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Foreword

The Master Curriculum Guide was published to be used as a tool for curriculum
developmentit is not a curriculum per se. It is designed as a resource document
for school systems engaged in K-12 economic education curriculum development.
Part I provides a framework for teaching economic ideas and Part II provides
detailed classroom lessons illustrating useful ways in which these ideas can be
taught at different levels of difficulty. Thus, the Master Curriculum Guide indi-

cates what economic ideas can be taught, where they can be taught, and how they

can be taught.
It was decided to slice the school years into three segments: primary, inter-

mediate, and secondary-4ith the secondary packets oriented toward subject

fields. Curriculum committees were established for these segments. Teachers
must decide the appropriate grade for each lesson based upon the capacity of their

students. Those teaching in "middle schools" will want to examine both the
intermediate-level package and the various secondary packages.

By judiciously selecting lessons from the volumes of teaching strategies,
teachers can systematically upgrade the quantity and quality of economics instruc-

tion in their existing courses. Each lesson is self-contained and ready for teaching,
but good teachers who have had economic education training can readily modify

the activity to fit their special classroom needs. The lessons are concept-based

rather than unit or theme-oriented. Once teachers have mastered the instructional
activity, placement within existing courses or inclusion as supplements to text
units will rapidly follow. Sample materials for classroom use (e.g., pictures, cards,

games, etc.) may be reproduced at the teacher's diseretion.
Most of the curriculum strategies published in this volume have not been

classroom-tested. For this reason, we see the present edition as a working docu-
ment that will be improved on the basis of responses from users throughout the

country. The Instructional Activity Evaluation Form (shown on pages 9-10) or

modified versions of it, may be used by supervisors to obtain feedback from

teachers. We urge teachers to send copies of such evaluations to the Joint Council.

This will enable us to obtain insights for future revisions. Furthermore, since we

view these collections of concept-oriented curriculum Activities as starting points,
teachers are urged to submit their own activities dealing with concepts selected
from Part I, the Framework, Those teachers wishing to submit activities should
use a format that includes the essential elements of the format outlined on page 11.

This guide was developed to encourage writers to provide immediately teachable
lessons. If the Joint Council receives a sufficient number of activities that have
been classroom-tested, it will be well on its way toward supplying multiple vol-
umes of conceptually oriented lessons at various grade levels. In fact, it would
have a growing "curriculum activities bank" which, when published, would pro-
Nide teachers with ,a rich source of classroom-tested lessons designed to teach
various components of the economics framework.

The Master Curriculum Guide Project, like all complex undertakings, is the

product of many people whose contributions must remain unacknowledged,
because it is nearly impossible to assign authorship to ideas that have been shaped
and reshaped as they were molded into a published document. Perhaps by briefly
tracing the evolutionary character of the product, we can not only clarify its

purpose but also give credit to some of the principals involved.
The Master Curriculum Guide Project is an outgrowth of the Developmental

Economic Education Project (DEEP). Working documents produced for the
DEEP experiment in curriculum change conducted between 1964 and 1969 in-

cluded the "two little red books," as they were called in the field: one a statement
of economic concepts to be taught as outlined in the Task Force Report on

Economic Education in the Schools, and the second, some suggestions for grade

placement. These materials were later fashioned into a single volume entitled

Economics in the Curriculum. During the 1960s and the early 1970s, these publica-

tions were extensively used, especially by those schools associated with the DEEP

iv



Cooperating Schools Program. Literally hundreds of curriculum guides and lesson
plans were generated from these documents and through them thousands of
teachers and students were introduced to economic education.

During the 1973 meetings of the National Association of Affiliated Economic
Education Directors, many Counoil and Center directors, led by the California and
Oklahoma contingents, urged the Joint Council to undertake what has become
known as the Master Curriculum Guide Project. It took three years for W. Lee
Hansen's committee to develop A Framework for Teaching Economics. At the
same time that the Framework was being prepared, curriculum task force groups
were established, chaired by the individuals whose names appear on these pub-
lished volumes. Behind the scenes, the project relied heavily on a steering commit-
tee of professional economic educators: Peter V. Harrington, director, Indiana
Council for Economic Education, Purdue University; Hugh G. Lovell, professor
of economics, Portland State University; Clayton Millington, executive vice presi-
dent, Oklahoma Council on Economic Education, Oklahoma State University;
Leon M. Schur, director, Center for Economic Education, University of
Wisconsin-Milwawkee; Roman F. Warmke, chairman, Department of Economic
Education, Ohio University.

These individuals served in an advisory capacity for various project commit-
tees and significantly helped to shape the product. June V. Gilliard, director of
curriculum for the Joint Council, contributed importantly to the design of the
teaching strategies and prepared the Instructional Activity Evaluation Form. Each
committee was given the responsibility to make a first selection of those economic
concepts that could be most usefully taught within the grade level and subject area
established. We know that more ideas than are included in these volumes can be
taught. Our objective for these first editions was to produce a few quality activities
that could be immediately used by teachers.

We are indebted to all individuals who have participated in the preparation of
Strategies for Teaching Economics: United States History, but special thanks are
due to the chairperson, James B. O'Neill. Through his leadership, we have good
teaching models that will serve to accelerate concept learning in economics.

S. Stowell Sy mmes
Director of School Services
Coordinator, Master Curriculum Project



Preface

Strategies for Teaching Economics is one component of a two-part publication
entitled Master Curriculum Guide in Economics for the Nation's Schools, Part I
of the guide, A Framework for Teaching Economics: Ba,vic Concepts, presents a
conceptual structure of economics and shows how that structure can be used to
assist in more effective personal economic decision-making. Part II, Strategies for
Teaching Economics, demonstrates to educators how the conceptual Framework
can be taught at varibus grade levels: primary, intermediate, and secondary. It is
published as several volumes to allow more flexible usc by classroom teachers and
curriculum development specialists.

The Joint Council greatly appreciates the fine cooperation given to us by the
many universities and school systems associated with the development of these
curriculum strategies. We are especially indebted to the individuals who drafted
the materials. While no claim is made that these lessons have been evaluated under
all classroom conditions, it is expected that the lessons will work with the pupil
populations designated. We consider the present volume as a working document
and expect that revised editions will be forthcoming in the years ahead.

The entire Master Curriculum Project was made possible by generous contri-
butions from all our many dedicated sponsors. In addition, supplementary grants
were received from General Motors, Ford Motor Car Fund, and American Tele-
phone and Telegraph. We appreciate the confidence these sponsors have ex-
pressed in the economic education movement. Special commendation should be
given to S. Stowell Symmes, director of school services, who has coordinated the
project for the Joint Council from its inception and to John de Vita, June Gilliard,
and Lawrence A. Mayer, who skillfully clarified difficult segments of the guide
during the editing process.

We are confident that Strategfes for Teaching Economics will serve teachers
well as practical guidelines for building economics lessons into existingcurricula.
Properly used, the Master Curriculum Guide can become a powerful device for
accelerating economics instruction at all grade levels.

M. L. Frankel
Former President

Michael A. MacDowell
President
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Overview and Rationale

It is reassuring to know that by introducing economics
into a course in United States history, one need not
take something else out. Indeed, economics will make
history instruction more meaningful. It will enrich and
enliven the course and help the teacher to relate his-
torical events to current issues in an effective way. The
activities in this guide arc not intended to develop a
c:)mpictr, U.S. history course; they are meant to exem-
plry whIrc economics may advantageously provide an
analytic framework in U.S. history classes. The gen-
eral themes, key ;oneept,;. and clusters of subconcepts
used here purposely cover different historical periods
in order to illustrate a developmental sequence.

Most of the economic concepts emphasized are
covered in leading American history texts for secon-
dary schools. However, the texts often do nol make
the most of the opportunities that history provides to
develop students' understanding of basic economic
concepts. For example, the building of the nati3n's
transcontinental railroad network is usually presented
as a dramatic conquest of nature with emphasis on
miles of track, the air brake, the Pullman, refrigerated
freight cars, and "the Golden Spike." The impacts of
this development in transportation on spedalization of
production, division of labor, extent of the market,
relative prices, industrial location, or employment
opportunities tend to be ignored. This publication is
designed to provide opportunities to correct such
shortcomings.

Since U.S. history is taught to students of different
abilities and interests in grades seven to twelve, the
economic concepts are presented with varying degrees
of difficulty.

ScarcityThe Basic Economic Problem
All societies wrestle with the central economic prob-

lem of scarcitythe task of allocating limited re-
sources among many competing uses. A thorough
understanding of this concept is essential when apply-
ing economics to the study of American history or to
any other subject.

Lesson Lon the colonial period, applies the concept
of scarcity of the factors of productionland, labor,
and capitalto topics in U.S. history such as the hard-
ships faced by the Pilgrims, the use of indentured ser-
vants, the printing of paper money, the system of
triangular trade, and the migration of colonists beyond
the Proclamation Line. Lesson 2 deals with the con-
cept of "opportunity costs" (Le., the making of
choices) in relation to the experiences of the Pilgrims.
()thee New Englanders, and Southerners. By natural
progression Lesson 3 goes on to voluntary trade, inter-
dependence. and specialization.

As time passed and experienee accumulated, the

colonies began to specialize in what they produced;
that is, the colonists allocated their scarce resources to
the things they could most efficiently make. Such
specialization stimulated trade among the colonies and
with England. Increased specialization and trade in
turn enabled the colonies to utilize their resources to
the fullest. Moreover, trade created interdependence
among the colonies because each relied on the others
for goods and services they no longer provided them-
selves. Britain's restrictions on that trade helped lead
to the American Revolution.

The concepts in the first three lessons can be used in
a variety of ways. For example, comparisons can be
made between the explorers of the Age of Discovery
and the space explorers of today. Governments that
send men to the moon or explore Mars or other planets
are using scarce resources that could be employed in
the production of something elsethat is, the oppor-
tunity costs of space exploration are the other goods
and services forgone.

Money
Money plays a central role in politics as well as in

economics. Lesson 4, on the Jacksonian Period, re-
quires that students explore wilat money is and what
its functions ar. After examining these functions, the
student explores the relationship between changes in
the supply of money and changes in output and prices.

Some of the main episodes in the story of money in .

the United States include the "greenback inflation"
after the Civil War, the controversy over bimetallism
in the late nineteenth century, the establishment of the
Federal Reserve System in 1913, the devaluation of
the dollar in 1934, and the cutting of the link between
the dollar and gold in 1971.

Economic Incentives and Allocation
Economic incentives play a central role in explaining

much human behavior. Lesson 5, "Westward Expan-
sion," helps students grasp that our economic system
allocates scarce resources largely by the use of such
incentives. The lesson shows that despite vast new
acquisitions, land in the United States was scarce in
the economic sense, for land was and is a finite natural
resource. As the population of the eastern seaboard
grew, land became scarcer; therefore many people
sought a place to improve their fortunes by moving
west. The economic incentive to own land played an
important role in the westward push of the frontier.

Equally significant to the history of western settle-
ment were government policies that established
mechanisms for allocating public lands. 'At first, na-



tional land policy was designed primarily to raise reve-
nues for the debt-ridden government. Auctions were
used tu dispose of large tracts. In that way, people who
desired land and had access to fluids became owners of
land. Of course., large numbers lacked the money to
do so.

During the nineteenth century the territory of the
United States more than doubled. To achieve rapid
settlement required a national land policy offering peo-
ple sufficient incentive to risk moving to remote and
often hostile areas. In some instances land was given
away as an inducement for entrepreneurs to build
railroads.

Comparative Advantage
The concept of comparative advantage is introduced

in Lesson 6, "Interregional Trade." The heart of the
lesson is the reading "Regional Specialization in the
Pre-Civil War Period." Students need to understand
the concept of comparative advantage thproughly if
they are to understand the impact of regional develop-
ment and trade on the development and growth of the
United States. (Comparative advantage also sheds
light on factors at work in international trade.)

From George Washington's tour of New England six
months after becoming President in order to see at first
hand how the American economy was functioning to
the most recent Economic Report of the President, our
chief executives have been interested in economic
growth. Economic growth occurs as the volume of
national production rises over the long term. Of late,
economic growth has become somewhat controver-
sial. On the one side it b. argued that growth is fre-
quently "mindless" because i brings on such prob-
lems as pollution of the environment. On the other it is
argued that.economic growth can help to furnish more
resources to cope with problems of the environment
and of poverty.

Labor Markets
A plentiful supply of labor contributed to the rapid

economic growth of the United States in the late nine-
teenth century. Immigrants seeking to improve their
lives here, impelled by poor social conditions or dismal
economic opportunities in their homelands, helped
provide a large labor pool from which expanding indus-
tries could draw. The immigrants improved their lot,
but the enlarged supply of labor also helped keep

wages down Working conditions that we would deem
poor today were also the rule: lack of adequate safety
standards, useand sometimes abuse--of child labor
in manufacturing and mining, a six-day workweek of 72
hours or more in nonagricultural industries.

By the latter decades of the nineteenth century,
more and more workers were not only questioning
working conditions, but also the level of wages. In
effect, they were complaining ahout what economists
call the functional distribution of income. The phrase
refers to the sharing of income among the factors of
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productionland, labor, and capitalin the form,re-
spectively, of rent, wages, and interest and profits. The
dissatisfaction of workers led to the growth of labor
unions. Labor market conditions and their conse-
quences are the subject of Lesson 7.

Several important matters are broached in Lesson 7:
how nonmarket factors influence labor markets; the
inordinate power of employersby today's stan-
dardsin the latter nineteenth century: the spread of
unions in order to offset that power: the consequent
clashes between large corporations and unions, which
in turn led to government involvement in labor-man-
agement telations. The result: the imperfect, i.e., in-
completely competitive, labor markets of today.

Competition and the Market Structure
The concepts of competiton, the market structure,

and economies of scale are explained in I .esson

"Growth of the Corporation," and in Lesson 9,
"Changing Structure of American Industry." Rapid
population increase was only one factor in Ameriva's
economic growth after the Civil War. Other factors
were the increase in what economists call capital stock
(e.g, factories, machinery, transportation equipment),
new or improved technologies, rising productivity
(production per man-hour worked) and urbanization.

Although the United States made great economic
progress, this progress was uneven. There were per-
iods of severe depression: 1873 to 1879 and 1895 to
1897. There were various protest movements on behalf
of workers, farmers, women, the urban poor, immi-
grants, and other groups. An important development,
as we have seen, was the rise of labor unions.

The growth of "big business" led to a demand for
government regulation to eliminate abuses of monop-
oly power and- to curb monopolistic practices such as
pools, trusts, and holding companies that served to
impair or destroy competition. The result was antitrust
legislatioand government antitrust policy raises
several important questions. Is government regulation
necessary for the maintenance of competition in the
American economy? If necessary, what kind and how
much regulation is appropriate and what is the effect
on economic goais such as freedom and equity in the
marketplace? These and similar aspects of government
policy are dealt with in Lesson 10, "Changing Role of
Government in the Economy." The teacher should
remind the class that government has intervened in
economic activity throughout our history, but that be-
fore 1887 such government intervention mainly took
the form of promoting economic gmwth, opening up
new lands, andvery importantlyassisting business,
for example. by providing subsidies (e.g land grants
to railroads) and imposing tariffs on imports (to protect
domestic manufacturers).

New Government Responsibilities
Lessons 11 and 12 take up the role of vovernment in

the economy before and during the Great Depression

Iij



that set in after the famous,stock market crash oe 1929.
The government's role in economic affairs increased
greatly during that period and also changed greatly in
character. While its regulatory role continued and
grew, government also took on responsibility for
relieving the effects of unprecedented levels of unem-
ployment and other economic dislocations or ills. And.
perhaps even more important for the long run, the
federal government began to assume economic re-
sponsibility for stabilizing the economy, i e., keeping
booms and inflation in check and Minitnizing economic
downturns and deflation. These lessons about the
stock market crash and the depression enable students
to compare policies of the Hoover and early Roosevelt
administrations and then to think about their own posi-
tions regarding the proper role of government.

The role of the federal government in economic life
expanded substantially after World War II. The Em-
ployment Act of 1946. signed and passed during Presi-
dent Harry S. Truman's administration, expressly
committed the government not merely to stabilize the
economy hut to keep it growing. The act set up a Joint
Economic Committee in Congress and a Council of
Economic Advisers to the President. The most impor-
tant part of the act. Section 2. contains, among other
things, the following key statement: "The Congress
hereby declares .that it is the continuing policy and
responsibility of the Federal Government to use all
practicable means . . . to promote maximum employ-
ment, production, and purchasing power." Although
not mentioned explicitly, maintaining price stability
has long been regarded as implickin the act, e.g., in the
term "to promote maximum . . . purchasing power."

Wide Use for Economic Concepts

it should be apparent by now that basic economic
concepts can be introduced in a great variety of his-
torical situations. The concept of the market and how
it should operate pirvades much of our history and is
relevant in many contexts. The principles underlying
trade are another example. They can be introduced
io the very beginning of the colonial period, and
then repeated with increasing degrees of complexity
throughout the course. More broadly yet. Hamilton's
financiaL plans, Jackson's "war" on the Second Bank
of the United States, William Jennings Bryan's advo-
cacy of silver as backing for U.S. currency, and the
like no longer need to he treated in a purely descriptive
fashion hut can he used to shed light on current money
and banking problems as well as on present-day
controversies over economic growth and the federal
government's involvement in the economy. Teachers
have many opportunities to relate econric principles
and ideas to episodes in American history in an inter-
esting and meaningful way.

International Economics
The first U.S. ministers to EuropeJohn Adams in

Great Britain and Thomas Jefferson in Francespent
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more of their time promoting trade expansion than on
any other single activity and foreign trade is still es-
sential to the nation. American industries need vast
amounts of raw materials, many of which are not avail-
able in sufficient supply within our own borders, and
the United States also imports many manufactured
products. In order to pay for goods and materials from
abroad, we must export equally vast quantities of prod-
ucts from our farms and factories. Our foreign trade
creates many jobs, not only for Americans, hut for
millions of people throughout the world who supply the
American market. These alone are cogent reasons for
introducing high school students to international eco-
nomics. Lesson 13 has been designed to assist students
to make the transition from thinking about the U.S.
economy in an isolated fashion to thinking about it as
part of the world economy.

Although most students have little firsthand experi-
ence about international economics, the subject is not
beyond their understanding. The methods and con-
cepts used to analyze international trade are essen-
tially the same as those applied to domestic trade.
Goods and services are sold in international markets at
prices determined by supply and demand. The princi-
ple of comparative advantage explains why countries
specialize in producing particular goods and services.
(Comparative advantage was introduced in' Lesson 6,
hut in respect to trade between :vVo regions of the
United States. The treatment there holds true for inter-
national trade as well, and teachers may want to re-
view parts of that lessonparticularly Procedure 2.)
International specialization and trade result in a better
allocation of the world's resources, and thus provide a
higher standard of living for all nations than if such
trade were not carried n or if there were less of it.

Teachers and students must bear ih mind that foreign
trade differs from domestic trade in several ways.
Trade must traverse national boundaries and, there-
fore, involves at least two different currencies. Re-
sources are less mobile internationally than they are
within a country.-Governments interfere more with the
free functioning of market forces in foreign trade than
they do in domestic trade; intervention takes the form
of tariffs, quotas. .subsidies, state trading. and cartel
action (e.g., thsk OPEC oil cartel), as well as the man-
agement of theTxchange rates of currencies. In Lesson
13. "United States and International Trade: Govern-
ment Regulation of hweign Trade," students examine
various forms of government intervention and their
effects on the free functioning of market forces.

Organization of Each Lesson
The concept or cor.cept cluster is specified at the

beginning of each lesson, following a statement of the
ume required and recommended grade level. Each
concept is briefly explained in the Master Curriculum
Guide, Part I. A Framework fOr Teaching Economics

1J.



Basic Concepts ,* which should be ased by teachers as

a reference source.
Instructional objectives are generally stated in terms

of what the students should be able to do so that
teachers and students will clearly understand what stu-
dents should learn. These are followed by a rationale
which explains why the particular lesson was chosen.

Recommended procedures for teaching and learning
activities are described in detail. Sometimes a note has
been included to point out special requirements. Ob-
viously, skilled teachers will modify these procedures
as experience dictates.

Each lesson includes an evaluation exercise to en-
able students and teachers to reflect on what has been
learned. Teachers will want to supplement these activi-
ties with other measurement instruments such as ob-
jective tests. Two useful nationally normed tests are:

Junior High School Test of Economics (Grades 7-9).
An evaluative instrument of 40 questions classrobm-
tested with seventh, eighth, and ninth graders in
twenty-two school districts. The manual includes a
rationale foYanswers to each question, technical norm-
ing data, suggestions for use of the test, and an answer
sheet and scoring key.

Test of Economic Literacy. The test comes in two
equivaient forms (A and B) of 46 questions each at the
high school level. The content categories are based on
the Master Curriculum Guide, Part I. The test was
nationally normed at the eleventh and twelfth grades.
The test manual includes a discussion guide for each
question, technical norming data, suggestions for use
of the test, and model answer sheets and scoring keys.
The classroom teacher should appraise these nation-

* New York: Joint Council on Economic Education. 1978.

SI
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ally normed tests in respect to their pertinence to the

lessons the teacher has chosen to use. Both are avail-
able from the Joint Council on Economic Education.

The lessons have been organized with the underlying

conviction that teaching economics in U.S. history
requires conveying not only "What happened," but
also "Why it happened." The first requires stringing
together facts in a purely descriptive, pattern; the sec-
ond emphasizs the underlying process and the eco-
nomic concept involved. In short, facts become more
meaningful when placed on a framework so that they
can be seen as elements of an economic concept.

Effective teachers of economics teach concepts by
using several "languages" concurrently: clear oral
prose, brief written prose on the chalkboard, diagram-
matic representation, ahd sometimes algebraic pre-
sentation. To be taught effectively, concepts must be
relevant and used explicitly in a variety of situations at
different points in the coiirse or curriculum. Students,
have not really understood an economic concept until
they can express it in .the language of economics
and until they are able to apply .the concept to new
situations.

The lessons have been carefully written and scruti-
nized by teachers, administrators, and econ3mists,
whose primary objective was to illustrate how eco-
nomics ca i be used as an integral part of the U.S.
history curriculum. The writers and reviewers hope
these lessons will provide the nuCleus and model for
additional lessons as teachers and curriculum coordi-
nators develop materials tailored to the needs of their
own students.

It should be emphasized that lesson's which seem too
sophisticated for some.,students should be and .can be
modified as needed. As always, individual teachers are
the best judges of the potential of their students.



MASTER CURRICULUM GUIDE

instructional Activity Evaluation Form

Please complete an evaluation form for each activity used and return to.
(Nemo of Supervisor)

NAME. SCHOOL ADDRESS.
(Person Completing Form)

DATE. a V r . 11.

TITLE AND/OR LEVEL OF ACTIVITY PACKAGE: ,

NUMBER ANO/OR TITLE OF ACTIVITY.

DESCRIPTION OF CLASS WITH WHIQH ACTIVITY WAS USED:

Course Title:

Age Range or Gisade Level.

Title of Textbook (if any):

Student Ability Level(s)(Check one):

Above Average

Average

Below Average

Heterogeneous Group Including All the Above

ACTIVITY EFFECTIVENESS (circle the number you think indicates the apprcpriate rating):

1. Are objectives clearly stated?

Very Clear 5 4 3 2 1 Vague

2. Are objectives realistic In terms of student maturity at the specified age Or grade

level?

Very
Realistic 5 4 3 2 1 Unrealistic

3. Are teaching procedwes stated in a manner so 3S to be easily understood?

Easy to Very Difficult

Understand 5 4 3 2 1 to Understand

4. Are teaching procedures appropriate for accomplishing objectives?

Very Not

Appropriate 5 4 3 2 1 Appropriate

5. Are teaching procedures appropriate for students of this age or grade level?

Very Not

Appropriate 5 4 3 2 1 Appropriate



6. Are recommended student materials appropriate for the age or grade level
specified?

Very Not

Appropriate 5 4 3 2 1 Appropriate

7. To what extent does this activity contribute to pupils understanding of the
particular economic concept it is desirmed to teach?

Very Not

Much 5 4 3 2 1 At All

3. Did you use any of the items suggested for evaluation?
If yes, please provide The information requested below.

Number of Evaluation Item Average Level of Class Performance (Circle one)

Excellent Good Acceptable Poor
Excellent Good Acceptable Poor
Excellent Good Acceptable Poor
Excellent Good Acceptable F Dor

Excellent Good. Acceptable Poor

9. What would be your overall rating of evaluation techniques suggested for this
activity? /

Excellent 5 4 3 2 1 Poor

10. Whit would be your overall rating of the activity in terms of its effectiveness for
achieving stated objectives?

Very Not At All

Effective 5 4 3 2 1 Effective

COMMENTS AND RECOMMENDATIONS: What changes and/or additions would you
recommend for making this a more effective instructional activity? Please describe or, if
available include some samples of any additional teacher or student materials you used
(for example: evaluation techniqu'es). We welcome specific elaboration concerning any of

the above questions.

(Attach extra sheets with comments and materials or use back of form)
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Form prepared by June V. Gilliard,
Director of Curriculum, JCEE
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TITLE:

TIME REQUIRED:.

MASTER. CURRICULUM 'GUIDE

Instructional Activity Format

Name of lesson.

Time or number of class periods needed to complete
the activity.

RECOMMENDED GRADE LEVEL: Grade and/or ability ,level of students for whom the.
activity is intended.

MAJOR CONCEPTS: Conceptsaround which theactivity ismainly organized.

RELATED CONCEPTS: Other economic concepts dealt with -in the activity.

INSTRUCTIONAL OBJECTIVES: For each objective we specify (1) the particular
knowledge, skill, or attitude the student is expected to
demonstrate; (2) the action the student will perform in
demonstrating this knowledge, skill, or attitude (e.g.,
write, .compare, state, list, etc.); (3), the conditions
under which the action is to oCcur (e.g., given certain
data. or information, after viewing a particular film,
participating in a particular field trip, etc.).

RATIONALE: A brief statement explaining the significance of the
activity. The statement may focus on what stUdents
should know, be aware of, or be able to do. Or, it may
focus on the importance of the'instructional approach
being takeh (e.g., use of gaming/simulation for moti-
vational purposes or to have students apply certain
skills, knowledge, etc.).

MATERIALS: A list of all materials needed for the activity (e.g.,
books, games', films, etc.).

PROCEDURE: A description of the teaching-learning process to be
used for pupil attainment of objectives. Includes both
teacher strategies and pupil activities.

EVALUATION: A description of strategies, testing instruments, or
other materials to be used for assessing student
learning.



Lessoa 1: Early Settlers

TIME REQUIRED: Two class periods

RECOMMENDED GRADE LEVEL: 8-11

CONCEPTS: Scarcity
Productive resources (land, labor,
capital)

Instr.: Mona! Objectives: Students will
Define scarcity and productive resources;
Name the productive resources available to early
settlers in Plymouth and correctly place them in the
categories of land, labor and capital;
Cite specific examples of how seventeenth century
technology influenced resource use;
Describe ways in which scarcity infliences life in

the United States today;
Explain how scarcity affected specific develop-
men0 in U.S. history.

Ration le: All societies wrestle with one central eco-
nomic problem: scarcity. Therefore the task of allocat-
ing limited resources among competing uses has con-

\ fronted the United States throughout its history.
Bepuse scarcity is "the economic problem" facing all
economic systems, a thorough understanding of this
concept is essential to the study of many events in
history.

Materials: One 'copy each of handouts 1-1 and 1-2 for
every student.

Procedure:
1. Distribute Handout 1-1. Allow time for reading;

then, through discussion, establish that students
have a working definition of scarcity and produc-
tive resources (Productive resources are also often
referred to as the factors of production).

Scarcity: The resources available to society are
insufficient to produce all the goods and services
people desire. In economics, any resource that
must be acquired by work, the expenditure of
money, or barter is deemed scarce.

Productive resources or factors of production:
Consists of land (natural resources that can be

used in, production such as farmland, water,
mineral deposits, etc.); labor (human en-
deavorand human skills); and capital (equip-
ment such as machinery, buildingsincluding
factories, warehouses, stores, offices, garages
as well as tools, trucks, railroads, bridges,
roads, etc., used to produce other goods or to
furnish services).
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Instruct students to study the table in Handout I-I;
then ask:
a. Which factors of production were relatively

plentiful in the Colonies? In England?
(Colonies: land; England: labor and capital.)

b. Which factors of production were relatively
scarce in the Colonies? In England? (Colonies:
capital and labor. Although natural resources
were available, they were not readily accessi-
ble. England: land, i.e., nattnal resources.)

c. What resources are relatively scarce in the
United States today? How does scarcity shape
our national life? (These are open-ended ques-
tions and should encourage students to ex-
press their thinking about environmental prob-
lems, shortages of natural resources, and how
substitutions, changes in the relative structure
of prices and technology alter situations of
scarcity.)

2. Distribute Handout 1-2. Allow time for reading
and for listing the resources available to the Pil-
grims. After students have completed the reading,
have them classify the resources under the head-
ings Land, Labor, and Capital. The final listing will
be similar to that shown below.

Land (natural resources)
-.7 protected harbor birds

fresh water streams clams
deer
soil
fish

oysters
mussels
trees
beaver

Labor (human
farmers
bricklayers
barbers
printers

Capital (tools and equipment)
axes hoes

hammers muskets
fish traps (dam)

Have students compare their lists and then discuss
the following: Did the Pilgrims make the best use
of their productive resources? Can you cite spe-
cific examples from the reading to support your
answer? What had to happen before the Pilgrims'
way of life could be substantially improved? (Stu-
dents should be able to cite several instances in
which the Pilgrims lacked either the technology,
skills, or work force necessary for making produc-
tive use of all the natural reSources at Plymouth.

resources)
weavers
laborers
carpenters

t)



Although there were many natural resources, they
were not readily available. Thus, both capital and
human resources had to become more plentiful
before the Pilgrims' way of life could be substan-
tially changed.)

Evaluation:* Have students complete the following as-
signment in written form or as preparation for class
discussion.

Using your textbooks and other sources, describe how
scarcity was involved in each of the following develop-
ments in U.S. history:
a. The introduction of slavery
b. The use of indentured servants
c. The printing of paper money in the colonies
d. The system of triangular trade
e. The movement of colonists beyond the proclama-

tion line

The information below is provided to assist teachers
in guiding the class discussion or in evaluating written
responses.
a. THE INTRODUCTION OF SLAVERYThe "obvious"

answer to this question is that the willingness to
purchase slaves reflected a scarcity of labor. But
scarcity is a relative concept. There can only be a
scarcity of labor relative to some other factor of
production. Thus it must be clear that laborwas
scarce relative to the amount of land which was
available. It should be noted that scarcity may not
have been the only motivating factor for the intro-
duction of slavery. Psychological needs and a de-
sire to continue the social structure of the seig-
norial society of Europe may well have been im-
portant. Oscar and Mary Handlin, in the William

and Mary Quarterly (1950, pp. 199-222), indicate
that the notion of slavery as such did not exist in
the seventeenth century. An interesting activity
for students is to have them investigate why blacks
were made slaves rather than indentured servants.

b. THE USE OF INDENTURED SERVANTSThe notion of
scarcity ts related to indentured servants in the
same way as it is related to slavery. A relative
scarcity of labor led entrepreneurs to devise vari-
ous incentives to attract labor from Europe.

*Adapted from William Mur phy, Strategie.s and Materials for Topic

III, American Economic. Life (Geneseo. N.Y.: published by the
Genesee Region Council on F.conomic Education for the N,cw York

State Department of Education, 1971), p.2.
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C. THE PRINTING OF PAPER MONEY IN THE BRITISH

COLONIESOne reason money exists is to Jacili-
tate the exchange of goods and services. Money
can only be scarce relative to the quantity needed
to make transactions easier. Any society, once it
begins to specialize beyond subsistence produc-
tion is going to find some item which can be used
as an alternative to barter. British and Spanish
currency brought over by the colonists simply was
insufficient to carry out the role of money in facili-
tating exchange.

d. THE SYSTEM OF TRIANGULAR TRADETrade is
related to scarcity, but in a rather complex fashion.
Trade takes place because different nations or dif-
ferent areas of the same nation are not equally
endowed with resources or cannot produce goods
from those resources with equal efficiency. Thus,
various countries or areas concentrate on produc-
ing those commodities they can produce most effi-
ciently and trade them for the commodities that
other areas produce most efficiently. (The basis of
trade is somewhat more complicated because it is
usually based on "comparative" rather than "ab-
solute" advantage, a matter that is explained in

and is the subject of Lesson 6 below.) Simply put,
triangular trade occurs when a country trades
some of its products to a second country and gets
"paid back" by a third one. One example in co-
lonial times was the relation between the United
States, Africa, and the West Indies. The New En-
gland and middle colonies produced rum, which
was sent by boat to Africa. The rum was unloaded
and replaced by slaves and spices bound for the
West Indies. After the slaves and spices got to the
West Indies, molasses was taken aboard and
brought to the colonies to be converted into rum.
The new rum, of course, enabledanother round of
this triangular trade to begin. (In actuality, of
course, different ships were likely to be carrying
the different cargoes to the destinations inyolved.)

e. THE MOVEMENT OF COLONISTS BEYOND THE PROC-

LAMATION LINEThis illustrates clearly the notion
of relative scarcity. There was much unsettled
land still available east of the Proclamation Line
when colonists insisted on moving .west of that
line. Why did they push further west? If land is
abundant relative to labor, it pays to farm exten-
sively rather than intensively. i.e., it pays to ex-
haust soils and move on rather than use a great
deal of labor and fertilizer to rejuvenate exhausted
cropland. Thus, the economic incentive to move
west reflects the basic scarcity of labor relative to
land.



Handout 1-1

THE CENTRAL ECONOMIC PROBLEM

Available economic resburces are inadequate to satisfy all human wants. Economists
call this condition scarcity. To meet their needs ar,d almost limitless wants, people use
available land (natural resources), labor (human resources), and capital (seeds, tools,
machines, buildings, etc.) to create goods and serv;ces for consumption and to create new
capital goods.

It is unlikely that any group of people has ever had all the resources it wanted or
needed, but societies have experienced relative abundance or scarcity of one or more

,factors of production. As an example, look at the distribution of factors of production in
Britain and the United States during the colonial period. What inferences can you draw
from the data on the table?

Brftlsh Holdings in What Is
Now the Unfted States British Holdings in Britain

About 888,000 relatively unused
square miles of rich land, fishing
grounds:, etc., at the time of U.S.
independence in 1783

Land

A land area of some 94,000
square miles, worked fairly
intensively by the standards
of the time.

Labor (total population)

1630 5,000 1640 4,500,000

1680 151,000 1689 5,250,000

1730 600,000 1750 6,500,000

1790 2,800,000 1801 9,000,000

Little domestic capital. Limited
to small factories, and simple
machines, and handmade tools
owned by individuals. The shipping
industry in New England, however,
was well developed by comparison.

Capital

Possessed a large and growing
textile industry with powered
spinning and weaving machines.
Also had considerable facilities
for the production of pig iron
(for example, output was
125,000 tons in 1796).

Had a rapidly growing
transportation system: many
roads and canals were being
built. In 1790-94 alone,
permission to build 81 canals
was granted.

Adapted from William Murphy, Strategies and Materials for Topic III, American Economic Life (Geneseo, N.Y : Published by the Genesee
Region Council on Economic Education for the New York State Department of Education, 1971), pp. 4-5.

10 16



Handout 1-2

THE PILGRIMS: ECONOMIC SCARCITY

this reading describes the resources of tne Pilgrims. With these resources they had to make the goods

and get the services they needed to stay alive )n, the new world. AS YOU READ, MAKE A LIST OF THE

RESOURCES THEY HAD.

In November, 1620, the Pilgrims who lived
through the journey across the Atlantic arrived in
the New World. They sailed into what is now Prov-
incetown Harbor off Cipe Cod, Massachusetts. The
Pilgrims reSched land with mixed feelings. They
were very glad to find a safe harbor, because they
had spent sixty-six long days at sea in a crowded
boat. More than once the boat had seemed in
danger of sinking in the rough winds.and high seas.
William Bradford, their leader, wrote that ". . . they
had now no friends to welcome them nor inns ... to
refresh their weatherbeaten bodies; no houses or
much less towns" to go to, to find food and shelter.
They feared the Indians, ready "to fill their sides
with arrows." Also, "it was winter . . . and what
could they see but a hideous and desolate wilder-
ness full of wild beasts and wild men." It was late
fall, and "the whole country, full of woods and
thickets, [had] a wild and savage appearance." To
the Pilgrims the ocean now seemed "to separate
them from all the civil parts of the world." They lived
in the ship, and ate its small supply of salt beef, hard
biscuits, dried fish, cheese, and beer. However, the
ship's captain was daily grumbling because the Pil-
grims were eating the food that he and his men
would need for their trip home. He wanted the Pil-
grims to found a settlement on land. That winter, in
the rain and snow and sleet, with the sea spray
freezing to icb on their coats, the Pilgrims were less
aware of the wealth of their new land than [of] their
own tired, wet, cold bodies and their great need for
food and warm dry houses.

After a cold month of Wandering around on Cape
Cod, the Pilgrims crossed the bay to what is now
Plymouth, which they thought was b Ater for settle-
ment. It had a protected harbor and several fresh-
water streams. Instead of the thickets of the Cape,
which "were ready to tear their clothes and armour
in pieces," the Plymouth land had been cleared by

, the Indians and once planted in corn. In one field
was a steep hill which would make a good place for

a fort to watch for and defend against Indian attack.
They laid out a street. On one side they marked off
tiny lots for houses and gardens eight feet wide and
forty-eight feet deep. The other side of the street
and the land along the stream [were] for gardens
and corn fields. At the top of the street was the
hill where the fort was to be built. At the foot of
the street they built their first building, a store-
house. . . . In the forest were trees with which they
could build their fort and houses. The Pilgrims did
not know how to build cabins with notched logs.
For their first houses they just stuck two rows of
small trees straight up in the ground, filled the
cracks with stones and mud, left the floor bare
ground, and covered all with a grass roof.

In this way the Pilgrims began their life in the new
world. There were 101 colonists at Plymouth; 70 of
them were grown men and women. None ivies]
really wealthy; few had been to school. Most had
been farmers or farm managers in England. . . . Of
those who had not been farmers, one was a tailor,
one a barrel maker, one a shop keeper, another a
ship's carpenter. Some were laborers, and one was

, a professional soldier. [In addition, some of the Pil-
grims had knowledge of weaving, carpentering,
brick-laying, printing, and barbering.]

The Pilgrims were greatly weakened during the
first winter at Plymouth_All but seven of the settlers
were struck by a "great sickness." "In two or three
months' time half the company died . . . sometimes
two or three a day" so that "of a hundred persons,
scarce fifty romain, the living scarce able tobury the
dead." They died of pneumonia, scurvy, and tuber-
culosis which were brought on by months of bad
food, crowded and unclean living quarters, expo-

, sure and overwork. Four whole families were wiped
out; just three married couples remained unbroken.;
just five wives lived1; only among the Pilgrim chil-
dren wcre deaths few.

In the forest were plants, wild life, and trees. In the
running streams the( e was plenty of fresh water, but

From Pittsburgh DEEP Project. Economics Readings for United States History (School District of Pittsburgh, 1966), pp. 3-5. William
Bradford's statements.are from Bradford's History of Plymouth Plantation (New York: Scribner's, 1908) as quoted in Economics
Readings.
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Handout 1-2 (concluded)

the Pilgrims preferred beer. They thought drinking
water caused disease because the water in Euro-
pean towns at that time was badly polluted.

There were fish at sea which they hoped to use for
food and for trade. The good fishing grounds were
not in Plymouth Bay, however, but farther up the
coast. To make matters worse, the Pilgrims had not
brought proper hooks or nets with them from En-
gland. So they never cP.ught many fish. But along
the shore there were plenty of 6ysters, clams, and
mussels, which were good to eat and easy to catch.

The forests were full of birds, deer, and beaver.
The Pilgrims could have used these animals for
meat and traded their furs. But they never really
learned how to trap beaver, and they were too busy
farming their fields and building their houses to
take time to hunt properly.

12

A friendly Indian named Squanto . . . helped the
Pilgrims. He showed them how to plant corn in little
hills, and told them to put fish around the seed for
fertilizer. They needed this fertilizer because the
Indians had farmed this land for many years and so
the soil around Plymouth was almost worn out.
Squanto told them when the fish would come into
their stream and how to build fish traps. Without
the special knowledge which Squanto gave them,
the Pilgrims would have surely starved, because the
seeds of wheat and peas from England which they
planted "came to nothing." Even with the help of
Squanto it was three years before they learned how
to plant and care for the corn well enough to have
enough for both food for the winter and seed for the
next year.

04



Lesson 2: Colonial Period

TIME REQUIRED: One class period

RECOMMENDED GRADE LEVEL: 9-12

CONCEPTS: Opportunity cost
Productive resources

Instructional Objectives: Students will
Read about the economic life of the Pilgrims and
then (1) spell out the choices confronting the Pil-
grims in respect to the use of productive resources,
and (2) describe the decisions they made and the
oppogunity costs they incurred;
Appl7 the concept of opporunity cost to decide 2.

which alternative represents the best economic
choice after they have been given information on
the productive resources available in a specific re-
gion and the alternative uses for these resources;
Define opportunity cost in their own words.

Rationale: The concept of opportunity cost is a crucial

one in economics. Opportunity cost refers to what
must be given up when decisions are made to use
scarce productive resources to produce particular
goods or services. A decision to produce one good
means giving up the possibility fA'producing something
else. Thus, a decision by the early settlers to use their
resources for building houses meant that these re-
sources could not be used to build forts; a decision by

the New Englanders to use productive resources for
shipbuilding meant that the same resources could not
be used for farming.

Materials: One copy each of handouts 2-1, 2-2, and 2-3
I'or every student. Instead of making multiple copies of
handouts 2-2 and 2-3, the teacher may prefer to show
them on an opaque or overhead projector.

Procedure:
1. , Distribute Handout 2-1. Allow time for reading.

a. Ask: "What choices did the Pilgrims have to
make concerning their use of resources?"
Write student responses on the chalkboard.
(Examples of choices that might be suggested
are building houses vs. building forts. using
fish for food vs. using fish for fertilizer, shar-
ing an already short food supply with new
settlers vs. eating corn set aside for spring
planting.)

b. Using the choices listed on the chalkboard
have students discuss the consequences of
choosing one alternative over another. For
exam*, if students noted that the Pilgrims
had to choose between using the fish they
caught for food or for fertilizer ask: "What
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3.

woutd be the consequences of eating all the
fish?" Continue to have students discuss the
consequences of other choices until the point
is made that a resource used for one purpose
is no longer available for other purposes. The
"real" or opportunity cost of a decision to use
a resource to produce a particular good or ser-
vice is the alternative that must he given up or
forgone.

c. Ask: "Based on the discussion of conse-
quences (opportunity cost) of various alterna-
tives, would you have made the same deci-
sions as the Pilgrims?" "Why or why not?"

Show or distribute Handout 2-2. Permit students
to answer the question without commenting exten-
sively on their responses or indicating which re-
sponses are best.
Show or distribute Handout 2-3. Allow time for
students to study the tables. After ascertaining
that students understand the production alterna-
tives presented, have them discuss the questions
below. (NOTE: It is important that students recog-
nize that the figures given in the table are not ac-
tual historical data, but hypothetical units that
roughly represent economic relationships in eigh-
teenth century colonial America.) .

a. Which of the production possibilities offers
the New Englanders the best return? Why?
What would be the opportunity cost if New
England chose alternative D? (New Englasd's
best production possibility is C because this
results in the greatest total production. If alter-
native D is chosen instead of C, the opportun-
ity cost of gaining one more unit of nonagricul-
tural production is the loss of three units of
agricultural production.)

b. Which production possibility provides the
best economic alternative for the South? (The
South's best alternative is B because this re-
suits in the highest total production.)

c. On the basis of the information given in Hand-
out 2-2, are the production possibilities consis-
tent with what you expected? (Students
should answer that the South, for geographic
reasons, would be predominantly agricultural,
while New England could be expected to turn
more to nonagricultural activities.)

d. The tables deal with only two isolated factors.
What other factors would the colonists have
had to consider? (Students should be able to
name a number of other considerations, e.g.,
military importance of certain economic ac-
tivities such as shipbuilding, noneconomic
preferences of the people for one activity over
another, etc.)



Evaluation: Following are several suggestions for as-
sessing student understanding of the concept of oppor-
tunity cost.
1. Have students define opportunity cost using their

own wol ds.
2. Have students read the textbook description of

economic life in colonial America and answer the
following questions:
a. What economic decisions did the colonists

make?
b. Based on your assessment of the opportunity

cost of these decisions, do you think the colo-
nists used productive resources in the most
profitable way p:.ssible?

3. Have students select onz of the paired choices
listed below. Give these instructions: Using cur-
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rent periodicals and your own knowledge state
which alternatives you think represent the best use
of our national resources and the opportunity costs
of your choice. Before making your decision you
should list in two parallel columns the advantages
of each alternative choice. (NOTE: You may wish
to add additional paired choices to the list or sub-
stitute other issues that are of greater concern to
your students.)
a. Building highways vs. providing public transit

for urban areas;
b. Creating jobs for the unemployed vs.

decreasing pollution of the environment;
c. Expanding national health care services vs.

increasing expepditures for national defense.



Handout 2-1

THE PILGRIMF: ECONOMIC CHOICE

From the beginning, the Pilgrims were faced by
the need to make economic choices. Once they
were settled at Plymouth, they were very much
afraid of Indian attack, yet they did not dare take the
time and lumber needed to build a fort. It was
December, and they needed shelter from cold, rain,
and tnow. They could not allow themselves the lux-
ury of a fort to secure the settlement against possi-
ble future attacks. When spring came their greatest
need was to plant corn so that there would be food
for the next winter. There was also game in the
forest which could give them meat. But men could
not hunt and plant and hoe corn at the same time.
That first spring the Pilgrims caught many herring
in the fish traps Squanto had shown them how to
build in the stream. Even though they were hungry,
the Pilgrims could not eat all the fish they caught or
salt them all to keep them for winter food, because
some fish had to be used to fertilize the corn plant-
ing. They tended the corn carefully,' and in the
summer had their first crop. Again, the Pilgrims
knew that they could eat only part of their harvest.
They had to store some corn for winter food, and
save some to use as seed the next spring.

The second winter the Pilgrims were hungry
again, even though all summer they had stored fish
and corn and salted meat. In November a ship
from England brought 35 new settlers but no
supplies"not so much as a biscuit cake, . . . nor
any bedding but some sorry things they had in their
cabins, nor pot or pan to dress any meat in... ." The
new people had few clothes, and those were not
really proper for winter. Also, these people were not
in very good health. What were the Pilgrims to do?
They did not even have enough food for them-
selves. Should they share this food with the new
settlers and spend another hungry winter? Or
should they eat the corn set aside for the spring
planting? They chose to share their small amount of
food with the new people. Everyone had very little
to eat again that winter.

For almost three years the Pilgrims' life at Plym-
outh was a fight to keep from starving. In the
summer of 1623 their fortunes finally changed. The
harvest came, "and instead of famine now God

gave them plenty." For the first time all the farming
families had enough corn for a whole year's needs.
Some families even had corn left over to sell to
others. The weather had been good since late
spring. At last the Pilgrims had learned how to plant
and care for corn properly. Since the last planting,
the field work was done in a new and different way.
The Pilgrims "began to think how they might raise
as much corn as they could, andlget] a better crop
than they had done. . . ." After much debate, they
agreed that every man should plant his own corn,
care for it himself, and harvest his own crop which
he would keep. Before this time, everyone had
worked in the common fields and the crop had been
put in the storehouse and divided equally among all
the settlers. Now every family had its own land to
care for. "This had very good success, for it made
all hands very industrious, so as much more corn
was planted than otherwise." Even "the women
now went willingly into the field, and took their little
ones with them to set corn." After that summer of
1623, there never again was any general want or
famine at Plymouth, but the Pilgrims kept working
hard. They wanted to grow more than they needed
just to stay alive. The Pilgrims hoped to use their
extra goods to trade for other things they wanted,
such as new tools, pans, guns, and cloth. They
wanted to repay the debt they owed to the English
merchants who paid for their trip to the new world.

In 1624 a ship from England brought "three
[cows] and a bull, the first beginning of any cattle in
the land." The next year the colonists found time to
build a boat. Now they could sail along the coast.
There was also time to shape logs into siding
boards and roof shingles. The colonists could send
these to England or use them to build better houses
for themselves. The Pilgrims still owed money to the
English merchants who had paid for their trip to
America. In order to pay off this money, in 1627 they ,
decided that they must produe some things that
could be gold in England. For the most part, En-
gland grew enough food for its people, but furs
were wanted. To produce more fur, the Pilgrims
decided to specialize and let some men do nothing
but trade for furs with the Indians. Others would

From Pittsburgh DEEP Project, Economics Readings for United States History (School District of Pittsburgh, 1966), pp. 6-7. William
Bradford's statements are from Bradford's History of Plymouth Plantation (New York: Scribner's, 1908), as quoted in Economics

Readings.
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Handout 2-1 (concluded)

grow the crops used for trade and to feed the
traders. So a small group of men were chosen to be

managers of the fur trading with the Indians. The
rest of the settlers agreed to grow enough corn for
these managers so they could spend all their time
trading.

The Pilgrims soon discovered that the Indians
would rather trade their furs for strings of beads
made from pieces of clam shells (wampum) than for
corn. The Pilgrims were delighted to discover this.
Clam shells were easier for them to get than corn.

f Now they didn't have to use up as many of their

scarce resources to get furs. They could now use
the resources that were once used to grow corn for
the fur trade for other things. They could grow
tobacco, make boats, or cut logs into boards and
shingles. The Pilgrims did send several ships
loaded with furs and wood products to England.
One of the ships sank. Pirates captured another.
Between bad luck and bad business dealing, no
profit ever came back to Plymouth. The Pilgrims
were not even able to reduce their debt to the En-
glish merchants who had made the trip possible.



Handout 2-2

ALTERNATIVE ECONOMIC CHOICES

HOW WOULD YOU APPLY LIMITED LABOR AND CAPITAL
IN EACH OF THE TWO CASES BELOW?

tib

Alternate Economic
Activities

Agriculture
Fishing
Commerce,and trade
Shipbuilding
Manufacturing

In NEW ENGLAND agricultural land was sufficient
to feed farm households, but production was limited
by short growing season, poor soil, and hilly terrain.
Fish and whales abounded off the coast and the
nearby fishing banks. New England possessed an
irregular coast that offered many deep bays and
harbors. Fast-flowing streams were a source of water
power and the New England karest, a rich source of
timber.

In the SOUTHERN COLONIES the climate ranged
from mild temperate to subtropical; rainfall was
plentiful in the rich coastal plain. Such conditions
were suited to the production of tobacco, rice, and
indigo;all of which required relatively high labor
inputs but were in such demand in England that the
English government paid bounties for their
production.

From William Murphy, Strategies and Materials tor Topic Ill, American Economic Lite (Geneseo, N.Y.; Published
by The Genesee Region Ciuncil on Economic Education for the NeN York State Department of Education,
1971), p. 18.

17



Handout 2-3

MODELS OF PRODUCTION POSSIBILITIES

The following table shows two hypothetical sets of possibilities. Suppose that ';sing all the

labor available, the New England states could produce any of the combinations of total

output, A through F in part I of the table, and the Southern states could produce any of the

combinations of total output, A through F, in part II of the table. All figures are in millions

of dollars.

fl

PART INEW ENGLAND
Production Possibliities for Using Labor in CO Ionia! New England

among Alternative Activities

Situation A

Nonagriculture 0 3 6 7 8 9

Agricultural 13 12 10 7 5

Total output 13 15 16 14 13

.

PART H.SOUTH
Production Possibilities for Using Labor in the South among Alternative Activities

Situation A

Nonagriculture 0 2 3 4 5 6

Agriculture
Total output

20
20

19
21

15 ,

18

11

15

6

11

0

6

From William Murphy, Strategies and Materials for Topic III, American Economic Life (Geneseo, N.Y.: Published by the Genesee Region

Council on Economic Education, 1971), p. 19.
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Lesson 3: Colonial Period (18th Century)

TIME REOUlRED: Two or three dass periods

RECOMMENDED GRADE LEVEL; 8-11

s CONCEPTS: Voluntary exchange
. Interdependence

Specialization

Instructional Objectives:
Given resource maps of three unidentified regions,
students will:
I. State which resources are availaNe and which

are unavailable in each region;
2. List the goods and services ,that could be

produced with the available resources and
eighteenth century technology;

3. State hypotheses as to the types of regional
specialization and patterns of trade likely to
develop within and among,the regions.

Given backgrd materials (textbook or stipple-
mental rc,adings). describing the resources and eco-
nomic development in the New England, middle,
and southern colonies, students will:
I. Match the unidentified maps to 'the appropriate

colonial region;
2. Confirm or revise previously stated hypoth-

eses about regional speciiilization and trade
patterns.

Rationale: Each colony's available resources.were in-..
adequate to produce all the goods and services de-
manded by the colonists. While no colony had all the
land, labor, and capital it wamed, individual colonies
experienced both relative abundance and relative
scarcity of one or more factors Of production. In the
course of time, these colonies specialized, allocating
their scarce resources to the prOduction of those goods
and services they could produce or do best. This spe-
ct'alization resulted in voluntary exchange among colo-
nies and with thwmother country, thus allowing them
to make fullest use of their resources. Specialization
also created interdepende!!ce by forcing the colonies to
rely on others for goods and services they no longer
provided for themselves.

Materials: Enough copies of handouts 3-1, 3-2, and 3-3
for the assigned group (see Procedure I, below.) One
copy each of handouts, 3-3 through 3-8 for every
student.

Procedure:
I. At the beginning divide the elass into three groups

that will represent Region A, Region B, and Re-
gion C. Distribute handouts 3-1, 3-2, and 3-3 ac-
cordingly. (The maps represent the New England,
middle, and southern colonies, but the students
should not be told this until the end of the lesson.)

1 9

2. Have students pretend they are living in the eigh-
teenth century. Each group should study the map
of its region ;nd then answer the following
questions:
a. What factors of production or productive re-

sources does your ;region have? (The maps
show only natural resources, i.e., forests,
rivers, minerals, wild rice, etc.)

b. What goods and services would it be possible
to produce using only these natural resources
and eighteenth century te':hnology? (This
question asks students to assume that human
resources and some tools are available.)

c. Explain why the goods and services identified
in (b) above cannot be 'produced in unlimited
quantities. (Small population from which
workers can be drawn and limited technology
and tools.)

d. What are some of the alternative uses of your
region's natural resources? (Wood can be used
for fuel or it can be used for furniture, land can
be used for grazing sheep or for planting to-
bacco, etc.)

e. What goods and services will the people in
your region need in order to live reasonably
good lives? (Food, clothing, shelter, protec-
(ion, government, etc.)

f. What other productive resources could help
your region produce more goods? Specify
kinds of land, labor, or capital. (Answers are
open-ended )

3. Have each group rePort its conclusions to the
class. Write the letters designating the three re-
gions (A, B, C) across'the top of the chalkboard.
,As reports are made, record group responses to
the questions under the appropriate regional
designation. Point out the similarities and differ-
ences between regions.

4. Using the information from Procedure 3, ask each
group to prepare ar wers to the following ques-
tions, which you should write on the chalkboard:
a. 'With existing resources and technology, in

which goods and services should your region
specialize? Why do you think these choices
consftute the best use of your region's re-
soucces? (Answers will vary depending upon
the region.)

h. What problems might your region face as a
result of specialization? What is the trade-off?
(Dependence on others for markets and for
certain goods and services. Less self-suffi-
ciency is the trade-off to gain a higher standard
of living through more productive use of
scarce resources.)

c. What exchange could occur between your re-
gion and the other two eegions? (Raw ma-
terials such as cotton, hInber, and tobacco
will be supplied to the market and the sup-



pliers might in return buy such things as fish,
cloth, and shipping services. The details will
depend on the regions involved and thelmagi-
nation of the students.)

5. Distribute handouts 3-4, 3-5, and 3-6 to all the stu-
dents. After allowing sufficient time for reading,
have students:
a. Identify the colonial region represented by

each of the three .(A, B, C) regional resource
maps used in the previous e;:ercises;

h. Compare the group conclusions reported in
Procedure 4 with economic developments as
described in the readings for the New En-
gland, middle, and sOuthern colonies.

Evaluation: Distribute Handout 3-7. Have each student
use the information on the maps to write answers to the
questions at the end of the handout, in the space pro-
vided there.
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Handout 3-1

RESOURCE MAP: REGION A
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a. What factors of production or Productive resources does your region have?

b. What goods and services would it be possible toi produce using only these natural
resources and eighteenth century technology?

c. Explain why the goods and services identified in (b) above cannot be produced in
unlimited quantities.

d. Whit are some of the alte...iative uses of your region's natural resources?

e. What goods and services will The people in your region need in order to live reasonably

good liVes?
f. What other productive resources could help your geographic area produce more

goods? Specify kinds of land, labor, or capital.

From Master Curriculum Guide for the Nation's Schools, Part II, Strategies for Teaching Economics: United States History (Secondary),

1980. Joint Council on Economic Education, 1212 Avenue of the Americas, New York, NY 10036.
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Handout 3-2

RESOURCE MAP: REGION B

a. What factors of production or productive resources does your region have?

b. What goods and services would it be possible to produce using only these natural

resources and eighteenth century technology?
c. Explain why the goods and services identified in (13.1 above cannot be produced in

unlimited quantities.
d. What are some of the alternative uses of your region's natural resources?

e. What goods and services will the people in your region need in order to live reasonably

good lives?
f. What other productive resources could help your geographic area produce more

goods? Specify kinds of land, labor, or capital.

Fru Master Curriculum Quide for the Nation's Schools, Part II, Strategies for Teaching Economics: United States History (Secondary),

1980. Joint Council on Econvnic Biucation, 1212 Avenue of the Americas, New York, NY 10036.
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Handout 3-3

RESOURCE MAP: REGION :C
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a. What facfors of production or productive resources does your region have?

b. What goods and services would it be possible to produce using only these natural
resburces and eighteenth century technology?

c. Explain why the goods and services identified in (b) above cannth be produced in
unlimited quantities. ,

d'. What are some of the alterrative oes of your region's natural resources?

e. What goods and'services will the people in your region need in order to live reasonably

good lives?
f. What other productive resources could help your geographic area produce more

goods? Specify kindsof land, labor, or capital.

From Master Curriculym Guide for the Nation's Schools, Part II, Strategies for Teaching Economics: United States History (Secondary),

1960. Joint Council on Economici,Education, 1212 Avenue of the Americas, New York, NY 10036.
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Handout 3-4

THE NEW ENGLAND OR NORTHERN COLONIES

The land of the New England colonies was rocky
and hilly; the soil was thin and poor. The New En-
gland colonists produced enough food for their
own needs, but they did not produce enough food
to sell to others. They did, however, use the land
as pasture for horses, which they sold in the West
Indies.

The New England hills were covered with pine
and oak forests which grew right down to the 3hore.
The land was well watered with swift streams and
rivers flowing down .the hillsides and the valleys.
The coast was not smooth but full of big and little
bays which formed many natural harbors good for
all kinds of ships. In season there were plenty of fish
In both the ocean and the freshwater streams. The
tall pine trees provided ideal wood for masts of co-
lonial fishing and trading ships, and also for English
merchant and warships The falling water was used
to power sawmlls to cut the big logs into, timber,
planking, and bgerJs. These were used to build
ships and houses in New England and the West
Indies. Yankee businessmen had a very clever idea,
anticipating the modern prefabricated house. Even
before the Revolutionary War, New England lumber
merchants Were shipping to the,West Indies house
parts ready to be put together. The strong oak was
made into barrel parts for West Indian sugar and
molasses, for New England rum, or for the wines of

Spain and the Atlantic islands. Local shipbuilding,
good harbors, oceans and streams with fish made
possible successful fishing. Later New England
colonists went whaling and produced whale oil .for
sale. At an early date New England's resources led
her away from farming and into shipbuilding for
tradthg.

The Puritans, when their colony was little more
than ten years old, found a good market for fish.
This led them into other trading ventures. When the
fish were not running well, a man with a boat could
take a mixed cargo aboard and sail down the coast,
stopping at every little village. A smart Man with
horse-trader sense could come home much better
off than when he started. Trips doWn the coast led
Ao bigger things. New Englanders traded lumber in
the West Indies for molasses, the main ingredient of
rum. This led to making rum in the Northern colo-
nies. The rum, in turn, was traded in Africa for
slaves. From Africa the ships went to the West
Indies or the Southern colonies where the African
slaves were sold. Besides carrying their own prod-
ucts, the New England merchants carried goods for
others and arranged for the buying and the sale of
these goods. Providing these services became a
very important source of income and employment
for the New England colonies.

From Pittsburgh DEEP Project, Economics Readings for United States History (School District of Pittsburgh, 1966), pp. 17-18.
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Handout 3-5

THE MIDDI.E COLONIES

In contrast to the rocky hills of the, New England
colonies, the middle colonies had many large fertile
valleys lying between smooth rolling hills. Besides
English settle,* here there were many Dutch, . Ger-
man, and Swedish settlers, who brought with them
many Old World ways of farming. Grains and animal
products became the main products of the middle
colonies.

Growing wheat and barley and raising livestock
do not take large numbers of workers. A fairly large
stock farin can be run with a few hands. The grain
crops need large amounts of work during the plant-
ing and harvesting seasons, but iiot much at other
times. In the middle colonies, a family with the
added help of one or two hired workers or inden-
tured servants could take care of a large farm. Dur-
ing the planting and harvesting seasons, families
helped each other get the major tasks done. The
countless little jobs, such as fences to mend, tools
to make, roofs to repair, were done throughout the
year as time allowed.

The goods produced in the middle colonies were
not in great demand in England, as England was
largely self-sufficient in farming. The colonihts had
to search around for other markets for their prod-
ucts if they wanted to earn enough to buy goods
made in England or other European countries.

The inhabitants of the middle colonies found that
it was easier to ship their food products if the grain
was ground into flour and the animals butchered

and salted so that the meat would not spoil. Many
little mills greliv up in these colonies to grind wheat
into flour and corn into meal. The middle colonists
found that there was a good market for grain and
meat products in the West lhdian islands. The peo-.
ple there could make more money growing sugar
than growing food crops. Also, some parts of south-
ern Europe were not able to grow enough food to
feed all their people. Grain and meat from the mid-
dle colonies could be shipped to the West Indies
and traded for sugar or fruit. The sugar or fruit then
could be traded in England for cloth and manufac-
tured goods to be brought back to the colonies. Or,
the grain and meat could be sent to southern Eur-
ope and traded for wine. Then tha wine could be -

taken to England and traded for the goods the
middle colonies wanted.

The middle colonies did not build as many of their
own ships as the northern colonies. Much of their

, trade was done in ships from England or New En-
. gland. The forests in the middle colOnies were not

as dlose to the sea sib thosi in New England, and
most of the settlers knew more about farming than
they did about building ships. It was harder and
cost more to get the trees to the coast. It was more
profitable to burn the trees and stumps left from
clearing farmland and sell the ashes (potash) for
use in making soap and glass. There was some pro-
duction of lumber and ships in the middle colonies,
but there was less than in New England.

From Pittsburgh DEEP Project: Economics Readings tor United States History (School District of Pittsburgh, 1968), pp. 18-19.
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Handout 3-6

THE SOUTHERN COLONIES

In the southern colonies there were some pine
forests and woods with a good supply of wild deer
and other game. Deerskins were the earliest impor-
tant export product of the South. The soil and the
weather here were also very good for farming. A

large flat plain spread far inland from the coast.
There was plenty of rain and a long growing season.

After providing the food, clothing, and shelter
they needed to stay alive, the early colonists spent
most of the time they could spare growing tobacco
for sale in England. Tobacco was one of the "enu-
merated" goods (products that could be shipped
only from their place of origin to England or one-of
its colonies). With the money from the sale of to-
bacco, the colonists bought the manufactured
goods they wanted from England. Ships went back
and forth directly between the southern colonies
.and England. There waS also some trade between
the southern and northern colonies. Because of
this trade pattern, the southern colonists did not
build up a shipping industry or shipping services of
their own. The southern colonists were planters.
They spread out over the land. A single ship
(generally English, but sometimes froin New
England) would make a large profit just sailing back
and forth between English ports and the southern
cblonies. It would carry goods from each end of the
route to be sold at the other. A ship loaded with

1040°4%

imported gobds from England, such as cloth and
household goods, would nose its way up the rivers
spreading like arms from Chesapeake Bay. Along
the river banks the English goods were unloaded at
little plantation wharfs. In their place big bundles of
tobacco (called hogsheads) were loaded onto the
ships.

Growing an acre of tobacco takes much more
labor than growing an acre of most other crops. A
great deal of labor is needed not only at planting
and harvest time, but also during the growing sea-
son. Most of the work must be done by hand. The
jobs are Simple and must be repeated over and

over. They can be done by large groups of unskilled
workers supervised by a single foreman.

Certain parts of the South, particularly South
Carolina, were well suited to growing rice. It too
became an important export crop. Rice and indigo
were grown together op the same plantation. All
three crops needed a large source of unskilled
labor. Slavery filled this need. Most of the rice and
indigo were shipped to England from Charleaton,
which became the first large*southern port. It was
not until after the Revolution that the diverse goods
trade activity in Chesapeake BEI/ began to be con-
centrated in Baltimoree The rice trade, like the
tobacco trade, was carried mostly in English ships
and handled by English and Scottish merchants.

Adapted from Pittsburgh DEEP Projrwt: Economics Readings for United States History (School District of Pittsburgh, 1966), pp. 19-20.
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Handout 3-7

MAP OF XLAND

From Master Curriculum Guide for the Nation's Schools, Part II, Strategies for Teaching Economics: United States History (Secondary)
1980. Joint Council on 'Economic Education, 1212 Avenue of the Americas, New York., NY 10036.
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Handout 3-7 (continued)

MAP OF YLAND .
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From Master Curriculum Guide for the Nation's Schools, Part II, Strategies for Teaching Economics: United States History (Secondary),

1980. Joint Council on Economic Education, 1212 Avenue of the Americas, New Yorgl NY 10036.
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Handout 3-7 (concluded)

Name Class

1. With existing resources, what type of specialization would develop in each region?

2. What voluntary trade patterns could develop between Xland and Yland?

Date

3. How would specialization benefit each region? What would be the costs of specialization?

From Master Curriculum Guide for the Nation's Pchools, Part II, Strategies for Teaching Economics: United States History (Secondary),
1980. Joint Council on Economic Education, 1212 Avenue of the Americas, New York, NY 10036.
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Lesson 4: The Jacksonian Period

TIME REQUIRED: Two class periods

RECOMMENDED GRADE LEVEL: 11-12

CONCEPTS: Functions of money
Causes of inflation
Changes 'n price levels
(NOTE: If students are unfamiliar with
index numbers, the calculation of per-
centages, and the concept of inflation,
this activity will require more time
than indicated.)

Instructional Objectives: Students will be able to
List three basic functions of Money;
List three forms of money coMmonty used in the
1830s;
Compute the percdnt change in the growth of paper
money and specie between 1832 and 1836;
State their own views on the effects of changes in
the money supply on the economy;
Compare their views with those in a standard
textbook that describes the causes of inflation dur-
ing the Jacksonian Period.

Rationale: High school history textbooks have come
under increasing attack from economic historians on
the ground that their descriptions of the causes of vari-
ous economic dev.-lopments often conflict with availa-
ble data. This lesson gives students an opportunity to
compare statements in their texts about the cause of
inflation between 1832 and 1836 with the behavior of
prices and the money supply at that time.

Materials
I. Film, Money and Its Uses, available from Ency-

clopedia Britannica Educational Corporation, In-
structional and Library Services, 425 North Michi-

gan Avenue, Chicago, IL 60611; or use publica-
tions of the Federal Reserve Bank of New York;

2. A one-dollar bill;
3. One copy each of handouts 4-1 and 4-2 for every

student.

Procedure:
I. Show Money and Its Uses (27 minutes) to illus-

trate the importance of a sound currency and the
functions of money.

Alternative Procedure: If the film is not availa-
ble, display a dollar bill and ask: "What basic him-
tions are performed in the economy by this dollar
bill?" In the discussion students should mention
the following basic functions of money:
a. MEDIUM OF EXCHANGE. Money is anything gen-

erally acceptable for the making of payments
or the discharging of debts. Money serves to
facilitate trade and other economic exchanges.

30

Without the existence of Money, people would
have to use barter to exchange goods and
services.

b. STANDARD OF VALUE. Money provides a com-
mon denominator through which we express
the value (prices) of ail economic goods.
These prices give us a means of comparing the
values of different commodities, for example,
how the cost of a pound of spaghetti compares
to the cost of a pound of potatoes.

c. STORE oF VALUE. Money enables us to store
values we accumulate so that we can use them
at a later time, i.e., it provideS a convenient
means of saving or adding to our wealth. Peo-
ple can "store" in the form amoney the value
of the things they sellbe it their labor, or
cabbages, or cars, or used furniture. If the
purchasing power of money changes a great
deal because of inflation or deflation, the effi-
ciency of money as a store of value is im-
paired.

2. A particular form of money may fulfill the fore-
going functions regardless of 'what is used to serve
as money. In the Jacksonian period, gold and
silver were used as money in addition to coins of
baser metal and paper currency. As a home assign-
ment (or if time permits in class ) ask students to
review the section in their U.S. history textbook
on economic developments during Andrew Jack-
son's presidency, especially his second. term
(1832-36). Have them write down the conclusions
in the te.xt regarding the causes of inflation during
Jackson's administration. Set this paper aside for
later reference.

3. On the second day distribute Handout 4-1. Explain
each column of figures but do not draw inferences.
Column 1: The year for which the data is given.
Column 2: An index of changes in the price

level. When explaining, relate this
index to the present national Con-
sumer Price Index now issued once
a month. The change from 91 to 95
from 1832 to 1833 indicates that
prices increased 4 percent in that
period (see Column 3).

Column 4: Specie represents the value of gold
and silver in circulation. (Gold was
part of the U.S. money supply until
1934. Note that specie is also in-
cluded in the figures in Column 6,
along with paper currency.)

Column 5: Represents the percent change in the
amount of specie from one year to
the next. For example, the change in

specie from 1832 to 1833 was +$10
million; 10/31 = 0.32, which means
specie increased by 32 percent.



Column 6: Represents the total money supply
(paper money and gold and silver) in
the United States during each year
from 1832 to 1836.

Coltimn 7: Represents the percent change in the
money supply from one year to the
next. For example, the change in
the money supply from 1832 to
1833 was +$18 million; 18/150 =
0.12, which means the money supply
increased by 12 percent. You may
desire to leave the remainder of this
column blank and have students cal-
culate the rest.

4. Divide the class into small groups and give each
student a copy of Handout 4-2. Review the instruc-
tions. Have the groups again examine the table in
Handout 4-1 carefully and then answer the ques-
tions in Handout 4-2. (NOTE: In question d, the
relation between the percent increases in the total
money supply and the price index are not exact.
The ratebf increase in,the money supply in general
climbs faster than the rise in the price index.The
implication is that increases in the money supply
do not fully explain the behavior of the price index
in 1832-36. Apparently, as in many periods of
inflalion, there were several contributing causes to
that inflation.)

5. After allowing sufficient time for group discussion
and the formulation of statements, have students
compare their statements with the statements
made in their.textbook about the causes of infla-
.tion during the Jacksonian era.

NOTE: Following are examples of statements
taken from two different textbooks:

TEXT I: "In every case the state banks, using the
federal deposits as backing, issued too
many bank notes, which encouraged in-
flation."

TEXT 2: "[Moth the 'pet banks' and other state
banks lent money on easy terms . . .

leading to inflation."

After'exarnining the table students should detect
that such statements could be considered inac-
curate. .In this particular instance, inflation was
probably also caused through the increase in spe-
cie as well as through the creation of paper money
by the banks. Furthermore, the table does not pro-
vide information about the rate at which money
was spent, i.e., its "turnover"; the faster or slower
the turnover, the larger or ,smaller the effective
money supply. Furthermore, students do not have
information on nonmonetary causes. For example,
was there a sufficient amount of land, labor, or
capital with which to supply the then current level
of demand? If not, prices might have risen because
demand would hav, exceeded supply.

Evaluation: Have students use.their textbooks and any
other sources available to prepare a critique of the
following statement: "Land speculators whogreedily
bought western land to sell at large profits were solely
responsible for the :huge rise in price levels between
1832 and 1836."



Handout 4-1

MONEY SUPPLY AND PRICE LEVELS, 1832-36

Year

Index of,Prices Specie Total Money Supply

Base:
1834-42
= 100

Yr.-to-Yr
Percent
Change

Minions
of Dol.

Yr.-to-Yr
Percent
Change

Millions
of Dol.

Yr.-to-Yr.
Percent
Change

(1) (2) (3) (4) (5) (6) (7)

i 832 91 31 150

1833 95 4 41 32 168 12

1834 90 5 51 24 172 2

1835 1 08 20 65 27 246 43 .

1836 122 13 73 12 2 76 12

SOURCE: Compiled by R. W. Fogei and S. L. Engerman, "Money, Prices And Banks in the Jacksonian Era," The Reinhirpretation of

American History (New York: Harper & Row, 1971), p. 451, as follows: Column 2 is from Walter Buckingham Smith and Arthur Harrison

Cole, Fluctuations in American Business, 1790-1860 (Cambridge, Mass.: Harva ffiiversity Press, 1934), p. 150; columns 3 an'd 5 are

from Peter Temin, The Jacksonian Economy ,(New York: W. W. Norton, 1969), 11 and 159. Reprinted here by permission of the

publishers.
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Handout 4,-2

QUESTIONS ON HANDOUT 4-1, "MONEY SUPPLY AND
PRICE LEVELS, 1832-36"

Prices rose considerably in the period 1832-36, which indicates the presence
of inflation. Economists believe that inflation is usually associated with un-
duly Urge increases in the money supply. Your group is to examine the table
carefully and do the following:

a.. Write a statement about the percent changes in the supply of specie in 1833 and in 1834.
S.

b. Write a statement about the effect of this change on the total money supply.

c. Write a statement about how a cl-flange in the total money supply is likely to affect prices.

d. Write a statement about the general relation of the percent increase in the total money supply to the
Percent increase in the price index during the entire period covered by the table.

From Mastnr Corriculum Guide for the Nation's Schools, Part II, Strategies for Teaching Economics: United States History (Secondary),
1980. Joint Counal on Economic Education, 1212 Avenue of the Americas. New York, NY 10036.
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Lesson 5: Westward Expanskn

TIME REQUIRED: Three class periods if reading
takes place in class

RECOMMENDED GRADE LEVEL: 1 1-12

CONCEPTS: Economic incentives
Government allocation policies

Instructional Objectives: Students will
State thepolicy alternatives available to the U.S.
government for the disposal of public land:
State the economic incentives for migrating west
during the late eighteenth and early nineteenth
centuries and the policies that made these incen-
tives effective;
Based on an examination of public land laws ana-
lyze all the policy alternatives for allocating land
which were actually adopted by the U.S. govern-
ment between 1785 and 1865.

Rationale: In a market economy a most impoAant moti-
vating force behind economic behavior is individual
self-interest. In promoting their self-interest indi-
viduals act not only individually but also form them-
selves into groups and use-group pressure to achieve
their goals. Such was the nature of the Claim Criks of
the early West. Through the Claim Clubs, early mi-
grants who lacked sufficient resources to *quire land .

under the provisions of the*public land laws sought to'
protect their claims to the lands on which they had
settled bY enforcement Of "priority rule," by which
ownership was conferred on those who arrived first.
(NOTE: National land policy was initially designed
primarily to raise revenues for the debt-ridden new
government. During the nineteenth century the terri-
torial possessions of .the United States more than
doubled in size. This created a new situation. If these
acquisitions were to be rapidly settled, land policies
were needed that would induce people to risk moving
tr., remote and often hostile areas. One strategem was
to use public,auctions to allocate the available public
land quickly.)

Materials: One copy each*of haodouts 5-1 through 5-5
for every student. (The teacher may prefer to show
handouts 5-2 and 5-4 on an opaque or overhead
projector.) .

Procedure:
I. DAY ONE. Distribute Handout 5-1. Allow time for

reading; then ask:
a. What alternatives did the government have for

disposal or allocation of western land? (Keep
the land as a national heritage; make the land
available in large or small parcels to individual
settlers, groups of settlers, or speculators at
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2.

3.

high or low prices; sell the land on credit or for
cash; offer the land as a subsidy to business
enterprise; give the land away.)

b. Irthe objective was to raise revenues, which
of these alternative allocation mechanisms
would you expect the government to choose?

, (Student discussion of the extent to which
various options woulcrresult in filling the na-
tional treasury should be open-ended. List
suggested options on the board for ftiture
reference .) A\

c. Which alternatives would most likely promote
Tapid settlement of western land? Why?
(Repeat process of open-ended discussion and
listing of options.)

d. Which alternative is considered most faii:?
Why? (Allow time for student discussion. Re-
plies will depend upon students' definitions of
what is fair.) .t.

Distribute or project Handout 5-2. Allow time for
study; then ask students the following questions:
a. Based on the provisions of the Land Ordi-

nance of 1785, what do you think was the
major objective of government land policyto
raise revenues, promote rapid settlement, Or
keep land in government hands for a time?
(Raisp revenues.)

b. Do you think the land policy objective was the
same in 1796? (Yes.)

c. On what evidence do you base your answer?
NOTE: In responding, students should compare
provisions of the public land laws fibril 1785 to
1804. They should also refer to th 1 policy options
the class developed earlier. The jor objective of
national government land policy i ' 1796 appears to
have beeii to raise revenues for he. new govern-/ment. In 1800 and 1804 the min mum acreage pur-
chasable was lowered and tis of payment weTe
eased. :rhe importance f changes in minimum
acreage should not be underestimated. The prac-
tice of selling land only in large parcels is not
the best way to promote rapid settlement when
few individuals t.an afford the price, or have suffi-
cient resources to bring such large tracts under
cultivation.
DAY TWO. r3istribute Handout 5-3. Allow time for
reading. Then, ask students to work out answers to
the questions in the hi: ndout. Students.may bf,. as-
signed to work in s tll groups. AlloW\lbont 15
minutes for group w:1;1( ancl then discusgranswers
with full class. (NOTE: if-sufficient time is avail-
able on Day One. handout can, '-)e distributed that

. day. arid students can work tout answers as an
overnight assignment.)
a. What was il. major economic incentive for

individuals ..nd families to migrate west?
(Ownership t;1 land.)

h. To what extei.t do you .11Ink people like those



described in the reading were able to acquire
land under the terms offered by the national
government prior to 1820? (Open-ended
answer.)
(1) What was the minimum amount of money.

needed to purchase federal Iiind in 1785?
1796? 1800? 1819? (Have students refei'to
Handout 5-2 to calculate total costs.)

(2) Can we assume that land was always
available at the minimum price? (No.)
Why or why not? (The auction process
competitive biddingtended to favor
land companies and sPeculators. With
their vast cash reserves these groups
were able to outbid ordinary farmers and
as a result federally owned land prior to
1820 was seldok available at the minil
mum price.),

c. Aside from the cost of the land, can you think
of other factors that may have prevented many
of the landless poor from migrating to the
West? (Allow students to suggest a wide range
of reasons why some people would not have
wanted to migrate. These might include fac-

tors such as the difficulty of travel, resistance
of the Indian tribes, state ot' health, etc.)

d. Which group gained the greatest economic
benefit from the arrangements made for the

sellfr.6 of federal landspoer farmers or
wealthy planters? What evidence is there to
support your answer? (There is evidence that
wealthy planters benefited because poor
farmers -in the East sold ourand moved w;:st.
However,.one could argue that the availability
of large tracts of western land enabled poor
farmers to start over again if they moved

westward. Many poor farmers became
"squatters" on the western lands. Wealthy
farmers in the East did not have the incentive
to move into the wilderness, although some
went west to speculate and others invested in
land companies,)

^11
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e. What changes were needed in the govern-
ment's land policy to induce a large number of
people to relocate in the West? (Answer
should be left open-ended. In responding,
however, students ought to refer to the list of
government actions suggested at the beginning
of the lesson for promoting rapid settlement.
Additional or revised student suggestions
should he listed on the board.).

.4. After brief discussion of question 3e, distribute or
'project Handout 5-4. Allow time for students to
study tne table; then have them point out the
changes .the clas.s said were needed and that were
included in land policy after 1820. Also have them
point out and discuss possible reasons for changes
they did not anticipate. (For example, the laws
passed in 1820, 1832, and 1841 required payment in
cash. Students may have anticipated the opposite
to occur, i.e., they may have indicated the need for
more liberal credit. The cash-payment require-
ment, however, did not necessarily act as a deter-
rent because people were often able to borrow
money from the state banks.)

5. DAY THREE. Distribute Handout 5-5. Go over &ft
cult vocabulary in advance; have dictionaries
available, or provide a glossary of key words. Al-
low.time for reading; then have students discuss
the questions. In question c of the handout, if stu-
dents have difficulty suggesting reasons, have
them refer to the first paragraph of Handout 5-1 or
to their textbook analyses of the land acquisitions
of the U.S. government after 1.841. Students
should find that much western land was unsuitable
to eastern farming nethods, very long journeys
were necessary to reach this land, travel and set-
tlement in. territories occupied by western Indian
tribes was hazardous, etc.

Evaluation: Have students discuss orally or write an
essay on how well the interests of various individual
Americans were served by government land policies
between 1785 and 1865.



Handout 5-1

THE ACQUISITION AND DISPERSION OF THE PUBLIC LAND*

Of the two billiOn acres that comprise the continental United States today,
the Federal government at one time or enother owned 1.4 billion, or 70 per-
cent. The accumulation of the public domain began as a by-product of the
Articles of Confederation. The six states that had no claims to Western land
refused to ratify the Articles unless the seven states that had such claims
ceded their outlying territories to the Federal government. In 1780, New York

did so, and the others followed between 1784 and 1802. This original acreage

was later augmented by purchase and appropriation. The Louisiana Pur-

chase, in 1803, doubled the original area at a 66st of $15 million, or less than
3 cents an acre. In 1819, 46 million more acres were added when Florida was

bought from Spain for $5 million. In 1846, diplomacy settled a boundary
dispute with Great Britain and attached to the rapidly growing nation 183
million acres of Oregon territory. At the close of the Mexican War, in 1843, $15

million was paid to Mexico for 339 million acres in New Mexico and California;

and in 1853, the Gadsden Purchasetrought our government 19 million acres

more for $10 million.
At the same time that the government was acquiring land, it was also

disposing of it. Indeed, in a period of less than 150 years it sold or gave away
about one billion acres. The manner in which this was done was of inestima-
ble importance in determining how rapidly the land would be settled and of
equal importance in affecting the American scale of living.

In formulating its land policy, the Federal government had a number of
choices. It could keep the land as a national heritage; it could make the land
available in large or small parcels to individual settlers, groups of settlers, or
speculators, or offer the land as a subsidy to business enterprise; it could sell
the land on credit or for cash at a high or low price; or it could give the land
away. Over the course of history, Federal land policy evolved gradually, cover-
ing the whole gamut of alternative choices, except sales at a high price. As a
generalization, however, it can be said that the objective changed from reve-

nue raising, to rapid settlement, and, finally, to conservation.

From Herman E. Kross, American Economic Development: The Progress of aBusiness Civiliza-
tion, 3rd edition, r 1974, pp. 88-89. Reprinted by permission of Prentice-Hall, Inc., Englewood

Cliffs, New Jersey.
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Handout 5-2

PUBLIC LAND LAWS PRIOR YO 1820

instructions: Use the table and background paragraph below to assist you in the discussion,

Year
Allocation
Process

Minimum
Purchase

Minimum
Price

per Acre Method of Payment

1785 Auction a 640 acres $1.00 Cash

1787 Auttion 640 acres $1.00 Cash or credit. If credit, one-half
downpaymont & balance in
3 months

1796 Auction 640 acres $2.00 Cash or credit. If credIt, one-half
downpayment within 30 days
& balance due in 12 months

1800 Auction 320 acres $2.00 vpash or credit. If credit, one-
fourth downpayment and
one-fourth at end of second,
third, and fourth years

1804 Auction 160 acres $1.64 Cash

$2.00 Credit: same terms as in 1800

'Competitive bidding

Background:
While the prices per acre shown in the above table doubled after 1787, there was also a considerable rise

(i.e., inflation) in most other prices after that year. Consequently, the higher price per acre partly reflected

general economic conditions. The table also shows that all the sales were in auction form, which is why the

prices per acre are called minimum prices.
The key questions to ask about public land law in 1785 for the purposes of the discussion are:

1. What does the very existence of a sales program for public land imply about a desire to keep such land

in government hands?
What does a minimum purchase requirement in terms of acres and payment in terms of cash imply about

any desire to promote rapid settlement?
3.. What do the above-mentioned minimum requirements imply about any desire to raise revenue?

From Master Curriculum Guide for the Nation's Schools, Part II. Strategies for Teaching Economics: United States History (Secondary),

1960. Joint Council on Economic Education, 1212 Avenue of the Americus, New York, NY 10036.
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Handout 5-3

THE EASTERN SEABOARD: NO LONGER A PLACE FOR
ENTERPRISING YOUNG PEOPLE

The rate of population growth was enormous in
all parts of the country. . . . As late as 1800 the
annual birthrate was still more than 50 for every
thousand people, and it was not at all extraordinary
fora family to have seven or eight children. In Con-
necticut, the source of many of the migrants to
Northwestern New England in the late eighteenth
century, More than one man could boast of a dozeri)
children, some seventy grandchildren, and two orl
three hundred great grandchildren. The population
doubled every quarter century or less. . . .

. . . Although there were graybeards who had
spent their lives moving from frontier to new fron-
tier, making a career of clearing and selling land,
most of the migrants were the overly numerous
sons and daughters of the latest pioneer genera-
tion. Three-fourths of those who went west from
Vermont in the 1820s ... were under thirty, and half
were under twenty-five. During the first generation
of settlement in one farming county of Wisconsin,
between 1850 and 1880, the median age of the
working population was twenty-nine at the start of
the period and still only thirty-three at its close. The
streams of migration across the country swelled
into self-generating torrents as they rolled west-
ward. As decade by decade the movement gathered
strength and each generation of youthful settlers
had to remove farther from their parents' neighbor-
hood than the parents had done befoiv, they grew
more and more inured to the rigors of pioneering.,

It was not the absolute numbers of young people

crowding.the soil so much as the wasteful agricul-
tural practices, long since habitual among Ameri-
can farmers, that impelled so many to leavP
places that had been new in their own recent
childhood.... The remedies proposed were [use of]
fertilizer, diversification of crops, and more careful
cultivation, all of which were beyona the means or
the prejudices of ordinary farmers. Many of the
latter instead sold out to large planters [and]. after
1840, to Northern farmers who [had] sufficient
capital for such innovations. In the West they could
start the cycle of soil destruction over again. "Ask
thcse who have gone, or are going West, why they
have left, or intend to leave their native hills," the
editor of an agricultural journal observed in 1835,
"and they will tell you the soil is worn out."

. . . No region was immune to soil exhaustion. In
northern NeA _ngland, where ten to twenty succes-
sive crops of wheat impoverished the thin forest
mold on the granite slopes, the profitable course for
the richer farmers in the 18208 was to buy up worn-
out wheatland and turn to raising sheep for their
wool; those who sold out moved west if they could.
Other means of. subsistence were also being
pinched off: the wild game had been depleted, the
marketable timber near the rivers had been cut off,
and . . . [because] deforestation made the streams
no longer flow evenly throughout the year, the grist-
mills and sawmills were put out of business. Little
room remained for enterprising young men [unless'
they went to New England's bustling cities].

Questions
'a. What was the major economic incentive for inaividuals and families to migrate west?

b. To what extent do you think people like those described in the reading were able to acquire land under
the terms offered by the national government prior to 1820?

(1) What was the minimum amount of money needed to buy federal land in 1785? 1796? 1800? 1819?

(2) Can we assume that land was always available at the minimum price? Why or why not?
C. Aside from the cost of the land, can you think of other factors that .nay have prevented many of the

landless poor from migrating to the West?
d. Which group gained the greatest economic benefit from the arrangements made for the selling of fe(teral

landspoor farmers or wealthy planters? What evidence is there to support your answer?

e. What changes were needed in the government's land policy to induce ; large number of people to
relocate in the West?

From Rowland Berthoff, An Unsettled People: Social Order and Disorder in American History (New York: Harper & Row, 1971), pp.

136-138. Reprinted by permission of the author.
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Handout 5-4

Puquc LAND LAWS, 1820-62

Minimum
Allocation Minimum Price

Year Process Purchase per Acre Method of Payment

1820 Auction 80 acres $1.25

1832 Auction 40 acres $1.25

Auction 40 acres $1.25

1841 $1.00 (land on
market for 10 yrs.)

Pre-emption 160 acres
121/2 0 (land on

market for 30 yrs.)

Cash

Ca ,h

Cash

Auction 40 acres $1.25 Cash

1862 Pre-emption 160 acres $1.25 Cash

Homestead 160 acres free Five years' work on land

FromMaster Curriculum Guicte for the Nation's Schools, Part II, Strategies for Teaching Economics: United States History (Secondary),

1980. Joint Council on Economic Education, 1212 Avenue of, the Americas, New York, NY 100,36.
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Handout 5-5

SETTLING WESTERN LANDS

Many of the transients' [migrants'] problems
arose from the fact that the western public lands
open to new settlement were still technically under
control of the Federal government of the new
United States, with its headquarters on the far-off
eastern seaboard. Though continually changing,
Federal law offered arrangements which, at least
from a great distance, seemed to have the virtues of
neatness and order.

. . . Federal law, the Land Ordinance of 1785,
provided for the rectangular survey of lands into
"township" units (each 6 miles square, each includ-
ing 36 sections) and "section" units (each a mile
square, or 640 acres). This has remained character-
istic of our West. The simplest, most orderly, and
most quickly remunerative program was to sell
these large tracts to easterners with strong finan-
cial backing. .

But the transients were not interested in large
programs. They stopped here or there, according to
the accidents of the wagon route, the appeal of
rumor, or the appearance of the land. They did not
wait for the land to be surveyed or for government
to precede them. They could not have secured the
legal documents for their tracts before they left
because, more often than not, they did not know
where they were going. Nor did they stay put. They
went hoping for the best, and their hopes carried
them from place to place. However neat and orderly
might be the Federal plans and laws, the transients'
pattern of settlement was anything but meat, for
nearlyall westward American movement in the 19th
century was a Land Rush. . . .

Surveys commonly lagged behind settlement... .
In Illinois, for example, before the end of 1828,
about two-thirds of the population were
"squatters"settlers on land that still technically
belonged to the United State government. This very
word "squatter," in New England and in the popu-
lous eastern seaboard states, had a taint of fraud.
[In New England] a squatter was 'a person who
settled on land already legally belonging to
someone else, in order to acquire title by occu-
pancy or to profit from some technical defect in the
title of the original owner. But not here. The Nest-
ern "squatter" was usually the actual first settler,
the pre-emptor, the man who had got there first.

. . . The earlier farm settlers organized to protect
their land. Since there were no courts of law, they
formed "Claim Clubs" (sometimes called "associa-
tions" or "unions"). Scores of such organizations
sprang up in the areas of rapid Western settlement.
For example, near Elkhorn Creek, Wisconsin, forty
families had settled in a grove surrounded by land
which had been surveyed into townships but not yet
into sections, and therefore was technically nbt yet
on the market. A Methodist circuit rider, passing
there in 1835, reported:

They had, in the absence of all other law, met
& made a law for themselves. They have sur-
veyed the township & ascertained that section
16, the school section, was within the g lye, &
they staked it off & appointed commisk ioners
to take care of it, preserve the timber &c. so as
to make/it valuable as possible when the town-
ship s,hould be regularly settled according to
law. They had also meted & bounded every
mans wood land, allowing each family 40
acres of timber, & as much Prairie as he
pleased to take up. Timber being the great
disideratim of the country, they would not al-
low any one man to monopolise . .. there was
an understanding in the country, equivalent to
a law of the land, that the settlers should sus-
tain each other against the speculator 8, no
settler should bid on another's land.

If a speculator should bid on a settlers farm, he
was knocked down & dragged out of the [land j
office, & if the striker was prosecuted & fined,
the settlers paid the expense by common c.on-
sent among themselves. But before a fine
could be assessed, the case must come before
a jury, which of course must be selected from
among the settlers. And it was understood that
no jury would find a verdict of guilty against a
settler, in such a case, because it w,..s con-
sidered a case of self defence... . These things
being understood no speculator dare bid on a
settler's land, & as no settler would bid on his
neighbor, each man gets his land at congress
price, $1.25 pr. acre.

From Daniel J. Boorstin. The Americans: The National Experience (New York: Vintage Books, 1965), pp. 72-78, 90-97.
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Handout 5-5 (continued)

. . "Claim Clubs" were needed constantly and
from the very beginning. Without the clubs, newly-
settled farmers on land not yat officially surveyed
could have no assurance that the land was theirs,
that they could profit from their improvements, or
even that they could reap the crops they had sown.
Such clubs sprang up "as readily as did the sun-
flowers" (we are told) "wherever the prairie sod was
broken"in JIlinois, Wisconsin, Iowa, Minnesota,
Nebraska, and everywhere the transients settled.
Organization often began with a mass meeting of
the local settlers, who formed a committee to draft
a constitution and by-laws and then elected of-
ficers. . . . They kept a register of land titles and in
many ways acted like a regular United States gov-
ernment land office.
«. Membership in the clubs, as in other transient
communities, was easily and quickly acquired.... A

typical club constitution provided that "all persons
who have resided within the limits of the county for
two months shall be recognized and considered as
citizens of the County." Despite the troublesome
vagueness of boundaries, the crudity of surveys,
and the fluidity of membershiP, rules were simple,
widely understood, and rigorously enforced. . . .

By the time federal land offices finally were
opened under the Preemption Act of September 4,
1841, enterprising transients and speculators . ad

become devilishly clever at satisfying the letter of
the law.

Under the rules of most federal land offices, a
man could not pre-empt unless he had a house at
least twelve feet square. But a squatter might swear
that his house was "twelve by fourteen," when ac-
tually the only building on his claimone he had
whittled out with a pen-knife--was twelve by four-
teen inches. To be a "house" for pre-emption pur-
poses; a structure was required by some offices to
have a glass window. Travelers reported their puz-
zlement at finding, in some little windowless slab
cabin, a window-sash hanging inside upon a nail.
Having seen similar frames hanging in other cabins,
one visitor asked the owner what it was for. "To
pre-empt with," came the reply. "How?" "Why,
don't you understand? To enable my witness to
swear that there is a window in my house!"

Sometimes the same cabin was moved from
claim to claim, until half a dozen different claimants
hao pre-empted their separate parcels with it. A re-
porter in Nebraska in the late 1850's described a
little frame house built for this purpose on wheels,
and drawn by oxen. Let out at five dollars a day, it
enabled a pre-emptor to swear that he had a bona
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fide residence on his claim. It was said that scores
of claims had been proved up and pre 3mpted with
this house.

No woman could pre-empt under the law unless
she was a widow or "head of a family." Ambitious
pioneer maidens who could not satisfy the spirit of
the law were clever at satisfying its letter in order to
secure their 160 acres of pre-emptfon land. Stories
were told of babies hired out to serve such female
claimants, much as the movable house served the
men. The young lady would borrow a child, sign
papers of adoption, swear she was head of a family,
and pre-empt her claim. Afterwards she would an-
nul the adoption papers, returning the child to its
parents with an appropriate gift. . . .

Claim ClJbs (sometimes called "Actual Settlers'
Associations" or "Squatters' Clubs") might more
precisely have been called "First' Arrival Clubs."
They protected the first settlers in their right to
speculate as well as in their right to cultivate. The

nonresident who had made much money speculat-
ing in western land was, according to the Madison
Argus (October 22,1850), "a rare bird, more rare by

far than a successful gold hunter." Unimproved
absentee-owned land was exploited directly and in-
directly. Sometimes it was simply seized, and the
title held ''by Claim Club." Sometimes the residents
voted expensive local improvements, such as roads
and schoolhouses, affixing their heavy costs as a
tax burden on the lands held by absentees. In some
places this became an avowed policy, in order to
force sale by speculating absentee owners to actual
residents (or at least to local speculators). There

was no lack of speculators in western farm land, but
the speculators who had the support of Claim Clubs
were the men on the spot.

Claim Clubs and their Claim-Club Law expressed

a distinctive spirit, an enduring legacy to the new
nation. They stood for the priority principle, which
simply meant the superior claim of those who ar-
rived first.... The priority principle itself made men

hurry on.
It was first applied in the laws of land, but it would

be applied in turn in each race for the continental
treasures: for gold, fur water, for grass, and for oil.

. . In settled European and eastern seaboard
communities, inherited possessions (like an in-
herited name) distinguished a man by advantages
he had not himself earned. Land was by tar the most



Handout 5-5 (concluded)

important of these. . . . new-settled transient
communities, land, stripped of ancestral associa-
tions had become a,mere commodity. Its value was
its price, and its price fluctuated with the market.
"Settle and sell, settle and sell" was common West-
ern doctrine. . . .

We are misled if we think of a westward-moving
line of settlements advancing like the front ranks of
an army, or even if we think of the whole expansive
adventure of the 19th century as a "Westward"
movement. These were not men moving ever
toward the west, but men ever moving in the
west. . . .

Transient communities . . . moved about for many
reasonsand sometimes apparently for no rea-
sons; prodded by ,dullness of opportunity where
they were, false gUesses, exhausted mines, mis-

I.

placed optimisms, drought, Indian attack, fire, rail-
road tracks that never arrived, or restlessness and
exaggerated hopes. . . .

In America, and especially in the West, men exi
pected more than a bare living and, when their
struggle became too hard or their hopes were stulti-
fied, they were ready to look elsewhere. . . .

Could the transients themselves have made a liv-
ing if they had stayed on in the exhausted mining
camp, the drought-stricken farm, the lumber town
forgotten by the railroad? Looking at people on
other continents, we cannot confidently say that
they,could not have survived. But survival would not
satisfy them; they aimed at prosperity, it was
enough to make them move if they saw they were
not likely to prosper.

Questions
a. Would the actions taken by western settlers through the claim clubs support this statement: "A major

motivating force behind economic behavior is individual self-interest." Explain.

b. After reading Boorstin'.s description of how settlers acquired land, do you think the major purpose of the

Land Act of 1841 was to provide an Incentive for more people to migrate west or to protect the interests

of those who had already settled in the West? Explain. N

c. With settlers able to legally "pre-empt" land beginning in 1841, why do you think the federal goGernment

thought it necessary in 1862 to offer the additional incentive of "free land"?

42
u 0



Lesson 6: Interregional Trade

TIME REQUIRED: One or two class periods

RECOMMENDED GRADE LEVEL: 9-12

MAJOR CONCEPT: Comparative advantage

RELATED CONCEPTS: Specialization
nterdependen.ze

!nstructional Objectives: Students will
Discuss the motivation for trade between two re-
gions;
Explain trade between two regions in terms of the
law of comparative advantage;
Explain the importance of transportation com-
bined with the workings of comparative advantage
on the industrial growth of the United States.

Rationale: Region A can be more efficient in the pro-
duction of all goods (for example, food, steel, clothing,
machinery) than Region B. Region A is then said to
have an absolute advantage in the production of all
goods. But Region A is likely to be relatively more
efficient than Region B in the production of some
goods than in others. Le,t us assume it is relatively
more efficient in producing food and steel than in mak-
ing clothing and machinery. Region A is then said to
have a comparative advantage in producing food and
steel. If one thinks about it. one can see that Region B

can be considered relatively less inefficient in produc-
ing clothing and machinery. Therefore B has a com-
parative advantage in producing those two goods.
Under such conditions, the two regions will trade with
each other, as the numerical exercises for the students

show.
Comparative advantage helps explain why regions

(and countries) engage in trade by using their existing
resources of land, labor, and Capital to specialize in
certain kinds of production. Specialization and trade
results in better utilization of resources, lower costs
and prices, and interdependence among regions and
nations. For students to understand the impact of such

a process on the development and growth of the United
States, a thorough understanding of the principle of
comparative 'advantage and its implications is needed.

Materials: One copy each of handouts 6-1 and 6-2 for
every student.

Procedure:
1. Distrihute Handout 6-1. Allow sufficient time for

reading. then have students discuss 'the following
questions:
a. How many hours did it take each of the fami-

lies to produce one bushel of corn and a yard
of cloth before specialization?

b; In what way could each family benetit from
specialization?

,c. What is a, result of choosing specialization?
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Write responses on the chalkimard as sugges
below.

BEFORE SPECIALIZATION

Hatfields McCoys

8 hrs. 1 bushel corn 12 hrs.

9 hrs. 1 yard cloth 10 hrs.

17 hrs. 1 bushel corn 22 Tirs.
1 yard cloth

NOTE: The Hatfields can produce both corn and
cloth more efficiently than the McCoys. This
means that the Hatfields have an absolute advan-
age in the production of both products. But when
matching their respective costs of producing corn
and cloth, we find that the Hatfields are relatively
more efficient in growing corn than in weaving
cloth. In other words, the Hatfields have ti com-
parative advantage in the production of corn.

AFTER SPECIALIZATION

Hatflelds

16 hrs.

McCoys

2 bushels corn
2 yards cloth 20 hrs.

16 hrs 2 bushels corn 20 hrs.
2 yards cloth

One bushel of corn and one yard of cloth become
available to each at a lower cost in hours of work
if they engage in trade or barter. If the families
choose to work as many hours as before they will
produce more corn and cloth than by working the
same number of hours before specialization. In
choosing to specialize, the families become less
self-sufficient (more interdependent).

2. Distribute Handout 6-2. Allow time for reading.
Help students set up a model similar to that below
to represent production in the South and Northeast
before specialization and trade:

South
1 person-year
1 person-year

2 person-years

Midwest

4 bales cotton
2000, bushels corn

4 bales cotton
2,000 bushels corn

1 person-year
1 person-year
2 person-years

1 bale cotton
1,000 bushels corn

1 bale cotton
1.000 bushels corn

3. Questions for discussion based on the reading:
a What is the commodity for which the South

has the greatest absolute advantage relative to
the Midwest? (Cotton. The South can produce



four times as much cotton per person-year as
the Midwest but only twice as much corn.)

b. Assume that the South and Midwest specialize
in production, with each region having the
capability of devoting two person-years to the
output of either corn or cotton. Which crop
would each region specialize in? How much
would each produce? (South: cotton-8 bales;
Midwest: corn-2,000 bushels.)

c. After specialization and with trade, what
would be the limits of trade for each region,
i.e., the number of bales of cotton the South
could afford to trade for 1,000 bushels of corn?
(Up to four bales; it needs four bales for its
own use.) And the number of bushels of corn
the Midwest would afford to trade for four
bales of cotton. (Up to,1,000 bushels; it needs
1,000 bushels for its own use.)

d. Would each region be better off as a result of
specialization and trade? (Yes. In exploiting
their comparative advantage in the availability'
of goods each region would experience real
gains. Stress that the priAciple of comparative
advantage underlies the existence of much
international as well as interregional trade.
However, during any adjustment period in
which production patterns are being altered to
benefit from the comparative advantages of
given regions or countries, investors or
workers in industriPs whose output is being
de-emphasized may undergo hardships.)

e. As other groups see opportunities for inter-
regional trade, what political pressures would
you expect to develop? What investment op-
portuni Lies might be created?.(The opportuni-
ties for interregional trade in the United States
were highly dependent on a transportation
system. As the desire for interregional trade
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increased, so did pressures on local, state, and
national governments to foster means of trans-
portation. These governments built some
roads and canals directly and also helped fi-
nance private builders of them. Governments
also provided many sorts Of incentives to in-
duce private investors to build railroads and
highways.)

4. Have students find maps, in their textbooks or a
historical atlas, showing the canal, roqd, and rail-
way systems in the United States during the 1840s
an 1850s. Discuss the following:
a'. What pattern of interregional trade appears to

be. developing? (The maps should reveal the
growing links between the Northeast and
West. You may wish to have students make a
list of the types of goods exchanged between
the two regions.)

b. What do you think are the consequences of
regional specialization? (The results would
include the decline of agricultural self-
sufficiency, the expansion of the money econ-
omy, the development of banking, econo-
mies of scale, new agricultural and industrial
technology.)

Evaluation:
1. Ask students to use their textbook or other sources

to find an example of interregional trade in which
'at least one region produces manufactured goods.
Have them explain this trade in terms of the law of
comparative advantage.

2. Ask students to use their textbook or current peri-
odicals to describe a situation in international trade
to which the law of comparative advantage ap-
plies. They should describe the benefits gained by
each country and state any problems that trade
may give rise to.



Handout 6-1

THE HATFIELDS AND THE McCOYS*

The Hatfields and the McCoys don't talk to each other much. They would
rather shoot than smile. The Hatfields are better off than the McCoys in every
way. Why, it takes only 8 hours for one Hatfield to grow onebushel of corn (for
bread or whiskey) and only 9 hours for one Hatfield to make one yard of cloth.

The McCoys aren't any more (or less) shiftless than the Hatfields, but their
land is worse and their tools aren't so good. Anyway, it takes 12 hours for one
McCoy to grow one bushel of corn and 10 hours for-one McCoy to make one
yard of cloth. The McCoys are worse off than the Hatfields because they have
to work longer for everything they have.

Now old Ma Hatfield is a sly one, and she's been sitting and rocking and
thinking for years and years. One day she says, "Pawl Paw, I've been
cogitatin'. You know what I think? I think we'd be a whole lot better off if we
stopped fighting the McCoys, spent more of our time raising corn, and traded
with the McCoys when we needed cloth."

Paw spat.
"Damnit, woman," he said. "We are better farmers than those varmints, and

better weavers, too! Besides, I don't want to be dependent qn that pqor white
trash,for my clothes."

Was Ma right?
Suppose it would pay the Hatfields to trade corn for cloth. Would it pay the

McCoys to trade cloth for corn?
Was Paw right?

Questions:
a. How many hours did it take each of the families to produce one bushel of corn and a yard of cloth before

specialization?
b. In what way could both families benefit from specialization?
c. What is a result of choosing specialization?

Hugh Lovell and Charlotte Harter, An Economics Course for Elementary School Teachers (New /ork: Joint Council on Economic

Education, 1975), p. 19.
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Handout 6-2

REGIONAL SPECIALIZATION BEFORE THE CIVIL WAR

In those years [before the CMI War], the pattern
of regional specialization in agriculture was under-
going marked change, as Inethods of transporta-
tion improved and new markets opened up. The
corn, hog, and wheat belts, for example, were mov-
ing west. While corn was widely grown in the na-
tion, by 1859 the siloremacy in the production of
this grain was held byf Illinois, Ohio, and Missouri, in
that order. The corn belt is traditionally the center
of hog production so ... we are not surprised to see
that in that same year, Indiana and Illinois were the
leading producers of pigs.

Wheat production was undergoing a marked,
transformation in these years also, so far as its re-
gional location was concerned. Wheat has always
been a frontier crop par excellence because it is
;ess perishable than corn and its higher value, com-
pared to its weight and volume, and easy trans-
por..ahility make it ideal tt.,r remote, frontier regions.
For these reasons, among others, the farmers who
pushed into the upper Mississippi Valley were quick
to take -up its production. And so, though in 1849
Pennsylvania, Ohio, and New York were the leading
states in the production of wheat, by 1859 Illinois,
Indiana, and Wisconsin were first.

The pattern of regional specialization in agricul-
ture was clearly discernible in other fields as well. In
dairy products, Nsw York was the leader, as of 1859,
producing nearly half the nation's output of cheese
and one-quarter of its butter. In sheep-raising be-
tween 1830, [and] 1840, Ohio was the leading
center; after 1850, sheep-raising moved still farther
west.

This regional specialization in agriculture grew
out of the desire of farmers to grow the products
upon which they could make the largest profit id
it has been traditionally explained in terms of
the principle of COMPARATIVE ADVANTAGE. The
mechanism that leads sections to specialize, in
order to gain the benefits of interregional trade

wouli work the following way. Let us consider the
interregional trade between the South and the Mid-
west in two commodities: corh and cotton. If we
assume that it takes one worker one man-year of
labor to produce 4 bales of cotton or 2,000 bushels
of corn in the South, whereas in the Midwest one
man-year of labor might produce one bale'of cotton
or 1,000 bushels of corn, we can see -that' the
farmers in the South can clearly produce more
ton and corn than workers in the. Midwest. The
South has an ABSOLUTE . . . advantage in the pro-
duction of both commodities. But whereas workers
in the South can produce four times as much cotton
as the Midwest, they can produce only twice as
much corn. By using all its labor resources in the
production of cotton and employing the labor of the
man-year now released from the production of
corn, the South might now [produce eight bales' of
cotton]. . . . The Midwest would produce, 2,000
bushels of corn. . . . Both regions would . .. gain by
concentrating on the production of goods in whith
they had the greatest comparative advantage [and
by engaging in the trade of these goods].

Whereas the model As valid under certain con-
ditions,.we are not suggesting that all thiSe condi-
tions ekisted in the United States during this period.
Specialization was beneficial in agriculture be-
cause of the reason cited in the above example
together with others that are more complex than
this model indicates. Specialization in other areas
did not take place when some of these complex
conditions were not present. In general this model
offers one explanation for the development of re-
gional specialization and a nalonal market in the
United States. As an example r,f the type of com-
plexity that hindered the development of specialize-
'tion, large parts of the Middle West in those years
remained self-sufficient in agriculture and other in-
dustries because of the lack of good interregional
transportation.

The examples uSed In this reading were taken from Charles Hession and Hyman Sardy, Ascent to Affluence (Boston: Allyn & Bacon,
1969), pp. 213-233, as quoted, with changes, by William Murphy, StraNgies and Materials for Topic Ill, American Economic Life
(Geneseo, N.Y.: Published by the Genesee Region Council on EconomieEducation for the New York State Department of Education,
1971), p. 39. The material is reprinted by permission of Allyn & Bacon.
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H'andout 6-2 (concluded)

Questions
a, What is the commodity for which the South has the greatest absolute advantage relative to th-e Midwest?

b. Assume that the South and Midwest specialize in production, with each region having the capability of
devoting two man-years to the output of either corn or cotton. Which crop would each region specialize

in? How much would each produce?
c. After specialization and with trade, what would be the limits of trade for each region, i.e., the number of

bales of cotton the South could afford to trade for 1,000 bushels of corn, and the number of bushels of

corn the Midwest would afford to trade for four bales of cotton?
d. Would each region be better off as a result of specialization and trade?

e. As other groups See opportunities for interregibnal trade, wh-th political pressures would you expect to
develop'? What investment opportunities might be created?

4
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Lesson 7: Labor Markets

TIME REQUIRED: Approximately three class peri-
ods (more if reading assign-
ments are completed in class)

RECOMMENDED GRADE LEVEL: 11-12

CONCEPTS: Labor markets: imperfections
Supply and demand

RELATED 'CONCEPTS: Economic institutiong:
labor unions

Measurement: median,
ratio

Instructional Objectives: Students will
-Describe the life of an average laboreFin the
United States in the late 1800s;
State the costs and benefits of various options
available to workers in the late 1800s that would
have improved their working conditions;
Describe the changes resulting from the growth of
United States labor unions and the long-term ef-
fects of these changes on the economy:
Name the principle influences of labor unions on
labor markets.

Rationale: Labor', one of the factors of production,
contributed to the rapid economic expansion of the late
I 800s. Immigration provided a large labor pool from
which wowing industries could draw and also helped
to keep wages down, although many immigrants im-
proved their situations by migrating. In additioq, poor
working conditions, such as lack of adequate safety
standards, abuse of child labor, and long hours, existed
in many industries.

During the late 100,5, many workers became dis-
satisfied with their conditions oi ork and with their
wages. And as a result of the increased size of enter-
prises, individual employees could no longer bargain
very effectively with their emPloyers. In these cir-
cumstances, working people began to form associa-
tions or unions in order to improve their wages and
working conditions. Workers had begun to form labor
organizations around 1800, e.g., shoemakers, printers,
carpenters, and shipbuilders, but these organizations
were limited to members of single crafts in individual
cities. It was not until the later decades of the nine-
teenth century that nationwide groupings emerged.
The Knights of l.abor, the International Workers of the
World--both now defunctand the Amet ican Federa-
tion of Labornow the AFL-CIOwere the most im-

. portant early national union organizations. Employers
at that time believed that their "property rights" in-
cluded the right to run their factories as they saw fit
and that the free market shottfct determine wages.
Many workers, however, believed that the market did
not operate,as "freely- as it was supposed to because
large, powerful employers could dictate to "power-
less- individual employees.
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By studying the origins of the labor union, students
will realize that ur1. ns occupy a central position in the
U.S. economic system. Many of them will one day be
making decisions involving labor unions, either as
members or potential members of unions or as owners
or representatives of an employer.

Materials: Enough copies of 'landouts 7-1 and 7-2 tor
each member of the corresponding group (see Proce-
dure 1); one copy each of handouts 7-3 and 7-4 for
every student.

Procedure:
1. Divide the class into two groups and distribute

handouts as follows: members of Group I receive
Handout 7-1; Group II, Handout 7-2. Give Hand-
out 7-3 to all students as background. Have stu-
dents read handouts (and relevant materia) in texts,
if advigable) as a home assignment and complete
individual responses to the questions provided at
the end of the uandout. Then in class have groups
discuss their answers. Or allow time for students to
read the handouts in class and then have them pro-
pose answers in group discussion.

2. After groups have completed themwigned task, ask
a spokesperson for each group to share its findings
on the first four questions with the entire class. Ask
students to withhold their answers to questions 5
and 6 until later along in ,the lesson (Procedure 3).

3. As a home assignment or in class, have students
read the sebtion in their history textbook on the
rise of organized labor and review the pros and
cons Of union membership. Then, in class, ask
studeniscto orally report their personal responses
to questions 5 and 6 on handouts 7-1, 7-2. and 7-3,
which were completed previously. After each stu-
dent has had an opportunity to respond, have the
class develop a cost-benefit chart by responding to
the following question: What were the cc and
benefits of joining a union in the late nine, nth
century? Write student responses on the chalk-
board.
LXAMPI.V.:

Costs

Possible lo.s of job
Higher prices of products
Marginal companies may

he forced out

Benefits

Higher wages
Collective security
Greater bargaining

power
More rr.wrket control

Evaluation: Distrihate Handout 7-4. Make sure
students understand the terms "average- (arith-
metic meatii "ratio- am: the meaning of the
figures given in the lirst three column., on the table
before they answer th: q nest i( ins .
I. I lave students coMplete the worksheet by first

rearranging the occupational categories in or-
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derof the ratios in column 3 of the tablei.e.,
from highest to lowest ratio. They should then
transfer the rest of the data in the table to the
worksheet in this rearranged order. The com-
pleted worksheet is shown on page 50.

2. Question s. for class discussion:
a. In what two occupational categories are

the average earnings ratio: highest? (Ser-
vice and operatives.) Why? (Wide-
spread union organization in service in-
dustries has been comparatively recent.
Therefore, relatively large initial gains in
wages have been made hy unionized ser-
vice workers compared to nonunionized
ones. Operatives include workers in man-
ufacturing, which has long been heavily
unionized and also has many large com-
panies in a position to pay relatively high
wages.)

b. In which occupational group are unre-
stricted market forces of supply and de-
mand most likely to determine wages?
Why? (Manager, and administrators; pro-
fessional, technical and kindred; sales
workers. As the data suggest, workers in
these categories are less likely to be orga-
nized into unions.)

,4 9

c. What occupational group has the low-
est average earnings? (Service workers.)
Why? (Some important categories of ser-
vice workers have marginal skills or are
subject to ethnic or racial discrimination.)

d. From the data, what can you conclude is
a pessible relationship between unioni-
zation and wage levels? (It appears that
union market poweri.e., command over
labor supply tends to result in hieer
wage levels for union workers than non-
union in a given occupational category.)

e. Usinp, the 1976 data given and your review
of labor history in the 1890s describe
the changes that have occurred in union
membership between the 1890s and 1976?

(Some occupational categories became
very highly organized. Average earnings
rose significantlythough by different de-
grees, ofte: influenced by the amount
of unionizationover the period for all
workers.)

3. For extra credit: Have students seek out sta-
tistics on labor union membership over the
years and then write a short 7aper explaining
the changes that have occurr o! in the past
twenty-live years.



COMPLETED WORKSHEET FOR HANDOUT 7-4

,

Average Weekly Earnings

(1) (2) (3)
r

(4) (5)

,
Occupational

Category
Union

Workers

Non-
union

Workers

Ratio:
Col. 1

No. of
Workers
(thous.)

,

% of
Col. 4

Who Are
Union

MembersCol. 2

Ilitadi AnX41.4, 0201a0 s /86.1 I.C7 5,47e, al. a,

atleA,0-tweA0'. Atis /67 1.46 to, /so W6.9

CLvticoil, a44,46
ipmt4,a4 olvtkeid,, X37., 11a. 1. 1' 4 akfO 2/.3

C44.#C aosti.
getendote4G ivirtiedAdo 307 23 c 1.31 9 114

l'n
s4A, 3a3 1444 r1G13 ii,e

P
.

444.6 4,44444.44.; P-ci5 3o3 D.q7 9 4117 aq.

)4164, iv074.1.4.4. P-tfa. a.re 0. qi 2,,Cs o SI. 21

From Master Curriculum Guide for the Nation's Schools, Part II, Strategies for Teaching Ec-momics: United States History (Secondary),

1980. Joint Council on Economic Education, 1212 Avenue of the Americas, New York, ' 10036.
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Handout 7-1.

SENATE INVESTIGATION OF THE RELATIONS BETWEEN

LABOR AND CAPITAL

Aroused at the outbreak of a number of strikes An the early 1880s, the
U.S. Senate Committee on Education and Labor undertook an investiga-
tion of the relations between labor and capital. The committee held hear-
ings all over the United States to gather testimony from workers, manufac-
turers, and interested citizens. The fqllowing testimony was taken in Fall
River, Massachusetts, in 1883. The first witness was Thomas O'Donnell,
a native of England, who had worked in the textile mills of Fall River for
eleven years. U.S. Senator Henry W. Blair of New Hampshire begins the
questioning:

BLAIR: Mr. O'Donnell, Are you a married man?
O'DONNELL: Yes, sir,d am a married man; have a wife and two children. I am

not very well educated. I went to work when I was young, and
have been working ever since in the cotton business; went to
work when I was about eight or nine years old. My children get
along very well in summertime, orraccount of not hgving to buy
fuel or shoes or one thing and another. I earn $1.50 a day and
can't afford to pay a very big house rent. I pay $1.50 a Week for
rent, which comes to about $6.00 a month.

BLAIR:, That is, you pay this where you are at Fall River?
O'DONNELL: Yes, sir.
BLAIR: Do you have work right along?
0DONNELL: No, si,r; since that strike we had down in Fall River about three

years ago I have not worked much more than half the time, and
that has brought my circumstances down very much.

BLAIR: Why have you not worked more than half the time since therr:'
O'DONNELL: Well, at Fall River if a man has not got a boy to act as "back boy"

it is very hard for him to get along. In a great man)) cases they
discharge men in that work and put in men who have boys.

BLAIR: Men who have boys of their own?
O'DONNELL: Men who have boys of their own capable enough to work in a

mill, to earn $.30 or $.40 a day.
BLAiR: How much have you had within a year?
O'DoNNELL: Since Thanksgiving I happened to get work in the Crescent

Mill, and worked there exactly thirteen weeks. I got just $1.50 a
day, with the excbption of a few days that I lostbedause in
following up mule-spinning yqu are obliged to Jose a day once
in a while; you can't follow it up regularly.

BLAIR: Thirteen weeks would be seventy-eight days, and, at $1.50 a
day, that would make $117, less whatever time you lost?

O'DONNELL: Yes. I worked thirteen weeks there and tbn days in another
place, and then there was a dollar I got this week, Wednesday.

BLAIR: Taking's full year back can you LI how much you have had?
O'DONNELL: That would be about fifteen weeks' work. . . .

BLAIR: That would be somewhere about $133, if you had not lost any
time?

0DONNELL: Yes, Sir.

Transcript of hearings before the U.S. Semite Education and Labor Cornmittec during its investigation of the relations between labor
and capital in Fall River, Massachusetts, 1883; as quoted in the Teacher's Guide for A New History of the United States; An Inquiry
Approach, edited by Edwin Fenton (New York: Holt, Rinehart and Winston, 1969), pp 314-321.
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Handout 7-1 (continued)

BLAIR: That is all you have had?
O'DONNELL: Yes, sir.
BLAIR: To support yourself and wife and two children?
O'DONNELL: Yes, sir.
BLAIR: Have you had any help from the outside?
O'DO' AEU.: No, sir.
BLAIR: Do you mean that yourself,and wife and two children have had

nothing but that for all this time?
O'DONNELL: That is all. I got a couple of dollars' worth of coal last winter,

and the wood I picked up myself. I goes around,with a shovel
and picks up clams and wood.
What do you do with the clams?

O'DONNELL: We eat them. I don't gztt them to sell, but just to eat, for the
family. That is the way my brother lives, too, mostly. He lives
close by us.

BLAIR: How many live that way down there?
O'DONNELL: I suppose therFi are one thousand down there.
BLAIR: A thousand that live on $150 a year?
O'DONNELL: They live on less.
BLAIR: Leis than that?
O'DONNELL: Yes; they live on less than I do.
BLAIR: How lOng has that been so?
O'DONNELL: Mostly so since I have been married.
BLAIR: How long is that?
O'DONNELL: Six years this month.
BLAIR: Why do you not go West on a farm?
O'DONNELL: How could I go, walk it?
BLAIR: Well, I want to know why you do not go out West on a $2000

farm, or take up a homestead and break it and work it up, and
then have it for yourself and family?

O'DONNELL: I can't see how I could get out West. I have got nothing to go
with.

BLAIR' It would not cost you over $1500.
O'DONNV.L Well, I never saw over a $20 bill, and that is when I have been

. getting a month's pay at once. If someone would giv, me $1500

I will go....
BLAIR: You spoke of fuelwhat do you have for fuel?
O'DONNELL: Wood and coal.
BLAIR: Where does the wood come from?
O'DONNELL: I pick it up around the shoreany old pieces I see around that ,

are not good for anything. There are many more that do the
same thing.

BLAIR: Do you get meat to live on much?
o cONNELL: Very seldom.
BLAIR: What kinds ot meat do you get for your family?
O'DONNELL: Well, once in a while we get a piece of pork and some clams and

make a clam chowder. That makes a very good meal. We some-
times get a piece of corn beef or something like that_ ..

BLAIR: What have you eaten?
O'DONNELL: Well, bread mostly, when you could get it; we sometimes

couldn't make out to get that, and have had to go without a
meal.

BLAIR: Has there been any day in the year that you have had to go
without anything to eat?

O'DONNELL is, sir, several days.
BLAIR: More than one day at a time?
O'DONNELL: No... .
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Handout 7-1 (continued)

BLAIR: What have the children got in the way of clothing?
O'DONNELL: They have got along very nicely all 3ummer, but now they are

beginning to feel quite sickly. One h.ls one shoe on, a very poor
one, and a slipper, that Was picked up somewhere. The other
has two odd shoe on, with the heel out. He has got cold and is
sickly now.

BLAIR: Have they any stockings?
O'DONNELL: He had got stockings, but his feet comes through them, for

there is a hole in the bottom ot the shoe.
BLAIR: What have they got on the rest of their person?
O'DONNELL: Well, they have a little calico shirtwhat should be a shirt; it is

sewed up in some shape--and one little petticoat, and a kind of
little dress.

BLAIR: How many dresses has your wife got?
O'DONNELL. She has got one since she was married, and she hasn't worn

that more than half a dozen times; she has worn it just going to
church and COITIIN back. She is very good in going to church,
but when she comes back she takes it off, and it is pretty near
as good now as when she bought it.

'BLAIR: She keeps that dress to go to church in?
O'DONNELL: Yes, sir.
BLAIR: How many dresses aside from that has she?
O'DONNELL:. Well, she got one here three months ago.
BLAIR: What did it cost?
O'DONNELL: It cost $1.00 to make it and I guess about a dollar for the stuff,

as near as I can tell.
BLAIR: The dress cost $2.00?
O'DONNELL: Yes.
BLAIR: What else has she?
O'DONNELL: Well, she has an undershirt that she v:ot given to her, and she

has an old wrapper, which is about a mile too big for her; some-
body gave it to her.

BLAIR: She did not buy it?
O'DONNELL: 1"0. That is all that I know that she has. ...
BLAIR: Is there anything else you wanted to say?
O'DONNELL: Nothing further, except that I would like some remedy to be got

to help us pour people down there in some way. Excepting the
government deck , to do something with us we have a poor
show. We are all, or mostly all, in good health; that is, as far as
the men who are at work go.

BLAIR: You do not know anything bUt mule-spinning, I suppose?
O'DONNELL: That is what I have been doing, but I sometimes do something

with pick and shovel. I have workdd for a man at that, because
I am so put on. I am looking for work in a mill. The way they do
there is this: There are about twelve or thirteen men that go into
a mill every morning, and they have to stand their chance, look-
ing for work. The man who has a boy with him he stands the
best chance. and then, if it is my turn or a neighbor's turn who
has no boy, if another man comes in who has a boy he is taken
right in, and we are left out. I said to the boss once it was my
turn to go in, and now you have taken on thAman; what am I to
do; I have got two little boys at home, one Of them three and a
half and the other one year and a half old, and how am I to find
something for them to eat; I can t get my turn when I come here.
He said he could not do anything for mel says, "Have I got to
starve; ain't I to have any work?" They are forcing these young
boys into the mills that should not be in mills at all. They are
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doing everything of that kind that they possibly can to crush
dcwn the poor peoplethe poor operatives there.

NARRATOR: Thu next witness is Mr. Robert S. Howard. Mr Howard was born
in England. He hos been secretary of the local textile workers'
Union and a member of the Massachusetts legislature.

HOWARD: Senators, there is one remarkable thing in Massachusetts, and

that is that if ever a bill is brought before our legislature for the
redress of some grievance I hich may exist, you will always see
the corporation detectives ;here, particularly from Lowell and
from Lawrence. Lowell wi ;hes itself to be looked upon as the
workingman's Paradise of MasSachusetts, but it is the worst
place in Massachtisetts, and pays the lowest prices to its work-
I ng men.,The Lowell manufacturers always have a ring of men
down at the State House, and they always wish to make it ap-

, pear that their city is a Paradise and an Eden. There are men
there running 1500 spindles for about $9.50 a week, while in the
other New England mills they can get $12.00 a week. They have
a man named Moses Sargent who is there at the State House
every week, and I used to see him watching every man that
came in ;-so that a Lowell man that had to earn his bread in the

. mills dare not put his head into the committee room. The same
is true in Lawrence. They had a detective named Filbrook al-

, ways watching to see if any Lawrence men came before the
'committee to give testimony. I have been told that Filbrook gets
a salary of $6000 a year from the Pacific Mills alone.

BLAIR. In regard to the actual physical condition of the operatives in
Fall River and elsewhere, can you give us any information?

HOWARD: The work there is very hard and the wages are very lowlow in
proportion to what they used to be some ten years ago, b( fore
the financial depression set in. Our females in particular are
overworked; their strength is entirely overtaxed by the labors
they have to perform. There is another thing that needs rectify-

. ing in Massachusetts, and that is the blacklisting systemthe
system of blacklisting men who have the courage to speak their
opinions. In Lowell some two years ago I went to start the men
to ask for more wages, because we in Fall River c -mid not do
anything until Lowell made some advance. I went down there
and we had a petition drawn up. No name was signed to it,
because all of the men were afraid, but the petition was sent in
asking for an advance in wages. In about two weeks after that
petition was presented to the Lowell manufacturers the three
men that had the drawing up of the petition were discharged
from the mills. That is a fact. One of those three men is now
dead; another is tending bar, and the other we do not know
where he is. The same practice exists in Lawrence. I know a
man who left the Arlington Mills. They had an imported super-
intendent from England and he wanted to shdw our Americans
that he could make people do anything he pleased, and he sent
down to one of our mills to have the man blacklisted, and that
man is now working in the city under an assumed name. I may
say also in the same connection, that in my own city we had
thirty-three men discharged about two years ago for asking for
an advance of wages, and they are working now under as-
sumed names. The bosses hired a detective in our city (for they
have adopted the Lowell and Lawrence system), and I am told
that he goes around with his list to see if he can find those men.

BLAIR: What do you say those men were blacklisted for?
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HOWARD: Merely for having the courage enough to ask for an advance of
wages when the state of the trade warranted it.. . .

NARRATOR: The final witness is Dr. Timothy D. Stow, a physician from Fall
River.

BLAIR: You are a physician?
STOW: Yes.
BLAIR: You live at Fall River?
STOW: Yes.
BLAIR: Won't you state how you happen to appear before the commit-

tee, what your ohject is in coming here, and at whose request
you come; and then give us the benefit of any observations you
choose to lay before us?

STOW: Mr. Robert Howard, of our city, called on me yesterday,-and
desired me to appear here today before your committee to give
whatever testimony I could relating particularly to the physical
and mental and perhaps the moral condition of the operatives
and laboring classes of Fall River. I have made no notes, and I
hardly know what your plan is; but I would as soon answer as to
make any detailed statement. .

BLAIR: We want to find out how the working people of Fall River are
living and doing. You can tell us that in the way in which one
gentleman would talk to another, the one understandini the
subject and the other not understanding it. Just tell us the con-
dition of the operatives there, in your own way, bearing in mind
that we would rather have it without premeditation than as a
prepared statement.

STOW: I have been in Fall River about eleven years, though I have been
one year absent during that time. As a physician and surgeon,
of course, I have been brought into contact with all classes of
people there, particularly the laboring classes, the operatives
of the city.

With regard to the effect of the present industrial system
upon their physical and moral .welfare, I should say it was of
such a character as to need mending, to say the least. It needs
some radical remedy. Our laboring population is made up very
largely of foreigners, men, women, and children, who have
either voluntarily come to Fall River, or who have been induced
to come theni by the manufacturers.

As a class, they are dwarfed physically. Of course there are
exceptions to that; some notable ones. On looking over their
condition and weighing it as carefully as I have been able to, I
have come to the conclusiot' *hat the character and quality of
the labor which they have been doing in times past, and most of
them from childhood up, has been and is such as to bring this
condition upon them slowly and steadily.

They are dwarfed, in ms estimation, sir, as the majority of
men and women who are brought up in factories must be
dwarfed under the present industrial system; because of their
long hours of indoor labor and their hard work they are cut off
from the benefit of breathing fresh air, and from the sights that
surround a workman outside a mill. Being shut up all day long
in the noise and in le high temperature of these mills, they
become physically weak.

Then, most of them are obliged to live from hand to mouth,
or, at least, they do not have sufficient food to nourish them as
they need to be nourished. Those things. together with the fact
that they have tc ;imit their clothing supplythis co istant
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strain upon the operativeall tend to make him on the one
hand uneasy and restless, or on the other hand to produce
discourap ement and recklessness. They make him careless in
regard to his own condition. All those things combined tend to
produce what we have in Fall River.

Now, in regard to the tenements in which they live. The
defective condition of their tenements seems to be from their
neglect in many cases. For instance, the Slade buildings are
very badly located. The tenements were very hastily con-
structed, and are poorly constructed, so that the average
amount of fuel which the operative has to use has to be
increas,edindeed, has to be nearly doubledin order to heat
these houses during the winter. The access to these houses is
in many instances very bad. They are very near a swamp where
the drainage is very bad; and. through the summertime water
and mire are steadily upon the ground within a few rods of the
building. It is a noisome, disgusting place. I have noticed, on
going in and out of these buildings many times, that the steps
were out of repair for long periods. There were some rows of
the Slade buildings where the boards of the steps were out and
the children and the tenants themselves were likely to break
their limbs and injure themselves seriolisly while going up and
down those steps in the darkness of the night by falling
through the loose steps. Nothing is done.about it through the
sheer neglect and the penuriousness of the managers of the
mill. There are some corporations in Fall River that are notable
exceptions in this respect, though they have not done every-
thIng that could be done, by any means. . . .

This corporation, I said, neglects the welfare of its opera-
tives. I will give you an illustration: I have spoken of the drain-
age and ventilation and " c) bad location of the buildings. But in
regard to the water we have in Fall River, it is probably as excel-
lent water as can be found in the country, and the city has been

to great expense in providing it. There is a single source of
water there, ahd that is outdoor. The women who do the work
for the families are obliged, summer and winter, to go out of the

building and 90 up e of the streets between the buildings
and take the water from a single faucet which has the caliber of
seven-eights of an inch. If they have young children they leave

them, of course, in the house while they go out. And quite a
number of accidents have taken place in those tenements (that
is, within the time the corporation r.as been in existence) from
scaldings and burning of children on stoves and, one way and
another, during the abs )nce of their mothers in looking after
these things. . . .

Questions
1. Describe the life of an average laborer in Fall River, Massachufzetts, during the 1880s.

2. What market power over wages did an individual Fall River worker have?

3. What market power over wages did Fall River employers have?

4. Why do you think there were relatively few union members in the United States during the 1890s?

5. If you had been a U.S. senator in the 1880s, what kinds of action, if any, would you have suggested for
the federal government to take with regard to labor unions?

6. If you had been a laborer in Fall River during the 1880s, would you have joined a labor union? Why or

why not?
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LIFE IN STEELWORKERS' COMMUNITIES

Shortly after 1900, a group of Pittsburgh charita-
ble organizations; realized that to work effectively
they had to know more about their communities.
With the support of the Russell Sage Foundation of
New York, they commissiored an intensive investi-
gation of the life of industrial workers in Pittsburgh-
and its suburbs. Portions of the findings follow.

Entirely apart from unionism or non-unionism are
certain arrangements which may be termed em-
ployees benefit policies. The arrangement has be-
come general in the Carnegie mills of delivering
coal to employees at cost. The company also loans
money to employees for the purpose of building
homes. It is an advantage to a Mill-town employer to
have property-owning employees. The labor force
is more stable and there is less likelihood of a strike.
The employees do not wish to take a chance of
losing their jobs after a house has been acquired,
lest they have to move.

In Homestead and Munhall the Carnegie Com-
pany owns a number of houses. It has proved itself
a good landlord in comparison with some of the
small owners of rented properties in these
boroughs. The company charges 30 to 40 percent
less for these houses than other landlords charge.

This year [1910] the United States Steel Corpora-
tion has annpunced two important developments in
the way of a relief plan and a pension system. As
long as a man remains an employee, the company
will help protect his family against the dangers of
industry. It will also make some provision toward
his old age. A man will think twice before giving up
a job which will give him a pension if he loses that
pension by taking another job that pays a little
more. He will be reluctant, especially as he stays for
many years with a company, to risk discharge. He
will not join a union if joining means discharge.

These plans illustrate the administrative and, to a
degree, the human advantages which have come
with consolidating the ownership of the steel indus-
try. In the first place, inventions and changes begun
in "ie plant may at once be introduced in many. An
expert staff can be set to study difficult problems
with all of the corporation's mills as their labora-

tory. Standards once adopted, whuther of safety in-
sPection, accident compensation, or surgical ser-
vice, may be enforced by executive act so as to
affect 200,000 men instead of waiting for such pro-
grams to. be introduced by a hundred independent
managers. Again, the private owners of the 1890's
faced severe competition. But profits went wholly
into their own pockets. The directors and executive
officials of the Steel Corporation bear a different
relation to the yeaq profits. Their personal in-
comes are not affected by starting a relief fund, for
example.

The break with unionism had no direct bearing on
the policies wh -h have thus far been cited. Some of
them were begun by the employers during the times
of greatest union strength. But there are other con-
ditions which have come into being that would cer-
tainly have been opposed if the men had retained
their collective power.

One of these is the internal organization of the
industry. In eliminating waste of all kinds and intro-
ducing mechanical changes, it has also put the en-
tire control of the mills back into the hands of fore-
men and superintendents. In this way the, labor
force is coordinated so as to make it most easy to
control and most difficult to unionize. Another is
the wage policy. While advancing the wages of
common labor, it has brought down the earnings of
men of highest skill. Cuts in pay have accompanied
increased output. The whole wage movement, un-
prodded by union dernands, lags behind the rise in
prices of family necessities.

Let us look at the situation as it is reflectee in the
everyday life of the men. The immediate effect of
such a working schedule is on the home Many a
steelworker has said to me with grim bitterness,
"Home is just the place where I eat and 'sleep. I live
in the mills." The steelworkers are united in saying
that "on the night shift you can't do anything but
work, eat, and sleep anyhow." So home pleasures
and social pleasures alike are entirely lacking dur-
ing a full half of the time. Whatever oppoetunity for
enjoyment of the home there may be, must come in
the alternate weeks on day shift.

The w'fe of the steelworker, fooAas a hard day,

From John A. Fitch, The Steel Workers (New York: Charities Publication Committee, 1910), pp. 192-194,196,198-204,207,210,212-214,
216,219, as quoted, with changes, in A New History of the United States, edited by Edwin Fenton (New York: Holt, Rinehart and Winston,
Inc., 1975), pp. 436-441. The language has been simplified by Fenton.
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and even a longer one th i her husbanl To Pre-
pare a breakfast by six in the morning she must rise
not later than half past five. The family cannot sit
down at the supper table until seven or later. And
after that the dishes must be washed. There is little
time for husband and wife to have each other's
company. It is only by making an extra effort that
they can spend an evening out together. And the
evening at home is rebbed of much of its charm by
prolonging the domestic duties, such as dishwash-
ing, beyond the time that would be required if the
meal were served earlier. The father, too, has little
time with his children. If they fire quite small, he may

go for weeks without seeing them except in their
cribs.

Not only is home life threatened, but other
healthy influences In the mill towns feel the blight-
ing effect of the twelve-hour day. Opportunity for
mental culture would seem to be ample in the mill
towns. Each has its Carnegie Library. Each has its
auditorium and music hall with a fine pipe organ,
where lectures and concerts of high grade are held.

But the steelworkers seldom make uSe of these
privileges. The trouble is the same as that which has
already spoiled half of the home life. There is not
enough energy left at the end of a twelve-hour day.

It now becomes necessary to discuss the reasons
for the apparent agreement of the steelworkers to
existing conditions. The obvious obstacle to collec-
tive action on their part is the fact that they are
non-union. But that merely suggests the'question:
Why don't they organize? To understand the ab-
sence of united action and resistance to the policies
of the companies one must understand the obsta-
cles that stand in the way.

In the first place, there is the so-called prof it-
sharing system of the United States Steel Corpora-
tion. Beginning in 1903, the corporation has set
aside shares of stock. Each employee can buy as
many shares as he wishes within limits depending
upon his annual salary.

The stock-issue system brings those employees
who invest in stock more surely under the domina-
tion of the corporation. The bonus paid each year

Questions
1.` Describe the life of an average steelworker in Pittsburgh during the 1890s.

2. What market power over wages did an individual steelworker have?

3. What market power over wages did employers of steelworkers have?

4. Why do you think there were relatively few union members in the U.S. during the 1890s?

5. If you had been a U.S. senator in the 1890s, what kinds of action, if any, would you have suggested for

the federal government to take with regard to labor unions? Explain.

6. If you had been a laborer in the Carnegie steel mills during the 1890s, would you have joined a union?

Why or why not?

for five years is .to go to those who have shown
"a proper interest in the welfare arid progress" of
the corporation. The extra dividends at the end of
the five-year period are awarded to those whom the
corporation finds "deserving thereof." There is
nothing to prevent an employee of the corporation
from purchasing stock on the same basis as the
outsider. But in that case he will receive only ordi-
nary dividends. The extraordinary return received
by the holder of employees' stock is based on his
acquiescence as an employee.

The steel companies also employ a system of
espionage, or spying. I doubt whether you could
find a more suspicious body of men than the em-
ployees of the United States Steel Corporation.
They are suspicious of one another, of theie neigh-
bors, and of their friends. I was repeatedly sus-
pected of being an agent of the corporation, sent
out to sound out the men's attitudes toward the
corporation and toward unionism. The fact is, the
steelworkers do not dare openly express their con-
victions. They do not dare assemble and talk over
affairs pertaining to their welfare as mill men. They
feel that they are living always in the presence of a

hostile critic.
All of the steel companies have effective methods

of learning what is going on among the workmen.
The Jones and Laughlin Company has an organiza-

tion that keeps it inforn-kid about the likelihood of
disorder breaking out. The United States Steel Cor-

poration has regular secret-service departments. Its
agents are thought by the men to be scattered
through all of the mills of the corporation. They
believe that these agents work shoulder to shoulder
at the rolls or furnaces with hot est workmen, ready
to record any "disloyal" uttera! .ces or to enter into

any movement among their fellows. The workmen
feel this espionage. They believe it exists, but they
do not know who the traitors are. It may be that the
friend of long standing who works at the next furn-
ace is one of them, or, possibly, the next-door
neighbor at home. They do not know. Is it any
wonder, therefure, that they suspect each other and

guard their tonr'jes?
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EMPLOYER SUPPORT FOR THE COLLECTIVE BARGAINING MODEL

Like labor, . . . most employer[s) . . . [were] not
united in [their] views on industrial government.
Most employers clearly had no sympathy with ideas
about industrial democracy, as indicated by the ac-
tions of both the great capitalists (e.g., the practical
destruction of collective bargaining in steel by U.S.
Steel in 1901 and the resistance to a signed agree-
ment of the anthracite coal operators in 1902) and
the small employers (e.g., the open-shop drive and
the conversion of the National Association of Manu-
facturers into an anti-union organization). To put
the matter in the baldest possible terms, the typical
emploor felt that he was entitled to run his busi-
ness as he saw fit, though recognizing an obligation
to be fair and humane. Whatever else he might have
seen it as, he certainly did not see 'industry as an
arena for the democratic process. .

Nevertheless, the democratic winds were not to
be ignored. . . . [Several] categories of em-
ployers . . . attempted, in some fashion or other, to
accommodate to the rising democratic spirit of the
times . . .[among them]: (1) the employeis who sup-
ported unionism, collective bargaining, and the
trade agreement; (2) the majority of employers in
the National Civic Federation [NCR who paid lip
service to collective bargaining but were mainly in-
tereated in industrial peace, welfare work, and
individualism. . . .

Between 1898 .snd 1915 an increasing number of
employers espou3ed the virtues of collective bar-
gaining; it must be added, however, that the be-
havior of the corporations with which many of these
men were associated often seemed to belie their
words. Nevertheless this was a significant index of
the changing times. For example, George W. Per-
kins, a partner in the Morgan firm and a director of
numerous major corporations including U. S. Steel
and International Harvester, testified before the
Commission on Industrial Relations:

I do not believe that competition is any longer
the life of trade. I have long believed that
cooperation is the life of trade. I believe this
because it is clear that competition, driven to
its logical end, gave us the sweatshop, child
labor, long hours of labor, insanitary labor
conditions, and bred strife and discord be-

tween employer and employee. I have long
believed that cooperation by the Federal Gov-
ernment, is the only rripthod of eliminating the
abuses from which labor has suffered under
the competitive method. I believe in coopera-
tion and organization in industry. I believe in
this for both labor and capital.

' At a later point in his testimony, Perkins stated: "I
believe that every man should have the right to so
exercise his freedom as to render the most good to
the most people. I think collective bargaining
comes nearer representing that notion than in-
dividual management." But when pressed to ex-
plain why neither U.S. Steel nor Harvester dealt with
organized labor, Perkins asserted: "I did not mean
to say I believed in the organization of labor as it is;
I said I thought organized labor had helped labor;
but I also said I felt that labor should be required to
incorporate anc be under Federal regulation and to
be of known responsibility in its negotiations, which
is not now the case."

The position of Joseph Schaffner, secretary-
treasurer of Hart Schaffner & Marx, was a much
more genuine affirmation of industrial democracy.

If we did not have an agreement with an
organization such as we now have, I would
certainly insist upon having our employees
represented so that they would have an
organization, among themselves that would
dispense the same kind of justice as we have
now dispensed by the arbitration hoard and
the trade board. I think the conditions sucn as
we had before, while we got along for many
years, and got along very wellin fact, just a
few days before the strike one of my friends
came in and congratulated me on the fine
business that we had and the achievement we
had made, and I told him I was very-proud of it,
but I was prouder still Of the happy and con-
tented condition of our employees. That was
just two days before the strike. I thought they
were just as happy as they are now. I did not
know any different.

Even before Schaffner gained his new perspec
tive on labor relations, the ladies' garment manu-

_
Excerpted from The American Idea ol Industrial Democracy, 1865-1965, by Milton Derber, pp. 128-134. t) 1970 by the poard of
Trustees of the University of Illinois. Reprinted by permission.
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facturers of New York had been persuaded by Louis
Brandeis arid Louis Marshall, a prominent New

York lawyer, to work out a system of industrial gov-
ernment based, ori the trade agreement, collective
bargaining, and arbitration.

NCF Employers

Like Perkins, many employers belonging to,the
National Civic Federation did not challenge the
right .of workers to form unions and 'to bargain
collectively. But their arguments focused on re-
sponsibilities,rather than rights, on the liberty of the
indiyidual rather than the solidarity of the grouP, on
ihe welfare actions to be provided for the em-
ployees rather than thd nature of their participation
in decision-making. Typical was the following ex-
cerpt from a talk by the president of the New York,
New Haven, and Hartford Railrbad to the Hartford
West Side Workingmen's Club.

To those of you who belong to unions I wish to
say I believe they have accomplished,much
good; but they are, nevertheless, not an un-
mixed blessing to the laboring man. They tend

to the discouragement of individual effort and
reduce man to a part of a machine. They are a

good thing for the drone, the inefficient man,
for the walking delegate and the officers, but
are unnecessary for the man Who has the stuff
and courage within himself to carve his own
way in the world. . . .

Now, having hurt the feelings of some of you
by the foregoing, I am going to surprise you by

saying that I regard the unions as a condition
that has come to stay; that I have no prejudice
whatever to properly conducted ones, and ex-
press my wish that our men generally would
join them, not that I would run a union plant as
such, for I would not coerce my men nor con-
sent to discriminations as between those who
were and who were not members, bet I would
wish to have in the unions the conservative
influence of many of the good men who are
out to counteract the floater, the anarchist, the
man who has nothing at stake in the world,
who works with his mouth more than his
hands.

Pew of ffie employer members of the NCF shared

60

the enthusiasm of Ralph M. Easley, founder and
general secretary, and later Executive Committee
chairman of the organization. Easley, not an em-
ployer himself .although a close associate of many,
often expressed views similar to those of Gompers
with whom he had strong rapport. But he also
strongly defended the employer's interest in effi-
tiency. Easley was a supporter of conservative
unionism and the trade agreement against both
"Parryism" (the vituperative anti-union movement

led by David, M. Parry, presideni 'of the Citizens'
Industrial Association of America) on the right, and

the equally outrooken, anti-Gompersian socialism
of Clbs and De Leon on the left. He saw unionism
as an "industrial democracy" whose major need
was to overcome the apathy of its members through
education. Industrial peace and industrial justice
were his twin goals. When the New York Inter-
borough Rapid Transit Company reached an agree-
ment with its unionized employees, the [a contem-
porary publication, Monthly] Review wrote ap-
plaudingly:

This largest employer in its line of business in

the United States did not reply to these [union]
demands with the old-fashioned answers that
it would "manage its affairs in its own way" ;'

that it would not brook the "interference of
outsiders"; that it would "meet only the men in
its employ"; that there was "nothing to confer
about"; that there was "nothing to arbitrate."
Instead, it accepted, through an enlightened
directorate and its president, August Belmont,
that method of round-the-table conference
whose efficacy in securing industrial peace
has been practically demonstrated elsewhere,
and whose promotion is the main object of the
National Civic Federation.

Easley saw no conflict between collectiVe bargain-
ing and the employer's right to control his business.
He looked forward to the time when "national pros-
perity will be coincident with the uplifting of or-
ganized labor, so that its admitted errors, may
become fewer and its sincere cooperation with
capital in increasing productivity more frequent."
Easley staked much of this thought and prestige on
the continued support of big business leaders.
When they turned away from their temporary ac-
commodation with the"AFL, Easley's voice quickly
faded.
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AVERAGE EARNINGS OF UNION AND NONUNION WORKERS IN
SELECTED OCCUPATIONS, 1976

Average Weekly Earnings

(1) (2) (3)

.0
(4) (5)

% of
Col. 4

,,, , Non- Ratio: No. of Who Aro
Union union Col. 1 Workers Union

Occupational Category Workers Workers Col. 2 (thous.) Members

Professional, technical, and kindred workers $293 $303 0.97 8,6P7 29.6

Managers and administrators (nonfarm) 342 328 1.04 5,673 11.8

Sales workers . 242 250 0.97 2,580 5.3

Clerical and kindred workers 232 172 1.35 10,240 21.3

Craft and kindred workers 307 235 1.31 8,248 43.4

Operatives' 243 167 1.46 10,180 46.9

Service workers 212 135 1.57 5,670 27.2

SOURCE: U.S. Bureau of Labor Statistics, Earnings and Other Characteristics of Organized.Workers, Bull. 556, May 1977.
'Generally speaking, operatives are blue-collar workers who are not supervisors or do not have special "craft" skills. Operatives
employed in the transportation industries are excluded.

Questions
1. Use the-data in the table above to complete the blank worksheet by firJt rearranging the occupational

categories in order of the ratios in cclumn 5, from highest to lowest ratio. Then write in the corresponding
figures in the other columns.

2. Use the reorganized information to answer the following questions:
a. In what two occupational categories are the average earnings ratios highest? Why?

b. In which occupational groups are unrestricted market forces of supply and demand most likely to
determine wages? Why?

c. What occupational group has the lowest average earnings? Why?
d. From the data, what can you conclude is a possible relationship between unionization and wage

levels?
e. Using the 1976 data given and your review of labor history in the 1890s, describe the changes that have

occurred in union membership between the 1890s and 1976?

From Master Curriculum Guide for the Nation's Schools, Part II. Strategies for feaching Economics. United States History (Secondary),
1980. Joint Council on Economic Education. 1212 Avenue of the Americas. New York, NY 10036.
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HAdout 7-4 (concluded)

WORKSHFET

Average Weekly Earnings

(2) (3) (4)

-7--],

(5),(l)
.

Occupational
Category

Union
Workers

Non-
union

Workers

Ratio:
Col. 1

No. of
Workers
(thous.)

% of
Cal. 4

Who Are
Union

MembersCol. 2

e

a

, .

._ .

1

From Master Curriculum Guide ior the Nation's Schools, Part II, Strategios for Teaching Economics United States History (Secondary),

1980, Joint Council on Economic Education, 1212 Avenue of the Americas, New York, NY 10036.
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Lesson 8: Growth of the Corporation

TIME REQUIRED: Two class periods

RECOMMENDED GRADE LEVEL: 9-12

MAJOR CONCEPTS: Competition
Market structure
Economic institutions:

corporations

RELATED CONCEPTS: Productive resources:
capital

Productivity
Econom'..: growth

Instructional Objectives: Students will
\* After reading the historical essay, (1) describe

developments that led to the expans4m of the cor-
porate form of business organization after the Civil
War; (2) describe the effects of the rise of the cor-
poration on the market structure of the U.S. econ-
owy and on the economy as a whole;
Analyze the costs and benefits of technological im-
provements on the American economy of the nine-.
teenth century.

Rationale: During the -late 1800s the United States
rapidly changed from a predominantly agrarian to a
predominantly industrial nation. Natural resources
were relatively abundant; technology was advanc-
ing; transportation and communication facilities were
reaching new heights of sophistication; labor was in
plentiful supply. Large amounts of capital were needed
to mold all these factors into large-scale industrial
enterprises.

By 1900, companies with assets of $1 million were
fairly commoh. Funding of such magnitudes required
investments far beyond the means of most individuals
or groups of individuals. Thus, entrepreneurs increas-
ingly turned to forming corPorations.

A corporation may secure funds by selling shares of
ownership ("stock") to the public. It also has limited
liabilaythat is, in case the corporation fails because
it has more financial obligations than it can meet, its
stockholders are legally liable only for the amount they
have invested; they are not required to use any of their
other assets to satisfy the corporation's debts. (Such a
limit does notgenerally apply as broadly to unincorpo-
rated businesses, i.e., partnerships of two or more indi-
viduals or a single individual.)

Materials: One copy eaCh of handouts 8-1, 8-12, and 8-3
for every student.

Procedure:
1. Distribute Handout 8-1. Allow time for reading;

then have students discuss the following:
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a. What changing conditions in the late 1800s led
to increasing resort to the corporate form of
organization? (Individual busines: w.-ew

larger as: [II new developments in transporta-
tion and communication allowed greater re-
gional specialization and wove together a na-
tional economy from local production and
markets; 121 new technologies increased effi-
ciency in production and often demanded
larger production facilities, e.g., larger factor-
ies, oil refineries, locomotives, docks; [31 the
bigger enterprises spawned by national mar-
kets and ew technologies required an in-
crease in the scale of btAiness financing.)

b. What were the benefits of the corporate form
of organizaticn for the economy as a whole?
(Increased productivit- through economies of
selle, i.e., from large, production facilities;
encouragement of the specialization necessary
to create nat(onal markets; increased capacity
to accumulate large poOls of investment funds,
i.e., to purchase many machines, factory ,
buildings, Oz...., and/or more expensive ones.)

c. What were the costs of the corporate form of
organization for the economy as a whole?
(Failure or bankruptty ,of some small busi-
nesses; the impersonal atmosphere of large
businesses; the increased size of enterprises,
which enhanced their bai-gaining power in
relation to that of their employees.)

2. Distribute Handout 8-2. Permit students to study
the data; then ask them to explain the following:
a. Why is there such a large difference between

the price of the Model K and the price of the
first Model T that was placed on the market
only a year later? (Henry Ford's introduction
of a simple design and interchangeable parts
for the Model T greatly lowered production
costs.)

b. Why did, the price of the Model T continue to
decline'? (The introduction of the moving as-
sembly line in 1913 led to large economies of
scale.)

c. In 1914 the going wage in the auto industry
averaged about $2.40 for a nine-hour day. In
that year, Henry Ford announced a minimum
wage of $5.00 for an eight-hour day--and the
price of Ford cars was still going down. How
was it possible to raise wages and cut prices
simultaneously? (The efficiency of the as-
sembly line allowed the company to e.ifn gen-
erous profits and pay its employees well. But
Henry Ford's min motive was to show that
enlarged mass purchasing power would in-
crease the market for mass production. By do-



ing so successfully, he set an example for the
rest of American industry.)

3. If the students have difficulty answering the q.:es-
tions, you may wish to present the following infor-
mation regarding the production history ot' the
Ford car.*

The most spectacular growth industry in the
1920s was of course the passenger automobile,
and its early history was associated with the ac-
complishments of Henry Ford,who introduced
his light, sturdy, and inexpensive Model T in
1908. Built on the basis of interchangeable parts,
it was simple in design and easy to operate, main-
tain, and repair. In 1913, when Ford was able to
standardize production and step up productivity
by the installation of his moving assembly line,
output took a sharp jump as costs and prices were
cut sharply. In 1908 the whole industry had
turned out 65,000 passenger automobiles. By
1915 it was manufacturing 1 million annually, of
which Ford's share was Jmost 40 per cent. What
the assembly-line technique did for productivity
is evidenced by these figures. By the end of 1913
the average labor time employed to put together
a Model T chassis lud fallen from 12 hours and 28

*Louis M. Hacker, The Course of Amer ican Economk Growth and
Development (New York: Wiley, 1970), p. 280. Reprinted by per-
mission of the publisher.
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minutes to 2 hours and 38 minutes; by the spring
of 1914 it was 1 hour and 33 minutes. At the chief
Ford plant at Highland Park, Michigan, 1000
vehicles were assnbled each day, and the price
of the Model T runabout dropped from $500 on
August 1, 1913, to $260 on December 2, 1924.

4. Have students discuss the cost,: and benefits to
society of new methods of production and busi-
ness organization. Ask:
a. Who were the beneficiaries of the new meth-

ods of production and business organization?
(Business owners and investors, workers, and
consumers.)

b. How did each of these groups benefit? (Open.)
c. Were these gains costless? Explain your

answer. (This is an open-ended question in
which students may explore the impact of the
corporation and new methods of production
on market strucpte, job satisfaction, and rela-
tive bargaining power of major economic
groups.)

Evaluation: Have students read Handout 8-3 and write
an essay in response to the following statements:

By using your knowledge of economic conditions
in the United States in the late nineteenth cen-
tuky, explain to what extent the views of the
majority of Americans, as described in Nevins's
first paragraph, or the views of John D. Rocke-
feller were justified.



-a

Questions
a. What changing conditions in the late 1800s led to increasing resort to the corporate form of organiza-

tion?
b. What were the benefits of the corporate form of organization for the economy as a whole?

c. What were the costs of the corporate .form of organization for the economy as a whole?

Handout 8-1

HISTORICAL ESSAY

In the posi-Civil War period, 1865-1890, the population of the U.S. rose from

31,513,000 to 63,056,000 persons. About 15 million immigrants came during
this period, many were young adults who immediately entered the work force.
Not only was there a great increase in the work force but the national market
was increased by a large number of new consumers.

In the decades before the [Civil] war an expanding transportation system of
canals, steamboat systems, roads and the new railroad[s] had begun to trans-
form essentially local economies into a national market and open the possi-
bilities for greater regional specialization. This process was accelerated in the

post-Civil War era, especially by the railroad system that was expanded from
35,085.miles in 1865 to 166,703 miles by 1890. Each of the 1890 miles repre-

sented a greatly increased traffic capacity because of the use of the new steel

rails and improved rolling stock.
The same period saw impressive gains in industrial technology. Productiv-

ity increased as a result of the use of bigger and better machines, made of
steel rather than iron and wood as were the machines of the pre-Civil War
period, and powered by better stea., engines or the new electric and gasoline

motors. The savings and investment required by the new technology in-
creased rapidly; for example, the cost of entrance into oil refining during this
period rose from $400 for the first refineries to $300,000 by 1880 and to
$1,300,000 by 1900.

To provide the capital needed for the new machines and to build the orga-
nizations to serve the sales and distribution needs of the growing national
market a new form of business organization was required.

Americans paid a price for this new, more efficient or anization of the
national market. Many small local industries were destroyed by the competi-

tion of the huge national corporations [although many new ones sprang up];
farmers and workers sould not match the market or bargaining power of ihe

borporatiOns.

From William Murphy. Strategies and Materials for Topic III, American Economic Life (Geneseo. N.Y. published by `,RGenesee Region

Council on Economic Education for the New York State Department of Education, 1971), p. 48.
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Handout 8-2

FORD MOTOR COMPANY SALES, I 907-17 *

Model
Year Unit Sales of Cars Price of Typical Model Car

1907-1908 6,398 $2,800 (Model K)

1908-1909 10,607 850

1909-1910 18,664 950

1910-1911 34,528 780

1911-1912 78,440 690

1912-1913 168,304 600 Model T

1913-1914 248,307 550

1914-1915 221,805 (10 mos.) 490

1915-1916 472,350 440

1916-1917 730,041 360

I.

Questions
a. Why is there such a large difference between the price of the Model K and the price of the first Model

T that was placed on the market only a year later?
b. Why did the price of the Model T continue to decline?

c. In 1914 the going wage in the auto industry averaged about $2.40 for a nine-hour day. In that year, Ford

announced a minimum wage of $5.00 for an eight-hour dayand the price of Ford cars was still going

down. How was it possible to raise wages and cut prices simultaneously?

'From Robert L. Hoilbroner, The Making of Economic Society, 5th ed. (Englewood Cliffs, N..J.: Prentice-Hall, 1975). p. 106. Used by

permission of Charles Scribner's Sons from Ford: The Times, the Man, the Company by Allan Nevins. Copyright 1954 Columbia

Uniorsily. Compiled from pp. 644 and 646-647.
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Handout 8-3

ALLAN NEVINS ON JOHN D. ROCKEFELLER

The historian Allan Nevins, writing of the period in which American
industry came of age, said.

The majority of Americans in those days believed as fervently in the gospel
of laissez-faire as in the gospel of Christianity. They put their faith in private
enterprise and free competition. They were convinced that the stress of such
competition ent. bled consumers to buy goods- and services at the lowest
price; that it compqlled industry to take full advantage of new inventions and
better techniques; that it destroyed extortionate and inefficient units, and
brought about a survival of the fittest. They held that unrestricted competition
released enterprise, stimulated ingenuity, and resu'ied in a maximum produc-
tion at minimum prices, with the result that more workers were employed, and
more consumers were supplied. . . .

But as regards that faith Rockefeller was a heretic. He had seen enough of
industry to know that unrestrained economic individualism did not always
work. The theories might have fitted the early machine capitalism of the
beginning of the century; they did not fit a system wherein the scale of
production had vastly increased, wherein small businesses could not operate
ebonomically, and wherein overdevelopment meant waste, bankruptcy, and
unemployment. He saw the ravages of excessively free competition in rail-
roading. He saw that in various industries the growth of techniques (for
example thc Bessemer process soon to .evolutionize steel manufacture) so
enlarged the scale of production that the market afforded room for obily a few
establishments, and a host of small entrants would mean chaos. He saw that
unbridled competition often inflated the costs of product nn, and that it in-
creased in still greater degree the expense of distribution. He sawihe human
tragedies involved in the rapid mortality of small manufacturers and small
traders....

Assignment
Write an es3ay on the following:

By using your knowledge of economic condaions in the United States in the late iiineteenth century, explain
to what extent the views of the majority of Americans, as described in Nevins's first paragraph, or the views
of John D. Rockefeller were justified.

\From Allan Nevins, John D. Rockefeller (New York: Charles Scribner's Sons, 1940), pp. 385-386.
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Lesson 9: Changing Structure of American Industry

TIME REQUIRED: Four class periods

RECOMMENDED GRADE LEVEL: 11-12

CONCEPTS: Competition
Market structure

Instructional Objectives: Students will
Describe various methods of consolidation and
their effects on the market system;
Evaluate the effects of business consolidation on
the market system;
Detide whether government intervention was
justified.

Rationale: During the late 1800s, as business matured,
new methods of organization began to emerge. One
development, the corporation, entailed a concentra-
tion of resources that helped the United States to be-
come an industrial power. As corporations grew, some
entrepreneurs modified the economic structure further
by creating horizontal and yertical consolidations,
pools, and mergers, and through them gained a larger
share of the market for their particular product or ser-
vice. The simulation "Competition vs. Merger"
vividly illustrates the motivations underlying these
strategies and their effects on the American economic
system.

Materials: One copy each of handouts 9-1. 9-2, and 9-5
for every student. One copy each of han nits 9-3 and
9-4 for every company.

Procedure:
1. DAYS ONE AND TWO: Conduct the simulation

"Competition vs. Merger." See instructions on
pp. 69-70.
NOTE: During the three days required for the
simulation you may wish to have students read
some of the following as a home assignment. These
and similar readings provide useful background for
student participation in the simulation and in the
review session.
a. Material in textbooks or other references

dealing with the cOnsolidation of the railroads,
development of the oil and steel trusts, and the
Granger Movement.

b. Allan Nevins, John D. Rock( feller, Industrial-
ist and Philanthropist (New York: Charles
Scribner's Sons, 1953), Vol. I, pp. 64-65.

2. DAY THREE: For review: post or write on
chalkboard financial results of the simulation and
have students discuss:
a. Why the transport companies lost money and

the refinery made large profits. (Encourage
students to explore the problem until they see
that the key to the answer is an understanding
of the market power of monopoly enterprises
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and its relation to the market power of com-
petitive industries.)

b. Why efforts at cooperation or collusion be-
tween the transport companies failed. (An in-
ability to agree on how losses would be dis-
triiouted among them and the tendency of one
or more to set lower prices than all five agreed
on or tried to agree ( n.)

c. Did the sim*tion e).plore all the possibilities
open to the' transport companies to reduce
costs or increase profits? (Student responses
should be based on ideas gleaned from the
readings Lssigned at the beginning of the
simulation.)

d. What remedies might be sought by entrepre-
nears or investors whose profits are severely
curtailed or who go bankrupt from market con-
ditions set by monopolies or other forms of
business collusion?. (This question should
elicit responses indicating demand for govern-
ment intervention and regulation.)

e. Distribute Handout 9-5. Assign as overnight
reading dr provide time for reading in class.

3. DAY FOUR: Have students compare the actual
events as described in the reading with their ex-
periences in the simulation. To initiate discussion
ask:
a. In what way is the situation described in the

reading similar to the simulation?
b. In what way is the situation different?
c. In the long run would a few of the transport

companies have survived because of their indi-
vidual efficiency?

d. Based on what you have just read, what do
you think the transport companies would have
tried to do in John D. Rockefeller's day and
what would the probable results have been?

SPECIAL NOTE: In the long run, the transport com-
panies (railroads) in the simulation would have to make
major adjustments to stay in business; some, in fact,
would probably go bankrupt. The basic reason, of
course, is that their combined carrying capacity of
240,000 to 480,000 barrels per week, is so much greater
than the weekly oil shipments of 100,000 barrels. Some
of the possible adjustments would be to try to use part
of the excess carrying capacity for other goods; to sell
part of the excess carrying capacity to railroads in
some other part of the country; to w :ite off and scrap
part of the extra capacity. Other possible strategies
center on measures that would increase the railroad's
revenues by charging more to shippers of produc,s
against whom they are in a strong bargaining pmition,
for instance, small manufacturers. They knight charge
more to an entire industry providing it consists of
small, weak bargainers: farmers are a prime example.
(Students will learn from the readings that farmers
complained bitterly against railroad pricing practices in
the latter part of the nineteenth century.) Railroad.,



could also offer rebates to customer, whom they
wished to attract.

Evaluation: Have students prepare a paper to support
or refute the following statement:

The laissez-faire" market system can become
self-defeating. Competition is its most central
qualityyet there is a tendency in a free market
setting for competitors to minimize or even des-
troy competition.

Directions for Playing the Simulation "Competifion vs.
Merger"*

DAY ONE (class organization)
1. Divide the class into groups of four or five stu-

dents. Designate one group the "Oil Refining Cor-
poration," and the other groups as "Oil Transport-
ing Companies." There should be at least three
transport companies; in larger classes, you may
wish to create up to six transport companies.

2. Appoint or have each group select a president and
a treasurer. The president will represent the group
in negotiations and make final decisions following
group discussions. The treasurer will be responsi-
ble Ibr recording the group's financial standing at
the end of each round.

3. Anneunce the general rules of the simulation.
Keep the explanation brief.

Instructions (Read aloud to class): In this exer-
cise there is one oil refineryThe Oil Refinery
Corporation. Each week it ships up to 100,000 bar-
rels of oil, in unit?. of 20,000 barrels. Shipments
may be divided among competing oil transport
companies ni any way the Oil Refinery Corpora-
tion sees fit. The single objective for each
groupboth the refinery and the transport
companiesis to maximize profits. Remember,
too, that much of the financial information of your
group is confidential.

4. At this point, distribute Handout 9-1 to members
of the Oil Refinery Corporation and Handout 9-2 to
the oil transport companies. Provide each trans-
porting company with one copy of HAndo-ut 9-3
and one copy of Handout 9-4. Allow several
minutes for the transport groups to decide upon
names for their companies.

5. The remainder of the class session should be spent
reviewing the rules of the exercise while explain-
ing the bidding procedure and the accounting
system. Students probably will need to be re-
minded that some costs of the refinery company go
on regardless of whether or not they ship i1. Other
costs, of course, are incurred only when they ship
oil.

The general procedures for each round of the
exercise are as follows: Each transport company

will decide on a bid to be submitted in a sealed
paper or envelope by its president. The Oil Refin-
ery Corporation will then evaluate the bids and
decide how to allocate its business among the com-
peting companies. The pi esident of the refinery
will then post the name of the winning companies
(or company) on the chalkboard.

NOTE: If sufficient time remains (about 15-20

minutes), the class can begin Round 1 (see below).

DAY TWO
Round 1 : The actual bidding should follow a brief

review of the directions. Each transport company will
submit its bid. The teacher's role in the first round
should be confined to helping with the accounting
system.

While the management team of the refinery decides
which bids to accept, the yansport companies can be
preparing for Round 2. When the refinery has decided,
its president will post the name(s) of the winning
bidder(s) on the blackboard. But the teacher and the
management team of the refinery should keep the
profits or losses on the deals secret: (Round I should
take about 15 minutes.)

Round 2: The teacher plays a more active role in this
round by encouraging the refinery to bargain down
shipping costs. At the same time, the transport com-
panies should be told to consider the formation of
pools. (Pooling that restrains competition is now il-

legal. It took place when two or more competitors
agreed to limit operations and share output, territory,
or profits. In this exercise, the transport companies
will try to "pool" their bids to cut competition. One
company, for example, might promise to drop out of
competitive bidding for one round if another company
elected to do so later. Or, the winning bidder, promised
no competition from another company, might rebate
some of its profits to that company to strike that
bargain.)

Make this announcement: "The president of each
transport company may send one representative to any
other transport company to confer and negotiate for
five minutes." Again, remind the various transport
companies that some of their costs go on whether or
not they haul oil. At the end of five minutes announce:
"Return to your teams and submit new bids." (Allow
about 10-15 minutes for this round.)

Round 3: If pools develop among some of the trans-
port companies, direct the refining corporation to
smash the pools by awarding its business to some or all
of the remaining companies.

The advantage clearly lies with the refinery and by
now most of the transport companies should be losing
money. Usually enough rounds can be played in a class
period for students to see the direction this competition
for a monopoly's business must take. In some classes,
it may be necessary to continue into part of the third

'Adapted from materials contained in Economics and the American Dream, a multi-media kit. 1975 News.-veek, Inc. Reprinted by

permission trom Educational Audio Visual Inc., Pleasantville, New York 10570. All rights reserved.
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day. At the conclusion of the activity, the teacher
should collect a financial statement of profits and
losses from each group.

DA Y THREE
This session should be devoted to a summation and

evaluation of the simulation. The financial statements
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by now will show the refinery making a handsome
profit while most or all of the transport companies will
be suffering losses. Open the discussion by posting the
financial status of each group. The purpose of review
is to clarify what the exercise reveals about market
power.



Handout 9-1

THE OIL REFINING CORPORATION

INSTRUCTIONS AND WORKSHEET

Your company is the most important shipper of oil
in barrels in western Pennsylvania in 1870. Each
week You ship up to 109,000 barrels of crude oil to
your refinery in Cleveland, Ohio. You have your
choice of a number of alternative railroad lines. The
exact number will be announced by your teacher.
Thetotal shipping capacity of all thetransport com-.
panies is greater than 100,000 barrels a week, so
you are in a good position to bargain for the most
favorable rates.

Instructions for the Simulation:
Your company can pay up to $40,000 a week to

ship 100,000 barrels of oil (at the rate of 20,000
barrels per shipment). Your weekly profit is the dif-
ference between the actual shipping cost you pay
and $40,000. lf, for example, you are able to ship
100,000 barrels for $20,000, your profit is $20,000; if

you pay out $30,000 shipping cost your profit is
$10,000. You may choose to ship less than 100,000
barrels, but you must subtract $10,000 from the
$40,000 for every 20,000 barrels you withhold.
Each round of the simulation equals one week's
business.

One officer of your company will be the treasurer.
In addition to helping make decisions, the treasurer
will keep a record of the financial status of the com-
pany at the end of each round, according to the
form below.

Another member will be the president. At the
beginning of each round (after round one), the
president may send one member of your group to
negotiate with one or more transport companies if
that is believed to be the best strategy. This negotia-
tion may take place only during times announced
by your teacher. Your objective is to maximize your

profits.

FINANCIAL STATEMENTS

ROUND 3

ROUND 1
Balance from Round 2

Opening Allowance $40,000 Plus S40,000

Less bid(s) accepted (total) Less bid(s) accepted (total)

Less $10,000 for unit(s) not shipped

Profit or (loss)

ROUND 2

Balance from Round. 1

Plus $40,000

Less bid(s) accepted (total)

Less $10,000 for unit(s) not shipped

Profit or (loss)

Less $10,000 for unit(s) not shipped

Profit or (loss)

ROUND 4

Balance from Rc mnd 3

Plus $40,000

Less bid(s) accepted (total)

Less $10,000 per unit(s) ;lot shipped

Profit or (loss)

This material excerpted and adapted from ficonomics and the American Oteam, a multi-me,fia kit. c, 1975 Newsweek, Inc. Reprinted

by permission from Educational Audio Visual Inc., Pleasantville, New York 1070. All rights reserved.
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Handout 9-2

Olt TRANSPORTING COMPANY

INSTRUCTIONS

Your railroad has the capacity to transport 80,000 barrels of crude oil from western Pennsylvania to Cleve-
land each week. You must meet certain pverhead expenses for taxes,:depreciation, interest and other fixed
costs each week, whether your company does any business or not.

Fixed costs $10,000 per week
Variable costs (including expenses for wages and fuel for every 20,000 barrels

shipped) $ 2,500

Instructions for the Shnu le3on: Your railroad will bid in competition with other oil transporting companies.
Bids will Le made for unit shipments of 20,000 barrels. Your costs for each bidding round (equal to one
week's business) are shown below:

No crude oil shipped by your company $111,000

One unit of 20,000 barrels $12,500

Two units of 20,000 barrels $15,000

Three units of 20,000 barrels $17,500
Four units of 20,000 barrels $20,000

Your company preSident will be permitted to bargain with other transportation companies, but only during
announced bargaining periods. And remember to keep the financial status of your company confidential.

Start by preparing a bid on 80,000 barrels of the 100,000 barrels that can be shipped weekly by the Oil
Refining Corporation. Your company has a cash reserve of $10,000 prior to your opening bid.

The treasurer of your company will fill in your bid on the bid form. The treasurer also is responsible for
recording the financial status of the company at the end of each round on the accounting form.

Ybur objective is to maximize your profits.

This material excerpted anciadapted from Economics and the American Dream, a multi-media kit. ,c 1975 Newsweek, Inc. Reprinted
by permission from Educational Audio Visual Inc., Pleasantville. New York 10570. All rights reserved.
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Handout 9-3

TRANSPORTING COMPANY BID FORMS

BIDS FROM TRANSPORTING COMPANY
(Name of company)

For shipping 20,000 barrels

For shipping 40,000 barrels

'For shipping 60,000 barrels

For shipping 80,000 barrels

BIDS FROM TRANSPORTING COMPANY
(Name of company)

For shipping 20,000 barrels

For shipping 40,000 barrels

For shipping 60,000 barrels

For shipping 80,000 barrels

BIDS FROM TRANSPORTING COMPANY
(Name of company)

For shipping 20,000 barrels

For shipping 40,000 barrels

For shipping 60,000 barrels

For shipping 80,000 barrels

BIDS FROM TRANSPORTING COMPANY
(Name of company)

For shipping 20,000 barrels

For shipping 40,000 barrels

For shipping 60,000 barrels

For shipping 80,000 barrels

This material excerpted and adipted from Economics and the American Dream, a multi-media kit. t) 1975 Newsweek, Inc. Reprinted

by permissicr. from Educational Audio Visual Inc., Pleasantville, New York 10570. All rights reserved
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Handout 9-4

TRANSPORTING COMPANY ACCOUNTING FORM

Name of Company

ROUND 1

Cash reserve

Receipts from this round
Total

Cost of this week's business ($10,000 overhead must be met whether or not your
company wins the bidding in this round)

New balance to be carried over to next round

ROUND 2

Cash reserve

Receipts from this round

$

.Total

Cost of this week's business ($10,000 overhead must be met whether or not your
company wins the biddinci in this round)

New balance to be carried over to next round

ROUND 3

Cash reserve

Receipts from this round
Total

Cost of this week's busineqs ($1,1,000 overhead must be met whether or not your
company wins the bidding in this round)

. New balance to be carried over to next round

ROUND 4

Cash reserve

Receipts from this round
Total

Cost of this week's business ($10,000 overhead must be met whether or not your

company wins the bidding,in this round)

New balance to be carried over to next round

This material excerpted and adapted from Economics and the American Dream, a multi-media kit. c. 1975 Newsweek, Inc. Relrinted

by permission from Educational Audio Visual Inc., Pleasantville, New York 10570. All rights reserved.
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Handout 9-5

DESTROYING COMPETITION

In the 1870s, John D. Rockefeller set out to dominate the oil refinery in-
dustry. His scheme for Standard Oil's takeover involved collusion with the
major railroads.

(Rockefellerj looked upon the disorganized con-
ditions of the Pennsylvania oil fields, the only
source then known, and found them not good: the
guerrilla fighting of drillers, of refining firms, of rival
railroad lines, the ... changes in supply and market
valuevery alarming in 1870offended his orderly
and methodical spirit. . . .*

Even as early as 1868 the first plan of industrial
combination in' the shape of the pool had beep
originated in the Michigan Salt Association. Desir-

sing to correct chaotic market conditions, declaring
that "in union there is strength," the salt-producers
of Saginaw Bay had banded together to controi the
output and sale of nearly all the salt in their region,
a large part of the vital national supply. Secret
agreements had been executed for each year, al-
lottina the sales and fixing the price at almost twice
what it had been . . . prior to the appearance of
the pool. And though the inevitable greed . . . of

the individual salt-producers had tended to weaken

the pool, the new economic invention was
launched. . . .

This grand idea or industrial rationalization owed
its swift, ruthless, n ethodical execution . . . to the
firmness of character of Rockefeller. . . .

[His] broad purpose was to control and direct the
flow of crude petroleum into the hanth of a nar-
rowed group of refiners. The refiners would be sup-
ported by the combined railruad trunk lines which

With unbridled competition in the oil regions the different
refiner, could not know from day to day what their raw ma-
terials would cost, as new wells came in or gave out. A refiner
in Cleveland might buy his petroleum at $6 a barrel for future
use; then on the following day, his competitors might cover
their needs for half, or vice versa. Si.; ilarly the railroads would
experience a heavy demand for cars at one period, succeeded
by periods of slackness when prices were low and production
was discouraged. New inventions, such as that for pumping oil
through pipes (Van Syckel's pipeline of 1865) added further to
the confusion of the trade, upsetting the elements of coSt and
supply anew.Josephson's note.

shipped the oil; while the producei 3se of the
stream would be left unorganizedbut with power
over their outlet to market henceforth to be concen-
trated into the few hands of the refiners.

Saying nothing to others, bending over. . . . maps
of the industor, Rockefeller and Fiagler I st drew up
a short list of the principal refining companies who
were to be asked to combine with fthem.I The. hav-
ing banded together a sufficient number, I, eyl
would persuade the railroads to give [them] spec
freight rateson the ground of "evening" the
trafficguaranteeing equitable distribution of
freight business; and this in turn wculd be a club to
force other elements negded irN.to union with
Ithem.1 ITheyI could control outpd, drive out com-
petitors, and force all foreign countrie' hroughout
the world to buy [their) product fat theii )wn terms.
[They] could finally dictate market prices on crude
oil, stabilize the margin of profit . . . and do away at
last with the dangerously speculative character of
their business.

The refiners . . . combined under the Rockefeller
dominated pool were to have a rebate of from 40 to
50 per cent on the crude oil they ordered shipped to
them and from 25 to 50 per cent on the refined oil
they shipped out. The refiners in the Oil Regions
were to pay twice as much . . . as the Standard Oil
Company at Cleveland. But besides the rebate the
members of the pool were to be given also a. "draw-
back" consisting of part of the increased tariff rate
which "outsiders" were forced to pay. Half of the
'freight payments of a rival refiner would in many
cases be paid over to the Rockefeller group. Their
competitors were simply to be decimated. . . .

The railroad systems, supposedly public-spirited
and impartial, were to open all their knowledge of
rival private business to the pool, thus helping to
concentrate all the oil trade into the few hands
chosen. In return for so much acc_,istPrIce, they were
to have their freight "evened," and where enabled

From The Robber Barons, copyright 1934, 1962, by Matthew Josephson. Reprinted by permission o Harcourt Brade Jovanoyich. Inc.;

as excerpted from Economics and the American Dream, a multi-media kit c 1975 Newsweek, Inc. Reprinted by permission from

Educational Audio Visual Inc., Pleasantville, New York 10570. All rights reserved.
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Handout 9-5 (concluded)

at last to enter into a . . . peace pact with each
oth r by which the oil traffic (over which they had
quarreled bitterly) was to be fairly allotted among
themselves.

Now a sort of terror swept silently over the oil
trade. In a vague panic, corripetitors saw the Stand-
ard Oil officers come to them and say (as Rocke-
feller's own brother and rival, Frank, testified in
1876): "If you don't sell your property to us it will be
valueless, because we have got the advantage with
the railroads."

The railroad rates indeed were suddenly doubled
to the outsiders,' and those refiners who resisted the

pool . . . became frightened and disposed of their
property.

All this transpired 'in secret. For "silence is
golden," the rising king of oil believed. Though
many were embittered by their loss, others joined
gladly. Within three months by an economic coup d'
etat the youthful Rockefeller had captured all of
Cleveland's oil-refining trade; all twenty-five cOm-
petitors [had] surrendered to him and yielded him
command of one-fifth of America's output of
refined oil. By 1880, Rockefeller's Staadard Oil
Company controlled 90 per cent of America's oil
refinery industry.

Questions
a. In what way is the situation described in the reading similar to the simulation?

b. In what way is the situation different from the simulation?
c. In the long run would a few of the transport companies have survived due to their individual efficiency?

d. Based on what you have just rriad, what do yori think the transpoit companies would have tried to do in

John D. Rockefeller's day and what would thl probable results have been?
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Lesson 10: Changing Role of Government in the Economy*

TIME REQUIRED: Two or three class periods

RECOMM'ENDED GRADE' LEVEL: 11-12

CONcEPTS: Competition
Government regulation
Economic goals

Instructional Objectives: Students will
Describe the role of government in the economy
prior te 1887 and explain how its role changed
beginning with the passage of the Interstate Com-
merce Act.
State the purposes of specific antitrust legislation
passed between 1887 and 1937 and describe the
value-ronflictti involved.
Evaluate government intervention policy after
1887 on tne basis of an analysis of how well that
policy achieved specific economic goals and what
groups actually benefited.

Rationale: The growth of "big business" in the-latter
,half of the nineteenth century spawned monopolies

and monopolistic practices that worked to dt..stroy
competition (Lesson 9 gives illustrations). These prac-
tices led to a demand for government regulation ,hat
would eliminate the abuses of monopoly. In its attempt
to end anticompetitive business nractices, the federal
government enacted a series of antitrust laws that con-
siderably altered as well as expanded the role of gov-
ernment in the economy.

Antitrust policy raises several important questions.
Is government regulation necessary to maintain com-
petition in the U.S. economy? If so. what kinds of
policies are appropriate and what is their effect on
important economi,c goals such as freedom, equity.
efficiency, and grwth?

Materials: One ,..:opy each of handouts 10-1, 10-2, 10-3,

and 10-4 for every stUdent.

Procedure:
1. Distribute Handout 10-1. 'Allow time for reading

and preparation of answers to discussion
questions. Use remaining class time for open
discussion.
a. What evidence is there in the reading to sup-

port the following statement: "Even during
the so-called laisse7_-faire period of our his-

tory, the [national, state. and local) govern-
mentis) actually took a very active role in the

economy"?
NOTE: Specific government actions cited in

the reading are the protective tariffs imposed

after the W..r of 1812, government grants to
subsidize the building of canal systems in the
i830s and 1840s, and land grants made to the
railroads. For additional examples you may
wish to have students refer to their textbooks
[e.g., establishment of the First and Second
National Banks, 17(1-1832; establishment of a
,mitional postal service, 1790-1860; govern-
ment subsidies.for the building of roads, etc.])

h. What was the purpose of the Interstate Com-
merce Act of 1887? (Its major purpose was to
regulate freight rates and other aspects of
competition in the transportation industry.)

c. Can you explain what the author means by the
statement, "Government regulation of busi-
ness in its present pattern probably dates from
the pas,sage of the Interstate Commerce Act
of 1.88-7-"? (Prior to this time, federal govern-
ment actions were primarily designed to stim-
ulate the growth of business and industry; the
ICC Act represented an effort to regulate an
industry.)

d. In the last section of this reading the author
indicates that the passage of regulatory laws
since the end of World War II "hag helped to
keep the competitive environment in the
United States considerably livelier and health-
ier than it would otherwise have been. . . ."
Do you)agree or disagree with this conclusion?
Cite examples from the reading or from your
knowledge of current economic conditions to
support , your 'conclusion. (Student answers
will vary.)

2. As either a homework assignment or as a small-
group assignment in class, have students use their
textbooks and other references fo find (a) the
major provisions, (h) the (ir;ginal objectives, and
(c) the effects ,of each of the congressional acts
listed below.

Interstate Comierce Act (1887)
Sherman Antitrust Act (1b90)
Clayton Antitrust Act (1914)
Federal.Trade Commission Act (1914)
Robinson-Patman Act (1936).
Miller-Tydings Act (1937) ,

3. Distribute Handout 10-2 (or write the questions on
the chalkboard) and have students use their find-
ings from Prticedure 2 to answer the following
questions in class discussion:
a. What do you think was the primary objective

of the antitrust legislation passed by Congress
.ii87 and 1937? (The major purpose

was to regulate or restore competition. A
number of students may perceive the major

'Several procedures in this lesson were adapted from the teacher's guide that accomparuel Economics and Me American Oream,

multimedia kit. c 1975 Newsweek. Inc. To obtain the complete kit. write to Educational Audio Visual inc.. Pleasantville. New York

10570. We appreciate EAV's permission to make the adaptations.
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purpose as one of breaking up monopolies. It
is important, however, that they understand
that this was the means ny which the govern-
ment hoped to assure "fair" competition
among business firms.)

b. Do you think federal governrlent regulation
was needed or justified? Why ,)r. -why not?
(This and the following question are open-
ended; students should be encouraged to ex-
press their opinions freely and to cite specific
examples or data to support their positions.)

c. Freedom, efficiency, equity, stability, and
growth are generally cited cas major goals of
the U.S. economic system. Which of these
goals do you think were the bases for federal
government economic policy prior to 1887'?
Which were the brtNes for the act creating the
ICC? The Sherrnim Antitrust Act? The Clay-
ton Antitrust Act? The Robinson-Patman Act?
The Miller-Tydings Act'?

d. Several critics of federal government regula-
tory practices have claimed that the provisions
of the Robinson-Patman and the Miller-
Tydings acts are inconsistent with the antitrust'
legislation passed earlier. To what extent do
you think this view is justified'?

4. Distribute Handout 10-3. After students have read
the article and.the follow-up, ask them todiscuss:
a. The basic dispute between the workers and

the company, and the basic legal issue. (The
basic dispute was over control of the work-.
place by the company vs. the right of em-
ployees to refuse a task they believed would
endanger their lives. The basic legal issue was
whether the Labor Department had the right
to issue the regulation that prohibited em-
ployers from disciplining employees who be-
lieved an assigned task would endanger their
lives,)

b. What were the legal points at issue when the
case went to the U.S. Supreme Court? (The
federal district and appeals courts both
had basically upheld the Labor Depart-
ment'si.e., the workers'side of the dis-
pute about the danger involved. But the
district court had said the Labor Department
did not have the legal authority to issue the
regulation on safety under the Occupational
Safety and Health Act of 1970. This act
created OSHA, the Occupational Safety and
Health Administration, which is in the Labor
Department.)
What was a secondary dispute in the case?
(Whether employees should lose pay if' they
refuse a dangerous assignment.)

d. Do you think the Supreme Court decision was
correctin whole? in part? not at all?
(Open-cnded discussion.)

e. What do you, think may be the economic an.1
other costs 40 the parties involved and to
society as a re4ult of the Supreme Court tkci-
sion? (Fewer/Workers will be killed or injured,

\
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hut the companies will probably have to spend
more on safety devices or relax their work
rules. Company costs will thus be raised and
'so may the priees of its products to con-
sumers. The decision nit' y also lead to further
disputes about the extent of niahagement
control over the workplace and working
conditions.)

)
Evaluation: Distribute Handout 10-4. Have students
read the handout and then, working in groups of four
or five members each, prepare written responses to the
following:
1. Based on the reading, . what is the economic

argument that supports consolidation in the record
indusu y? (Big companies that vigorously compete
with each other can sell more cheaply 'and are
financially. stronger than a large number of small
independents.)

2. What is the economic argument against consolida-
tion'? (The independents have sponsored many
new artists and are willing to gamble to get
"hit" records. They are colorful entrepreneurs
whose ..:ompetitiveness .and innovations benefit
consumers.)

3. Msign some groups to represent `.he Antitrust
Division of the Justice Department arguing on the
side of the independents, and assign others to rep-
resent large ree cOmpanies. Have members of
each type of group marshal all the prguments that
support thdr pOsitions and those aim can be used
to attack the positions of their opponents. Review
the results with the class as a whole.

NOTE: Here are definitions of some economic and
iinancial terms used in Handout 10-4 that you may
want to pass on to your students.
Cash flow. The term "flow" reflects the fact that a

company's cash position is in a constant state of flux
as a result vf continuing activity. As used in the
handout, cash flow is the amount of money available
to a business as a result of all its receipts from sales,
from repayments of money it may have lent, from
money it Is borrowing, from cash on hand or in the
hank, and from any other sources of funds.

Vertical integration. Refers to a form of business orga-
nization that enables a corporation to perform all or
most of the steps by which a product is brought tti--
market, A vertically integrated company in the rec-
ord industry selects the performers and the music,
records the performance, manufw.:tures the record,
and distributes it to retailers.

To help students understand the cash-flow prob-
lem that often resulted from traditional methods of
record distribution, have them discuss the types of'
expenditures required for making a record, e.g.,
searching out new types of music and musicians;
making payments to musicians and technicians for
the initial recording; making payments to the press-
ing facility for manufacturing the record, Also re-
mind them of the time lag between the company's
payment of the above costs and its receiptsthe
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company does not receive payment from the dis-
ftibutor until its records have been actually pur-
chased by retail stores.

Conglomerate. A large corporation that- produces and
sells many different kinds of goods (and often
services) that are unrelated to each other by use- or
by market. Such a corporation usually gets into its
many lines of endeavor by acquiring already estab-
lished companies through mergers.

Profit center. A segment of a large business foi which
one can determine----on a continuous basis--how
prkitable (or unprofitable) that segment is.

Receivables. Funds due to a business after it has al-
ready sold goods to its customers or performed its
services for them.

Royalties. A payment to the owner for the right to use
or produce a productin the present case, produe-

, ing a phonograph record.

Teacher Background information on Government
Legislation for Regulation of BusinesS Practices

INTERSTATE COMMERCE ACT (1887)

Legislation: Prohibited railroads from establish-
ing rebates or special favors, pools, long- and short-
haul differentials, and unreasonable rates.

Established the Interstate Commerce Commission
(ICC) to administer the la-N. The ICC was given the
power te) issue cease-and-detist orders but if the com-
panies ignored such orders the commission had to go to

court to force compliance.
Original Objectives: To regulate rates and other

aspects of competition in the transportation (railroad)
industry and to'protect consumers of railroad services.

Results: Enforcement was hampered for years by
the inadequate powers of the ICC, and the operation of
the courts. During the first eighteen years of the ICC's
existence the Supreme Court heard seventeen eases
and found in favor of the railroads in fifteen of them.
Furthermore, the burden of proof in a controversy be-

tween the ICC and the railroad(s) was on the former.
Although the ICC could declare a rate to be unreasona-

ble, it could not set a reasonable rate. Since rebating
was considered the act of an individual -r which the
railroad was not liable, the commission s efforts to
stop such practices were hindered.

The power and prestige of the ICC graduall} in-

creased as a result of the passage of several amend-
ments to the original act in 1906 (Hepburn Act), 1910
(Mann-Elkins Act), and 1920 (Eseh-Cummins Act).

The situation.with regard to railroad monopolies did

not appreciably change until after World War I. The
change may have been more a result of the competition
railroads were encountering from intercity bus lines,
trucking companies, and privately owned automobiles
than a result of the regulatory authority of the ICC.

Perhaps the major impact of the act was to set a
precedent fo, establishing the right of federal go ail-
ment agencies to regulate business practices.

SHERMAN ANTITRUST ACV (1890)

Legislation: Outlawed all combinations in the

form of trusts or "conspiracies in the restraint of

trade." Any violation of the act was made a criminal
offense (misdemeanor) punishable by fine or prison
Sentence, or sometimes both.

Original Objectives: To promote competition and
to restrict or Tut a stop to anticompetitiv . business

practices.
Results: Initially, the officials who were supposed

to enforce the legislation had neither the funds nor the
inclination to do so. The act was invoked only eighteen
times in its first ten years, and four of those cases
involved labor unions.

Business combinations actually increased. Although
the act forbade nem% among independent firms
(so-called lo( t combinations), it did not forbid
close-knit i.e., mergers or consolida-
tions.

The language of the act was vague and subsequently
had to be clarified by the courts. This proved to be a
long and difficult task and many anticompetitive busi-
ness practices took place while the courts developed a
position on the act in such cases as U.S. v. E. C.
tin:ght (1895), A ddy,ston Pipe and Steel v. U.S. (1899),
Northern Securities (1900,, etc. Moreover, the defini-
tions the courts gave to such terms as "trust," "con-
spirac , and "restraint" tended to favor business and
ma tbe act additionally ineffective.

Cldt YTON ANTITRUST ACT (1914)
Legislation: Prohibited price discrimination, in-

terlocking directorates, and the acquisition of competi-
tors where the result would be a substantial lessening

of competition.
Declared peaceful strikes, picketing, and boycotts to

be legal, and restricted the use of the court injunction
against labor unions.

Original Objectives: To strengthen the Sherman
Antitrust. Act, prevent development of mpnopoly

power, promote competition, and reduce use of the
antitruSt legislation against organized labor.

Results: U.S. Steel v. U.S. (1920): The Supreme
Court applied the "rule of reason" (i.e., good vs. bad
monopolies) in finding U.S. Steel not in violation of
antitrust laws [vex...Ise "the law does not make mere
size an offense, or the existen
offense."

Thatcher Manufacturing C(
Court held that the Clayton A
purchase of a competitor appf
'stock and that no violation o

f unexerted power an

. v. F.T.C. 0926): Th
t strictures against the
d only to purchases of

eurred when one corn-
petitor bough the assets of another. (This interpreta-
tion was negated by the Celler AmendMent of 1950).

These decisions of the Supreme Court contributed to
a'new wave of mergers. From 1925 to 1930 More lhan
1,238 consolidations occurred. Sidee many of the con-
solidations involved more than one company, nearly
7,000 separate companies disappeared as a result of
mergers in this period.

FEDERAL TRADE COMMISSION ACT (1914)
Lerlislation: Established the Federal Trade Com-

mission (FTC) and gave it power to issue cease-and-
desist orders against corporations deemed in violation
of the Clayton Act and to report antitrust violations
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and unfair trade practices to the U.S. Attorney
General.

Original Objectives: To close loopholes; in !!
Sherman Antitrust Act; to promote competition; and
to provide an agency forinvestigating and controlling
business practices.

Results: An important function of the FTC has
been to clarify antitrust laws by offering a set of guide-
lines for business to follow and to act as a policing
agency to see that these guidelines are implemented.
But in most cases enforcement has been left to the
courts.*

ROGINSON-PATMAN A(4.T (1936)

Legislation: Prohibited firms from selling at "un,-
reasonably" low prices for the purpose of destroying
competition.

Original Objectives: Essentially meant to protect
small retp,ilers from "unfair" price competition by
large retailers or manufacturers. Small retailers were
complaining that larger ones were deliberately lower-
ing prices to "drivt out" their smaller competitors,
and that they were sometimes assisted in this aim by
obtaining "unfair" discounts on large-volume Or-
chases from manufacturers. It was also alleged that

*The Federal Trade Commission Act was amended in 1938 to outlaw
'unfair methods of competition in commerce and unfair or 4ecep-
'Ave acts . . . in commerce." The wording was left vague in order
to allow the commission to extend its jurisdiction over new 'un-
fair" practices as they developed. hut the wording has also ham-
pered enforcement since it is open to conflicting interpretations.

after small retailers were driven out of business, the
remaining retailers would charge higher prices than
before or would introduce less competitive pricing
policies.

Results: This act has enabled small businesses to
survive more easily in the marketplace but it has 'also
been charged that Robinson-Patman has resulted in
higher prices to consumers and has actually hindered
competition by discouraging economies of scale. As of
this writing Robinson-Patman is still controversial and
there is division even within the government. Basically
the Federal Trade Commission supports the act while
the Anti-Trust Division of the Justice Department op-.
poses it.

MILLER-TYDINGS AMENDMENT (1937)
Legislation: Exempted fair-trade contracts, i.e.,

establishment of minimum retail prices of a good hy the
manufacturer.from the Sherman AntitruSt Act.

Original Objectives: Protect small businesses.
Results: Results were basically the same as those

described for the Robinson-Patman Act. In both in-
stances questions were raised as to whether legislation
to protect small businesses was in conflict with earlier
legislation to promote competition. Critics argued that
allowing minimum retail prices to be set and prohibit-
ing large producers from offering reduced prices for
higher volume in effect interfered with the price mech-
ani m and thereby restrained rather than promoted
conipetition in the market. The Supreme Court
ado ted the critics' position when it declared the
Mi er-Tydings Act unconstitutional in 1951.



Handout 10-1

REGULATING THE MARKET SYSTEM

Today there exist dozens of federal agencies, commissions, and bureauswith thousands of employees
and considerable powersthat regulate different aspects of the market economy. In this reading, Richard
Holton surveys the history and nature of federal involvement in business competition, consumer protection
and the labormarket.

Government regulations of business are pictured,
perhaps not inaccurately, as being so [widespread]
that most major decisions in the large firm must be
reviewed for consistency with federal law and . . .

-regulations before they are carried out. Corporate
plans for advertising campaigns, for mergers and
acquisitions, for changes in employment practices,
for new stock issues, for changes in the manner of
computing and reporting [protits], for pricing to dif-
ferent groups of customersalli can raise questions
that the management must put to its legal staff.

Although businessmen are inclined to date the
great intrusion of government into business from
the days of Franklin D. Roosevelt's tenure in the
White House, the role of government in business
life was by no means insignificant before then.

Evolution of Business-Government Relations
Until the late-nineteenth century, legislation was

designed, on the whole, to encouvage business and
commerce. After the War of 1812 . . . protective
tariffs were enacted to promote the growth of
American industry. . . . The canal system wes de-
veloped during the 1830's and 1840s in part
through government subsidy. In the lea's and
1870's massive land grants promoted railroad de-
velopment, and some 130 million acres were given
away by the federal government. . . . This actior
perhaps set a record . . . for government support
and encouragement of business in the United
States.

Government regulation of business in its present
pattern probably dates from the passage of the In-
terstate Commerce Act of 1887.... The farmers and
ranchers of the Midwest and West became increas-
ingly suspicious of the railroads and the financial
interests of the East. Discriminatory freight rates
infuriated the famers, yet [were caused by the] ruin-
ous competition among the railroads. The Inter;
state Commerce Act of 1887 attempted to soive

these problems by setting up the interstate Com-
merce Commission to regulate freight rates and
other aspects of competition in the transportation
field.

At the same time, [company] agreements to
soften [or destroy I competition . . . led to the Sher-
man Act of 1890. It was becoming increasingly ap-
parent that competitive behavior had to be policed
in some degree. The Food and Drug Act of 1906, the
Clayton Act of 1914, and the Federal Trade ComMis-
sion Act of the same year were all designed to set up
"rules of the game" for competition. World War I
brought an end to this first major wave of regulatory
legislation.

The business prosperity of the 1920's, marked by
relative calm in business-government relations, was
smashed by the stock market crash and the ensuing'
Depression. New federal agenciesThe Securities
Exchange Commissicn, the Federal Communica-
tions Commission, the Civil Aeronautics Board, and
the National Labor Relations Board, to cite a
fewimposed new requirements on American
business. . .

World War H again brought [an end to] significant
new restrictive legislation, and the 1950's and
1960's witnessed for the most part only relatively
minor modifications of regulatory [laws] already on
the books.

Government and the . .. Markets
The many regulatory laws that have been enacted

since the I.C.C. Act and the Sherman Act have been
a sore spot with most businessmen over the years.
. . . Businessmen . . . complain about overzealous
bureaucrats who allegedly have an inadequate un-
derstanding of the real world of cOirinerce and
therefore fail to realize the full consequences of
their actions. [YetI in private, if not in public, discus-
sions, it is agreed that regulatory legislation has
heiped to keep the competitive environment in the

From -Business and Government," by Richard H. Holton, in The American Busingls Corporation, edited by Eli Goldston, Herbert C
Morton, and G. Neal Ryland. Reprinted by permission of The MIT. Press. t) 1969 OkThe American Academy of Arts and Sciences; as
excerpted from Economics and the American Dream. a multi-media kit. t.-) 1975 Newsweek. Inc. Reprinted by permission from Educa-
tional Audio Visual Inc., Pleasantville, New York 10570. All rights reserved.
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Handout 10-1 (concluded)

United States considerably livelier and healthier
than it'would otherwise have been. . . .

The individual firm may well find it d fficult to live
with the regulatory legislation as it is enforced. The
legislation is usually rather vague, and its interpre-

tation is left to the regulatory agencies and to the
courts. Interpretations can and do shift as new
faces appear on the regulatory commissions and on

the courts of law. The absence of clear, reasonable,
and consistent guidelines in the antitrust area, for
example, is a continuing problem for the individual
firm, although the complexity. ... of individual situa-
tions [prevents] significant departures from the
case-by-case approach.

Economists evaluate the state of competition in
the market by looking at the conduct and perform-
ance of market structure. . . . [Elxamination of the

conduct and performance of . . . individual
[manufacturing] industries suggests to many that

. . [their] markets are, in a sense, highly "competi-
tive." Although economic concentration . . . [may

be] high in them, they exhibit the innovation and
efficiency that one would expect from firms trying
to best one another in the mcirket. Anticompetitive
behavior is difficult to [discover] and to prolk ex-
cept in [obvious I instances ... su0--- as the electrical

equipment conspiracy of the 1960's
[A new emphasis in government regulation began

in the 1970s: the protection of the consumer. The
appointment of a Special Assistant for Consumer
Affairs in the Office of the President and the crea-

tion of the Consumer Product Safety Commission

were notable instances. "Truth-in-packaging" and
"truth-in-lending" laws were passed and, among

other matters, automobile safety and product war-
ranties came under federal regulation.)

Business commonly responds to the demand for
more regulation in consumer markets by contend-
ing that competition and the legislation already in
effect amply protect the consumer. A retailer or
manufacturer who does not satisfy his customers
will lose 'them. This argument assumes, however,

that the buying public learns rather quickly which
sellem do the better job, yet in many cases the
learning process is slow and imperfect.

Questions
a. What evidence is there in the reading to support the following statement? "Even during the so-called

laissez-faire period of our history, the government actually took a very active role in the economy."

b. What was the purpose of the interstate Commerce Act of 1887?

c. Can you explain what the authors mean by the statement "Government regulation of business in its

present pattern probably dates from the passage of the Interstate Commerce Act of 1887"?

d. At the beginning of the last section of the reading the authors indicate that the passage of regulatory laws

since the end of World War II ". . . has helped to keep the competitive environment in the United States

considerably livelier and healthier than it would otherwise have been...." Do you agree or disagree with

this conclusion?

Given the rapidly growing varieties of goods and
services available, the imaginative new marketing
techniques, and the increasing technical complex-
ity of consumer goods, consumerS will hav,e less

time mnd . . . ability to judge the quality of their
purchases. ... This situation would seem to call for

more rule-making by federal agencies in the area of

consumer goods and services. If the analysis above
is correct, the recent legislation regarding packag-
ing, disclosure of financing charge§ on consumer
purchases, and tire standards is but a [sign] of
things to come. The present concern about the wel-

fare of the nation's poor people serves to reinforce
the pressures for consumer legislation since pone
people are, for a variety of reasons, least able to
evaluate properly the purchasing [choices] they

face.
(By the beginning of The 1980s a reaction against

both particuler types of government regulation as
well as its pervasiveness in the 'economic, environ-
mental, and social spheres had begun. In Oneral,
the reasons given were either that such regulation
raised 'costs a'nd therefore had nflationary conse-
quences, or added to tax burdens, or created com-

plexity without commensurate benefits, or thW
there was simply too much government' interfer-
ence in the life of the natibn, or that all of the fore-

going reasons applied./
. . . The basic labor legislation of the 1930's, as

modified by the Taft-Hartley Act of 1947 and the
Landrum-Griffin Act of 1959, seems quite durable.

The National [Labor] Relations Board [the Federal
agency that supervises labor-management rela-
tions] faces a continuing stream of cases . . . and

further refinement of acceptable practices can be

expected.
... Attention will continue to be focused primarily

on the wage-uetermination process as it affects
prices and the price level. [If present] conditions of
[inflation and/or] high-level employment [persist],
employers [who) bargain . . . on an industry-
wide basis (will contioue to bej able to pass
wage increases onto buyers through increases in
prices. . .

82



Handout 10-2

QUESTIONS FOR DISCUSSION OF ANTITRUST LEGISLATION

Name Class

a. What do you think was the primary objective of the antitrust legislation passed by Congress between

1887 and 1937?
b. Do you think federal government regulation was needed or justified? Why or why not?
c. Freedom, efficiency, equity, stability, and growth are generally cited as major goals of the American

economic system. Which of these goals do you think were the bases for federal government economic
policy prior to 1887? Which were the bases for ths act creating the ICC? The Sherman Anfitrust Act? The
Clayton Antitrust Act? The Robinson-Patman Act? The Miller-Tydings Act?

d. Several critics of federal government regulatory practices have claimed that the provisions of the
Robinson-Patman and the Miller-Tydings acts are inconsistent with the antitrust legislation passed
earlier. To what extent do you think this view is justified?

From Master Curriculum C.; Jide for the Nation's Schools, Part II, Strategies for Teaching Economics: United States History (Secondary),
1980. Joint Council on Economic Education, 1212 Avenue of the Americas, New York, NY 10036.
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Handout 1 0-3

HIGH COURT CONSIDERS WORKERS' RIGHT TO REFUSE DUTIES
THEY SEE AS UNSAFE

Ey URBAN C. LEHNER

WASHINGTON [dateline: Jan. 10, 1980IAs Virgil
Deemer and Thomas Cornwall saw it, their em-
ployer was asking them to choose between their
jobs and their lives when a foreman ordered the two
maintenance men to walk out on a wire-mesh
screen suspended high above the factory floor.

They chose their lives. In so doing, they touched
off an emotional legal battle that in 51/2 years has

*gone from ap administrative agency through two
lower federal courts and all the way to the Supreme
Court. The high court head arguments in the case
yesterday and is expected to issue its decision by
July.

.0n one side is the Labor Department, which sued
on behalf of the two workers; on the other side is
their employer, Whirlpool Corp. After the two men
refused to perform the assigned task because they
theught it was dangerous, Whirlpoolwhich insists
+he task was safesuspended them for six hours,
docked their pay and issued written reprimands.

lii, primary question for the high court is

whether the Labor Department had the authority to
write the regulation that is the basis for the suit.
That regulation prohibits employers trom disciplin-
ing employes who reasonably believe that per-
forming an assigned task will endanger their lives.

A Question of Decency
Though the legal issue is a narrow one and the

Labor Department's suit seeks merely to undo the
disciplinary actions, both sides consider the case
important. For the department, what's at stake is
fundamental decency. "A humane and civilized
society," the department argues, doesn't require
workers to make such choices.

For Whirpool, what's at stake is control of the
workplace. Freeing woi kers to decide for them-
selves what is unsafe and to reject assignments ac-
cordingly, the company argues, opens the door to
mischief and abuse. It "invites continuous labor un-
rest" on the "pretext" of safety concerns, Whirlpool
asserts.

The incident that started the battle occurred just
before midnight on July 10, 1974, at Whirlpool's

Marion, Ohio, appliance plant. Maintenance men
Deemer and Cornwall were ordered by their fore-
man to walk out on a 20-foot-high "guard screen"
used to catch items that had fallen from overhead
conveyor belts. The plant's maintenance force had
the job of removing fallen items from the screen.

About two weeks earlier, 8 maintenance man had

fallen from the screen to his death. Less than a year
before, Mr. Cornwall had broken his wrist trying to
catch himself when his foot plunged through the
screen. With those events in mind, Messrs. Deemer
and Cornwall refused the order to walk out on the
screen, declaring it unsafe.

"The fact that a man had fallen through the
screen and been killed is the strongest possible
evidence that it was unsafe and dangerous," said

the federal district judge who heard the case.
Whirlpool maintains that the screen was safe. The

company argues that repairs had been made fol-
lowing the other employe's fatal fall and notes that
the toreman walked cut on thP screen ahead of
Messrs. Deemer and Cornwall to prove its safety.
The company alco ,-±serves te at the July 10 inci-
dent represented the first and only time that any
employe has refused to walk on the screen. Even

Messrs. Deemer and Cornwall have walked on the
screen since then, Whirlpool says.

Whether the screen was or wasn't 3fe, both the
federal district court and the federal appeals court
found mat the workers reasonably feared for their
lives. So what is primarily before the Supreme Court
isn't the factual question of the screen's safety but
the legal question of the Labor Department's au-
thority to protect workers in such a situation.

The district court held that the department had
overstepped its authority. But a federal appeals
court here disagreed; it reversed the district court
and upheld the department's authority. The point in
controversy is how to interpret the Occupational
Safety and Health Act of 1970, the statute that,

created the department's Occupational Safety an
Health Administration, or OSHA. 41Ik - 4

In that law, Congress passed certain emplbye
rights and wovided that a worker couldn't be 'dis-

charged or discriminated against for exercising

Reprinted by permission of the Wall Street Journal, January 10, 1980. (c) Dow Jones & Company, Inc. 1980. All rights t ,served.

84



Handout, 1 0-3 (concluded)

them. The question is whether the right to refuse
highly dangerous work was one df the rights Con-
gress established.

Agency's Broad Authority
Both sides agree that this right wasn't lis,ed ex-

plicitly. But the Labor Department maintains that, in
addition to the rights the law enumerated, "certain
other rights exist by necessary implication." The
department says it has broad authority under the
law to write regulations that carry out the law's fun-
damental purposeguaranteeing workers "haz-
ard-free" workplaces.

Whirlpool disagrees. If Congress had wanted to
create such a right, it would have done so, the com-
pany argues. MoreoVer, according to Whirlpool's
reading of the congressional debates on the law,
the legislators considered and rejected a provision
similar to the department's regulation.

The deparfment reads the "legislative history"
differently. e it Whirlpool notes that, in another
case involving different parties, a federal appeals
court in New Orleans overturned the regulation,
stating that "a worker's abuse of the authority af-
forded under the regulation could disrupt or cripple
an employer's business. The legislative history is
manifest that Congress feared such a result."

Moreover, Whirlpool argues, Congress provided
fearful workers with a remedy: Call OSHA, which
then may seek a court order requiring trie employer
to correct any unsafe conditions.

The department concedes that workers "ordi-
narily" should call OSHA rather than refuse to work.
The department says its regulation applies only
when emplues lack a "reasonable alternative"
because there is "insufficient time" to call OSHA. It
notes that both lower courts found that Messrs.
Deemer and Cornwall had to make an on-the-spot
decision and thus were covered by the regulation.

During yesterday's argument before the Supreme
Court, several Justices asked about whether
workers who refuse unsafe tasks should lose wpy.
Whirlpool contends that the Labor Department's
regulation essentially allows such workers to strike

with pay. The department denies that and says em-
ployers should offer such employes "alternative
work, if available." But the department doesn't say
whether the workers must be paid if alternative
work isn't ava,lable.

If the department loses and the regulation is
struck down, there are other federal laws that will
protect some workers under certain circumstances
when they refuse a lask they consider unsafe. But
many workers in other circumstances wouldn't be
covered. So both sides in the Whirlpool case regard
the department's regulation as important.

So do a number of organizations that -filed
"friend-of-the-court" briefs. They include the
Chamber of Commerce on Whirlpool's side and the
AFL-CIO, the United Auto Workers and the Ameri-
can Public Health Association on the Labor Depart-
ment's side.

Upholding the reffiation, say Whirlpool and its
allies,qabuld give employes the power to close
down operations. Striking it down, says, the Labor
Department and its supporters, would be "mani-
festly unfair" to workers, who will then have to
choose between their jobs and their lives.

Follow-up

On February 26,1980, all nine justices of thc, Su-
preme Court upheld the Labor Department's posi-
tion. As reported the next day in the Wall Street
Journal, the court's decisiOn affirms the authority of
the Labor Department "to issue anpnforce regula-
tions to police the workplace" under the Occupa-
tional Safety and Health Act of 1970. However, the
court emphasized that the rule devised by the Labor
Department is not for day-to-day use but to close
"loopholes in federal law" as it relates to dangerous
working conditions. According to the Journal's ac-
count, "... the worker may refuse to perform a task
if he 'reasonably believes' the assignment creates
'imminent risk of death or serious bodily injury' and
if there isn't 'sufficient time or opportunity to seek
effective redress)from his employer or to apprise
OSHA of the danger.'

Questions
a. Discuss the km& dispute between the workers and the company. Discuss the basic legal issue.

b. What was a secondary dispute in the case?
c. What were the legal points at issue gihen the case went to the Supreme Court?

d. Do you think the Supreme Court decision was correctin whole? in part? not at all?

e. What do you think may be the economic and other costs to the parties involved and to society as a result

of the Supreme Court decision?
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CHANGING FAC,E OF RECORD DISTRIBUTION
Cash, Security Lure the Independents

By MARC KIRKEBY

. . . The economics of the record business Os
changingl. The independentscompanies that do
not own their own facility for manufacturing rec-
ords or distribution system for selling them to
retailershave found their perennial cash-flow
problems magnified by increasing competition,
spiraling production costs and the growing power
of the ,giant entertainment conglomerates.

Thus what began slowlyin recent years as a move
toward more secure financial agreement& with a
few independent labels assigning their distribution
work to the "majors"a handful of record com-
panies with their own distribution and manufacturt
ing brancheshas . . . threatened to become a
stampede.

. . . A&M has enjoyed 16 years of success as an
"independent" record company. But as of last
week, giant RCA Records became A&M's sole dis-
tributor and record-presser, an arrangement that
has become typical of a dramatic restructuring of
the way the burgeoning record and tape industry
gets its gdods into stores.

The deal with A&M came just a week after RCA

signed 20th Century-Fox Records, a smaller but still
significant independent, to a similar distribution
contract. During 1978, independent distribtfors
also lost such consistently hit-producing compan-
ies as United Artists, Jet, Salsoul, DJM and Priv-

ate Stock to the distribution arms,of major record
companies.

... The steady migration of independent labels to

distribution by one of the six majorsCBS,
EMI/Capitol, MCA, Polygram, RCA and the Warner-
Elektra-Atlantic division of Warner Communica-
tions Inc.represents just one facet of the major
companies' snowballing control of the record and
tape marketplace.

The vast financial resources of the majors has
also tended to give them first crack at new
,abels.... The small-label owner who opts for distri-
bution by a major receives less money per album
sold than he would from an independent distribu-

tor, but in return he obtains a degree of financial
security, almost always including a sizable cash
advance against future royalties, that no indepen-
dent can offer.

As a result, the six majors have achieved a share
of the domestic record market that has probably
surpassed 85 percent.

... There is little question that the larger indepen-
dent record labels will survive one way or another.
But for the independent distributors, who are
among the music industry's most colorful entrepre-
neurs, the tuture is cloudy. They have none of the
vertical integration of a major to buttress finances,
and their profits are being squeezed on two sides.

Distributors make their money buying records
frcm independent labels, marking them up in price
and reselling them to large retailers and to sub-
distributors who service the smaller record stores.
Competition has pushed [down] to $3.55 or $3.60

the price [an independent] must pay the labels for
an album which carries a list price of $7.98. A major,
by contrast, pays only about $3.47 per album to the
labels it distributes or owns. And because a major's
distribution system is primarily a means to an
endand need not necessarily be a large profit
center in itselfa major's gross markup is about

, two percent less than an independent's markup of
about 19 percent. . .. The [two percent is a] crucial
leeway with which a major can undercut the inde-
pendent's price to retailers.

Thus, the album that an independent distributor
buys at $3.60 must be resold to retailers at about
$4.30 (which the independents insist provides them
with a bare minimum profit), compared with a
major's purchase at $3.47 and sale to retail' outlets
at about [only) $4.08.

To convince retail accounts to buy his more-
expensive records, the independent distributor
must have hit records to offer. . . [Tlhe hits avail-
able to him are becoming fewer as independent
labels are bought out by the major record compan-
ies with their own distribution networks. Faced with
shrinking profit margins and a dwindling number of

Reprinted from the New York Times, February 18, 1979, Section F. pp. 1 and 7 c, 1979 The New York Times Company. Reprinted by

permission.
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Handout 10-4 (concluded)

labels, the independent distributors know they have
reached a crisis.

"I've never se .)n such upheaval in my life," said
Joe Simone, owner of Progress Record Distributing
in Cleveland, in response to the A&M-RCA an-
nouncement. Mr. Simone has shored up his der
fenses by broadening the Midwestern territories in
which he distributes records. He recently opened
an office in Detroit.

Other independent distributors insist they too
must expand to survive, but because every big city
already has at least one independent distributor
based in it, any expansion or increased competition
among independents would almost surely put soMe
of them out of business.

"I don't have any doubt in my mind that it's going
to happen," said Harmey Korman, owner of Piks
Corporation, one of Mr. Simone's competitors.
"Instead of two or three in each market, there will
be one strong distributor. As a result, the marriage
between manufacturer and distributor will get even
closer."

Even such expansion moves by the "super inde
pendents" might not completely offset the advan-
tages of distribution by the major companies: ad-
vantages that are convincing enough to make
independent labels sacrifice 10 cents or more per
album to go with a major.

Principal among those advantages is the majors'
reputation for paying quick ly. A hit record does
an independent record company little good if it
hasn't gotten the money for those sales from its
distributors.

A&M is a case in point. Last year the company,
which reported nearly $100 million in sales, had juot
begun building its own branch system, opening a
distribution point in southern Caiifornia, A&M Pa-
cific, and had plans for additional branches. But
A&M Pacific had problenis with its slow-paying re-

/

tail accounts almost from the start, and those
money woes, coupled with the receivables problem
A&M already had with its remaining independent
distributors, put the company in a serious cash-flow
bind.

An . . . important element r)f the A&M-RCA pact
involves record pressing. A&M will save 3 cents to 4
cents per album by moving its pressing business to
RCA from Columbia Records, a division of CBS Inc,,
which had pressed 80 percent of its discs, and inde-
pendent Monarch, which had handled the
remainder. No independent record distributor
could offer such a combined deal. . Indeed, inde-
pendent record labels often use the pressing facili-
ties of the majorsparticularly those of Co-
lumbiaeven if their albums are independently
distributed.

. . . Many retailers . . . are wary of the growing
power of the few big companies.

"The independent has a stronger motivation ;o
work with people in the marketplace," says Torn
Modica, owner oi Longhair Music, a record store in
Portland, Ore. "With the majors you are just one of
the fish in the pond. I'm fearful that things are con-
solidating so f' lt around such a small group of ex-
ecutives that those people might really wield an iron
fist."

How can independent distributors and labels
contend with the majors' strength? As the consoti-
dation trend has accelerated, the majors have been
watching the ongoing investigation of the industry
by the antitrust division of the Justice Department
as a sign that the Federal Government might come
to the aid of the independents.

Justice .lawyers took testimony from dozens of
record company executives, distributors and re-
tailers in Los Angeles in late 1977, and the investi-
gation iF "still open," according to a Justice
spokesman, who would not comment further.

Questions
1. Based on the reading, what is the economic argument that supports consolidation in the record

industry?
2. What is the economic argument against consolidation?
3. Assign some groups to represent the Antitrust Division of the Justice Department arguing on the side of

the independents, and assign others to represent large record companies. Have members of each type
of group marshal all the arguments that support their positions and those that can be used to attack the
positions of their opponents. Review the results with the class as a whole.
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Lesson 11: The Hoover Administration: Rok of
Government in the Economy

TIME REQUIRED: Two or three class periods

RECOMMENDED GRADE LEVEL: 11-12

CONCEPTS: Economic growth and stability
Monetary policy
Fiscal policy
Unemployment
Aggregate demand
Aggregate supply
Productive capacity

Instructional Objectives: Students will
Summarize President Hoover's economic philoso-
phy and principles;
Describe how his philosophy and principles af-
fected the measures taken by his administration to
combat the oncoming depression;

/ Evaluate the effectiveness of actions taken by the
Hoover administration in relation to the economic
problems of the time.

Rationale: Herbert C. Hoover, who was president of
the United States before and during the onset of the
Great Depression, has often been blamed for running a
"do-nothing" administration in those critical years.
Hoover's policies and views, however, were not as
do-nothing (laissez-faire) as so often claimed. In his
own way, he did try to stem the onslaught and effects
of the depression. Whether he did what the situation
required is the real question. In any case, a look at
Hoover's views and actions will provide students with
information they will need to study the depression it-
self in the next lesson. The beginning of Handout I I-I
contains some material about the early 1920s and
Hoover's activities in those years. It can serve as back-
ground- abourhoth the economy and Hoover's views
before he was elected president in 1928.

Materials: One copy each of handouts 11-1, 11-2, and
11-3 foftvery student.

Procedure:
1. Have students read and discuss Handout I I-I on

President Hoover and his administratimi. This
reading should be supplemented with relevant por-
tions of their U.S. history text. (Tell students to
save Handout 11-1 to use in Lesson 12)
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2.

3.

4.

5.

6.

7.

Distribute Handout 11-2. Have students refer to
Part I of the handout. Assign roles as follows:
Designate four students as 'farmers and four as
small-business owners; designate half the remain-
ing members of the class as employed workers and
the other half as unemployed. Instruct students to
write their assigned role in the blank on the hand-
out. After role assignments have been written in,
allow time for students t 0 read Part I. Explain that
they will be asked to discuss the economic implica-
tions of the chronology of events that makes up
Part II of the handout.
Ask if there are any questions about assigned
tasks. At this point questions will probably arise
concerning the economic concepts listed in the in-
structions as part of the equipment or "intelligent
and knowledgeable citizens."
Distribute Handout 11-3. Make sure that the stu-
dents understand the economic concepts defined
in the handout.
To help students establish their roles as farmers,
unemployed workers, etc., in the early 1930s, have
them suggest how their perspectives on their
liv_!s and their futures might have changed since
the stock market crash and the onset of the
dePression.
hither in class or as an overnight assignment have
students complete Part II of the handout. They can
do so alone or by working in pairse.g., two
farmers, two employed workers, etc.
Have students discuss their responses to indi-
vidual itms, noting and suggesting reasons for
their differences of opinion.

Evaluation: Based on the Various government actions
proposed and those that were carried out, what do
students think were the major goals of the ecoromic
policies employed by the Hoover administration from
1930 to 1932? Did the administration's policies have
the Afects intended? (The answer to the first questhm
on policy goalsas indicated in item 14 on Handout
11-2 includes balancing the federal budget, strengthing
agricultur-, and stimulating business through the,ex-
pansion of commercial credit. There is more detail on
the subject in Handout 11-1. Answers to the second
question are open-ended. Students will have different
opinions about and reasons why policies were or were
not successful i)



Handout 1 1 -1

THE ORDEAL OF HERBERT HOOVER

by Carl N. Degler

Today.. . . there are two Hoovers. The first is the
living man,' the former President who . . . unstint-
ingly and very capably served Democratic and
Republican Administrations alike. ... That concep-
tion bears almost no relation to the second, the
historical Hoover. In the history books his Admini-
stration is usually depicted as cold-hearted, when
not pictured as totally devoid of heart, inept, or lc-
tionless in the face of the Great Depression. . . .

The notion of two Hoovers should never have
grown up; his life and views were too consistent for
that. . . .

[Tmose principles to which Hoover held so con-
sistently [were not) simply conservative ones. . . .

Hoover's principles were distinctly arK1 publicly
progressive. In 1920, for example, he defended the
principle of collective bargaining and the right to
striketwo very unpopular principles at that
datebefore a frosty Chamber of Commerce in
Boston. As Secretary of Commerce in the Harding
Administration he opposed the sweeping federal in-
junction against the railroad strikers and worked
with Harding to have the steel industry abandon the
twelve-hour day. In his book of guiding principles,
American Individualism, which he published in
1922, he was careful to djstinguish his views from
laissez-faire capitalism. The American way, he in-
sisted, "is not capitalism, or socialism, or syndi-
calism, nor a cross breed of them." It did include,
though, gdvernment regulation in order to preserve
equality of opportunity and individual rights. "This
regulation is itself," he pointed out, "proof that we
have gone a long way toward the abandonment of
the 'capitalism' of Adam Smith...." While Secretary
of Commerce in the 1920's he instituted much
needed regulations for the burgeoning radio and
airplane industries. It was Herbert Hoover who said
in 1922 at the first conference on radio that "the
ether is a public medium and its use must be for the
public benefit. The use of radio channels is justified
only if there is public benefit. The dominant element
of consideration in the radio field is, and always will
"4ee, the great body of the listening public, millions in
Amber, country-v,:ide in distribution." In the same
address, he said, "It is inconceivable that we should

S,

allow so great a possibility for service to be
drowned in advertising chatter." In 1928 he was
recommending fhat a three billion dollar reserve of
public works be built up to serve as an economic
stabilizer in times of recession.

In short, though he served both [Presidents]
Harding and Coolidge, Herbert Hoover was not of
their stripe. . . .

Hoover's record as president contains a number
of truly progressive achievements. Although he
cannot take credit for initiating the Norris-La
Guardia Act of 1932, the fact remains that one of the
most important pro-labor acts in the whole history
of American labor was signed by Herbert Hoover.
Like other progressives, he sponsored legislation
for conservation like the giant Boulder Dam project
and the St. Lawrence Seaway.

But perhaps the most striking example of
Hoover's willingness to recognize the new role of
government in dealing with the complex:ties of an
industrial economy was his breaking precedent to
grapple directly with the Depression. From the out-
set Hoover rejected the advice of his Secretary of
the Treasury, Andrew Mellon, who, as Hoover him-
self said, was a country banker of narrow social
vision. Mollon believed the crash .should be per-
mitted to run its course unmolested. His simple
formula in a depression, as he told Hoover, was
"Liquidate labor, liquidate stocks, liquidate farms,
liquidate real estate." A panic, he told the President,
was not so bad. "It will purge the rottenness out of
the system. High costs of living and high living will
come down. People will work harder, live more
moral lives. Values will be adjusted, and enterpris-
ing people will pick up the wrecks from less compe-
tent people."

In contrast, Hoover's anti-depression action was
swift in coming. Within a matter of weeks after the
great crash of the stock market at the end of Oc-
tober, Hoover called a meeting of prominent busi-
ness, labor, and farm leaders to work out plans for
preverting the market crash from adversely affect-
ing the rest of the economy. A week later he met for
the same purpose with railway presidents. The eco-
nomic leaders agreed to his plan of holding the line

Reprinted by permission of The Yale Review from The Yale Review, 52, no. 4 (Summer 1963). Copyright, 1963, by Yale Univsrsity.
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on wages and encouraging industrial expansion. In
his annual message to Congress in December 1929,
Hoover proudly told of these and other efforts his
Administration had made to stem the economic de-
cline. These efforts, he said, "must be vigorously
pursued until normal conditions are restored." In

January he cOntinued to expand Public works on
Boulder Dam and on highway construction. By the
end of July 1930, the Administration had got under-
way $800 million in public works, and the President
called upon the statesAnd local units of govern-
ment to follow the national government's example
in order to provide as much employment as
possible.

The President was well aware of the unprece-
dented character of his swift anti-depression ac-
tion. . . . The country, he said, had avoided the dole
and other unsatisfactory devices to meet unemploy-
ment by "voluntary cooperation of industry with the
Government in maintaining wages against reduc-

tions, and the intensification of construction work.
Thereby we have inaugurated one of the greatest
economic experiments in history on a basis of
nation-wide cooperation not charity."

At first Hoover WES optimistic about the effects of
his program. Several times during the first year he

compared the economic decline with that of

1921-22, usually with the observation that the ear-
lier one was the more difficult. As he told the
Chamber of Commerce in May 1930, the amount of

public works contracted for was already three times
the amount in the corresponding period of the pre-
vious "great depression."

Yet his optimism did not keep him from action.
One thing he emphasized was the necessity of

/ learning from this Depression about the prevention
of future ones. He advocated better statistical mea-
sures and reform of the banking structure to pre-
vent the drain of credit from productive to specula-
tive enterprise, such as had led to the stock market
boom and crash. Moreover, although he empha-
sized from the beginning that the Depression was
"worldwide" and that its "causes and its effects lie

only partly in the United States," he did not use this
as an excuse for inactivity. There was no need sim-
ply to wait for the rest of the world to recover, he

said. "We can make a very large degree of recovery
independently of what may happen elsewhere." In
October 1930 he told the American Bankers Asso-
ciation that depressions were not simply to be
borne uncomplainingly. "The economic fatalist
believes that these crises are inevitable and bound
to be recurrent. I would remind these pessimists
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that exactly the same thing was once said of ty-
phoid, cholera, and smallpox." But instead of being
pessimistic, medical science went to work and con-
quered those diseases. "That should be our attitude
toward these economic pestllences. They are not
dispensations of Providence. I am confident in the
faith that their control, so far as the cause lies within
our owl boundaries, is within the genius of modern
business."

Hoover also told the bankers that he could not
condone the argument which had been reported
from some of them that the people would have to
accept a lower standard of living in order to get
through the Depression,. Such a suggestion, he
said, could not be countenanced either on idealistic
or on practical grounds. To accept it would mean a
"retreat into perpetual unemployment and the ac-
ceptance of a cesspool of poverty for some large
part of our people." Several times during the De-
pression Hoover made it clear that the government
had a responsibility to employ as many as possible
as its contribution to the mitigation of the unem-
ployment which was growing alarmingly. . . .

Unlike previous administrations . . . his had ex-
panded, instead of curtailing, public works during a
depression. Public works expenditures, both by the
federal and state governments . . . continued to
increase. Some two billion dollars were being
spent, and a million men were employed on these
projects. Aid was also being given to farmers in the
drought areas of the South and the Middle West

That Hoover truly favored action over patient
waiting for the storm to lift was further shown in his
elaborate twelve-point program for recovery pre-
sented in his annual message in December 1931.
Among his recommendations was the Reconstruc--
tion Finance Corporation, which would become
one of the major agencies of his Administration and
of the New Deal for stabilizing banks and aiding
recovery. At a press conference the same month he
emphasized anew the desirability of domestic ac-
tion. "The major steps We must take are domestic.
The action needed is in the home field and it is
urgent. While reestablishment of stability abroad is
helpful to us and to the world, and I am convinced
that it is in progress, yet we must depend upon
ourselves. If we devote ourselves to these urgent
domestic questions we can make a very large mea-

sure of recovery irrespective of foreign influences."
By early February 1932 theReconstruction Finance
Corporation was in operation. That same month he
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persuaded the Congress to enact the Glass-
Steagall banking bill, which increased the bases for
Federal Reserve bank rese nd thus expandedIlti
credit and conserved gold. Thsrpose of the RFC
was to shore up failing banks and other financial
institutions caught in runs upon their deposits. With
the permission of the Interstate Commerce Com-
mission, the RFC could also.extend financial aid to
railroads.

Beyond these operations, though, the President
would not let the lending agency go. Especially did
he resist federal aid to the unemployed, although
the demands for it were growing monthly. He even
opposed Congressional appropriations to the Red
Cross on the ground that they would dry up private
sources of relief funds. A dole, he said in 1931, must
be avoided at all costs because "the net results of
governmental doles are to lower wages toward the
bare Subsistence level and to endow the slacker."
He did urge the citizenry generously to support, as
he did himself, private charities, like the Red Cross,
whiCh were carrying so much of the burden of
unemployment relief. At no time, of course, did
Hoover object to helping the unemployed; he was
no Social Darwinist arguing for the survival of only
the fittest. Again and again, using the most ideal-
istic language, he called upon Americans to extend
a hand to those fellow citizens in need. But as much
as he publicly and privately deplored the suffering
which the economic crisis brought, he feared and
deplored even more the effects which would be
sure to follow if the federal government provided
relief to the unemployed. Nowhere was the rigidity
of Hoover's highly trained, agile, and well-stocked
intellect more apparent than in this matter.
Throughout his years as president, despite the
cruelest of sarcastic barbs in the press and from the
public platform, he held to his postion. . . .

By May 1932, though, the pressure for some
federal assistance in relief matters was building up
fast. The National Conference of Social Workers,
which in the previous year had refused to endorse
the principle of federal relief, now switched to sup-
porting it. More important from Hoover's stand-
point was the announcement by Senator Joseph
Robinson, the conservative Democratic leader in
the Senate, that he was joining the liberals in favor-
ing federal relief. Within two days the President an-
nounced, after consultation with Robinson, that the
RFC would hereafter lend money to the states if
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their resources for relief were exhausted. The next
day the President defended the extraordinary
powers of the RFC as necessitated by the economic
emergency. In words which sound in retrospect like
those of his successor, he said, "We used such
emergency powers to win the war; we can use them
to fight the depression, the misery and suffering
from which are equally great."

Soon thereafter, though, the President demon-
strated that he would not take another step toward
putting the federal government into the relief field.
Two bills by Democrats which went beyond his
limits were successfully vetoed, After Congress had
adjourned in July 1932, he issued a nine-point pro-
gram for economic recovery, but most of the items
on it were old and the rest were only recommenda-
tions for exploratory conferences. By the summer
of 1932, then, the Hoover program for recovery had
been completed; hi§ principles would permit him to
go no further.

As one reviews the actions which Hoover took it
is impossible to describe him as a do-nothing presi-
dent. He was unquestionably one of the truly acti-
vist presidents of our history. But he was an activist
within a very rigid framewolic of ideology. Of all
American presidents, Herbert Hoover was probably
the most singlemindedly committed to a system of

beliefs. . . . It was . . . Ihisj belief in individual free-
dom and cooperation which kept him from accept-
ing a governmental system of old age and unem-
ployment insurance. He advocated such measures
only when undertaken voluntarily and through,
private insurance .,companies.

Even the Reconstruction Finance Corporation,
perhaps his most enduring anti-depression agency,
was created to assist private business, not to sup-
plant it. True, it was a credit agency in competition
with private enterprise, but it was designed to per-
form tasks which no private institution dared risk;
the competition was therefore minimal if not non-
existent. Moreover, although it has been frequently
alleged that the RFC lent money to corporations
while the Administration denied relief to the unem-
ployed, in Hoove''s mind the distinction was crucial
and real. The RFC was making loans which would
be repaidand most werewhen the banks got
back on their feet; it was not making grants. Even
when Hoover did permit the RFC to lend money to
the states for relief purposes he still insisted that no
grants of federal funds be made.

But there was an even more important social
justification for agencies like the RFC and the
Federal Home Loan Board, which Congress created
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In July 1932 at the President's request. Hoover rec-
ognized as no president had before that the welfare
of society was dePendent upon business and that
government, therefore, must step in. He did this, not
because, as some critics said, be favored business
over the common people, but because he rec-
ognized that if the banks failed the economy would
collapse, savings would be lost, and jobs destroyed.
The RFC and the Federal Home Loan Board, in ef-
fect, socialized the losses of financial institutions
by `using government to spread their obligations

through society. Hoover was not prePared; though,
to socialize the losses of the unemployed. That step
in ameliorating the impact of -the Depression was
undertaken by the New Deal through the WPA and
other relief agencies. In this respect Hoover was
a transitional figure in the devqlopment of the
government as an active force in the economy in
times of depression. He was the first to smash
the old shibboleth of government unconcern and
impotence.
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JOHN AND MARY Q. PUBLIC, 1930-32

PART I

.Imagine that the year is 1930 and you are a(n)
Since you are an intelligent and knowledgeable citizen, you are of course familiar with

the following economic concepts:
Aggregate supply Monetary policy
Aggregate demand Fiscal policy
Economic growth

Your reading of the daily newspapers along with your knowledge of economics make you
keenly aware of the many factors underlying the current economic decline.

PART II

Read the following chronology of the Hoover administration's attempts to grapple with the
problems brought on by the depression. Keeping in mind the role you have been assigned,
read the chronology carefully an-I decide how you as an intelligent and knowledgeable
citizen would have reacted to each item. Try to imagine how the events would affect your
ability to make a living, your hopes for the future, your present fears. In the space at the
left of each item, mark a plus (+) for those events, proposals, or actions you think would
have improved economic conditions and a minus () for those you think would have made
them worse.

The Hoover Administration Faces the Depression

1. June 17, 1930. President Herbert C. Hoover signed the Smoot-Hawley Tariff
Act, culminating a period of tariff-raising that left U.S. tariffs at their highest
level in history. The result was to help throttle world, trade and to encourage
other countries to engage in protectionism. (Protectionism is the attempt to
block imports from abroad in order to protect the markets of domestic pro-
ducers of the same goods.)

2. December 2, 1930. In his annual message to the nation, President Hoover
asked Congress to appropriate $100 million to $150 million to accelerate
existing public works programs.

3. December 18, 1930. President Hoover appointed a committee to study the
nation's economic problems and submit plans for stimulating employment.
Colonel Arthur Wood, a fOrmer police commissioner of the city of New York,
was appointed chairman of the committee. Colonel Wood said, he saw his job
as one that involved encouragi,ng local responsibility for unemployment relief.
He planned to appeal to Americans to "spruce up" their homes to provide odd
jobs for the unemployed. He urged hospitals and uniVersities to take advantage
of low building costs by expanding their facilities. He hoped to "lift the spirits"
of Americans and rebuild their confidence in the American economy.

. December 19, 1930. Congress passed a bill to appropriate $45 million to
compensate farmers whose crops were lost as the result of drought. The
money was intended for the purchase of seeds for planting and feed for animals.
The appropriation did not include funds to alleviate the personal distress of
farmers who suffered a grave reduction of income due to the drought.

From Master Curriculum Guide for the Nation's Schools, Part II, Strategies for Teaching Economics: United States History (Secondary),
1960. Joint Council on Economic Education, 1212 Avenue of the Americas, New York, NY 10036.
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5. August 19, 1931. President Hoover aPpointed a new committee headed by

Walter S. Gifford, president of the American Telephone and Telegraph Com-
pany, to encourage local and state efforts to provide relief to the unemployed.
The committee function was to help organize and publicize local fund-raising
campaigns and to act as consultants to local communities.

6. October 16, 1931. The White House announced that President Hoover would
appear on a "star-studded," coast-to-coast radio broadcast, urging people to
give to their local welfare funds.

7. October 23, 1931. Secretary ef the Treasury Andrew W. Mellon recommended
that taxes on luxuries and semiluxuries be increased to pay for part of the
anticipated $3 billion budget deficit.

8. December 28, 1931. Hearings began on the Costigan and LaFollette relief bills.
Both bills asked for $375 million to be granted to states for unemployment
relief. A parade of social workers testified. Karl de Schweinitz, secretary of the
Community Council of Philadelphia took the stand and statecl that Phila-
delphians are practically starving,,depending for survival on such things as
stale bread and discards from vegetable stands. (The Costigan and LaFollette
bills were combined and voted favorably out of committee. The combined bill
was voted on by the full Senate on February 16 and defeated by a vote of 48

to 35.)
9. January 5, 1932. The Senate Banking and Currency Committee voted favorably

on a bill appropriating $500 mIllion to establish the Reconstruction Finance
Corporation. The corporation, owned by the federal government, extended
loans to railroads and to banks, insurance companies, and other financial
institutions. (The bill was passed by 'Congress and approved by the President
before the end of the month.)

10. February 7, 1932. Secretary of the Treasury Ogden L. Mills urged bankers to
extend credit more readily. He accused bankers of "acting selfishly" and of
being responsible for the continuation of the depression.

__11. April 30, 1932. President Hoover appointed a commission to study and recom-
mend ways of slashing government expenditures to save $200 million to help
balance the country's budget.

12. May 11, 1932. Congress was asked to authorize the Reconstruction Finance
Corporation to create a fund from which cities and states could draw loans to
assist in local relief work where pressing needs existed and other, resources
were not available. (The Emergency Relief and Construction Act of 1932, which
authorized the RFC to make such loans, was passed on July 16, 1932, and
became law as soon as it was signed by the President on July 21; $300 million

was set aside for loans.)
13. May 20, 1932. President Hoover called on all Federal Reserve Banks to help

create a nationwide Oetwork of banker-business committees dedicated to
"stiring up stagnatit credit pools" and stimulating business loans.

14. May 22, 1932. President Hoover attacked Speaker of the House John Nance
Garner's proposal that a $1 billion bond issue be sold to finance a huge public
works program that would create jobs and relieve unemployment. The Presi-
dent claimed that such a program almost certainly included public works of
little usefulness. He stated that, in his opinion, the goal of the federal
governMent should be to balance the budget, continue the work of the Recon-
struction Finance Corporation, expand commercial credit through the Federal
Reserve System, and strengthen agriculture.

15. June 24, 1932. The Senate approved distribution of 50 million bushels of
government-owned wheat by the Red Cross in areas of heavy unemployment.

16. November 8, 1932. Franklin D. Roosevelt was elected President of the United
States. He won over 57 percent of the popular vote and carried the electoral
college 472 to 59. (The new President took office in March 1933.)
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ECONOMIC CONCEPTS FOR JOHN AND MARY Q. PUBLIC

Aggregate Supply and Productive Capacity

AGGREGATE SUPPLY is the total amount of goods
and services an economy produces, and it is largely
determined by aggregate demand (below). When it
is fully used, the economy's productive capacity is
substantially fixed at any moment of time, but it can
grow over time with increases in the labor force,
improved education and training of workers, more
saving and capital investment, discovery of new
resources, and technological advances.

Aggregate Demand: Unemployment and
Inflation

AGGREGATE DEMAND is the sum of spending on
goods and services in any time period by indi-
viduals, households, businesses, and governments.
When aggregate demand falls seriously short of
what the economy is capable of producing at full
employment, and wage rates.are relatively inflexi-
ble, UNEMPLOYMENT and recession or depression
will result..When aggregate demand is greater than
aggregate supply at full employment, INFLATION re-
sults: Keeping aagregate demand roughly equal to
full-employment aggregate supply is one key to
maintaining a full-employment econorny without
serious inflation or unemployment. Thus, in analyz-
ing aggregate demand, it is important to study the
basic forces controlling spending bY households,
business, and governments.

Some unemployment occurs for reasons in addi-
tion to inadequate aggregate demand. Some peo-
ple lack the skills or education to fill jobs even
when aggregate demand is high. Other people re-
side in depressed areas where job opportunities
are limited. And some people are fhe victims of
discrimination in employment. This means that
a variety of policies is needed to deal with
unemployment.

Money and Monetary Policy

The government has two major waysmoNETARv
POLICY and FISCAL POLICYof trying to keep the level
of aggregate demand roughly in balance with the
growing productive capacity of the nation. Mone-
tary policy seeks to affect the amount of money in
existence and its cost (interest rates). This is the
responsibility of the Federal Reserve System, a
quasi-independent government agency.

The simplest definition of money is that it is the
sum of currency (cash) and demand deposits
(checking accounts) in banks. Currency is printed
or coined by the government but the bulk of the
nation's money supply, demand deposits, is created
by the banking system. The banking system in-
creases the money supply by making loans to indi-
viduals, businesses, and the government. This
lending creates more demand deposits and thus
increases the sponding power of the economic
units which make up aggregate demand.

Fiscal Policy: Taxes, Expenditures, and
Transfers

FISCAL POLICY consists of changes in taxes, gov-
ernment expenditures on goods and services, and
transfer payments to control the level of aggregate
demand. Generally, when the government in-
creases spending on goods and services or on
transfer payments but does not correspondingly in-
crease tax receipts, the resulting budget deficit will
stimulate total aggregate demand and push the
economy toward more employment or inflation.
Conversely, when government reduces expendi-
tures without reducing tax receipts, the resulting
budget surplus will reduce aggregate demand and
push the economy toward less employment or less
inflation. Similar effects can be obtained by cutting
or increasing tax receipts, with government expen-
ditures being held constant.

Government purchases of goods and services
provide jobs directly. Transfer payments (unem-
ployment insurance, social security payments,
and the like) change recipients' incomes but do not
directly provide jobs or use up prOductive re-
sources.

Economic Growth

ECONOMIC GROWTH is generally defined as the in-
crease over an extended period of the total produc-
tion of the economy and output per person. If a
growing population is to be able to consume more
goods and services, more must be produced. Eco-
nomic growth also creates jobs for our growing
labor force... . If the economy does not grow, then
one person or group can have more only if another
person or group receives less.

From Master Curriculum Guides in Economics for the Nation's Schools, Part I, A Framework for Teaching Economics: NSW Concepts
(New York: Joint Council on Economic Education, 1978), pp. 19-23.



Lesson 12: The Grek Depression and After:
Role of Government in the ,Economy

TIME REQUIRED: Three or four class periods

RECOMMENDED GRADE LEVEL: 11-12

CONCEPTS: Economic growth and stability
Monetary policy
Fiscal policy
Unemployment
Aggregate demand
Aggregate supply
Productive capacity

Instructional Objectives: Students will
List the major economic problems facing the U.S.
economy as a result of the Great Depression;
Describe policy recommendations to overcome the
Great Depression made by economists represent-
ing different schools of thought;

-Formulate a set of policy recommendations for
reversing a national economic decline.

Rationale: The Great Depression and its aftermath pro-
, vide an excellent framework for students to examine
the methods used by goveraments in devetoped coun-
tries to maintain economic stability and to 'stimulate
economic growth. Althottgh this lesson deals spe0-
cally with the severe economic decline oftbe-193bs, it
provides a foundation for student undrstanding of
policiesfiscal, monetary, and otheravailable to
governments to combat reduced economic activity in
the form of depressions and recessions, and of the
effects of such policies.

Before the 1970s, of course, periods of reduced eco-
nomic activity were usually associated with deflation,
i.e., falling prices. Beginning with the 1970s, reduced
economic activity has usually been accompanied by
irtfiation, an unprecedented situation for which the ap-
propriate policy measures have been under dispute.
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Materials: One copy each of handouts 12-1, 12-2, 12-3,
and 12-4 for every student.

Procedure:
1. Distribute handouts 12-1, 12-2, and 12-3. Divide

the class into groups of five or six students each
and give them the following instructions:

Imagine that it is now March 1933. Your group
has been appointed to serve as an economic advi-
sory committee to the new Presitient. As members
of President Franklin D. Roosevelt's "Brain
Trust" your task is to draft proposals to combat
the depression. You should state the specific
actionsgovernmental or otheryou think should
be adopted and explain how they will help reverse
the economic decline. To help you make yoUr deci-
sions you should read Handout 12-1 and review the
information provided on handouts 12-2 and 12-3.
You should also take another look at Handout
11-1.
NOTE: These activities may require two or three
class periods. If tir.le permits you may wish to have
the group proposals duplicated and distributed to
the entire class for discussion in a mock Congress.
The objective would be to have the class formulate
a single set of recommendations on which the
majority of the students could agree.

2. Have students read Handout 12-4 and then answer
the questions in class discussion.

Evaluation: Have students describe three important
policies or acts of the Roosevelt administration, which
began in 1933. After each description they are to ex-
plain the impact of the policy or act on our economic
system.
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Handout 12-1

THE SPECULATIVE BOOM

In October, 1929, the bottom fell out of the New York Stock Exchangeand with it
the U.S. economy. The depression ushered in by this crash was nof America's
fIrstlnetabIllty had long plagued the economybut It was the worst. Before It
ended in 1941, the Great Depression and the government programs established to
cope with its causes and consequences, had fundamentally altered the face of the
American market system. The philosophy of "laissez faire" (Government hands-off)
was all but dead; and a new'era of mixed capitalism beganone marked by a
(jowly Increased economic role for the government.

The Boom Everyone Could Get Rich

. . . . In 1926, the Big Bull Market in common stocks began. It really got
under way in 1927,.went into high gear in 1928, and after a series of convulsive
setbacks rose to its majestic climax in September, 1929.

Just how many people were speculating in stocks during those wild years
is unknown, but probably a million or so were buying on marginputting up
only a fractioti of the price of the stocks they bougptand a million or two
more, though they were paying cash in full for their purChases, were following
the stock-market quotations in the financial pages with almost equally rapt

C attention. Not only were financiers and businessmen of high and low degree
speculating, but housewives, ranchers, stenographers, clergymen, elevator
menwhoever could lay hands on some cash to put into General Motors or
Radio common or Monty Ward or Case Threshing or Electric Bond & Share.
The story is told of a young man who went to a financier for advice on how
to get a business education and was told to buy such-and-such a stock and
watch what happened to it; a cOuple of weeks later he came back to the
financier agog: "How long has this been going on?" he asked in bewildered
rapture. During most of 1928 and 1929 buying stocks was like betting at a race
track at which, fantastically, most of the horses won. Prices climbed .and
climbed and climbed. The Standard Statistics index of common stock prices
averaged 100 during the year 1926; by June, 1927, it had reached 114; by
June, 1928, it had got to 148; by June, 1929, to 191; and by September, 1929,
to the dizzy height of 2161

As prices soared, some of the current wise men said [prices) had reached
a permanent plateau; this was a New Era. Others advanced the bright idea
that presently the whole nation would enrich itself by owning common stocks.
Still others said that what was happening was a wild gamble, and a lot of
people would surely lose their shirts, but a crash wouldn't matter much
otherwise; after the smoke had cleared away, things would hum along as
before. What they did not realize was that the speculative market had now
become so huge that the mechanisms that were supposed to make it self-
regulatingthe automatic selling out of unlucky buyers, for example, which
was supposed to cause a drop in prices which would invite new
buyerswould become mechanisms for compounding disaster; and that
such a large part of American business was geared to these inflated values
that the repercussions of a crash would shake the whole economy.

From pp. 138-142 of The Big Change by Frederick Lewis Allen. Reprinted by permission of Harper and Row. *1952 by Frederick Lewis
Allen, as excerpted from Economics and the American Dream, a multi-media kit. *1975 Nétraweek, Inc. Reprinted by permission from
Educational Audio Visual Inc., Pleasantville, New York 10570. All rights reserved.
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THE UNDERLYING CAUSES OF THE DEPRESSION

As already so often emphasized, the collapse in
thettock market in the autumn of 1929 was [caused
by) the speculation that went before. . . . Sometime,
sooner or later, confidence . . . would weaken.
When this happened, some people would sell, and
this would 'destroy the reality of increasing values.
Holding for an increase would now become mean-
ingless; the new reality would be falling prices.
There would be a rush, pellmell, to unload. This was
the way past speculative orgies had ended. It was
the way the end came in 1929.

It is easier to account for the boom and crash in
the market than to explain their bearing on the de-
pression which followed. The causes of the Great
Depression are still far from certain.

What . . , are the . . . causes of the depression?
The task of answering can be simplified somewhat
by dividing the problem into two parts. First there is
the question of why economic activity turned down
in 1929. Second there is the vastly more important
question 44 why, having started down, on this un-
happy occasion it went down and down and down
and remained low for a full decade.

. . . The Federal Reserve indexes of industrial ac-
tivity and of factory production, the most compre-
hensive monthly measures of economic activity
then available, reached a peak in June. They then
turned down and continued to decline throughout
the rest of the year.... The economy had weakened
in the early summer well belore the crash.

This weakening can be variously explained. Pro-
duction of industrial products, for the moment, had
outrun consumer and investment demand for them.
The most likely reason is that business concerns, in
the . . . enthusiasm of good times, misjudged the
prospective increase in demand and acquired
largor inventories than they later found they
needed. As a result they curtailed their buying, and
this led to a cutback in production. In short, the
summer of 1929 marked the beginning of the famil-
iar inventory recession.

Also there is a chance .. . that more deep-seated
factors were at work and made themselves seri-
ously evident for the first time during that summer.
Throughout the twenties production and produc-

tivity per worker grew steadily: between 1919 and
1929, output per worker in manufacturing indus-
tries increased by about 43 per cent. Wages, sala-
ries, and prices all remained comparatively stable,
or in any case underwent no comparable increase.
Accordingly, costs fell and with prices the same,
profits increased. These profits sustained the
spending of the well-to-dotand they also nourished
at least some of the ... stbck market boom. Most of
all they encouraged a very high level of capital in-
vestment. During the twentes, the production of
capital goods increased at an average annual rate..
of 6.4 per cent a year; non-durable consumers'
goods, a category which includes such objects of
mass consumption as food and clothing, increased
at a rate of only 2.8 per cent. (The rate of increase
for durable bonsumers' goods such as cars,, dwell-
ings, home furnishings, and the like, much of it
representing expenditures of the well-off to well-to-
do, was 5.9 per cent.) A large and increasing invest-
ment in capital goods was, in other words, a prin-
cipal device by which the profits were being spent.
It follows that anything that interrupted the invest-
ment outlaysanything, indeed, which kept them
from showing the necessary rate of increase
could cause trouble. When this occurred, compen-
sation through an increase in consumer spending
could not automatically be expected. The effect,
therefore, of insufficient inves:mentinvestment
that failed to keep pace with the steady increase in
profitscould be falling total demand reflected in
turn in falling orders and output. . . .

There seems little question that in 1929, modify-
ing a famous cliche, the economy was fundament-
ally unsound. This, is a circumstance of firtt-rate
importance. Many things were wrong but [these)
weaknesses seem to have had an especially
[strong] bearing on the . . . disaster. . . .

1) The bad distribution of income. In 1929 the
rich were [very] rich. . . . It seems certain that the 5
per cent of the population-with the highest incomes
in that year received approximately one third of all
personal incomel The proportion of personal in-
come received in the form of interest, dMeltrnds,
and rentthe income, broadly speaking, of the

From The Great Crash by John Kenneth Galbraith, with permission of Houghton Mifflin Company. (01954 by John Kelineth Galbraith;

as excerpted from Economics and the American Dream, a multi-media kit. ID 1975 Newsweek, Inc. Reprinted by permission from

Educational Audio Visual Inc., Pleasantville, New York 10570. All rights reserved.
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well-to-do---was about twice as great as in the years
following the Second World War.

This highly unequal income distribution meant
that the economy was dependent on a high level of
investment or a high level of iukury consumer
spending or both. The rich cannot buy great quan-
tities of bread. If they are to dispose of what they
receive it must be on luxuries or by way of in-
vestment in new plants and new projects. Both
irivestment and luxury spending are subject, inevi-
tably, to more erratic influences and to wider fluc-
tuations than the bread and rent outlays of the
$25-a-week workman. This high-bracket spending
and investment was especially lvulnerablel to the
crushing news from the stock market in October of
1929.

2) The bad corporate structure.... American en-
terprise in the twenties had opened its . . . arms to
an exceptional number of promoters, grafters,
swindlers, impostorS, and frauds. This, in the long
history of such activities, was a kind of flood tide of
corporate larceny.

The most important cbrporate weakness was . . .

the vast new structure of holding companies aid
investment trusts. The holding c*ompanies con-
trolled large segments of the utility, railroad, and
entertainment business. Here, as with the invest-
ment trusts, was the copstant danger of devastation
by reverse leverage. In particular, dividends from
the operating companies paid the interest on the
bOnds of upstream holding companies. The inter-
ruption of the dividents Meant default on the bondS,
bankruptcy, and the collapse of the structure.
Und' these circumstances, the temptation to cur-
tail investment in operating plant in order to con-
tinue dividends was . . . strong. This added to defla-
tionary pressures. The latter, in turn, curtailed
earnings and helped bring down the corporate
pyramids.

3) The bad banking structure. Although the
bankers were not unusually foolish in 1929, the
banking structure was . . . weak. The weakness, was
... in the large numbers of independent units. When
one bank failed, the assets of others were frozen
while depositors elsewhere had a ... warming to go
and ask for their money. Thus one failure red to
other failures, and these spread with a domino,ef-
fect. Even in the best of times local mitfortune or
isolated mismanagement could start such a chain
reaction. (In the first six months of 1.929, 346 banks
failed in various parts of the country with (total!

99

deposits of nearly $115 million.) When income, em-
ployment, and values feH aSthe resuit of a depres-
sion bank failures could quickly become epidemic.
This happened after 1929. Again it would be hard to
imagine a better arrangement for magnifying the
effects of fear. The weak 'deStroyed not only the
other weak, but weakened the strong. People every-
where, rich and poor, were made aware of the dis-
aster by the persuasive intelligence that their sav-
ings had been destroyed.

4) The (doubtful] state of . .. foreign Wade]. This
is a familiar story. During the First World War, the
United States became a creditor on international
account. In the decade following, the surplus of
exports over imports which ... (before World War I]
had paid the interest and principal on loans fróm
Europe .continued The high tariffsiof the United
States], which restricted imports and helped to
create this surplus of exports remained. Other
countries which were buying more tharythey sold,
and had debt payments to make, (to the United
States] in addition, had somehow to find the means'
for making up the deficit in their transacts with
the Unit6d States.,

During most of the twenties the difference was
covered by cashi.e., gold payments to the United
Statesand by new private loans by the United
States to other countries. Most of the loans were
to golfernmentsnational, state, or municipal
bodiesand a large proportion were to Germany
and Central and South,America. The underwriters'
margins in handling these loans were generous; the
public took them up with enthusiasm; competition
for the business was keen. If unfortunately corrup-
tion and bribery were required as competitive in-
struments, these %ere used.

Countries couldgot cover their adverse trade bal-
ance with the United States with increased pay:
ments of gold, at least not for long. This meant that
they had either to increase their exports to the
United States or reduce their imports or default on
their past loans. President Hoover and the Con-
gress moved promptly to eliminate the first
possibilitythat the accounts would be balanced
by larger importsby sharply increasing the tariff.
Accordingly, debts, including war debts, went into
default and .there was a isharpj fall in American
exports. The reduction Was not vast in relation to
total output of the American economy, but it con-
tributed to the general distress and was especially
hard on farmers.



Handout12-2 (continued).

Comthent

The foregoing portion from Galbraith emphasizes
a view of thecauses of the Great Depression that is
widely held among economists. But an important
school of economists, the monetarists, believes
that the most important cause of the Great Depres..
sion wat the series of errors made by the Federal
Reserve Board in using its powers over the money

. supply of the United States. These errorsT`they
maintain, not only acted to slow down economic
activitY,, but also were a basic cause of the largek
number of bank failures that occurred in this
period.

Milton Friedman is the outstanding 'monetarist
of recent times, and with his colleague, Anna
Schwartz, pointed out that no other recessiun or
depression: before or since the Great Depression
has been preceded by such a -long period over
which the money stock, i.e., the supply of money,
failed to rise. Monetary behavior during the Treat
Depression' itself is even more striking. The one-
third contraction in the amount of money was more
than triple the largest preceding declines in 1875 to
1879 and from 1920 to 1921.

They vividly described the results as follows:'

. . More than one-fifth of the commercial
banks in the United States, holding nearly One-

tenth of the volume of deposits at the begin-
ning of the contraction, suspended operations
because of financial difficulties. Voluntary
liquidations, mergers, and consolidations
added to the toll, so that the number of com-
mercial banks fel) by well over one-third. The
Great Depression was capped by banking holi-
days in many states in early 1933 and by a
nationwide b,anking holiday that extended
from Monday, March 6, until Monday, March
13, and closed not only all commercial banks
but also the Federal Reserve Banks. There was
no precedent in U.S. history of a concerted
closing of all banks for so extended a period
over the entire country.

Here is a summary and appraisal of Friedman and
SchWartz'aviews on the significance of the Federal
Reserve's policies during 1929-32:2

Friedman aric-I Schwartz attribute the, length
arid depth of the Depression to the failures of.

the Federal Reserve System. Instead of urider-
taking a massive expansion of the money sup-
ply, the Federal Reserve permitted the money
supply to contract by 33 percent during the
1929-1933 period. . . .

The Federal Reserve wended the supply
of . . . money beginning in late 1930, but the
increase was too little and too late.

The Federal Reserve did not begin large-
scale open market operations to expand the
money supply until early 1932, and by that time
the damage had already been done to the
banking system and to confidence in the
Federal Rcserve System. . . .

One does not hay& to be a monetarist to
agree with the basic thrust of the Friedman-
Schwartz analysis of the 1929-.1933 period.
Many would not agree that the downturn re-
sulted from the slow growth of the money
supply in the 1920s and would place leis em-,
phasis on the 1929-1933 contraction of the
money supply. However, most economists
would agree that the Federal Reserve System
should have 'acted more rapidly and more ag-
gressively to stop or shorten the decline.

No series of short readings can futly co'ver nor
satisfactorily 'explain why the dramatic and com-
plex events of the Great Depression (and its
aftermath) took place or why they lasted so long.
Just a few of the probable causes not mentioned
include (1) the failures of important banks in Eu-
rope that led to a whole series of 4Conomic difficul-
ties abroad which affected the United States and (2).

a severe fall, beginning in 1930, in the prices of raw
materials traded on world markets, including.,
wheat, cattle, wool, silk, rubber, sugar, copper, and

tin. Countries whose economies depended heavily
On the income received from selling such com-
modities were unable to pay loans they had ob-
tained from abroad when prices were much higher.
This helped contribute to the worldwide crisis in
banking:

1. , Milton Friedman and Anna Jacobson Schwartz, A Monetary
History of the United States, 1867-1960 (Princeton, N.J.:

Princeton University Press for the National Bureau of Eco- 2. Donald T. Savage, Money and Banking (New York:.

nomic Research, 1963), p. 299. Wiley/Hamilton, 1977), p. 264.
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It is perhaps even more difficult to say why the
depression lasted so long. John Kenneth Galbraith
offers the explanation-r-with reasonsthat the
economy was "fundamentálly unsound." He wculd
undoubtedly agree with those who .hold that
another reason was the timid way in which the
Roosevelt administration carried out its policy of
deficit spenaing.

Another school of thought believes that the
Roosevelt,s administration's policies and attitudes
toward business prevented and discouraged busi-
nessmen from investirg enough in new factories

and machinery to significantly help pull the Ameri-
can economy out of the depths. They believe that
the taxes imposed on business were too high; con-
sequentl the afteMax profits business was allowed
to keep were too low. They also blame the in-
creased taxei imposed on higher personal incomes
as well as tough "antibusiness" attitudes of the
President and members of his administration. They
believe that,such policies and attitudes had an ad-
verse effect on the morale of entrepreneurs and
corporate officials.
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Handout 1 2-3

IMPORTANT ECONOMIC DATA FOR 1929.33

No. of
Total Persons

Year Population Employed

No. of
Persons

Unemployed

Personal
Consumption
Expenditures

Business
Fixed

investment.a

in millions; dollars(num.Jers in billions)

1929 121.8 46.2 1.6 $77.3 $14.5

1930 123.1 44.2 4.3 69.9 10.6

1931 , 124.0 41.3 8.0 60.5 6.8

1932 124.8 38.0 12.1 48.6 3.4

1933 125.6 38.1 12.8 45.8 3.0

Gross Federal Federal Surplus (+)

National National National Government Government or

Year Product b income C Debt d Receipts Expenditures Deficit (-)

(billions of dollars)

1929 $103.4 $84 .8 $16.9 $3.8 $2.9 $0.9

1930 90.7 73.8 16.2 4.0 3.1 0.9

1931 76.1 56.6 16.8 3.2 4.1 -1.0

1932 58.3 42.4 19,5 2.0 4.8 -2.7

1933 55.8 39.9 22.5 2.1 4.7 -2.6

SOURCE: Various publications of the U.S. government.
a Funds used by business owners to replace old machines and buildings or to buy additional ones.

b Market value of all goods and services produced by the U.S. economy.
c Income received by those producing the goods and services included in GNP.
°Outstanding debt of federal government.

1.

From Master Curriculum Guide for the Nation's Schools, Part II, Strategies for Teaching Economics: United States History (Secondary),

1980. Joint Council on Economic Education, 1212 Avenue of the Americas, New York, NY 10036.
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THE NEW DEAL: RELIEF, RECOVERY, REFORM

... At the middle of the year 1932more than two
and a half years after the crash of 1929American
industry as a whole was operating at less than half
its maximum 1929 volume.,During this year 1932,
the total amount of money paid out in wages was 60
per cent less than in 1929 knot only because em-
ployment had declined, but because wages and
prices had fallen severely]. .

In 119321 over 12 million Americans were unem-
ployed. In the industrial towns the proportion of
jobless people was staggering. In Buffalo, for in-
stance, a house-to-house canvass of nearly fifteen
thousand people who were ready and able to work
showed that 31 per cent of them could not find jobs,
and less than half of them Were working full time.
And meanwhile the farmers were in desperate
straits, with cotton bringing less than 5 cents, wheat
less than 50 cents, and corn only 31 cents.

The Great Depression was part of a world/wide
collapse. . . . the collapse of [a] market economy
. . . established during the nineteenth century.

It marked millions of peopleinwardlyfor
the rest of their lives. Not only because they or their
friends lost jobs, saw their careers broken, had to
change their whole way of living, were gnawed at by
a constant lurking fear of worse things yet, and in all
too many cases actually went hungry; but because
what Was happening to them seemed without
rhyme or reason.

There is io need to rehearr here in detail the
familiar sto, y of the New Deal: how the country was
cheered and galvanized by [Franklin] Roosevelt's
convincing and contagious confidence in the
spring of 1933, how in his very first "fireside chat"

-over the radio, when the banks were still closed, he
conveyed a serene assurance that they could be
successfully openedas they shortly were; how
during the wild first hundred days he jammed
through Congress, 'at record-breaking speed, a
jumble of hastily improvised legislation; how the
conservatives, and well-to-do people generally,
began before long to foam with rage at him as he
continued to push his reform program, and
tinkered with the price of gold, and ran up big
federal deficits as Harry Hopkins furnished relief
through the WPA to millions of families. .

In many ways the New Deal permanently altered
the nature of the American economy, and we may
well pause for a moment to look at some of the
changes it brought about and the new forceS it
unleashed.

In the first place it rewrote a good many of the
rules of the economic game as played in America.
For instance, in order to prevent any recurrence of
the financial follies of the nineteen-twenties, it di-
vorced commercial banks from the securities busi-
ness, forbade the issue of securities without ex-
haustive disclosure of pertinent facts . . . and set
up a federal agency [the Securities Exchange
Commission] to police these exchanges, and dis-
mantled the more illogical holding-company struc-
tures in the utilities business.

In the second place, it intervened extensively in
the economic game as protector of the underdog.
For instance, because the operations of one of the
old-time rules of the game, the law of supply and
demand, appeared to be doing ,damage to the
American farmer, it stepped in to jack up and then
to guarantee the prices he got. (The [strange] result
was that the farmers of the United States, as con-
servative a group temperamentally as were to be
found in tDe land, became dependent for their very
econom:m; lives upon government decisions in their
behalf!) Similarly, the New Deal continued to prop
up'ailing corporations . . . made arrangements to
prevent near-bankrupt firms from going broke;
aided farmowners and homeowners in meeting
their mortgage payments; underwrote the financing
of new housing enterprises; insured bank deposits;
gave a measure of aid to unemployed people and
old people through Social Security; and wrote a
minimum wage and hours law for labor.

All this was as if Washington were saying, "Do a
lot of people seem likely to get [clobbered] through
the unhindered workings of economic law? All
right, we'll make it up to them through subsidies,
guarantees, or insurance." In short, while the New
Deal did not Abolish the market place as the deter-
miner of values and rewards, it [offset some of the
market's unpalatable effects].

In the third place, it went into the active business
of stimulating employment, by building dams,

Frnm pp. 143-155 of The Big Change by Frederick Lewis Allen. Reprinted withpermission of Harper and Row. kr,) 1952 by Frederick Lewis
Allen; as excerpted from Economics and the American Dream, a multi-media kit. (c) 1975 Newsweek, Inc. Reprinted by permission from
Educational Audio Visual Inc., Pleasantville, New York 10570. All rights reserved.
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bridges, par kways, and playgrounds on [a] grand
scale, and by putting even the recipients of relief to
work at all manner of enterprises carefully con-
cocted so as not to interfere with private business;
and it set up the Tennessee Valley Authority to do a
combined job of competing with the private electric
utilities, preventing floods, and teaching farmers
some of the principles of conservation.

In the fourth place, the New Deal gave a go-ahead
signal to organized labor. Up to this time sucn laws
as seemed to authorize collective bargaining, like
the Clayton Act, had frequently been nullified by the
courts. But now the Norris-LaGuardia Anti-injunc-
tion Act of 1932 was followed by the Wagner Act.
The authorization to organize being clear and spe-
cific, there was a rush to join unions.

By the end of the decade the number of union
members in the United States had climbed from the
1933 figure of less than three millions to nfarly nine
millions; office workers who had neve in their
earlier years dreamed of joining a union found
themselves organizing and threatening to strike;
executives and their empik. yees found themselves
separated from one another by a wall of mutual
distrust; and, partly because of union pressures,
the average work week in business and industry
was about five hours shorter than it had been at the
beginning of the decade (one estimate gave a de-
cline from 49.3 hours to 44 hours), and the two-day
week end was becoming standard.

Through its general sympathy with labor, the New
Deal had unleashed what J. Kenneth Galbraith has
. .. called a "countervailing force" in the American
economya force which, acting in opposition to
business managements, and generating ... friction,
served to bring about a redistribution of the na-
tional income downward to those in the lower in-
come brackets.

Finally, the New Deal tried to do a job of manag-
ing the national economy as a whole. It abandoned

the automatically operating gold standard and in-
troduced something approaching a managed cur-
rency. It abandoned the idea that the first duty of a
government was to balance its budget, and em-
braced the Keynesian idea of deficit spending, with
the highly optimistic notion that deficits in bad
years would be counterbalanced by surpluses in
good years. Whatever the dangers inherent in such
a dream, at least the idea became pretty solidly
established that it was the job of the authorities at
Washington so to manipulate their spending and
their fiscal controls that the economy would run on
a reasonably even keel.

The result of all these interventionsthe reform
measures, the subsidies and guarantees, the public
works, the encouragement of labor, and the at-
tempt to steer the economy as a wholewas cer-
tainly not a socialist order, at least in the old sense
of the government's taking over the management of
business and industry. For the management of the
vast variety of concerns remained in private hands
(though it was so often hedged in by regulations,
bedeviled by taxes, and opposed by unions that
many an executive felt himself a prisoner of govern-
ment and labor). Nor was it a free economic order,
at least in the old sense of an order in which every-
body's economic fortunes were determined bV the
action of buyers and sellers in the open market,
with the government standing aside as Herbert
Hoover had tried to stand aside in .1930-1931. It was
something between the two: one might call it a re-
paired and modified form of capitalism. . .

Two more legacies of the nineteen-thirties were
based upon the first one and supplemented it. One
was the idea that if individual Americans are in deep
trouble, it is the job of the rest of thE people,
through [the] government, to come to their aid. The
other was that it is . . . [the job of the] government
to . . . [prevent] depressions.

Questions
1. Are your recommendations the same or different from the legislative and executive actions taken under

the Roosevelt administration?
2. How do your, proposals compare with the New Deal's policies in restructuring or fundamentally altering

the operations of the American economic system as it existed in 1933?
a To what extent do your opinions about the policies of the Hoover administration differ from those you

had at the end of the previous lesson?
4. To what extent do you think the New Deal's approach to stimulating the economy and lessening burdens

on the poor or unemployed or bankrupt businesses would be in order in a present-day recession or
depression?
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Lesson 13: United States and International Trade:
Government Regulation of Foreign Trade

TIME REQUIRED: Approximately two class
periods

RECOMMENDED GRADE LEV EL: 11-12

CONCEPTS: Tariffs
Quotas
Subsidies
Embargoes

Instructional Objectives: Students will
Name and explain different methods used by the
U.S. government to restrict or encourage foreign
trade;
State arguments for and against government re-
strictions on foreign trade, i.e., the cases for and
against "protcctionism";
After participating in a classroom simulation that
requires the determination of national policy con-
cerning specific imports
a. Name the policy alternatives preferred by the

various economic interests involved;
b. State the effects of such policies on foreign

producers and on producers and consumers in
the United States;

Give at least two examples of current U.S. govern-
ment restrictions on international trade and the
costs and/or benefits to the various economic inter-
ests affected.

Rationale: The free functioning of market forces in the
international trade of many manufactured goods and
raw materials is modified by government intervention.
The volume of international trade has been growing
and has become increasingly important to an increas-
ing, number of nations. Decisions about international
trade are, therefore, of major interests to U.S. citizens
as business managers, employers, and consumers, and
students should be given a framework for thinking
about the issues involved.

Materials: One copy each of handouts 13-1 through
13-6 for every student; one copy each of handouts 13-7

through 13-10 for every group member (see Procedure
3).

ProcedUre:
I. Start the lesson by asking:

a. Can you think of any reasons why the United
States might want to restrict imports of any
foreign goods or promote exports of domestic
goods? (List responses on the chalkboard.)

b. What are some of the methods of interfering
with international free trade? (Tariffs, quotas,

embargoes, subsidies, dumping, nontariff bar-
riers.) Most students are acquainted with tar-
iffs. If they fail to suggest other methods of
limiting trade, do not press for additional re-
sponses at this time.

2. Distribute handouts 13-1 through 13-6. After the
students have read the.material, have them discuss
the articles and re-examine the list on the board
(step la, above) to determine if other reasons and
methods for restricting trade should be added.
(NOTE: Definitions and descriptions of measures
affecting foreign trade may be found in almost all
general texts on economics or international trade.
Handout 13-6 illustrates how complex and how
wide the effects of protectionism can become.)

3. Divide the class into four groups. Designate the
groups as follows, distributing handouts (one for
each group member) as indicated:

I. U.S. Steel Manufacturers (Handout 13-7)

11. U.S. Automobile Manufacturers (Handout
13-8)

HI. U.S. Rice Producers (Handout 13-9)
IV. U.S. Consumer Group (Handout 13-10)

Instruct the groups to discuss each of the questions
listed on their respective handonts. When agree=
ment is reached, each member of the group should
write the group decision in the appropriate space.
(NOTE: You may wish to place a limit on the
amount of time groups will be allowed.)

4. After group discussions are completed reorganize
students into groups of four, each group consisting
of two steel manufacturers and two automobile
manufacturers or two rice producers and two con-
sumers. The opposing interests should:
a. Present their positions as to what the U.S.

trade policy should be, and
b. Attempt to formulate a trade policy to which

both parties agree.
5. Have each group present its compromises on pol-

icy. Conduct a class discussion in which students
examine the suggested trade policies in terms of
their potential benefits or costs to each of the fol-
lowing: business, workers, consumers, and U.S.
trade relations with foreign countries.

Evaluation: Have students locate at least ,two news
articles describing a current incident of government
restriction (or a request for restriction) on trade. They
should then write a short essay summarizing the arti-
cles and describing the probable effects of the re-
striction on the various economic interests involved.
(Students should attach the news articles to their
report.)

NOTE: The strategies in this lesson are based upon classroom activities prepared by Elayne Feldman, Fridley Senior High School,

Fridley, Minnesota. In their original form the materiald earned a first-place award in the 1976-77 International Paper Company

Foundation Awards Program for Teaching Economics.
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STEEL INDUSTRY'S NEW PLEA FOR GOVERNMENT HELP

By AGIS SALPUKAS

In the fall 'of 1977, when the steel industry was in
a severe recession, top steel executives and the
industry's trade association made a big push in
Washington for Government aid. At that time, they
had behind them a powerful coalition of Congress-
men, the United Steelworkers of. America, workers
who had lost their jobs and a substantial segment of
public opinion....

Knocking on the Door Again
Now the steel people are back again. With de-

mand for their product dropping after a strong per-
formance in last year's first half, such leading steel
executives as David M. Roderick, chairman of the
mighty United States Steel Corporation (which this
week reported the largest quarterly loss in Ameri-
can business history), and Lewis W. Foy, chairman
of the Bethlehem Steel Corporation, the nation's
second-largest producer, are again knocking on
Washington's door.

They are contending that the industry needs still
more help, in the form of protection from imports,
tax relief and price increases to generate the money
to expand and to meet steel needs of the future. And
they are threatening that, if the industy does not
get what it wants, they will file antidumpingeuits. If
they do, that step could upset the informal network
of controls and quotas that the governments of the
major steel-producing nations have worked out
to give their troubled steel industries a chance to
recover....

Yet, in the last three years, . . . the steel industry
itself ... [may have] contributed to its present state.

Many major companies, for instance, miscalcu-
lated in the early 1970's and embarked on a major
expansion and upgrading of plants. Thus they were
spending heavily when demand fell severely and
stayed depressed for years. Sorde prominent steel
companies, slow to react, continued to spend and
thus put a severe squeeze on their own balance
sheets.

With most of the new facilities now in place, most
of the major steel companies were able to Wind
down their capital spending and earn high profits
for a time.

In contrast to 1977, most of the major com-
paniesincluding National, Inland, Republic, and
Armcoare now in a much stronger position to
weather a downturn. Even Bethlehem Steel, which
went through severe cutbacks and losses in 1977,
earned $275.7 million in 1979, the lecond best year
in its history.

Although top executives still complain about the
trigger price mechanism introduced by the Trea-
sury Department in the spring of 1978, that system
cut imports 17 percent last year from the 1978 level.
In addition, the percentage of total shipments that
imports took dropped to 15.2 percent last year from
18.7 percent in 1978 and 17.3 percent in 1977.

Protection on Pricing Found
In so many words, the-trigger price system, Which

provides that steel cannot be imported below cer-
tain prices without risking a Treasury Department
investigation to 'determine whether it is being
dumped (sold below cost), has protected the
domestic industry from price competition. It has
also helped the steel companies to raise steel prices
even when demand was falling, as it did in the last
quarter....

And this time around, U.S. Steel's plant closings,
which eliminated the jobs of about 12,500 workers,
is not generating. the support from the steel-
workers' union and local communities that compa-
rable closings did in the fall of 1977. Instead, the
anger of the workers has been directed at the com-
pany. Rather than marching on Washington several
union locals have held protest rallies at U.S. Steel'a
corporate offices in Pittsburgh and Youngstown,
Ohio.

In this round, the steel industry finds itself much
more isolated....

Reprinted from the New York Times, February 1, 1980, p. D-1. © 1980 The New York Times Company. Reprinted by permission.
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Handout 13-2
u.s. IS PUTTING MORE PRESSURE ON JAPAN

TO LOCATE CAR-MAKING PLANTS IN AMERICA

By EDUARDO LACHICA

TOKYOU,S. officials are stepping up their ef-
forts to persuade Japanese car makers to establish
manufacturing plants in America.

The goad that they are applying is the strong
probability of legislative moves to restrict the im-
ports of Japanese-made cars.

"If something isn't doneand I don't utter these
words lightlyTyou will find during this election year
a great swell of protectionist legislation which will
be directed at those who import too much too
quickly," Mike Mansfield: U.S. ambassador to
Japan, $sn arned in a speech at the Japan Press Club
Monday.

Strain In Relations Possible
Mr. Mansfield specifically directed his remarks at

Toyota Motor Co. and Nissan Motor Co., the two
leading Japanese manufacturers. Toyota and Nis-
san are still undecided whether to follow the exam-
ple of a smaller maker, Honda Motor Co., which
recently announced a plan to set up a passenger-
car assembly line in Marysville, Ohio.

"All the ingredients of an explosion are there,"
the U.S. envoy said about the prospects of massive
layoffs in the U.S. auto industry and recent state-
ments,by union leaders blaming Japanese imports
for mahy of the lost jobs.

Mr. Mansfield's remarks indicate some concern
by the Carter administration that domestic protec-
tionist sentiments could strain U.S.-Japanese rela-
tions at a time when both countries have to work
closely together on international security problems.

"Unless it's settled in a statesmanlike manner,
the trade questions could turn into a political issue
that will do neither country any good," the ambas-
sador warned.

The Japanese government was recently ap-
proached on possible remedies by Robert Hormats,
President Carter's deputy trade representative. Dur-
ing what a U.S. spokesman called loW-key consulta-
tions last December, Mr. Hormats proposed either
the transfer of some Japanese rr anufacturing
capacity to the U.S. or increasing purchases of
AmericarOpuilt parts for motor vehicles destined for
the U.S.

Important (estures
Pressing this argument further, Mr. Mansfield in-

sisted that there is plenty of room for Toyota and
Nissan to invest in plants that can turn out 200,000
to 250,000 units a year. These, figures represent

about a quarter of what the two Japanese makers
export to the U.S. yearly.

Such steps wouldn't cause a turnaround in the
U.S. trade deficit nor even significantly alleviate
unemployment in the U.S. auto industry. But they
are gestures that could convince American union
leaders of Japan's willingness to help the industry
out of its current troubles.

Douglas Fraser, president of the United Auto
Workers, is visiting Japan next month to speak to
Japanese managements and union officials about
the car-import problem. He has voiced impatience
with unfulfilled Japanese promises to act on the
,question and has threatened a boycott of Japanese-
made cars unless the unions get some satisfaction.

However, neither Toyota nor Nissan is prepared
to clearly state its intentions. Toyota, for one, is still
studying the feasibility of manufacturing in the U.S.
and won't have any answers until its investigation is

completed.
Asked about their attitudes to the U.S. proposals,

Toyota and Nissan representatives refer to a
number of technical concerns, including quality
control, production costs and management-labor
relations. Analysts say these misgivings are valid to
some extent, but note that Volkswagenwerk AG, a
West German manufacturer, appears to have sur-
mounted many of these problems and is running a
successful U.S. operation.

Involves Huge Investment
Observers familiar with the Japanese auto

makers' attitudes suggest that they are simply
reluctant to abandon a so-far successful strategy of
exporting built-up cars for the uncertainties of be-
ing part of the U.S. industrial scene. For one thing,
a move to America will involve a huge investment
of hundreds of million dollars. If these turn
sour, it would severely affect the two concerns'
profitability.

Some Japanese officials argue that as car-
manufacturing is one of Japan's strategic indus-
tries affecting hundreds of thousands of jobs and
earning more than $15 billion in exports every year,
it should continue to'be based in Japan.

Ichiro Shoji, secretary of the National Center of
Automobile Unions, has stated that he favors some
capacity transfer for the sake of harmonious
U.S.-Japan relations. But Mr. Shoji doesn't neces-
sarily speak for many rank-and-file unionists who
fear adverse economic effects in some sectors' of
the industry.

-

Reprinted by permission of the Wall Street Journal, January 29, 1980. (C) Dow Jones & Company, Inc. 1980. All rights reserved.
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Handout 1 3-3

IMPORT AID FOR SHOE INDUSTRY WEIGHED

By CLYDE H. FARNSWORTH

WASHINGTON, Jan. 25The Carter Administra-
tion is preparing fresh measures to protect the
domestic shoe industry, and an interagency review
of options to put before the President has been
described by a high official as being "in an ad-
vanced stage."

The industry is the biggest manufacturing em-
ployer in New Hampshire, where Presidential pri-
mary elections will be held Feb. 26. Promised aid to
the shoe industry was a factor in the victory of John
F. Kennedy in the primary tilere in 1960, a point that,
conversations with several officials indicated, is
not lost on the Carter Administration in the current
deliberations.

Another factor in the deliberations is the current
military buildup, which raises the question of
dependence on foreign supplies for a product that
advocates of relief hold is vita! to national defense.

The Commerce Department has quietly intensi-
fied the monitoring of shoe shipments from the
Philippines, Italy and Hong Kong, which could be-
come the targets of new action. The department
now records shipments destined for the United
States as soon as they leave these countries rather
than waiting for arrival.

President Carter's first siglificant trade action, in
April 1977, was to negotiate quota restraints on
shoe imports from Taiwan and South Korea, the two
biggest shippers at that time.

Other countries took advantage of the situation
to widen their market shares here, with the effect
that overall imports are up substantiallyfrom 370
million pairs in 1977 to an estimated 407 million for
1979.

In 1979, for the first time, more shoes were im-
ported into this country than were produced here, a
situation deplored by a powerful industry and labor
coalition that' is pressing the Administration to act
more forcibly.

The politics of shoes is underscored by the
numbers. Some 146,000 shoe workers are now em-
ployed in 41 states by 350 companies, down from
160,000 workers and 360 companies in April 1977
and from 230,000 workers in 1970.

The figures were supplied by the American Foot-
wear Industries Association and the two labor

unions that have joined it in the import battle, the
United Food and Commercial Workers and the
Amalgamated Clothing and Textile Workers.

Reubin 0. Askew, President Carter's chief trade
representative, who is chairman of the interagency
review committee, declined to comment on the in-
ternal deliberations, but in the frequent meetings
he has had with industry and union representatives,
he has been described as sympathetic to the case
for relief.

It is understood that he favors a middle course
between full-scale global quotas, urged by the
industry-union coalition with support of the Labor
Department, and continuation of present policies of
discussions with individual exporting countries,
which the State Department prefers.

These discussions have alreadyttaken place with
the Philippines, Singapore, Italy, Taiwan and South
Korea. The talks have been cautionary, thowing a
level of concern without making specific demands,
according to American officials.

Possibility of Trigger Quotas
Officials said that a middle course could involve a

series of trigger quotas; major exporters would be
told that only if shipments exceeded certain levels
would quotas be applied.

Italy is the biggest shipper to the United States in
dollar value of imports, and Italian imports have
doubled from 47 million pairs in 1976 to an estimate
of more than 100 million in 1979.

Firing Italy's growth has been the popularity of a
brand of women's shoes called Candies that have
thick simulated-wood sdles with uppers stapled
on. American women now own 30 million pairs of
Candies.

Follow-up
In March, President Carter rejected all proposals

to place further restrictions on imports of footwear.
His reasons were: expectations that weakening
consumer demand would cause imports of shoes to
fall significantly in 1980; the overriding importance
of avoiding any actions which increase inflation;
and a desire not to introduce potential frictions in
trade relations with other countriesi.e., not add to
the general protectionist atmosphere developing
among major trading nations.

Reprinted from the New York Times, January 26, 1980, p. 27. 0 1980 The New York Times Company. Reprinted by permission.
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Handout 1 3-4

TRADE PANEL ASKS FOR SUGAR, TV IMPORT LIMITATIONS

0

Associated Press
Washington, D.C.

The U.S. International Trade Commission recommended Monday that
President Carter impose tariffs on imported television sets and limit sugar
imports. The actions could raise prices.

The commission recommendation for a tariff on foreign-made color and
black-and-white television sets would increase the average price of imported
color sets by $56.

The sugar quotas would limit imports to 4.275 million tons annually for a
five-year period. Sugar imports in 1976 totaled about 4.7 mi!lion. tons.

A group of sugar refiners opposed to the quotas contend that an annual
quota of 4.2 million tons would have the potential to increase the retail price
of refined sugar at least $16 per family per year, with a total impact on the
economy of more than $1 billion.

The effort to restrict imports of sugar and television sets are the latest
developments in a growing effort by U.S. industry and labor unions to protect
their markets.and jobs from imports.

The commission recommended several weeks ago that a tariff and a quota
be placed on imported.shoes. That move could cost consumers an estimated

$200 million a year.
Carter has 60 days to decide whether to accept, reject or modify the com-

mission's decision on teleVision sets. If he doesn't act, the ruling goes into
effect automatically. If he refects the decision, Congress can overturn his act

by a majority vote.
Carter has not indicated how he feels about import quotas and tariffs, but

his top economic adviser, Treasury Secretary Michael Blumenthal, has said
that such protectionist measures should be used only as a last resort.

In addition, the Council on Wage and Price Stability, the government's
inflation-monitoring agency, opposed the attempt by industry to get the tariff

on imported television sets increased. The council estimated that each
10-percent increase in the tariff adds $221 million to consumer prices and
pushes up by $28 the price of the average $308 color television set. The
agency did no estimate on black-and-white sets.

The commission recommended that the 5-percent duty on imported televi-
sion sets be increased for the next two years to a total of 25 percent. The tariff
would drop to 20 percent in the next two years and to 15 percent five years

from now.
The foreign share of the color television market in the United States was 22

percent in 1971 and is about 40 percent now. Foreign manufacturers also
account for about 75 percent of iblack-and-white sets sold in this country.

Associated Press report, April 1977. Used by permission.
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Handout 13-5

,gFFECT OF TRADE ON THE TEXTILE AND GARMENT INDUSTRIES

Garment Workers from 40 States Call Cheap Imports 'Sew-and-Sews'

Garment workers by the thousands poured out of New England textile mills,

New York City's garment-district factories, and midwest and west coast plants
yesterday in a 40-state protest against clothing imports.

"America has be:mme a dumping ground for all foreign countries,"
charged Jack Di Blasi of the Amalgamated Clothing and Textile Workers, in a

rally at New York City's Herald Square.
"We cannot compete with Taiwan and Japan," Di Blasi shouted. "It's got to

stop or we'll all be on welfare."
The textile workers union and Ethel International Ladies Garment Workers

Union claim tha: in the past decade, 145,000 jobs have been lost and the
potential for 316,000 jobs was never realized because of cheap foreign
imports.

President Carter, who met yesterday with AFL-CIO President George Meany

and [other] union leaders to discuss import lids, was a prime target of the
placard-bearing marchers, many of them women.

An estimated 2,000 demonstrators paraded with a police escort through
Chicago, waving signs urging "Don't buy foreign apparel" and "President
Carter SOSsave ou: shops and curb imports."

Associated. Press report, April 1977. Used by permission.
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Handout 1 3-6

E.E.C. LETS BRITISH CURB U.S. FIBERS

London to Make Decision Friday

BRUSSELS, Feb. 5Western European g:wern-
ments agreed today to allow Britain to restrict its
soaring imports of American synthetic fibers, but
decided not to allow other countriin to do so, to
lessen the danger of a damaging trans-Atlantic
trade war.

Foreign ministers of the nine member countries
of the European Economic Community accepted a
report by their Executive Commission. It said the
damage that imports of cheap American fibers were
doing to Europe's textile industry did not yet justify
general protectionist measures, although Britain's
case may be different.

Tonight Britain's Conservative Government was
reported moving toward a decision to put new re-
strictions on imports of American polyester fila-
ment yarn, which now accounts for 26 percent of
total national consumption compared with less
than 4 percent in 1977.

Britain's Trade Minister; John Nott, said he
was "grateful" for the understanding shown his
country's problems, adding that the Government
would announce next Friday whether it planned
restrictions.

Retaliation Feared
Some officials here expressed concern that even

unilateral action by Britain would strengthen the

hand of protectionist forces in the United States,
increasing the risk of 'ftkaliatory action there. But
others,hope that Britain's strong support for Presi-
dent Carter on the Afghanistan crisis will dissuade
him from such retaliation.

By deciding against Europe-wide restrictions on
United States fiber imports, the nine. Common
Market governments and the commission hope to
strengthen President Carter's resolve to resist

growing pressures by the American steel industry
for new restrictions on European steel imports.

They also believe that today's decision means Eu-

rope is keepin.g its end of the private bargain that
Roy Jenkins, commission president, made with
President Carter in Washington 10 days ago, under
which both leaders agreed to fight mounting pres-
sures in Europe and the United States for protec-
tionist action.

During their talks, both President Carter and Mr.
Jenkins reportedly agreed that any new trade re-
strictions carried a high risk of spreading in today's
difficult economic climate, undermining Western
efforts to preserve free trade despite slowing eco-
nomic growth and rising unemployment.

U.S. Price Controls Cited
Western European governments believe that

America's oil and natural gas price controls now
give its synthetic fiber and other plastics manufac-
turers an increasingly unfair price advantage in
overseas markets. But in the United States, steel-
makers complain that European steelmakers are
being unfairly sUbsidized by their governments.

On Feb. 18, President Carter will send his chief
trade negotiator, Reubin Askew, to Brussels to try
to resolve these and other trade disputes sniolder-
ing between Europe and the United States. Offi-
cials here, however, seem doubtful of substantial
progress.

Meanwhile, Europe has opened discussions with
the United States in Geneva on the broader trade
implications of energy price coitrols, arguing that
the Western industrialized world should accept a
common position, in case th oil-exporting countries
of the Middle East start providing cheap oil feed
stock to the plastics and fertilizer industries they
are now building.

Reprinted from the New York Times, February 6, 1980, 1980 The New York Times Company. Reprinted by permission.
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Handout 13-7

STEEL MANUFACTURERS (GROUP I)

-

Name Class

Directions: Your group represents U.S. steel manufacturers. Read
the following paragraph and decide whether the industry
would be in favor of free trade, protective tariffs, quotas or
subsidies under the given circumstances. State your' reasons.
Answer the questions following the reading.

The emergence of an efficient steel industry in Japan and elsewhere has cut
into American steel production. U.S. steel firms have been priced out of many,
foreign markets. They are now even struggling with foreign competitors for
markets in North America. Environmental protection regulations and lower
productivity have driven the price qi41.S.-made steel so high that many U.S.
steel users are obtaining larger and larger quantities from abroad. Your
group, the steel manufacturers, is going to lobbl in Congress to make your
opinions known. To do so, you will need to take a position on the following
questions:

1. What policy does your industry or group want the U.S. government to
follow and why?

2. How would your recommended policy affect U.S. steel producers? Why?

3. How would your policy affect U.S. consumers? Why?

4. How would your policy affect foreign steel producers? Why?

5. If Congress and the President fail to adopt your stated policy, what com-
promises would you accept?

4

From Master Curriculum Guide for the Nation's Schools, Part II, Strategies for Teaching Economics: United States History (Secondary),
1980. Joint Council on Economic Education, 1212 Avenue of the Americas, New York, NY 10036,
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Handout 1 3-8

STEEL USERS (GROUP II)

Name Class

Directions: Your group represents U.S. automobile manufacturers,
an industry that consunies much stee!. Read the following
Oragraph and decide whether the industry would be in favor
of free trade, protective tariffp, quotas, or subsidies under the
given circumstances. State your reaPow for your decision.
Answer the questions following the reading.

The emergence of ri.pfficient steel industry in Japan and,elsewhere has
lowered the world price of steel. U.S. auto manufacturers, besides buying a
great deal of steel from U.S. producers, have in recent years also imported
many tons of foreign steel, because it is less expensive than American steel.
U.S. steel manufacturers are losing many sales and want the American goy-

, ernment to protect tivign. Your group, the auto manufacturers, is going to
lobby in Congress to make your opinions known. To do so, you will need to
take a position on the following questions:

1. What policy or policies does your industry want the U.S. government to
follow and why?

2. HOw would your recommendations in relation to question 1 affect the U.S.
steel producers?

3. How would your policies affect U.S. steel-using industries and U.S. con-
sumers and why?

4. How would your policies affect foreign steel producers?

5. If Congress and the President fail to adopt your policies, what compro-
mises would you accept?

to.

From Master Curriculum Guide for the Nation's Schools, Part II, Strategies for Teaching Economics: United States History (Secondary),
1980. Joint Council on Econpmic Education, 1212 Avenue of the Americas, New York, NY 10036.
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Handout 13-9

RICE GROWERS (GROUP III)

Name Class

Directions: Your group represents the rice producers of the United
States. Read the following paragraph and deCide whether the
industry would be in favor of production controls. State lour
reasons. Answer the questions following the reading.

From 1954 to 1974 the U.S. Agriculture Department controlled the produc-
tion of rice. They did so by setting annual acreage restrictions. IrL1974 the
department removed them, In 1975-76 U.S. rice growyjs had bumper crops.
And Pakistan and Thailand have been especially successful in incre§sing rice
exports in recent years. Since the United States is a rice,exporter, and the
world vice of rice dropped from $17.50 per hundredweight in June 1974 to
$6.75 in 1977, partly because of the added large supplies from Pakistan and
Thailand, the U.S. government is considering whether to reinstate production
controls. As U.S. rice producers, you are very concerned about falling world
priros for rice.

. 1. . What policy do you want the U.S. governmer,t to adopt and why?

2. How would your recommendations in reSpect to question 1 affect U.S.
rice producers? Why?

3. How would your policies affect U.S. consumers? Why?

4. How, would your policies affect foreign rice producers? Why?

5. If Congress and the President fail to adopt your policies, what compro-
mises would you accept?

From Master Curriculum Guide for the Nation's Scllools, Part II, Strategies for Teaching Economics: United States History (Secondary),
1980. Joint Qouncil on Economic Education, 1212 Avenue of the Americas, New York, NY 10036.
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Handout 13-10

RICE CONSUMERS (GROUP IV)

Class

Directions: Your group is an organization of U.S. consumers. Read
the following paragraph and decide whether the industry or
group would be in favor of production controls. State your
reasons. Answer the questions following the reading.

From 1954 to 1974 the U.S. Agriculture Department controlled the produc-
tion of rice. They did so by setting annual acreage restrictions. In 1974 the
Agriculture Department removed them. In 1975-76 U.S. rice growers had
bumper Props. And Pakistan and Thailand have been especially successful in
increasing rice exports in recent years. Since the United States is a rice
exporter, and the world peice of rice has dropped from $17.50 per hundred-
weight in June 1974 to $6.75 in 1977, partly because of the added large
supplies from Pakistan and Thailand, the U.S. ,government is considering
whether to reinstate production controls. As a consumer organization, you
are very concerned about the increasing cost of food.

1. What policy do you want the i).S. government to adopt and why?

2. How would your eecommendations in respect to question 1 affect U.S.
rice producers? Why?

3. How would your policy affect U.S. consumers? Why?

4. How would your policy affect world rice producers? Why?

5. If Congress and the President fail to adopt your stated policies, what
compromises would you accept?

From Master Curriculum Guide for the Nation's Schools, Part II, Strategies for Teaching Economics: United States History (Secondary),

1980. Joint Council on Economic Education, 1212 Avenue of the Americas, New York, NY 10036.



Supplementary Materials

This list has purposely been kept shortsix entries.
Each deals with economic materials that can he used to
supplement an American history course. Other ekcel-
lent materials are on the market, but these six both
complement the Master Curriculum Guide and deal
strictly with the issue at hand: economics in American
history.

Teaching Economics in American History: A

Teacher's Manual for Secondary Schools, by George
G. Dawson and Edward C. Prehn. New York: Joint
Council on Economic ,Education, 1973.

A chronological approach that divides American his-
tory into twenty-one topics. This organization comple-
ments that of typical American history textbooks and
works equally as well with those that are organized by
topic. Each of the twenty-one sections summarizes
events that had important economic consequence
during a particular period. Discus,sion questions and a
long and varied list of suggested learning activities are
included.

The manual is not an economics textbook. Rather, it
focuses on basic economic concepts. It should be used
with a good American economic history textbook
and/or an economics textbook, particularly if the
teacher has only a limited background in economics.

While many economic concepts could be illustrated
in every topic, the authors chose only those essential
for developing an economic understanding of a given
period. Some concepts, of course, appear in several
topics in order to provide opportunities to reinforce
earlier lessons and increase the depth of student
understanding.

Teaching Economic Concepts in American History.
Color slides. New York: Jount Council on Economic
Education, 1973. Produced by Educational Enrich-
ment Materials.

'The 120 slides in this set are specifically keyed to the
text, discussion questions, and activities of Teaching
Economics in American History. Each slide is devoted
to a major economic idea or concept highlighted in the
twenty topics. (Topic 21, which deals with current
events, is not included because the slides would
rapidly become dated, and vivid contemporary illustra-
tions are readily available in newspapers and news
magazines.) Selected individual slides in this set are
also admirably suited to presenting the one-semester
course in economics and to teaching the economic
topics that are usually part of the course in problems of
American democracy.

Teaching Economics in American History. Wall Chart
and Activity Masters Kit. New York: Joint Council on
Economic Education, 1976.

Organized into twenty American history topics chron-
ologically arranged in identical fashion to those of the'
Dawson/Prehn Teacher's Manual, a copy of which is
included in the kit. Also contains twenty bulletin-
board-size illustrated wall charts (one for each of the
twenty topics) and sixty student activity masters (three
for each topic) and a teacher's,, guide for all the wall
charts and activity masters.

The wall charts are colorful and act as springboards
for discussions. Ideas for their use are offered in the
manual. The activity masters often rela historical
events to 'contemporary issues. All masters have the
answers preprinted. Many possible answers are sug-
gested. Students probably willand shouldoffer al-
ternative answers.

Economics and the American Dream. Current Affairs
Case Study, Newsweek Educational Program. New
York, 1975. Nor/ distributed by Educational Audio
Visual Inc., Pleasantville, NY 10570.

A multimedia package dealing with basic economic
concepts and the development of the American market
system. The kit includes three filmstrips ,with tapes,
fourteen narrative readings on spirit masters, and six
visuals. It also contains a case study: "Controlling the
Business Cycle: The Government's Role," which con-
sists of an additional thirteen narrative readings and six
visuals plus a simulation. The package includes
teacher's guides, a glossary of economic terms, and
bibliography..

The filmstrips, which are designed to arouse interest
, and provide motivation, deal with:

Our Economic Heritageeconomic problems of
the mid-1800s to the market crash of 1929.

Contemporary Capitalismexplores causes of
Great Depression and continues to the 1960s.

The Future of Capitalismexamines contem-
porary and future economic problems.

The narrative readings are taken from primary
sources and are keyed to activities.and research proj-
ects suggested in the teacher's guide. The total pack-
age is an inquiry-oriented program designed to supple-
ment many social science courses, particularly for
American History after the 18505.

American Enterprise (1976). A series of five films
(Land, Organization. Government, Innovation, and
People) on America's economic history. Produced by
Playback Associated for Philip's Petroleum Com-
pany. Distributed .by Modern Talking Picture Service,
Inc.

Breaking away from the traditional educational
documentary style, the American Enterprise series
views America's economic history through dramatic
reenactments of historical scenes. Each film has a
central character who looks at contributions to Ameri.



ca's economic growth from a different viewpoint
land, organization, innovation, government, and peo-
p1g..These characters, played by William Shatner .of
Star Trek, argue passionately for their point of view
about what shaped America's destiny. Which view
prevails? The viewer must decide.

Numerous economic cbncepts and principles are
covered in each film in an entertaining, engrossing
manner. Often these concepts are implied but are not
implicit. To assist teachers in elucidating these con-
cepts, a teacher's guide for each film has been pre-
pared by George Fersh.

A teaching kit accompanies the series. It includes a
colorful poster ft:a; each film designed to generate
awareness and stimulate discussion, four spirit master
activity sheets, and a sixteen-page film guide. The

guide contains a synopsis of the film, background in-
tormation and facts,. economic concepts and how they
relate to the film, ways to introduce the film, discus-
sion questions, suggested activities and projects, an
economic glossary, and a bibliography.

The U.S. Department of Labor History of the Ameri-
can Worker. Edited by Richard B. Morris. Washing-
ton, D.C.: U.S. Government Printing Office, no date.

This illustrated history', compiled by six of our lead-
ing labor histotivns, .chronicles the development of
working people from the colonial era to the space age
through art, literature, poetry, and music. The book is
extremely attractive and is inviting to read or. to flip
through.


