follow instructions, there will be no writing
_in-the TEL test booklets, which can Jherefore be
used a number of times. After each tesSting session
the. booklets should be inspected for pencil marks.
Any marks should be completely erased before the
hoeoklet is reused or else marked up test booklets

should be discarded.
' The test guestions may be-answered on a
facsimile cpf the answer sheet prmted in Appendix B

“rorondny: machine-reagablé ERewer sheet travirg at ™

least 46 'answer positions, each with at least four
options. If answers are to be machine scored, the

‘ teacher must use answer sheets that are compati-_.

hle with the scoring equipmént to be used, an¥ the

11. Wiliam E. Becker Jr. and John C. Soper, eds., "A Compre-
hensive Fvaluation Design for the Pragram and Structure of
the Joint Council on Economic Education and its Affliates.”

o

H B

i

students must mark the answer sheets with the -
appropriate pencils (usually No. 2 lead). In any
event, cautidn students not to use a ballpoint pen. °
Use- of a pen wil make it difficult to change
responses and most machines will not score ball-
point markers. For machine scoring, it is well to
have afditional pencils of the appropriate type on -
hand. '

The room invwhich the test is to be administereg
should be well-lighted, well-ventilated, aneFremsDon-
ably quiet. The students should have sufficient
working space to handle both the tegt booklet and
answer sheet. Students should be seated so as to
minimize opportunities to see each other’'s answers
(unless the group-testing method is used).

All test matenals should be counted and assem-
bled prior to the testing session. Some time may be
saved by placing an answer sheet under the front
cover of every test booklet so that both answer
sheet and 'tE’t bocklet can be dist’ributed ina Sir’ngle

only one booklet

Timing the Test

The TEL requires about 40 minutes of testing
tirm: If te tinq s doﬁe iﬁ a ciass Deriod that is

Extéﬁdéd. allowance ,hould be made fcr-tt‘n, factor

‘when test scores are evaluated and compared to

the national norms. Since the TEL was designed as
a power test rather than as a speed test, it is
probable that most students will complete it before
40 minutes are up. Since many class periods are
set at 45 to 50 minutes, the testing should begin as
soon as possible after the start of class. To insure
that students do not arrive late, it may be helpful to
remind thém in the class prior to the test to try hard
to be on time and to bring No. 2 pencils.

Directions for the Examiner

Fir%{ pass ouf the answer sheets (and No. 2
pencils if necessary) and instruct those taking the
test to fill in the appropriate information on the
answer sheet. Make sure the students mark which

-farm-of-the test, A or B, they are taking. If the test

booklets vand answer sheets are not passed out
together; distribute the booklets while the students
are filling out the preliminary information on the

and closed until the examiner gives the signal to
begir.
When everyone has recewed all the necessary

materials, say:

i
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“Read the directions fo yourselv 5 as | read them

Please fill out the information requested ¢n

- the answer sheet before beginning your test

2. When marking your answer sheet, use on#ea__

‘regular No. 2 pencil. DO NOT USE A BALLPOINT '

PEN. Do not make any stray marks on the answer
sheet. If you make a mistake, erase completely the
answer you wish to change
“*3. This test is designed to measure your under-
standing of economics. Not all students will have
taken a formal course m economics, but most have
earned something about the subject in ther regular
courses, theough reading, listening to the radio, or
watching television. These questions will measure
how well you understand the principles of econom-
ics and.the way our economy operates. It is proba
ble that you will not know the answers to some
uestions. However, you should answer every
question by marking what you think 13 the best
hoice, using the information you do have to se
our answer Work at a LDFﬂfUFtabIP npged bu
t L

SISts Df forty Si% C]UF‘
éﬁts for each of which you
answer Even thouqh in

Ihe bE !‘arl wer

/ .

After reading the directions s:
“Sample questions. 1 and :

the test boqklet

marked answer

n
kistm:r ose

quesho# ca ;fully and hr;):), your answer THen
use your ff&ncil to blacken the lettered space on the
answer sheet that corresponc j to the letter of the

answer you ha\(&: chosen "
If the answer sheets will be scored by machine,

say
“"The papers will be scored by machine, 50 be
‘sure that you use only a No 2 pencil to mark your
answers bn your answer sheet Fillin the space
undzsr the letter that corresponds to the letter gf the
ﬂ‘:WE‘r ynu have chosen Be certain to make each

g [C 1C
mark 'he:avy and black. If you change an answer, be
sure to erase your .first mark c B
making another mark. Eras
answer sheet.”

Whether the sheets are to be scored by hand or °

by machine, say:

“"When you finish the test c;o hack and check
your answers. If you have any questions, raise your
hand now. No questions concerning any aspgct of

the test will be answered after the test has begun

4

= 1

But if your,_pencil breaks or if you d¥Ect a faulty
booklet or éﬁSW?F sheet, raise your hand.” ,
When you have answéred all questlons say: g%
“You will have 40 minuté&for the test. Remem-
ber, make no marks on the test booklet itself. Al
right—begin.”

During the first few minutes of the test, (heLk to
make sure that everyone is marking his or her
answer sheet properly. When testing is completed,”
collect all matenals. Verify that all materials have

been collected before students leave the room.

ofh form:, are to be adrnunustered durmg the

for aétual test takmg by the studeﬂt If a
group 18 tested, the teacher may tind it
distribute the second test booklet’
nswer sheet as students complete

pc, it gray be more CO verner’\t
t booklets and the t ns

SCORING THE TEST

5.

conomic Literacy is the
Tr he maximum possible’
ingle answer sheet is
cored by hand or by

2 score for the Test of E

of corregt FE‘ajGﬂ‘:‘Pé

To SCOFE the test by hand, use the key and
the answer sheet in Appendix B. Scan
eet to. maké r:ertam only one answer

ans hace has been marked, the response tm that
question is considered wrong. To use the scoring key,
punch out the blackened circles for Form A or B and
place the key over the answer sheet. Double check {o
be sure that the scoring key is for the same form (A or
B) as the test The raw score is the total number of

answer mark hawmg th h the holes minus any

ple
After thé te:tﬂ have been graded and returned to

: the tPa(‘hPr ghomd read each test item
silently from their test
and tSRP ﬁote of their responses), asking
those ,,ho answered correctly to. rai%e thér hands.
e number of correct responses divided by the
her of students taking the te.;t and mulhphed b
s the class percentage corr t for th.»jt |tern Th|s

m

virtually all college

s are now
equipped to score tests like the TEL by ma In

chine. |

i



" gizes of schools.

‘bution of students by general ability (1Q),

‘most such cases, a special answer sheet is required
~ that is compatible with the scoring machine available.

Usuauy No. 2 pencils rn’usf be used to mark éﬂSWE‘FS
servicae in advance about requurad answer
pencils.

Machine scoring of tests often also produces a
printout of the student roster with raw scores and
percentiles for the scores based on the group tested.
In addition, the group mean, standard deviation, and a
frequency distribution are often provided. Such data
can be very useful in the interpretation of group

results. .

TeCHNICAL DATA

Standardization and Norms

The TEL was normed in May-June 1977, using
a nationwide sample. The purpose of the norm data
collection was to make test scores as meaningful
as possible. The testing provided national norms
against which test users may compare the scores
of their students. In addition, statistical data
obtained from the norm data were used to judge
the technical adequacy of the TEL

The norm data were collected from classes in the
92 high schools listed in Appendix A. The approach
taken in selecting schools was to obtain a diverse
group that would include (1) students from different
geographical regions (Northeast, North Central,

South, and West), (2) different areas (urban.
suburban, "'mixed."” and rural), and (3) different

However, no claim 1s made that
the group tested is exactly representative of the
student populatlc:m enrolled in high schools through-

“out the nation. There is, however, a high probability

that the norming sample contains a random distri-
S0CGIO-
economic status, and ethnic-racial mix, although no

" explicit categorical data are available o differen- -

tiate students by such subpopulations
The data should ﬂ@t be considered as

mdicating

iIC5. F?athen they ‘are mtehded to :ud te:ache,r; in
comparing their students with others. The compari-
sons will be meanirrgful to the extent that composi-
tion of the student body in any class 15 like that in
the data sample.

12. If the TEL is administered to a student group at a different
time of the academic year, performance levels for that group
relative to the national norm group may not he strictly
comparable. -

heets and ;

11

TABLE 5: Aggregate Statistics for the TEL,
MNorming Sample, Spring 1977
me A Form B

—_— - _ o
Mean 2169 22 89
Standard daviah@ﬁ 852 - 8.43
N ' 4,182 4 468 :
Standard error of measurement

(SEM) -~ 302 3.01
Cronbach Alpha - 0.875 0.872
Per t:ent with economics 55 58

For the norm, ;Jample as a whole (8 ESD

obtained for eac:h form of the test. These Statnstlcs
indicate that Form A of the TEL is slightly more
dificult than Forms= B (mean difference = 13
points), but that the standard deviations, standard

errors of measurement, and Cronbach Alphas do~

not differ significantly between forms (thé standard
error of measurement and Cronbach Alpha are
measures of test reliability, discussed below)

-

Norm Tables

* Tables 6 and 7 present the norms obtained for
eleventh and twelfth graders—with afid—without,
economics training, by form of the test, igpercen-
tilés. These tables permit the EOI’IVEFSIOFI of raw
scores’ to percentile, ranks for. the dppropriate
grade level and also according to whether students
have had pgor instruction in economics or not.
Percentile rgnks are’ obtained by calculatiﬁg the
total percentage of students in a given grade

‘scored at or below a certain raw score.

Percentile norms allow comparisons to be made
among students in different groups. For example,
an eleventh grader with economics who obtains a
raw score of 29 on Form A of the TEL is performing
as well as, or better than, 91 per cent of all twelfth
graders. taking Form A without economics who
participated in the norming of the TEL.

To use the norms in tables 6 and 7, simply read
across from the raw score column to the column of
percentile rankings for the appropriate grade level.

" Item Analysis,

Test administrators may want to know how their
Studems performed on Certam part.; of the TEL
the t&acher s;ov&:red only some Df the conceptk
included in ths t«ést Tables 8 and Q sth the .

|tem for ;tudentg wﬁh amj wnthout eCconomics and

ny.
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TA$LE 6 Percentile Nﬁrms fﬂr the TEL, Fnrm A TABLE7: Percentile Norms fo r the TEL, Form B
\ * Grade 11 Grade 12 Grade 11 Grade 12
Raw With Without With  Without Raw With Without With-  Without
Score Economics Economics Economics Economics Score Economics Economics Etnnﬁmlts Economics
46 46
45 9% 45
44 : . 99 44 } 99
43 99 ~97 43 99
42 99 96 99 42 97
41 99 . 94 99 41 99 99 05 .
40 98 Sl 99 40 99 99 93 99
39 98 99 89 99 c 39 99 99 91 99 -
38 97 99 86 99 38 29 © 99 88 99
a7 g7 99 84 94 37 ag as 85 99
36 g7 99 80 98 36 98 98 a2 a7
35 95 ¢ g9 78 97 35 98 97 79 96
34 - 94 99 75 96 34 97 96 75 94
33 93 98 72 96 33 96 a4 72 a3
32 92 98 69 95 3z a5 93 69 9z
31 90 98 65 95 31 94 91 64 91
30 88 a7 63 ° 93 30 a3 89 61 89 .
29 86 g7 60 91 . 29 92 88 57 87
28 84 a6 55 a9 28 a0 86’ 53 84
27 81 95 53 87 27 87 82 50 81
26 79 92 50 84 26 84 79 a5 79
25 75 91 46 82 25 81 . 775 At 5
24 71 - 88 43 79 24 75 71 KYAN 73
23 68 83 40 75 23 70 66 33 A
22 63 - 80 37 70 22 . 66 61 30 66 -
21 59 76 .34 65 21 60 56 27 62
20 53 71 30 60 20 55 50 24, 58
19 a8 66 53 19 49 46 21 52
18 44 58 46 18 43 40 18 48
17 a7 51 39 17 a5 35 15 41
16 20 42 a4 6 an a0 13 37
15 2t 36 28 15 26 2 i 31
14 21 29 24 14 21 19 9 27
13 16 18 13 15 15 8 22
12 12 14 12 12 i1 5 17
11 9 4 B , 10 1 3] 7 <! 12
10 6 8 & & 0 5 4 2 8
9 4 4 4 3 9 3 2 i ]
8 2 el i 2 8 1 2 1 3
7 1 1 o 7 1 1 1
6 1 & '
also, the overall item discrimination coefficient (see or texthook's prez r tatu:m of the material or by
Section 3, above) These data are also reported n 50 E itern of supplementary matenal.
the Discussion Gwdp below ) )
Tables 10 and 11 show the percentage of alt
students responding to each of the four options for., Reliability )
each of the 46 items and the percaﬁtaq&‘ of omitted g
responses, by'form of the TEE. An dem analysis of The reliability of a test is the degree to hich that
the kind presented in tables 8 through 11 can be test measures student performance f
very useful. For example, it a substantial percen- For example, two students taking the sa
tage of students answered A when the corrett likely to obtain different scores, but es 2
answer is C, the teacher would do well to study taking the test again (without intervening instructicjﬂ
distractor A in an attempt to determine the reason. in the subject being tested) should obtain about the
Perhaps the students were misled by the teacher’'s same score as the first time. However, many
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TABLE 8: Percent age of Correct Respnnses and - TABLEEQ: ?Ertentage of Correct Responses and -
Dlscnmmatmn Pawer, TEL Fmrn » Discrimination Power, TEL Form B

. Per CEﬂI/Cﬂrrect v . Per Cent CQ[';éé '
‘. Correct Discrimination WI“‘J Without Correct” Discrimination
.ltem Answer  Coefficient Ecgnan}ﬁzs Economics Item Answer Coefficient’
S — — —
1M C 42 48 1 D 41
) 2, A T 45 60 401 2 c 28 541 :
) 3 C ¢ 39 41 191 3 A 34 3.2 3g.2
4. c 34 71, 518 . 4 D 35 28,6 15.2
5 B © 38 67 536 5 B 33 454 . 412
6 C s.w;\%.. T o702, 56 5 . B B " 38 . 685 625
7 B 36 557 44 3 7 A ; 589 513 .
- 8 D 28 621 54 9 8 C o 46 4 402
9 B 231 525 48 8 9 B 7 40.6 30.9
<ooa L 407 30.4 0 C 437 434 * 364
i [ -33 5389 47 8 " A A2 67 4 ¢ 578
"2 A 48 590 63, 12¥ Al 29 512 46.6
13 B, 45’ 714 63 2 13 ) " a9, 86 9 860
14 c as 576 < 525 14 o7 43 <337 231
A c as 812 75 4 15 A v . 50 80.9 760
a 16 ) a5 631 530 16 A 32 59.2 53.7
17 A 3z 495 38 8. 17 c 46 ¢ 754 759
18 B 36 506 359 18 B . 41 713 T678
v 19 A 40 818 784 g9 A 46 776 690
20 D a5 44 0 354 20 - B 44 75 2 .693
o2 8 24 302 18 6 21 D 39 37.0 259
22 D 46 697 . 600 2. C 25 259 215
23 D .37 49 g 410 23 B 33 589 595
24 A 40 54 7 459 24 D 44 450 300
25 D a0 65 6 530 25 @ 39 614 ' 597
26 B a7 709 55 6 - B 27 58 4 5
27 D 45 69 3 L33 27 5D 34 - 8573 526
28 Cs 43 536 L 47 28 " 45 37 2 . 289
29 B 43 46 5 337 29 B8 41 53 1 T 453
30 c 36 32 8 2006 30 A 39 a4 7 35 1
31 B 30 532 40 7 A 0 .36 387 gy 200
32 B 46 705 . 850 3z D 57 535 44.3
33 A - 40 50 9 339 33 B 28 346 336
34 C 38 367 24 1 34 A ¢ 56 66 7 58.7
as A 35 39 5 331 35 D 51 515 355 .
36 B 39 54 9 438 .36 c 3z - 511 424
37 A 3z 331 237 a7 c .47 56 8 49 4 5
.38 B 130 357 ann 38 (o 52 69 1 588
39 - C 38 46 6 34 8 30 A 25 27 0 205 2.
40 D 45 40 4 253 40 n 49 45 4 356
41 C - 37 44 5 300 41 = 39 523. 4670
42 D a7 414 215. o Jaz B 17 286 268
43 A 42 4313 29 8 43 G 40 529 503
44 C 41 42 6 279 a4 B 43 64 0 " 532
45 D 27 260 14 9 a5 C 50 60 6 511
46 A 36 44 6 325 46 A 25 26.5 24.0
including practice in takmg the Sause will fall. By taking account of ‘5<C‘h measurement
i ent performance from d: " error, the reliability of the test as a whole can be
e can never measure estimated. v i
performance perfectly, i.e., obtain his o .The standard error of measurement (S 'M)
score. ’ reported in Table 5 for both forms of the TEL, isa
Fortunately, it is possible to estimate the amount F:,hrnate of the amount of variation which can® DE‘
of variation in test scores that is due to measure- expected in. a test score. A raw sdore of 23 on a
ment error, and thefefore to specify a range within te t with an S.EM. of 3.0 indicates fhat we can be
which one can be relatively certain the “true' score”  about 67 per cent certain that a person’s "true”
\)‘ . . [ 13
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TABLE 10: Percentage Response to Each '+ ' TABLE 11: Percentage Response to Each »
. Alternative, TEL Form A~ . . Alternative, TEL Form B i
< (N =4,192) ] v ’ (N 4 468)
Item A B - C D . Blank ltem _"A !B C D Blank
1 41 12 14 33 o 1, .28 17 4 51* 0
2 5% 5 20 24 4 T2 18 19 4B* 14 1
3 10 22 g2 3¥ .+ 0 3 a1+ 18 20 20 g
4 8 23 63*: 6 7 0 4 41 14 .20 1 223 1.
5 10 61%. 24 5 0 5 35 44% o %3 9 0]
6 9 13 - g4* , -13 I B 6 -..718 "66* 7. 9 1
7 16, W 51* 21 T2 o 7. 5Bt 18 .6 . 9 1
8 - 27 | 5 59* g 8% 20 13 44* 22 i
9 . 10> 51% 22 17 1 §:¢ . 3, 37* 7 .53 s
10 3* .13 29 22 O .10 28 15 ML 16 o
! 11 22 12 14 51* 1 0 R 63* 24 * g 5] N
12 - 53* 11 - 20 i4 1 RE-I 49* © g 34 7 o
13 . 9 68* 6 17 0 3 "3 6 4 87* o .
14 21 7 . 56* 17 0, - 26 17 27 29* .
15 4 9 79 70 0+ 15 79*¥ 6 9" | 7 0
. 16 12 14 BRE 59*° 0 16 57* 9 12 722 1
17 45*% 22 16 17 0. 17 .4 ¥ s 76% = 4 - 0
18 23 44* . 6 25 1 18, 8 70* 9 13 1
. R . - g * - q ;
19 g g - 8 3 | 19 , 7T4%gg 11 7 8 i
20 to2a 19 T 16 ap* o, 20 g 73* i0 ] 0
21 7 25* 49 18 ) 21 1 35 21 32* T
22 10 11 13 . \ 65% A 22 15 s 24% .49 1
23 18 18 20 46* 1 23 9 ' 80 12 19 1
‘24, 51* 15 20 13 1 24 17 i5 28 39+ i
25 15, 13 1 60* 1 25 18 7 61* 13 ' . 1
26 15 64*% 12 8 1 26 17 56* 15 11 1
27 12 13 9 65% .2 27 10 18 i1 60* 1 .
28, 17 2 50* 10 2 28 34* 21 25 19 L )
29 9 41 17 A 3 29 21 50%* 18 10, "1
30 31 27 27+ 12 30 41 20 18 20 2
o 31 17 48 16 16 2 a1 26 gz 30 3k M
~ 32 . 8 64* 14 11 3 32 9 18 21 50* %2
33 44* 17 15 21 3 a3 14 34* 21 30 T2
. 34 21, 9 36 3 34 63* 1 17 7 2 ’
- 35 a7* 19 23 3 a5 13 17 24 45* 2
.36 13 50% 17 4 36 20 18 48* i2 b2,
37 29* 27 17 4 37 i 26 54% 7 2
38 “16 3 17 4 38 19 g 65* ~_ 4 3
- 39 23 14 & 39 24* 20 a7 e 3
) " 40 15 19, 7 R e 40 19 21 15 41+ 4
41 .18 18 i8* ' t3 41 15 =~ 50* 11 21 ‘ 3
42 23 - 13 25 3t £ 2 13 28* a7 18 4
43 a7+ 27 18 12 & 43 13 11 52+ 20 4
44 9 24 36* 25 & 44 15 -60* 14 7 4
45 18 31 26 8 7 45 10 12 57* 17 4
§, 46 a9+ 25 19 0 7 46 26* 29 b?j 15 5
. *Correctresponse ' - *Gorrect response )
score lies in a fange from 20to 26 (23 + 30)..or Anothar measure of overall test rahabuhty is Cron-
s that we can be S%DEI‘ cent certain that the “true’ pbach’'s Alpha, a statistic yielding a coefficient with a
score lies in*a range from 17 to 29 (23 r (2 = value ranging from. zero to- 1.00; the higher the
3.0)). The smaller the 5.E.M., the more accurate a coefficient, the greater the statistical reliability. A
test is as a medsuring instrurent Individual test! Cronbach Alpha of 1.00 would indicate a perfecty
" scores are best thdught of as lying within a range.  reliable test, while a coefficient of zero would indi-
rather than. as single scores, because of our inabil- cate a totally unreliable one. In spite of low discrimi-
. «ity to measure perfectly, i.e., we never obtain a ~nation indexes, a nimber of TEL questions (e.g., 42°
= ) ) . " . i . t
-1+ standard error of measurement of zero on Form B) were retained in the linal version of the
¥ . ' ‘
. , i - & .
o 14 19 \
ERIC ¢, i - - o
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TABLE 12: Statistical Differences before and after Instruction - ]
((ﬁtal Nj 163) i ) . . . B )
) ' - ’ E : 8
T : ) Smdenls wlth - Students without P S
. . e - ‘Economics Instruction (N — Sﬁ)‘, Ecnnumltslnstruﬂmn (N = T‘IQ)
2 Post-test  Pretest s o leferenceﬁ Pnst lésl o Pretest Diﬂerente
_ - - _ — - ! ! .
Mean - 2551 19.72, ds79 Y o 2107 1880 . 227"
Standard deviation ® © 745 382" | 499~ . - 551 539 ° j 482 ~
Standard error 102 080 ' 069 " 053 o 051 4 0.46
T " Pre/post correlation = 0 744 3 s Pre/post®orelation = 0.608 \
. ) (fj;,fﬂ) N ’ T 57?4@) [
- t=845(P—0)/ , + =494 (P-+0) .
degrees of freédom = ES.Z 4 S degreeas gf fTF%ﬁDITI =.109 ) N
he T " / 4 ; b .
. 3 o - " : .
. 3 ) L o !
o I S e : { )
TEL because of considerations of Loﬂen validity . If room research, or evaluation application, the user” . -4
. questlons with higher discrimination Jgllexes had should refer to the MLG Frar‘m; ork at the same

- been used instead, the test would pr@bably have

‘ than that of most teacher-made tésts

" subjegted to revnew.byfrnamber; of the National -

“tee and of the working committee would best

had a higher overall rehabullty eﬁluent C
* Finally, it should be s
the Test D’fECQ’ﬁ(jmic:‘iiféfggqu Subatdﬂtl IIy hughar
" Therefore,
the major question to be-determined by each user
of the TEL is whether the test as a whole—and the
individual quéstior\s on it—are appropriate for the
testing of his or her students’ )

\,?.’a!idity

EChI(“VE‘FﬂE‘ﬂt tes t such as the TE‘S a
LIfEFSGyia whether or not it measures what ought to
be meaqured This is not a question that can be
answered by rcference to statistics The contentt
validity of the TEL, as mentidned in sections 1 and
Z. was established by the working commfttee’
examination of a large number of test items. Th@se

iterns ielected by the working committee were then

1%

Advisory Committee, and the two panels exercised . -,
their, best judgment as to the appropriate content
and structure of the mstruments Thus the TEL can
be said to possess ‘‘face validity "' It was*felt that
the composition of the National Advisory Commit-

ensure the overdll validity of the test instruments for
their intended use. A check on the validity of any

“individual test item may be matie by inspecting the

relati\‘/e= scores o'f étuﬁem in the r\orming :,mmle

mstructlon (;eé F’art II, be;loy!). In :ipLJFEjISIﬂE} thp

* validity of these instruments for any particular class-

Q

E
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e
ing

“broken down by sex of

time. . R

The validity ot a test dfﬁned above, ;annot
be determined quanhtfﬂtvely ‘Content vahchfy IS
determined by comparing. the®test ‘questiops with
th (;oﬁtent judged to be important, not by compar-
scores on the TElL with gbme,ather measure. C)n
such a defmition, thére 15 Iearly no one "‘validity”
r a test Whether the TEL is a valid test depends
on the purpose for'which it js used. Some teachers
may disagree with the content or with the objectives
emphasized by the TEL Working Committee and
the National Advisory Committee. Forthose teach-
ers, the TEL will not be valid.

We have also obtained limited evidence of the
TEL's cancum@m‘ validity. the test's correlation with &

9

 other measurgs of ac hievement in economics. Data
were obtained from a highly rated midwestern

student performancp on the test
instruction. Table 12 :

0l ghowm‘
before and after economics

presents the relevant data far this sample of 163

udents The ﬁquré show that the observed mean .
dlffererices are s;ugnmuant beyond the 0.01 level of *
gonfidence

A

Additional ®escriptive Statistics

Tables 13 and 14 presgnt some additidnal de-

. scriptive statistics™ derived frc,m the TEL norming

sample by form. These fuppleentary ::iata are
student, class year (junior
and senior), type of area (rura’l, suburban, urban,
“mixed"), geographical region (Northeast, North-
t:entral South, West), prior gconomics instruction,
and? hether or not the student was enrolled in a
DEEF

COOQPFEHHQ School Systemn of the Jount

<hy
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v, . i . !\ ”—‘f‘ e L. ) . . j j n K ‘F' , (Y
- : LENEINL ) LI : = . ' T
. Jq;nptwe Statistics for Vriolis Groups within the Norming Sampte, Form A i '\\
! .+ . Without Efﬂﬂi)ﬂ)lé S &
R _ i
b ] , u Mean Std Dev ’ Number 3\ ’
.= . -3 = = d 3 = . T B} - - T O - — = B N ] . ] g\ - }\\- ,
- , ‘22 99 T, owear ]
3 , 7 : - 2028 373
Grade 12 - « 2b.72 231 \
i - Males ® ; A . “ 24 81 3 '{ 970 B
Gradg 11« "¢ ., e . B0TE Ot 5 364
- —_— 27 g2 59 - 455 T
Grada 12, . & y - . 27 82 8? 355 -
.- By .lype of community, [ / - & p D . .
. ¢ Rural , * T T o2f8e 811 h 28 544\\‘ : 10
J  Subutban. T 24.59 9.68 o 1,656 658 1560 . .
( Urban™ T 2209 8 00 522 6 00 . 259
. Ree/(urban-suburban) 2378 - 785 108 . . 63F | si |
Ey reqgior] Loy _ ) o : _ : "?I\ .
Kortheas - - 224y %/7.89 “347. . 1829 = - - 5:88 ' 898
. South i ! T 19.64 77 745%/ 1952° 66 378
" & 7 NorthCentral o 27 04 975 920 1756 . 6 51 o e 375
. Waest N ‘ ' 27 21 847 252 2185 ) 817 . 191 . -
By DEEP status of distnict . ' . ° ' 4 ] L :
DEEP 24 89« 937 . % 1405 » 18.49 £ 63154 1,346
Non-DEEP 2252 8 96 909 1959 693 54\ |
: . oo - . & & . . g
All students 2399 - 928 . 242 1891 1 653, . ,'1;3.47
f e ] R )
’ 1" A .
g 1 i &
o S i | E
b ; \I ]
f
L ey ) ) ) i -
A A . L - . = e
5 ok L / B R
{ TABLE14: ' Des i;nptwe Statistics for Varmuﬁ]ruuﬁs within thl: Nnrrnlﬁg Sample, Form B v
e £
) . L 4 ‘ With Etnnnfnlfs . . Wlthnut Economics
= LI oo R ——— - . £ - - -
Mean Std Dev Number Mean Std. Dev. Number
By student sex and grade levk 7
Fermales,~ . 23 67 B 43 112 6 68 845
Grade 11~ 19 74 609 318 99 647 _ 460
Grade 12 25 74 904 581 92 721 - 17h
L3 ! ®
: Males 7 45 15 914 1.400 34 753 905
Gradg 11 8 20 13 5 47 317 58’ 7 84 413
Gradg 12 . o 27 44 947 725 0.32 785 193
By type aftcommunity ‘ ‘ ) ) -+
Rural * 20 963 415 3g 780 241
T Suburban 1 Bogt 1,548 88 7 15, 1,347
~ Urban 681 578 01 . 726 210
. Mixed (urban-surburban) 577 45 34 499 a7 ;
”#ﬂ. ‘By region ' ) .
o Northeast 23 50 a8 1 4 20 69 7 05 291
‘»J _ South ~ ' 2138 7 43 4 2003 707 . 702 . .
North Central . 26 42 957 1258 2122 7.37 578
' West It ‘ b 23 62 7 85 ) 22 18 756 258
(*By DEEP status of district : - ] :
DEEP - 27 11 8 85 975 20.94 "7.50 679
Non-DEEFR 4t 2273 847 1,604 20.66 711 1,136
All students - 2447 8 86 2,528 20 81 7.15 - 750
: ‘ o 2] )
O Lt 16
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C:cmrgc:l on Econcsrmc Educatuoﬁ For each
- suﬁgf.\up the mnean TEL score, standard deviation,

o tand Subgr‘oug#,ara given. | i .

_;. £ !\! .

Co\'relatlcm with GEl}éral Ablhty

» . We have fﬁo darge-sample data ‘on Dtudeﬁt
generégl ablhty (& or. reédmg scores (a reasonable

praxy@ 1) due to federal privacy,act ¢ ristraints’
- Howe the limited- sample of (163 sgdentc re-
" férred to above did provide a subsample of 93
v studehts with ‘matched TEL aggi lowa Zfé@t of
Educational Development (ITED)eading scores, as
TEL: pretest scor
student +

¥

™
' -
es,

had

—

. 13 The Develapmental Economic Educatmn Program (DEEF)- i{:
: the major school-based program of the ,J(;EE A DEEP
Cooperating School System is one which has entered into a

contractual affiliation with the JQEE an “affiliated/state counci,

' well as.data on grade level,
_ student sex, and type of clas 5S the

,
B
¥

curriculum in economic edudatibn, fran is teachers in
economics; produce, adapt, of atjapt new economic educa-

tion materials;*and evaluate d;q::mgre 55 At this writing, over
450 school systems in the Unit€d States, enrolling: more than
10 millian stuééms‘ participate in DEEP

Y

=]

O

ERIC

Aruitoxt provided by Eic:

4

and a regional center for e¢ofbmic’ educafion to develop its |
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attended (expenmemsl or cohtrol) A simple corre-
lation coefficienf of 0.642 exists betwe,;xpost test
Scores on the TEL and the ITED readng scores for
theseQS students. This suggests a h ighly significant
relatiokship betwe#n reading ability (which may be
interpreted as aiurrogate for intelligence) and

» performance or the TEL. This positive correlation is

consisteht with the expectations of most test aﬁd\
measurement specialists, based upon experience
with numerous. othef correlations of achievement
tests and general ability. "

i = 13 - i [

14 Far this subsample of 93 students, a multiple linesr regression
equation was used to explain individual qtudeﬁt"pgrfgrﬁmm:e

on the IEL Po! st. That eguation yields:

POST-TEL —T626 + 1.890 SENIOR’ ‘v
' o1y e
+ 0530 PRE-TEL 1J71SEX
e §° (587 e ‘(197)}
Faad -
B / + 0.636ITED + (:3 579 d/ONEX
(521 gH3) L
[.. ff

where POSTTEL is the TEL post-test score, SENIOR equals 1
for twelith-grade students and zero otherwise, PRE-TEL is the \
TEL pretest score, SEX equals 1 for males and zero for-
females, ITED is the lowasTest ol Educational Development
composite reading store, ahd CONEX equals 1 for students
*enrolled in & .Title IV-C experimental course and zero for
. students in control dourses. The figures in parentheses’below
the regression coefficients are f statistics; those for PRE-TEL,
ITED, and CONEX are significant at the 0.01 level The
eguation as a whole is highly significapt with -an adjusted
A?:=10.639 and an F statistic of 33.59 with 5 and 87 degrees
of fréfdom Each point on the rtudent's ITED reading score
(mean - 13.92 and standard deviation = 4 33) "explains"
0636 points on the TEL post-score (mean 23.01 and
standard dewviation- 7 06), rzalding the other variables
constant g/ E

L
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mand,. @pr market economy)
faces the fact of scarcity?

A. There are not enough

© productive ‘resources to
satisfy all wants of a socie-
ty. )

"B, Every young society faces

scarcity, but older econo-
mies overcome this prob-
‘- lern. . .

There are times when some
products can be had “only
by paying high prices.

™

" D. All economies have depres-

sions during which scarcities
7 exist.

fundamental concept of economics and ander-
.lies the idea that ordinarily consumers, busi-
ness,-and government Jend to choose the moat
effective use of limited resources, i.e., they
must follow the principle of ‘‘economizing.” The
problem of .scarcity is faced continually by
every society, whatever the form of its govern-
ment or economic system. _
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1. Three major factors of pro- To the econcmist,- "‘land’’ means natural 208 48 .42
duction are land, labor, and resources in general, ‘'labor’t means human
capital. Which of the following . effort, and ‘'capital’’ means praductivééequip;
groups best illustrates these  ment or structures, e.g., machirery, tools, build- ’
factors? ings, locomotives. Answer C is the only one that
_ ‘satisfactorily illustrates each of the three
A. Rent, workers, and money. satistactortly (Iusirat h ° nree -
Lot s ) factors of production: Jland (iron one), labor
B. Qil, taxi drivers, and bonds. e _ AR -
. ) L {clerks), and capital (trucks). Note that '‘mon-
C. Iron-ore, clerks, and frucks. P e s - o
T - o ey’ (in A) and “"bonds'’ (in B) are not capital in
D. Farmers, investors., and g o :
e the way economists use that term.
manufacturers. ) g}
2. What is meant by the state- ‘‘Scarcity,” in economics means that society 60.1 40.1 3
ment that every economic sys- has more wants than it has available resources i
“tem (such as tradition, com-  (or means) to satisfy all those wants. Thisisa , i

'
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ITEM RATIONALE . With- ination
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' Econ. Econ. *cient

- 3. The opportunity cost of a neev '

public high school is the *

A. money cost- of the new
. building.
) B. mecessary

increase In the

The opportunity cost of producing anything is

the goods or services that might alternatjvely

have been produced with the same resources.

is f@r-gc::ne once Qheluses money or -real

i annual tax rate. - resources for a specitic bu@csg : -

. C. other desirable economic’ . ) o
, goods that must be gli«fé{é} / : .k
, up to build the school. : '

" D. cost of constructing it now ’ ' 7

as opposed to thé?fast of a
new school at'a later date.

4. -Which "of the following ques-
tlt;)ns fs faced by all economic
'iﬁyS[E‘iTIS (i.e., tradition, com-
* mand andmarket)?
LA Hr:ms will .corporations bF
brgan/zed?
B. How can markets be
competitive?
What goods and services
will be produced?
How will governments F"D'
tect private property?

kept

m

\D‘ .

5 In a market econoamy,
purpose of profits is to

the

-A. ‘get businesses to act in a

- socially responsible. man-
ner.

B. persuade businesses to
produce what consumers
demand.

C. prayvide funds to pay work-

' ers better wages.

D. redistribute income from
poor. to rich.

6. Which of the following is the
most essential for a market
economy? .

A. Functioning labor unipns.

: B. Good government regula-
"~ tion.
C. Active competition in the

. rharketplace. ’
D. Responsible action by busi-
. riess leaders.
ERIC |
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No economic sysiem' can escape the problem of

choosing which.mix of igoods and services to .

produce. However, each typé of economic
system makes such choices in a distinctive
way. Traditional economic systems decide
mainly. by custom or habit what goods .and
services will be produced. Command econo-
mies do so mainly by the decisions of a central
planning authority. Market economies decide
mainly through the price signals received by
producers selling in competitive markets.’

Relatively high profits in a competitive markét
economy will induce producers to incréase
output and/m will attract additional producers.
Relatively low profits will discourage pmdu::tlan
of added output and’/or will induce some firms
to leave an industry that shows low profits.

Barriers to entry or exit in a particular industry -
may inhibit the process of adjusting output to

the amount of consumer demand.

-
i

Active competition in the marketplace is essen-
tial for the effective operation of a market econ-
omy. Competitive markets force business firms

to produce the products consumers demand at

the lowest prices that will cover costs,

Although the factors mentigned in the other _

answers may help a market economy to work
Ell such an economy could function without
any of them.
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.’ o - - 77 - -
. 5* 5pe€lallzatmrf and éxfhsage When individuals,’ bysmesses or nations spe- 557 443 .36

P ‘m}hm a nation or betwéen
o .,nqticms is likely to have which
.of the fallaw,lng éffects?

rise.
B. Mm-e gaads’ and services
C. The: danger czf Er:anﬂrr7ir:
: instability is reduced.
. D.”The independence of both
o nations and individuals is
increased. '

8 Within a market economy a

coastal sthte harvests a great.

v quantity of fish; an inland state

. - - has a productive beef cattle

industry. If exchanges of fish

and beef take place betweerr

¢ these states

A. one cannot determine gains
or losses from the given
information.

one stite gains al
expense of the other.
both states lose.

. both states gain.

the

1‘!‘
]

2 ™y

O
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t:callze in- dt:nng what they can do best and’

exchange their respective products, the total
quantity of doods and services for which there

increase.
|n5tab|l|ty may, .

is demand will

economic however,

|ncrease as a résult of incréased specializa-

The danger of

actually

tlcm and the independence of both nations and

individuals will de§resse=| e.
dence will increase.

E

interdepen-

. s :
Both states gain because both states benefit

trom specialization and exchange. The fact that
more than one exchange of fish for beef takes
place rules out all other answers, for if a state
did not benefit, there would be no incentive for it

to participate in additional exchanges.

W,
oy

20

;e

62.1 28



. . ;
' - ™ <% s ) . .
. : FORM A - . T
. 4 s -

, : » ) . v %Cnrren‘:l . D}S' by
i . : : —_— crim-
. ITEM 8 RATIONALE | L With- ination *

) _ - s . Lot T ' i}fyith Wgulixc?efféi -
e . - . ) * . Econ. Econ. . cient
— A L -~ . D S on. .oem .
9. Suppose a large gity is investi- Rent controls while vacancy rates are Jow set 52.5 488 31
. gating the elimination of rent prices (repts) which are below equilibrium. o
.controls on housing at a time prices. When the controls are removed, -rents .
when the vacancy rate is  willrise to.the markeh’:leariﬁé level. The higher .
extremely low —only 1% of all rents are likely to induce builders and property
_ gpsrtrﬂénts in the city are .- owners to increase the supply of rental housing
H \safrant Which of.the followjng  over time. - S s
is most likely to occur if rent - ‘ '
. controls are ellmmaled ¢ o =
o : o

derréas:e in the supp!y of
housing.

B. An increase in rents, per-

. haps followed later by an
increase in the supply of
hausing. :

C. An, fncrea-;z: in the demand

., followed by a

) dec;rease in

~ housing.

0. No change in rents,
price controls are usually
set where supply and de-
mand intersect.

since

i

the supply of -

10. Of fhé following which is the Most individuals earn their income from wages 40.7 304 44
mﬂs(%ﬁnérsléau_ﬁé of low indi- or salaries-—payments for the productive
vidual incomes in th.g United services they render. Low mdrvndual incomes
, Etétéif’ ‘genérally reflect the fact that the people
R S affected-= often because of lack of educational
.A. Lack .of valuable pro- a
N -7 .s and techtfical skills—do not have productive
ductive services (0o sell. B . o ) o m e E
e L ‘servicés to sell that are valued highly by poten-
B. Discrimination against non- . . T, _—
LT CoeE - tial employers. The other angswers may account
union employees. . Ry o it I
, A fét.some low incomes, but A provides the most
C. Unwillingness to work. : e
R : ) general reason.
D: Fragres,sive tax rates. 2 .o - )
711. The démand for a; factar af, Producers combine factors of production in the 539 478. 33

pradue:nan depends L?rg, fly on.

A. the supply of the factor.

B. the supply of other factors
- af production.

C. the demand for mher fac

tors of production.

the demand for the prod-

uct or products which n‘

hE’pS produce.

ERIC # R
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_proportions needed to produce the goods and _

_ servnces they seek h:: sell. What Ehey seek to

the marketplace Thus the demand for a pro-
ductive factor is a derived demand, depending
largely on the market value of the good or
service it helps to produce.

21 26
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"FORM A . 7~ =
B ‘ ’ % Correct.’ Dis-
o - 3 ; o ' ' —— ‘crim-
AT ITEM " RATIONALE With- ination
- With . out Coeffi-
' , . " Ecnn Eﬂm -cient
— — — —
e *,‘,,,:,,;;Fln_admaﬁkst_&cgnemy,_the_hln_a_matket_at:nnamy._thé_dasmLuf_ business 59,0 463 .46
public interest is‘served even owners to:make profits and the desire of work-
? when individuals ‘Pursue. their  ers to obtain higher wages lead to the produc-
P _own pnvate e::anomn: goals tion of those goods and servicaa consu'me_rs
- " because of * - want most. A market economy relies on compe- . .
' ' tition to assure that if consumer demand goes
A. the aperal'mn nf fampetl-
" tive markets. . . - up; lm:réased autput is supplied at the lowest
" E pnceé that will cover all coats of production and
: B. the social respanﬂblllty of ) T -
- " business leaders. S',tﬂ,l !EE,Y,B a reagan:ap@ pﬁrnrﬁtir Thgs.rt}'?rﬂ;an-’
N " tive markets play a more central rol# than any of
C. careful planning and coordi- AR R
the forces in the other answers.
nation of market activity. . L
- D. individuals who undefstand )
what is in the public inter-
" est. : .
_ %%
. 1320f consumers; are to exercise When consumers know the relative prices of 71.4 63.2 .45
their freedarr) of choice wisely *alternative products, they can determine which '
< in a market: T’Er:ontprny they  combination of purchases will satisfy thél‘l‘l best
must ' " atthe Iowﬂt total cost. .
A. know where and when '
’ products’are produ;fed ' )
B. know the prices of alterna- -
* . five products available.
C. know whéther a product ‘ :
wds produced.by a mono- )
. polist. _ - “
.D. have sufficient income to
permit them ~to purchase
whatever they choose. i
14. Teen Power, a teenage organi-, Since minimum wage laws are desugned to rase ‘ 576 525 .39
* zation, proposed that the mini-- .wages above their market-determined rates, ., ° '-
. mum wage for teens should be ' teen wages would gd up but teen employment
increased. What efféct would would most likely decline. Reduced teen
this increase most likely have = employment may be caused by several factors:
on teen wages and employ- (J) employers may find it cheaper to substitute-
RO rnent mamarkét e&:onomyf’ " rachinery. for some teenage workers; (2) :
. A Wage rates would ga up ,7,7_'7er757.’ mg,y ngriat{nle, t? h_ire éld?f, r_ﬁarg
erienced workers at the higher wage; (3)
and teen émplayment SR , T
ST v me employers of teens may have to curtail
would go up. " Pperations because of the higher wage costs: O
. B. Wage rates would go down_ wperations becau ' nigher wage cosis. -
} and teen employment
' ‘would go up. ~ ., . . J
* C. Wage rates would go up .
and teen employment .
would go down. )
D. Wage rates would go up
“’,' “and teen employment ) > . .
would stay the same. =
Q
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~supply and demand,” if twice
as many heads of-lettuce were
‘grown this year because of
good weather as were grown
- last year

A the supply of letttice would
' stay the same this.year.
" B. the demand for lettuce
would go down this year.

® (. the price of lettuce would

go down this year.
D. the price of lettuce would
..~ Boup this yedr.

16. Th R price of shoes is likely to

A ney machines reducing the
cost of shoe production.

" B. more capital investment by
(.. ..~ producers. :
a "“C 'a decrease in the demand
) frjr shoes.
R D. i decrease in the supply of
shaes. ‘

17. Assume that the demand in-

creasds for bread produced by

- many competitive firms. The
resulting rise in -the price of
‘ breari will usually lead to

~ - A, more being produced.
. B. less being produced.
C. no change in production.
D. elimination of inefficieg
businesses from the mar-
ket.

ERIC o
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in.market supply will in general lower the price
of each unit supplied. The greater the increase
in supply, the greater the fall in price. Bacause

of the fall in price, however, the quantity-
demandeéd should be larger. '
L

This is ancther example of how price is deter-
' ““mined by supply and demand in competitive

markets. A decrease in the supply of shoes with
demand unchanged will tend to raise their price.
The factors referred to in'the other answers
would tend to lower the price of shoes.

A rise in the priée of bread resulting from

increased derﬁsnd in-a campeﬁtivg market wili .-

lc}avas at the higher price and jherafare w1|l try
to meet the increased demand so as to enlarge

their profits. -
-~ .
; 1
§
2O
23 28
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fallaw:ng table. -7 :
e SLatE Tax Table - o .
o Pen:emage; . Tax Amount , .
_ _ Incc}gng R@tg ', Minimum E Maxi_ﬁignl '
v .8 01000 0 L $ 0 $ 0 -
: SIODI -2000 10 . : ' - %100 -$.200 - '
$2001-3000 . 20 . $400 $ 600 2
"$3001-4000 - 30 - $900 $1200 ’
18. The tax in the table above isa  Since the rate of taxation increases as income 50.6 359 .36
- - . L increases, the tax in.,the table is progressive. A .
A. proportional income tax. : g
o e . o prapartltmal income tax is one whose rate
B. progressiveincome 1ax. .
c : remains constant as income changes, and a
C. regress;ve income tax.
- regresswe tax is one whose rate falls ‘as
D. f:xe ncome tax. \
income |ncréases A fixed income tax (|f one
existed) would presumably have a constant .
-amaunt of tax, independent of income. Such a
. tax would be regrasswe :
19. Using the. information in the  As income increases, both the rate of taxation 818 784 .40
table above, we know that as  and the amount of the tax increase, and these ‘
income increases the rate of are the hallmarks of a progressive tax.

) taxatlon

A increases and the amount
of fax increases.

B. increases and the amount
" of tax decreases.

decreases and the amount
of tax increases.

, decreases and the arncxum
of tax decreases.

cé.

m\
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‘ - . With out Coeffi-

. Ecom. Etnn,. ciefnj _

line: “‘COFFEE GRO WERS

. FORM MONOPOLY." How will

21.

mmm%

the new coffee gronopoly

most likely ‘differ from a highly

‘competitive coffee growing in-

dustry? _ _

A. Profits in thé coffee industry
- will now be certain.

B.: The coffee growers will

increase their use of capital

‘goods.

C. The coffee growers will
‘increase output and hire
more workers..

D. There will be less incentive
for the coffee growers to
" be efflfient .

If you saw a newspaper head-
line that read, "ACME WIDGET

- CORPORATION RAISES

PRICES; REST OF WIDGET IN-
DUSTRY: EXPECTED "TO FOL-

. LOW,” you would know that

Acme Widget Corporation was
most likely to be in an industry
with , -

A.. one seller.

B. few sellers. -
C. many sellers. o
D. total regulation.

. The supély of a product

increases at the same time the
demand for it falls. In the
absence of ot.‘?er changes its
price

cannot be determined.

will stay the same.

will rise.

will fall.

LY A —

"Hau—rgad the-following- head-—A—mcnﬁ:ﬁah;ed—mdustry mffars from- E-eampetl-—%ﬂ—BEA—%

tnve one bacause a monopaly (or cartel) gener-

price tﬁ'the product There is thus little or no
‘market |ncéntIVEJQr the members of a monopoly
(or cartel) afrangement to be efficient, Answers
B and C are inappropriate because of the .
restrictions. on output.. Answer A is inappro- ‘
priate because proflts in the coffee industry
dépend upon many factors and the ffxrmatmn of
a monopoly or &artel will not gusrantae high
profits. :

» . , _ -
An industry with comparatively few sellers (but- 30.2 18.6- .24
more than ané) is called an: oligapalistic indus-
frequantly mv’al’v’gs prlcarlea’dershlp by ‘one .
firmzwith the other firms following. Firms in such
an industry cannot assume that their priéaa
getting activities will not influence other firms in
the industry. If Acme raises its prices but the
rest of the indﬁstry'daés nat"failow Acmg will

“be forced to reduca ItS prices to thE level
prevailing in the industry.

. . o
Either an increase in supply or a decrease in 69.7 60.0 .46
demand alone would generally lead to a lower

'ﬁrice in the abserice.of counteracting forces. If

they occur tagethér a lower price 15 bound to

follow. :

P . Lo
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the following information: o o

" Smog in the Cedtral City area is largely caused by automobile.
. exhaust fumes. The smog problem could be virtually eliminated’ if .

approximately. 100 air-purification plants were built in the area. These
plants would simply draw in smog-filled air, remove the smog, .and
- pump the clean air back into the Central City atmosphere. It is
‘ estimated that the cost of operating each plant would be $ 10,000 per.
year. : ’ . - .

23 It.is highly uplikely that private  Since the only possible way to get all the resi: - 49.9 410 .37
% ' business firms would build and ~ dents of an area to pay for removing smog from
operate the plants and sell their - the air. is through taXxation, only a government’
services directly ‘to individual —authority with taxing power is likely to erect
residents of the Central City  air-puritication plants. “*Cleaned up air’’ in this
area because case is a public good, that is, one whose bene-
' fits cannot be restricted to those who pay the
costs of providing it. Such goéds and services
are therefore usually. paid for by some form of
general taxation, for example, clean air, paved
streets, police protection. -

F]

- A. the cost of operating the
* plants would be too great.
B. people gge unlikely to be
willing tﬁa y for smog-free
air. :
it would be less costly for
the government to build
and.operate the plants than
. for private business firms to i
doso. : . .
D. it would probably be im-
possible to provide smog-
free air to those who are
willing to pay for it while :
- withholding it from those ’ . )
who refuse to pay. ) _ o

A

? .
{ '

[

- 24. Suppose that the government A tax on motor fuel—a “user fee' for polluting 547 459 .40
of Central City were to build the air—would have two desirable effects from - - :
‘and operate the air-purification  the standpoint of allocative efficiency: it would:"
plants. From the standpoint of ~make those who are causing the pollution pay:
achieving efficiency in the allo- ’
] “cation of economic resources, the amount of smog somewhat since the tax
- which of the following taxes would raise gasoline prices, thus tending to
should be increased to provide reduce the quantity of gasoline consumed. o
the additional tax revenues o Lo
needed to finance the opera- '
. tion of the air-purification
plants? :

A. Motor vehicle fuel. _ .
B. -General sales.

C. Property.

D." Income.

Q
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B s ;c»my is bought by which of the consumers, business firms, and governments, i
* following three Iarge groups of the three major groups that buy the total output-
spenders? . of the etonomy. The other responses are all o
A. Farmers, laborers, and . only parital ""i‘.'“gg of thfg W ,ﬂ buy. :
i householders. - - .- ;
i .B. Corporations, households, _ i o . o
' and investors. e ' '
C. Investors, speculators, and , &
.manufacturers. _ _ _
‘D. Consumers, business firms, - } _—
and governments. . = ’ - S R
.26. The best single measure of the  The gross national produ::;t is the tatal value of 70.9.556 .47
' total economic output in the all final goods and services producad in a : ey
United States is the ' " nation during a given time period. The other ) '
. . | l o
< - A. -consumer price index. . measures cover only pgrtu:u ar aspacts of .an ) o : N
I i ) . economy's operation. . - . e .
B. gross national product. -
"C. total amount of take-home
o pay-
D. index’ of ‘industrial pro- . ]
duction. '
- - s ) = ! ' =Y
Questions 27, 28, and 29 are based ’
on the following graphs.
‘ = PARKLAND GRAPHS
Unemployment . ) ’ Consumer * Real Gross
Rate (%) Frice Index - Mational Product ~
(Yeur [ = 100) (hillions of dollarg)
10 o . - 200
g . ' 190 '
. 130 180
7 170
. 6 , 120 160
5 - . . 150 — : . . i
4 110 .140 '
3 130
3 100 . 120 ' : 7 ,
1 110
0.1 273 4 5 6 0 1 2 3 4 56 0 1 2 3 4 5 6 , : '
l Year o Year _ Year . ’
27! * Parkland had both rising unem- In years 1-2, unemployment rose but the = 69.3 59.3 .45
ployment and a high rate of Consumer Prite Index (CPI) remained'steady. In
inflation during which pengdf’ yegrs 2-3, Enempl@yment fell, and the CPl rose.
: o | 3- :
A Years 1-2. n years 3-4, tiher uinarrrlplo}vmér!nr Vratﬁew was
B Years 2-3 _.ateady and 'so was the CPl. Only in years 4-5
' C. Years 3-4. :Igd— é;fﬁ unemployment and prices rise simulta _
D. Years 4-5. neousty-
) . - . . §
o 27
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""_"S“—F‘arkl:’,; had
output Hﬂfh a relatively’ low
inflation rate.during which pens

“ad?

S S %A, Years 1-2.
: *'B.Years2-3. - ..
-~ = C. Years 3-4:-.

- D. Years 4-5.

*and the most appropfiate
etary and fiscal policies du ing
. years T 2-’ .

W Al Unempl@ymént is fallmgg a,

budget deflr:lt andf’or easy
B. The eranpmy is in a reces-
sion; a. budget deficit
and/or easy money policy
is needed.
. Inflation continues and ac-
_c:eleratés a budget surplus
and/or tight maoney px:xlnf_y
is needed.
D Unemplaymént is r:smg
while inflation accelerates, a
: budget c;urplus andf’r::r easy
money policy is needed.

30. Which of the following groups
is typically hurt the most by

unexpected inflation?

A. Farmers.
B. Debtors.
< C, Lenders, .
;- D. Manufacturers.

31. The commercial banking sys-
tem creates money when
- banks - : IR

. sell bonds to the public. .

extend loans to the public.

. increase loans to the Fed-
eral Reserve System. .

. purchase bonds from the
Federal Reserve System.

D Aax>
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29. What is the economic situ%tgan .

Ievel alsa mcraased consnderably In years 4 5
output increaded but prices again rose marked-
ly. Dnly in years 3-4 did output increase without

‘a substantial increase in the price level.

In the ‘period covering years 1 and 2, unemploy-
ment increased sharply (from 4 to 7 percent)

~while the CPl remained roughly constant (at a

level of 100) and real output fell by roughly $10
billion (from $150 billion to ‘$140 billion). The
combination of rising unemployment and falling

=r§al GNP ls a typical sign of- an economy in a’

recéssion. Many economists . G@ﬁsdér that a
racessuén is in progress when real output falls
for at least two c:cmsecuhve quarters. The so-
called neo-Keynesian policy stance under such
conditions would call for a bodgetary deficit
and/or an ‘‘easy’ monetary policy. Answer A is
incorrect because unemployment is rising, not
falling; answers C and D are incorrect because
mflatn:m is constant, not accelerating. More-

over, under D, the policy mix of a budget surplus -

and easy money would be self-canceling.

v

Of the groups listed, lenders are typically hurt

‘most by unexpected. inflation since they are

later repaid a fixed sum of money that has less
buying power than it had when the loan was

made. Moreover, lenders may well have made --

the loan at.lower inferest rates than those they
would have charged after an unexpected infla-
tion had taken place.

When banks in,fhe commercial bﬁnking system
loan money to the public, they typically do so by
crediting the ehquiné accounts of the borrow-.

ers. Money is -iterally ‘‘created’ in this
.process. ’ -

32.8 205 .36



-

Q

ERIC

Aruitoxt provided by Eic:

' . . a 7 ) % Correct Dis’
" ' o — i:rim=
: ITEM RATIONALE  With- inatiort
. \ o : . With out Coeffi-.- -

Econ. Econ.

cient

A

]

G
D

";"ta—AE”a—unit'nf'"scctmnt—maneyﬂserves—ag-the—?a—s 55 B—" ~46——==

a deterrﬁinant of capital’

spending and aggregate
supply. .

a unit of account, a me-
dium of exchange, and a
store of value.

ment, consumption, and ag-
gregate demand.

A stablllzmg force, a means

of income redistribution,
and a resource allocator.

.~ The limit of an economy’s real
. output at any ¢ime is set by

A

#

. a determinant of invest--

the quantity and quality of

labor, capital, 'énd natural
resources.

business demand  for fmal
goods and services, -
government regulations
and spending. )

. the -amount of money in

circulation.

. The' F’ederal Reserve "Board

generally tries to increase the
money supply when it wants

to

A

- B.

on

s

hold down the government

debt.

increase the government
debt.

fight unemployment.

. fight inflation.

labor,
sources.
monEy in clrculatlon or govemmént spending

- common denominator in which all prices are

expressed. As a mediumm of axchange. money is

. acceptable as a means of paymeni for the
Ipurﬂhase of virtually any gaqd or service. As: a
. store of value, money on handthat is not spent

on current purchases may be retained’ for

. purchases that might be made in the future.

i

‘While all the items listed may influence the

amount of an economy’s real output at' any

specific Tne, the upper limit is set by the

quantity and quality of its real resources—
capiisl technology, and natural re-
the amount of

‘on output is Sét by the real resources avallable .

for pruduchon

~The Fed-generally tries to increase the money

supply when it wants to fight unémployméﬁi An

* increase in the .money supply ugually leads to
more spendmg (mﬁreased damand) and greater o

prad’uchon whn:h ln turn mcreases emplaymem
More money would tend to pr@duqef inflation
rather than flght againat ‘it, so Enswer D is
wrong. The primary function cf,, fhe Federal

. Reserve System is to regulate the supply of

money in the economy and to maintfain monetary
and credit conditions that are favorable to

‘ siabie econorﬁic _growth at high Erﬁpiéymém

times lndnrec:t!y affect the governmént det}tighls
result- is incidental to its miain purpose..
fore, answers A and B are incorrect.

7
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<

~Fo—~experiénce—e€onomic— Ta-aaanomlmrlnueatmamris th&a;t of- scqmr_u‘BQ,E\_BBJ__.SS -
gmwth a develapmg country|- - ing the tools, equipment, and structures needed
must . | to produce other goods and servnces If invest-
S m
A. increase m{VEslment o ent mcraases a country can usually produce
T more, ‘and more production is the means of
. B. increase consumption. AR ) ST o
o ) T achiaving economic growth. Increased con-
C. use themarket system. - | . .
] T sumption, use of the market system, or use of « .
- . use central economic planq
ning. - central economic planmng are neither néces- - .
= Ch . . 2 sary nor auffu;lant condmons for inducing .
,:( ‘ S | economic growth. .

W

" 36.In a market Ef:onomy high. In a market economy, what businesses can pay 54.9 438 .39.
_wages dependlargelyupon "+ workers depends-primarily upon the contribu- o
* tion the workers.make to the salable output of
the busmess Thus, in a market economy, high

~A. socially responsible business
- leaders. . ;

az:tmns ‘of gaveﬁnment

O

s 1= ] t
h:gh nulputper worker. | - wages are fundamentally due to high output per

worker, although other tactors havé some
influence.

" D. minimum wage Igw;; O

3.? Ifcreasing {be federal budget Inflation results when an eéonomy-experiences 33.1 23.7 32
surplus is more desirable in a more demand for goods and services than it has L '
" period of, , '~ capacity to produce. bnder so-called’
’ k : neo- Keynesnan policy prescnptlans,' an impor-..
- Ltant waﬁ“ta ‘relieve this- condition is ftor the
' ‘government to take’ in more revenues than it
spends. The resulting budget surplus dimin-
ishes the amount of purchasing power in the:
economy and hence reduces the pressures that

lead to mflatlan

A. ‘inflation.
B. depression. &
C. falling prices.

D. mass unemployment.

EIN
Y

2

[
m
ol
[%)
"O‘
=

348 then an economy :;zpérates at A There is likely tobe unemplnymeﬁt of both labor .30

less than full employment. This and machines when individual spending for

is most likely to occur consumeg goods plus business spending for
A. whenever competition is in-  materials and. equipment plus government
tense. spending—that is, "'total spending’'—falls be-
B. when total spending is low the amount needed to buy all the goods and
inadequate. : sbrvices an economy can prad"uce- Such short-
C. when there is excess de- falls are characteristic .of deflation, not infla-
mand inflation. _tion. Scarcity of labor is typical™f a high-
D. when there is & scarcity of employment situation. ’
unskilled labor,

39. If total demand declines rela- A slowing in the rise of total demand implies = 46.6 34.8 .38
tive to the productive Capaflfi’ that the productive capacity of an economy is
of the economy, which of the being used less than before. This in turn implies

following is likely to occur? } a slower growth rate of the nation’s real GNP,
. T I None of the other answars are realistic alterna-
A Inflation. 1 ives.
~ B. Increased employment.
C. Aslowergrowthrate. - v
D. A government budget sur-
- plus.

ERIC s
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L . .8 = *.7 7_7 L m;
ITEM RATIONALE «With- inatien
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40" If, when there is ﬁjll employ- (;lDVETﬂfﬁéﬂt spa‘nrrng wnth‘aut-affg‘éttlrrg— tsr—an 4—25*3—¢5W'=
meiit, the federal government collections narmaﬂy adds to total spending in . :
incteases its spending without . the economy ‘because ﬁgovernmant spending ‘
increasing its tax revenues, ‘rises without a reduction in private spending.
- generally : -~ Thus, when there is full employment- and total .
) : , L output :cannot rise, additional govarnment ’
A. an increase in unemploy- ~_ . IS ‘
spanding, ‘(unless accompanied by matching
ment wzllcjff:ur i o Ly T
. ~higher taxes) will tend to bid up prices for the
B. a serious deprE'SSIClﬂ w:ll .
available gaods and services, i. e., inflation will . .
occur. resyj. _ _ : _
C. the national debt will de- oL T ’ :
crease. . : ‘
‘D. inflation will occur. -
41, Increased taxation is the pre- Inflation implies that there is more money avail-  44.5 30.0 .37 7
ferred method of. financing able than there are goods and services to. .~ " '
. * government spending when ~ spend it on. If the government ‘increases its
taxes, it withdraws funds that otherwise would :
A. the interest rate.is low. PR s :
by and large have been spent in the market- o
. B. corporate proflts are low. . . e
place. Such. an increase in taxes tends to i -
C. the economy is experienc- - ..o R S 7
i flati reduce private purchasing power and allows the
ng inflation. government to engage in public expenditures
D. the economy is experienc- <
without adding to inflationary pressures. .
ing a recession. _ , ,
. Which of the fdllowing four Real income pegeeapita is the best measure of; 41.4 215 47 [
~ statistics is generally accepted economic growth for two reasons. One is that . _f/
as the best measure of the measuring income in real terms .removes the : ' JI
economic growth of a nation?  distorting effects of a changing price level. The . ' !
A. Total émployment. athaﬁrr nsrthat total nnccmaﬁ may be h{gh or low ]
ST A merely because a country has *‘many or few
o B. Index of stock prices.
: - o L . people, e.g., C‘.hms va. Norway Dividing total
C. Money income.per capita.
A real-income by the population. adjuats for such a
D. Real income per capifa. .
: : difference. Py :
For most nations, the reduction Tariffs are often established in order to insulate - . 43.3 29.8 .42

A3
‘. of tariffs would probably
A. force some workers out of
jobs in pratefted indus-
tries.” .
B. lessen job opportunities in
_ export industries..
) C. lower the average level of
living.
D. injure most farmers.

7

Q

ERIC

PAruitex: providea by enic [

a domestic industry from imports brought ih
from countries that can make and sell the prod-
uct more cheaply. The reduction of such tariffs
would: probably faﬂ)e some workers in -the
protected industriedfbut of their jobs.

31
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" A. corporations do not pay

45.

46.
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One advantage of the corpo-

" rate form of business organiza-

tion is that

taxes.
B.. stockholders make Iarger
profits.

"C. stockholders- have limited

Liability.

" D. corporations are larger than'

other forms of business.

A national system of free medi-
cal care for the aged poor is
established. The system is paid
for by ah inerease in the

incorne tax. Thésg afﬁans pro-

m,:prk agalnst another. 5pec:f1=
cally, these actions are likely to

A. reduce security but pro-

‘mote efficiency.

B. reduce equity but promote
efficiency.
C. reduCE stablllty but pro-

redm:e freedam but pn:r
mate equity.

Labor unions in the United

States have
A. strengthened the. bargain-
ing pas:lmn of unionized
workers in relation to their
employers. |
B. greatly increased the wages
of unionsworkers compared
to non-union workers. -
organized a majority of the
'American labor force.

0y

D. increased competition in

the labor market.

-~

Stockholders in a corpofﬁ:on cannot be sued

or held liable for more than me worth of their
awnershlp in the*curporatmn Any other assets
they may hold are exempt from such suits or
claims. Hence, corporation st_oc;kholdérs are
said to have ‘‘limited liability.”’ Its existence
helps to increase capital formation since inves-

tor risk is reduced. ; @

| .
This question involves a t" ade-off between free-
dom and equity, two economic goals of the
United Ststes Economic freedcm is reduced by
the increase in.the mcama tax. . Since all-
taxpayers are taxed more in order to help the
aged poor, the taxpayeré economic freedom is’
curtailed hecause they| no ‘longer have the
taxéd dollars to spend or save as they wish Qn

hon Qf mccme gnd/or welfara) is prcmpted\
because t]\g aged poor are given access to
medical care that they could not otherwise-

-, obtain in the quantites they desire. Whether or

not such a system is ‘‘desirable’ is not in.
question here..One must be able to identify.
which economlc‘. goals are in confllct ‘in the
given situation.

When workers organize info Iébar unions, their"

stre;ﬁgth in: bargaining -with employera overy
WEQFS and working conditions generally in-
credses. There is some evidence that answer B
.is also partlally cc)rract but the dlfferencas
general EGDI‘IBI‘HIG health of the mdustry
involved. In any event, this effect is less perva-
sive than that indicated by option A. Answer C
is wrong- because less than one- quarter of
Amerlcan wage earngrs are unionized. Answer
D is wrong because 'unionization
competition among worh‘.ers in a gwen labor

. market

32 .
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1. Every. economic system must The economic wants of any society are virtually ~ 62.1 34.8 41
make choices. Which of the limitless. Insthis light, all resources are scarce .
fallc:wmg choices do all eco- and every economic system must choose how
“‘nomic systems face? ' to make the most. efficient use of its scarce
~ L A ¥o balance the goverﬁ=' ' resources to p;gdgc;g ?I);osérgaa_dsj and services-
: it desires or needs the most. ‘
o ment’s budget by Fedu::mg , o e .
. spending. .
; B. To save money and thus ,
! reduce the national debt. , 7
C. To dispense with the pro- S ’
duction of luxuries. : S
D. Ta. make the best use of ;f;f
_scarce resources. - . < ) # .
2. When a nation’s hurman and WHhen a nation’'s human and material resources 525 426 " .28
‘material resources -are being are being fully and efficiently used, in order to !
fully and efficiently used more produce more of any one product some
afany one product” resources must be shifted away from the pro- :
" A, cannot be produced. duction of ancﬁthér pfgduct_,’Thi_s illljj’stra’té:ff.rthé i
B. can be produced only i prgb!eT .c:f_ EG???{“rlzlﬂgi always faced \fvhen.
. resources are limited.
. there is a general-decrease - _
. C . n prices. £
. C. cam be produced anly lf &
o there is less production of T ot : . e
« . some otherproducts. A - wl ' Lo
. D, cannot be produced unless | '
- private enterprise rather . ‘
. than government does s0. . .
B 2 Newspapér-— he_adline: The oppdrtunity costs ‘of the decision to vote 43.2 382 .34

S0t weSCHOOL REFERENDUM DE-
FEATED.” in many recent votes

j on school budgets, citizens
have defeated s::hgol tax < pro-

_ ellmlnaté extrac'umcular acnw—
B tlesqbecause of a-lack of funds.
 What, if any, are the opportu-
- .. nity costs of such decisions?

A Whatéver benef:ts there
might have béen iram the.

‘Since. less money will <be
spent there are no appartu— ‘
nity -costs.

. The costs of what taxpa yers

: will now buy with. whar

Bt they saved. ‘
‘ D. The agpportunity-+o use

school facilities fully.
o ‘ CoL

EMC o ¢ - - ;’.

[AFo e rovded o v . P

im_

extracurricular activities. .

down the school refarengﬂum are fhe benefits
students and perhaps otﬁ‘ars will f@rgc from the
ellmlnatmn of extracurricular activities:, The
taxpayers’ presumably place a greater val‘_ue on

“using for their own purposes the money that - °
they would otherwise have paid in school taxes

to support the extracurncular activities. .




" E R % Correct. Dis-
- : R . ——— = im=-
- ITEM ‘ RATIONALE ~ With- ination
- S : With out Coeffi-
ks ; (.. - ' : Econ. Econ. cient -
4. Of the following, the princ:}jie "The prmclpla of dlmmlshmg Teturns states that - ,-ESE 152 35

of diminishing returns IS best
lllustratéd b y

"A. any. déf.‘llné in the average E

rate of profit.

B,
;s‘*;g come as workers age.
E ®
: “of business by large firms.
_ D. a slowing rate. of increase
increasing . amounts of fer-
~ tilizer to their land.
1] . ) B
5. The best definition of profitis
A, tc:xtal assets rmnus total liabil-
jties. '
‘B. total revenues minus total
. cosls.
* Cr total sales minus all taxes.
'D. total salés minus wa,ges,

E Most of the monéy thgf Ameri
- edn busmesses receive by sell-

o ing the:r prodycts or services Js.

7. ISpEClébfétiﬂﬁ and dlws:on of
labor by natiofs followed by
. ipc’reasmg -international }trade
probably ‘wauld

. A. mc*rease tﬂital world pro-

-, % \dictien of wanted goods
. -and senfn:es.

B. ehmnate d:fferem:es n

" stand: s of living among
nal‘/@ns i

C. ‘/ncrease thé Ilkellhcn:»d of

- worldwide uri amployment.
. D Jower living-standards in the
S wealﬂ‘,iy nations. .

ERI

[Aruitox: provided by eric [RENSRNE] A v

the decline in personal in-

~. small firms b@Mg driven out ..

"-in. outpuf as farmers add

a market ecﬂnarﬁy

asJtniore of any cme resource is added to a tixed .

‘amount of other resources, after some point the

increase in total autput will become . less and

_ Iess Answgr D is a clear case ot this p?ongss

Profit is what is left over after all- costs of pro-

ductlon (tDtaI GDStS) are subtractéd frcm t@t§§ s

umts sold)""fﬁmfnt is the fundamen;ﬁi mcentwe""'

for firmsg or indwlduals to éngagé inbusiness in

US busmaeses PEYF‘ ouj DTI average about
three-fourths of all revenues received in the
form of wages and ’SE|§FIES The other fsx‘:tor

tislly smaller For |n5tanca in the dacsde from f

1968 to 1§77‘ ,employéa compensahon ilég.'

c:f national mccm_,.
2.0%; net |nter§st; .5%; corporate proﬂts
before taxes, 9.20. The yemainder, 7.5%, was -
“income of un;n;arparatéd Enterprlses a
large, partlan of whu:h ig. the equlvalent of

-wages. o, s

¢

pl
The case for Epeclaﬁ:atmn snd division of labor
among nations is substantlauy the same as
within nations—that it wﬂHEad each. efnferprlse
to produce those things at:which it is "rel‘anvely
most efficient. The resuit is that the world's
total
increases. While differences in the standards—
or Ievels—of living between nations might in the
long run be reduced, there is little likelifood of

‘their being - ellmmatéd Naither Qf the other
‘answers is plausmlie

production of goods and services®-

. 45.4 412

'.t-

68.5 62.5

33
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S Thé specfallzatlgn of Iabgr re- Speclahzatlnnaf I’éb@rﬂmﬁééﬂ'érthéﬁt '\i’rérri!iélr‘é‘iﬂ a 454402 a4
) sqltsm - : v . u;artam mdustry or’ a given I@gatuon tend to - N
FIP S r ducé nl t o rnducts that \thé can .
}' ~A. increased price @flsﬁc’nn pro on. h Bg P v :
*. ' B less output’“per. hour .
. wcrrk?d ) Qe
- C. more ecanqmm‘ mterdef tenﬂ h:a mcreasg t dEnbetwaen regmns or '
s 7 pendehfe. i ,
. . : *natmus Eﬁd promot, q ‘Eter acongmic :ntsrde=
. . D. more: equal dlstnbutlan of AT oL A . o=
R pendence : s
CL mc:c:me i _
c 9 Within’ a tﬁarkét e:fcjhémyl a Bcnh states j in, ,becausa bc:th statas banefnt 40.6 30, 9
. -northern state produces a_ fram specnahi ition and exchange* The fat:t that )
) great quam‘lty of t:heeﬁ a *, more than one exchange: of ¢heese for' @rénges
’scnuthern( state grows ‘thany. takes place rules out all Dther ans ',ars fur ifa =
“ oranges. ‘If .exchanges of :: state did not benefit thara would be. ‘incentive - ‘ s e

cheese and oranges take plaf:e? for |t to pa\mcmate in sddm@nal emhanges e
) "-l_igetween‘ these states v , : . T

A. both states lose. ( el _ e - el
_B. both states gain.. I Co o o
. C. one state' gains at the =~ . e S e
' expense of the other. L : '
D. one fapﬁot determine gains ; | ~ - ! .
~ or Josses fromh the glwsn' i . o
' _,:ﬂ{érmatlan S R T s o : .
1 . L \ \»!‘1 N T ’ . 3 . . -
10, 'Whlt'h taius Ilkely t::: altermr::st \l ‘specific extise tax (a tax on a particular 43.415}8,4 43 .
- . the" pattern of ‘consumer prﬂduct) is most hkely to alter the pattern of . N a—_
. choice arno, 18 vartc::yg prod- ¢g sumer chmces among various prnductm o
L ucts? - P "This is be::au,sa éxtise taxes raise the prices of : o
A Ageneralsales fax i gama prcdqcts ralatwe to others and theréby . RN

ant ?rn shift consumer spending away from the

‘highgr- pnced products. The other taxes Ifsted
are gpread mare evenly aver proﬂucts chr 3|mply ,, o
reduce the level o ’
 the r:alatwe attraisﬁ

B.- A pers nal lm:ome tax.

ny f%i"'"ﬁ.\ -
' y be dessr‘ibed'\ss a?

67.4 57.8 ;.42

a - . » v ’ .
buy.it éfnc:?ti : _ . ‘ l '
efriment orders " to - . :
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Ao 72 Inmally the price system. in'a  Product shortages canfot’be ended: instantly 51.2 46.6 .29
T '-rﬁarket ec‘t:mt:!my reacts' to a inder any type of ecahamicéystém In a market
L shartage of a product by ?Ecc&nnmy. the‘immediate Effact of a shortageis -~
, ' o A. raising the price and pro- “to raise the pnce of the pmdue:.t in short supp‘iy. ’
vtaos T : duce;g mmfr ce and pro- . thereby incredsing praducer profits and making
8. lower:g the price and r- an increase in ‘produc’tiun “attractive. In the
ducer fofltsp . p longer run, product prices and producer prices
C. raisin ’F:*hé rice, but lower- should both decline-as added production raises
o mg ﬁfoaﬁfgfpn;ﬁts T the supply through the pressure of compatmon
D. lowering the price, but in-
creasing producer profits. '
I - "
_ Per Cent 30
of B s .
Income 20
10 i 1
] . - ‘
. ' Poorest ' - Richest
b 20% , 20%
13. Using the chart above, the The henght of the gmallesi bar represents the 861‘9 86.0 39
. poorest 20% of the U.5. popy-  share of'total income received by the poorest MR

lation received about what
percentage of .the nation’s

_ income? o
e‘A 4 r)
“B. 20%.
C 15%
. D. 5%
I}
O .

EMC\-‘

Aruitoxt provided by Eic:

;EQ% of ﬂcie p@pulahgn That bar mdnc:ates tﬁai

abdut 5% of income. . .

LB
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ITEM C RATIONALE With- ination |
: ~ With out Coefii-
/ Econ. Econ. cient -
14. You read the fol/:::wmg head- A monopolized industry differs from a campéti¥5 337 231 43
line: C)R‘ANCE GROWERS tive one because a monopoly (or cartel) gener- '
FORM MONOPOLY.” How will  ally places production or marketing limits on
the new orange monopoly each member and also imposes a minimum
. most likely differ from a highly  price on the product. There is thus little or no
competitive orapge growing marketincentive for the members of a monopoly
industry? (or cartel) arrangement to be efficient. Answers
" A Profits in the orange indus- B and C are inappraprrlate rbecal.xlseg of rthe N
o = restru:hcjﬁs on output. Answer A is inappro-
try will now be certain.
o T -~ - priate because profits in the orange industry
B. The orange growers will
. N S depend upon many factors and the formation of
increase their use of capital - R , o :
5t‘md€ ! a monopoly or cartel will not guarantee high y
ofits. .
C. The orange monopoly mll profis " j
hire more workers and 5
increase output. ’
D. There will be less incentive
for the orange monopoly .
to be efficient.
15. A rise in the price of which Many people use margarine instead of butter. If 809 760 .50
) product would be likely to margarine becomes more expensivé, some '
" increase the demand for but- users will shift to butter. Thus, the demand for
ter? butter will go up. A rise in thé price of butter or-
‘ xi;d Marearine " of bread will tend to reduce the buying of those
‘E E‘ut?gr U items. The demand for butter is unlikely to be
. C &heese i:nrf:is;gEd much by c¢hanges in the price of
b D. Bread. - .
E~: PN * a
16. If U.S. farm output remains the Bad, wé*’é'i‘her:!jh Europe and the Soviet Union for ~ §8.2 53.7 32!
same how will several years of . varaf‘yéars would have an adverse impact on :
bad weather in Europe and the ::mp productnan in those ragnons To make up )
. Soviet Union affect American  for sh*rtfalls in their domestic production,
food prices? Europé-and the Soviet Union would be likely to
A. Raise them. import considerably more food or grains than
usual, thus causing market prices in the world .
B. Decrease them.
(and U.S.) grain markets to rise. Therefore,
C. Make no fhangfe food prices in the United States will go u
D. Cannot be determined. i prices in ti EEE s will g p as
v well.
As more SEWage processing  If the total supply of fertilizer is increased, the 754 759 .46

17,
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plants are built and put into
operation, more fertilizer may

"be produced as a by-product.

If -that happens, fertilizer will
be

increasingly scarce.
more expensive.
less expensive.

. wanted less.

Dom >

price of fartilizer will fall, other things remaining
the same.
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~ 18. If the government were to levy  The tax of $1 per pair of pants would have the 71.3 67.8 .41
- a tax of one doflar on every . same effect (to (he consumer) as an increase of
pair of pants sold, which of the  $1 per pair in the cost, or supply price, of pants.
following would most likely The resulting higher price of a pair of pants
Fésult? "would induce some consumers to-reduce their
A .Suppllers would sell more puftil;ssas of Ear;‘ts Thus consumers in general . )
and charge a higher price. would pay a hig erErn:e for F:anfsi and some .-
B. Consumers would pay a consumers. w@gld aither ‘érnturely( ft:rg;x t;h,_e )
pay o f oairs
R R S . purchase of pants or reduce’'the number of pairs
higher price for panis and N x
S i e e they buy.
probably buy a smaller .
quantity.
. C. Consumers would pay a
higher price and as a result
suppliers would make larger
profits,
¥ D. Suppliers. would increase
the quantity sold in order to
o make up for the taxes paid
to the government.

19 Business '}';t{ms‘wish to sell their A market economy relies on competition among 77.6 69.0 .46
products at high prices. House-  business firms to assure that consumers get the ‘
holds wish to buy braducl‘s at products they want at the lowest prices that will
low prices. In a market econ- allow businesses to cover costs and obtain a.
omy this conflict of interests reasonable profit. In this way, a competitive
A. is resolved by fampezitive market rgconamyracts F@ bglsnce the interests

. of consumers and producers.
. markets. . , :
¥B_is resolved by government
ntervention.
C. isxesolved in favor of busi-
_ ness~since all household
héaﬁs’ are members of :
flrms
D. f:loes m;:t exist; there is really
+'mo conflict of interest be-
s tween households and
CC e firms.
! 20. Ass’qming th.at the suppl'y' afs When demand increases, i.e., is higher than 752 693 44

the demand f@l_‘ it increases, its
‘price will normally
A A. fall.
' B. rise.
C. stay the same.
D. either rise or fall.

ERICs BN
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before at any given price, and supply remains
the same, there will normally be pressure for
the price torise.

473
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21. “Americans are- a mixed-up
people. Everyone. knows that
. " baseball is far less necessary
' than food and steel. Yet they
pay ball players a lot more than
farmers and steelworkers.”

Why?

%

A. The employers of the ball
players are monopolists.

B. Ball players are really enter-
tainers rather than produc-
ers.

C. There are fewer profes-
sional ball players than
farmers or steelworkers.

D. Good ball players are
scarce compared to the
demand for their services.

i f

Questions 22 and 23 are based on -

the following news story:
2

Salaries or wages earned by most individuals
depend basically on the demand for their
services relative to the supply of such services.
Since excellent baseball players are very
scarce relative to the strong demand for their
sarvices from major league clubs, the salary
they receive is higher than that received by
most other dndividuals. The other answers may
all be true, but answer D provides the mosj
fundamental explanation. '

“ANOTHER SHIP WRECKED — For the fourth time in six years,"Rocky
Point claims more victims. Millions of dollars in ships and cargo lost.
Ships headirig into the nearby port must come dangerously close to this
well known hazard. Citizens are concerned that no lighthouseprotects

shipping into our port.”"-
22. Private businesses are not likely
. to build a lighthouse because

A. the - cost of building the

" lighthouse is too high.

B. the risk of loss to shipown-

"ers is eliminated by insur-
ance. :

. a private business would
have great difficulty col-
lecting fees from shipown-
ers. N

D. it would cost more for a

private firm to build the
lighthouse than for the gov-
ernment to do so.

o

Ly
T

O
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The lighthouse is a classic case of a public
good, i.e., a good not subject to the exclusion
principle. In other words, beneficiaries of the
lighthouse (ships at sea) cannot be excluded
from-consumption of the benefits of the light-
house if they refuse to pay for those benefits.
Therefore, a private business is unlikely to build
a lighthouse because it would have great diffi-
culty in identifying the consumers of its services
and collecting fees from them.

39
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23. Suppose that the state decides A docking tax on all ships using the seaport 599 595 .33
to build and-operate a light- near the lighthouse would be the *‘fairest’’ way
house to prevent shipwrecks. for the state to pay for the project because
What would be the fairest way  such a tax would be closest to’a *‘user fee’’ for
to pay for the project? the services of the lighthouse. The options in

. A. An income tax on all ship- ;he other answers would tax maﬁyrnénugersgf

o o g the lighthouse services and would therefore be
owners. o

B. A docking tax on all ships unfa'r; 3
using the seaport. /

C. A general sales tax on all )
goods sold in the state.

D. A general sales tax on all ;

" goods sold in the seaport. |

24. Unexpected inflation is most Unexpected inflation benefits people who owe 45.0 300 .44
likely to benefit money because after inflation they pay back
A. persons living on fixed pen- less in terms of real purchasing power for the

sgibns. e i :esmount ;hey have bgrrgwgdi fhg tl?rea groups
B. life insurance policyholders. in the other answers lose from inflation.
C. savings bank depositors.
D. people who owe money.

25. Gross National Product is a Gross national product is a measure of the 614 597 .39
measure of value of a nation's total/ output of final goods :
A. the price level of goods and’ andﬂsefvicesr 'n tfefr,m?, °f iheir market priécgisi ‘

" services sold. - Aﬁnéwersia and D cover only part of the nation’s
i . total output.
B. that part of production
which is used. by the gov-
ernment. e
C. the market value of a
nation’s oulput of final )
goods and services. )
D. the quantity of goods and
services produced by pri- ]
vate businesses,

26. When comparing Gross Na- Assume that GNP remains the same'in terms of 58.4 51.5 .27
‘tional “Product over several the actual quantity of goods and services
years, it is necessary to adjust produced from one year to the next. If the price
for level has gona up, GNP will rise in dollar terms;

L o, if the price level has gone down, GNP will fall in
A changesm f'?‘{hff":i";’%’y' dollar terms. That is why, when comparing GNP
B. changes in the price level, p g
- L . for different years, it is necessary to6 dliminate
c ﬁ:f;ua quality improve- the effect of (adjust for) any changes in prices. 7
D. new products that enhance B

our wealth. ‘

[ # N
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: B
27. The commercial banking sys-
tem creates money when
A. business firms extend credit
to customers.
individuals deposit currency
in banks. '
the nation’s gold holdings
increase. T
banks make loans and in-
vestments,

jen]

\p )

(?Qestic::ns 28, 29, and 30 are based
on the following graphs.

Real Gross
National Product
¢+ (billions of dollars)

240

220

28. The rate of inflation was
greatest during which period?

A. Years 1-2

B. Years 2-3. -

T C. Years 3-4.
D. Years 4-5.

29. During what period was Econ-
oland in a recession?
A. Years 1-2.
B. Years 2-3.
C~ Years 3-4.
D. Years 4-5.,

When banks in the commercial banking system

loan money to the public, they typically do so by

" erediting the chegking accounts of the borrow-

ers. Money is literally ‘‘created’ in this
process. '

ECONOLAND GRAPHS

Consumer

Price Index - 7 7 .
* {Year | = 400) Unemployment
o Rate (%)

1
10

RV R = N e

&
Kok it A

= —

¥ear

In years 1-2, the Consumer Price Index (GPl)—

a measure of the rate of inflation—rose from

“100 to 110, a 10% increase. In the other three

periods meftioned, the CPI rose by only 2-3%.
Thus, the rate of inflation was greatest during
years 1-2.

In years 1-2, real GNP rose and the unemploy-
ment rate fell; the same combination of events
occurred ‘in years 3-4, In years 4-5, real GNP

_rose moderately while the unemployment rate

held contant at 3%. Only during years 2-3 was
there a decline in real GNP and a sharp rise in
the rate of unemployment, both indicators of a
recession. S ; &

3
1
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653 526

{

37.2 289

53.1 453

.34

.45
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.30. What is the deonomic situation . During years 5-6, the total of real GNP rose 44.7 35.1 39
and the most appropriate mon- moderately (from about 227 to 231), the unem- i
etary and fiscal policy during ployment rate was stable (and low) at 3%, and
years 5-67 the CPI rose sharply (from about 117 to 125, or

s 1t . . . about 6.8%). This combination suggests an
A. It is a period of inflation; a  _ " ; ) ' ‘on stad N
. o I inflationary situation. Under so-called neo-
budget surplus and/or tight A i o aim .. ,
- L he e o Keynesian policy.prescriptions, a budget sur-
# money policy is needed. plus and/or tight monetary policy is called for
B. It is a period of recession; a plas € 9 ry poticy | T
budget surplus and-or easy
money policy is needed.
C. It is a period of recession; a
budget deficit and/or easy
money policy is needed.
D. It is a period of inflation, a ‘
budget deficit and/or easy
money policy is nee@ed

31. Which of the following makes Checking accounts—or ‘“demand deposifs” in 387 20.1 36
up the major portion of the bankers’ language—make up the major portion ’
money -supply in the United ofthe U.S. money supply, narrowly defined. The
States? remainder consists of currency and coin in the

. A hands of the public. For example, in January
A, Federal Reserve notes. , ) LT ) T
. L - 1979, demand deposits accounted for 75% of
B. National bank notes. the narrowly definad money supply
C. Currency and coips. T T T T s e
D. Checking accounts.
32. A government budget deficit A government budget deficit is defined as an 535 44.3 .57
exists - excess of government expenditures over tax
o . T receipts for the period concerned—usually
A. whenever taxes are re- . S . A ek
duced eithér a single quarter or a year. A budget .
. . surplus is just the opposite: an excess of t )
B. whenever the national debt ~°o P US IS "f"t - EPP',"'Q' an excess of tax
R receipts over government expenditures.
Is decreasing. ,
C. whenever government ex-
penditures are increased. .
D. when total government
spending exceeds reve- '33
nues.

33% The maximum gross national A nation’s maximum GNP in any given yearisset 346 336 .28
product a nation can produce by its total productive resources. The amount of
in any one year is set by money people have to spend does not neces- -

o o sarily set a maximum on the nation’s GNP
A. its natural resources. Lo e .
B Pee s odor st o o because the quantity of money can be readily
B. its productive resources. L .o i pa o i
;o . . i increased, or its velocity (turnover) ¢an rige, or
C. the amount of money .~ ~ 7 )
. . PR ’ prices can go down.
people have to spend.
D. demand for goods and ser-
vices by families. )
Qo o _ . 42
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7. 34. Which one of the following Since consumers spend most of the after-tax 66.7 58.7 .56
would usually reduce con- .income they receive, a decline in consumer ° -
sumer spending? income will almost certainly reduce consumer

spending. The other evenis listed would tend to

A. A decline in consumer in-
increase cpnsumer spending, other things

comes.

-B. A reduction in personal remaining the same. @ ‘
income tayrates. B R
C. An expectation that prices Y ,
will soon rise. A
D. Increased government pay-
ments to individuals. )
35. When .commercial banks in- When commercial banks make loans to busi- 515 355 .51
crease their loans to businesses nesges or.consumers, these funds are in the
) and r:c;msumers the result is form of demand deposits at banks, i.e., chack-

ing accounts credited to the borrowers. The )
A a decrease in the ,spending S ] B T - S

money supply therefore increases—see ration- :
power of ‘consumers and

.-’sla for quesiifpn 31 (We of caurse spend bank
- businesses.

E an increase in gcxvernmentf_{ i .

control over the economy.. . - - .

; C. an increase in the banks e 'y - '
_ EXCess reserves.

D. an increase in the nation’s’

money supply.

)

36. In a market economy high”. In a markat ecanarﬁy. what busmesses can pay 51.1 424 32 -
wages depend largely upon = w Y
A, minimum wage laws. '1 . tio Fite workers make to the salable output of
o} 3 e theubusmess Thus, in a market economy, high

B. actiohs of governmen( M

ag d i t
C. high output per Qrker Kgag _are fun amentally due ohlgh outpu par
" D. socially rex;pgfns& gusm 25

leaders. e 3’@ ;

pru:es of the goods and services a person  56.8 49.4 47 .
e more than the increase.in that '
, 5 ‘income, that individual's purchasing
6. D! QW§F .6, 'the ability to buy a given quantity of
[ Hsm.:l ggarwces has declined. In other

e

37 If your annual mg:neyfi'
' he f‘b'uys

rises 50% while prf
things you buy rise’ by
then your R

rnoney income has
real income has fallé
real income has risen

)

a

oA=>
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One of the reasons a govern-
ment might reduce taxes is to

A. slow down the rate of infla-

tion.

B. slow down the rapid rise in
interest rates.

C. increase consumer spend-
ing and stimulate the econ-
omy.

D. help finance space explora-
tion and trips to the moon.

When the economy begins a
rapid downturn, the part of
total spending that changes by
the largest percent is

A. business spending -on fac-

tories, machinery, and in-
ventories..

B. state and local government
spending on all activities.

C. spending by families on
consumer goods and ser-
vices. o

D. business spending on wages
and salaries.

If from time to time total:

spending falls short of produc-
tive capacity, the rate of

. growth of the economy over a

ong period will be

higher because production

will be copcentrated on

‘necessary goods rather

than luxuries.

lower because:of a heavier

reliance on the raw materi-

als of foreign countries.

C. higher because inefficient
plants, equipment, and la-
bor np longer~need be
employed. :

D. lower because some pro-
ductive resources will not
be fully employed.

If the government reduces taxes, taxpayers are
left with more._disposable income to spend or
save. Since consumers are likely to spand most
of each new dollar in disposable income, an

Business spending on factorigs, machinery, and
inventories (i.e., investment spending) fluc-
tuates widely in booms and /rEGEESiOﬁS. espe-
cially compared to the spending indicated in the
other answers. Government spending also
varies widely at times, but has not usually
declined qmarkedly in regessions. Although
family spending on consumer goods and
services and business spending on wages and

‘salaries are sometimes.curtailed in recession-

ary times, they do not fluctuate as greatly as
business investment spending. :

If total épending (effective demand) falls short
output of a fully

of buying the potential
employed economy, the rate of growth will be
slower because the existence of unused pro-
ductive capacity will inhibit investment in new
productive capacity,over the years.

44 49

69.1 58.8 .52

270 205 .25

1

45.4 356 49
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Rapidly grgwiﬁg economies al-
ways have
A. aslow rate of inflation.

B. a high rate of investment.
C. a loW"rate of population

growth.
D. a rapid rate of population
growth. )

=

Which of the fLZIIcpwiﬁg state-

ments about tariffs is true?

A. Tariffs decrease employ-

ment in demestic industries

whose products they pro-
tect.

Tariffs benefit some groups

at the expense of the

national level of living.

. Tariffs increase the market
for our exports by reducing
our imports.

. Tariffs encourage the
growth of our most effi-
cient industries.

0

]

. The right to join a union and

elect representatives to nego-
tiate with the employer is re-
ferred to as

A. aclosed shop.

the seniority systern.
collective bargaining.
right to work legislation.

on®

f:f

A high rate of investment (defined as the accu-
mulation of more machinery, industrial plants,
equipment, and the like) characterizes all
rapidly growing economies. The conditions indi-
cated by the other answers have frequently
been true of both fast- and slow-growing econo-
mies.

Tariffs. protect domestic industries that might

otherwise be elimiftated or reduced in size by

engaged in such protected industries benefit

from the tariff, but the national level of living

suffers because all consumers must pay higher

prices for the goods produced by the protected
industry. Tariffs may increase employment in

‘domestic indusiries whose products they

yorts by reducing imports because other
nations gain less+foreign exchange with which
to buy expeorts. The most efficient.domestic
industries will tend to grow with or without tariff
protection,

P ,,,as’?#g%, _ A
Collective bargdaining means that workers have
the right to join a union and elect representa-
tives to negotiate with their employer about
wages, fringe benefits, and the conditions of
work for themselves as well as for nonunion

that all workers of a given employer or industry

are required to join:the union. The ‘“seniority
system’ means ‘that worker rights to, e.g.,

promotion or vacation, are directly tied to
length of employment
membership, and that if employees are laid off,
those with the most seniority are laid off last
and are rehired first. “‘Right to work’' legislation
consists of state laws that mandate the oppo-

to join the union of a given industry or employer.

Y,

or duration of union

523 46.0 .39

286 26.8 .17
52.9 503 .40
&
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. 44 Common stcu:ks limited liabili- _F’ropnetorshnps partnershlps and aartelsgaﬁs 64.0 53.2
ty, and unlimited life are char- not issue common stock. Proprietorships and
acteristic of\.” partnershlﬁs do not have limited liability, and

' cartels only Mave limited liability'in the sense S e

that the corporations of which the cartels may ;

consist haye limited liability. Proprietorships

and partnerships have limited lives in practice.

Al proprietorships.
B. corporations.
. C. partnerships.

. cartels.
D. ¢ ".’-E ¢ Only corporations possess the three character-
. : istics mentioned in the-question. . . .
e\ o : i
45. Those who believe thatpeaple In ‘general, a progressive income tax levies: 606 51.1 .50
should be taxed according to  higher tax rates, the higher a a taxpayer's : _
their ability to pay‘would be income. Such a form of taxation is closest to : e
most likely to favor ~ levying a tax according to ability to pay, partic- _—
. . %l '
A an excise tax. , : ularly compared to the alternative snsw§rs
" B. ageneral sales tax. ;’ :

C. aprogressive income tax.”
D. a residential property tax.

46. A national -program- of free This questioninvolves a trade-off between free- 26:5 240 25
housing for the aged poor is dom and equity, two economic goals of the ’
established. The program is  United States. Economic freedom is reduced by
pald for by an increase in the the increase in the income tax. Since all
income tax. These actions pro- taxpayers are taxed more in order to help the

mote one economic goal, but aged poor, the taxpayers' economic freedom is
work against another. Specifi- curtailed because they no longer have - the
cally, these actions are likely to  taxed dollars to spend or save as they wish. On
the other hand, equity (a.more equal distribu-
tion of income and/or welfare) is promoted
because the aged poor are given access to’

A. reduce 'freedom but pro-.
mote equily.

B rig;iiqutk but promote housing that they could not otherwise obtain in
elficiel Y. the quantities they desire. Whether or not such
C. reduce stability but pro- U b
mote rowth a system is "desirable” is not in question here.
''''' 8 . What is sougfl§ is the ability to identity which
D. reduce security but pro- 4 o
i e : ! economic goals are in conflict in a given situa-
mote efficiency. o
ER tion. 3
! .
O oo
Q ’ 46 ®
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