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THE PHILADELPHIA INQUIRER

Decent evidence that Fed’s tightening is working

: CASSEL from D1 =«
page-turning is simply that time
is of the essence when it comes.
to the Federal Reserve and infla-
tion.

It takes time — theorists say
anywhere from six to 18 months
— for an interest-rate hike by
the Fed to work its way through
the economy and affect the
pace at which prices change.

First the central bank adjusts

its short-term lending rate, the
amount banks charge one anoth-
er for overnight loans.

Banks typically pass that rate
increase on to their customers
right away, raising the bench-

" mark, or “prime,” rate. That gov-

erns how much firms pay for
lines of credit or short-term
business loans.

Faced with higher borrowing
costs, businesses eventually ad-
just their own plans, perhaps
scaling back an expansion or de-
laying a building project. How

much, or how fast, déi;ehds on
a myriad of circumstances, and
varies from case to case.

(That complexity is precisely’
the strength of this system: The
government doesn’t tell busi-
nesses how quickly ‘or slowly
they can grow. It merely adjusts

price of credit, and lets ev-
eryone figure out what to do
about that.) .

Much of what we know about
this, by the way, comes from
economist Milton Friedman,
who died yesterday. It was
Friedman who insisted, simply
and clearly, that inflation was
entirely a function of how much
money the government (that is,
the Fed) allows to circulate
through the economy.

If the money supply grows
faster than the overall produc-
tion of goods and services, infla-
tion results. If not, Friedman
said, prices will be generally sta-
ble. Simple.

' So why isn’t controlling infla-
tion a simple matter for the

Fed? A lot of it has to do with

“the time lag.

We talk about the government
“printing” money, but most mon-
ey isn't printed at all; it's creat-
ed in the form of bank deposits,

:consumer credit or business

lending. ;
It’s not as if the Fed can sim-
ply count how many $10s and

$20s are being shipped out of
looks.

Washington each day. How
much money is created on any

given day is impossible to

know.

Instead, the Fed measures
money growth indirectly, and
over time, That means today’s

- 'gtatistics can reflect decisions

the central bank made three
months, six months, or more
than a year ago.
Which brings us back to last
month’s inflation figures, °
The Fed began raising rates

ﬁ 5&“‘ e} (7] 4 )
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29 months ago, taking 17 quar-
ter-point baby steps over the
course of two years ta bring the
rate from a rock-bottom 1 per-
cent to the current level of 5.25
percent.

Rates were so low to start
with that those first hikes proba-
bly weren't even felt. But gradu-
ally, as the Fed'’s rate crept past

dued, rising a modest 0.1 per-
cent.

That’s comforting to the Fed,
‘and also to investors, who
would love nothing better than
for the Fed to start cutting its
rate again early next year.

But will that happen? That’s
unclean“Some economists think
the lower inflation numbers

3 percent or 4 percent, the.~might be just a fluke, and worry

changes began to take hold.
At least that’s the way it

The Consumer Price Index ac-
tually fell in October, dropping
a half percent, thanks mainly to
tumbling gasoline prices. But
even the “core” rate, which ex-
cludes food and energy, was sub-

that labor costs, among other

things, could start pushing

them up again soon. '
We'll know more in time,

E-mail acassel@phillynews.com or
phone 215-854-5981.

.Read his recent work at
hitp://go.philly.com/andrewcassel. -
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Unit 4

O | J¢ [+ ¢
m

ACTIVITY 39 continued

2. What is monetary policy?

+ (el ||'- =
3. What happens to interest rates if the Fed follows a contractionar?}, or tight,

41 ) 4
INnTEO [ 1714 f

monetary policy?

4. What happens to interest rates if the Fed follows an expansionary, or easy,

monetary policy?

5. What is the federal funds rate?

6. Why do observers pay close attention to the federal funds rate?

7. Circle the correct symbol (T for increase, ¥ for decrease). What would happen to
the money supply and to interest rates if the Fed: .
a.

Sold government securitc‘_%s on the open market.
¢

¥y

Money supply 1T &/
Interest rates (P ¥

Bought govemmen? securities on the open market.

Money supply 1 ¥
Interest rates A 7
Raised the reserve requirement.
Money supply 1 (¥
Interest rates (1 ¥

Lowered the reserve requirement.

Money supply @/ ¥
Interest rates 1 ¢
Raised the discount rate. e
Money supply 1 (
Interest rates | C/
Lowered the d1scour/u; rate.
Money supply [t ¥
Interest rates Ty

k

&+
f

(orr

\

)
s

l .."u
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ACTIVITY 39 continued

_g—
: 8. In the table Tools of Monetary Policy indicate how the Federal Reserve would use

each of the three monetary policy tools to pursue an expansionary policy and a
contractionary policy.

Tools of Monetary Policy

Monetary tool Expansionary policy Contractionary policy

Open market operations
Discount rate

Reserve requirements \/

9. a. What kind of monetary policy would the Fed probably follow if the country
-~ had an annual inflation rate of 15 percent?
bwhyy  COMeactiontry (gl

/f l.' : i (11 I !

s / | ! | ) f
/ 49, i F -1 $ N e y i
A VAN e (L N e S\owi(

10. a. What kind of monetary policy would the Fed probably follow if the country were
in a severe recession with high unemployment and falling prices?

b_ Why? ’ /"'L' ViE ¢ j |

160
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ACTIVITY 41 continued

[ 1 LNaf 17105 P Easy Money Policy

n +\ ----------------- b

Quantity of money Investment
PL AS
o . C++G+(X-M),
L CH+GHX-M)
§ : :
| ! i
! : L AD
a5t 45 1NaD.
! i ]
FE ‘ FE
Real National Income Real National Output (GDP)

Contractionary Monétary Policy,

A contractionary monetary policy or tight money policy is used to fight inflation. The Fed
decreases the money supply to increase interest rates. The increase in interest rates decreases
investment. The decrease in investment decreases AE or AD. Draw four graphs to illustrate a tight
money policy.

Plotting a Tight Money Policy

M
) ¢ |

Quantity of Money

a,

Real National OUt u?/(GDP)

d '
Y-
i

168 ‘ | | e
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ACTIVITY 41 continued

L |

Part C. Graphing the Effects of Various Monetary Policies

Fill in the answer blanks or cross out the incorrect words in parentheses for the sentences
that follow. Then use the graphs provided to illustrate the effects of various monetary policies
on aggregate demand, output, and the price level.

1. The Fed raises the reserve requirement. This pollcy is demgned..tr). (mcrease/decrease)
AD in order to fight (unemployment/mﬂation) N

Plotting Effects of the Fed’s Raising the Reserve Requirement

r] N\ r ~lx AE L
\\L : o= )\ i )
/ \. 5 45°
Quantity of Money I'nvestment Real National Income Real National 0uq:'rut (GDP)
2. The Fed lowers the discount rate. This policy is designed to nC AD in
order to fight {4 A bl ALAEA
Plottlng Effects of the Fed’s Lowering the Discount Rate . -
r \ r A = AE PL
. P4 \
E T i \ -
" ! = = q‘\‘ = ’_,
] I B 45" Cer—<mnpy "
i/ L — f i
Quantity of Money Investment Real National Income Real Naﬁor;ai Outp;ut (GDP)

3. The Fed sells bonds on the open market. This policy is designed to > ((¢
AD in order to fight u & [er

Plotting Effects of the Fed’s Selling Bonds on the Open Market

¥,
N

Wl R \ Ll \EE 1N AE PL
45°
' Quantity of Money Investment Real National Income Real National Output (CDP)
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m
ACTIVITY 41 continued ' ‘ :

2 4. The Fed buys bonds on the open market This policy is designed to _ * /! g
AD in order to fight _

ke -
\
i

Plotting Effects of the Fed’s Buying Bonds on the Open Market

LS Rl rl "\ 2
-2l & \ ) 1N
¢ [ IS K[ ; )
(T 2 . i
{ ‘; ? - \ L \ E‘
Quantity o _!Jloney _ Investnﬁept Real National Income Real National Output (GDP)
g _
(af AREs
| doa I
-\‘/
[ 2 01
10 B\
, COroN
]
|
S ! 1
~

170



o 4 Sy

A.P. Economics L0 ] - Or. Rei
Pre-Test: Pyt (pp /2 %~ 365) G ARy

Directions: You have 50 minutes to answer all of the followmg questlons _I_s_sggge_sgﬂ_

wuxbmmwmm In answenng the questlons you should
emphasize the line of reasoning that generated your resuits; it is not enough to list results of

your analysis. Include diagrams,if useful or required, in explaining your answers. All
diagrams should be clearly labeled.

1. (50 points)

Assume that you are a member of the Federal Reserve’s Board of Governors. You
receive the following data on the economy:

{"]., , (' /i

Year ago Month ago . Now

Real GDP (billions of dollars) 3,600 ) 3,540 3,540 -
Consumer Price Index 210 215 216 (ST
Unemployment rate 7% 10% | 11%
Cross private investment 602 ) 570 -— 570
(billions of dollars) ~ ol
a. What problem is the nation facing? /' "¢ P Lot A (0 0 . { b/e N
b. Do you want to increase or decrease the money supply7 Justlfy your posi-
_tion. - " &
c. Describe the monetary policy you recommend. What are your options? . | > e
What exactly would you do? Be sure to dlSCUSS two ! tools the Fed could use '' "~
to achieve the goals of your policy.
d. Describe the effects of your monetary policy on: ; £l
i) Interest rates. sy ‘T,')'
ii) Investment. - = e
iii) Output. L
iv) The price level. P ke wiles B (7o LAY
v) Employment. SO et B e R i N J——— )
e. I[llustrate the effects of your monetary policy using: B ™ ~(edte /1o ff
i) An aggregate demand/aggregate supply graph. ™ =
ii) A Keynesian aggregate expenditure graph. : - dry
i/ L v/ | y ;" /f (
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ACTIVITY 20

Manipulating the ' AD/AS Model:
Exogenous Demand and

Supply Shocks

/‘\

70

Part A. Exogenous Demand Shocks

Read the description of each g¢xogenous shock to aggregate demand atit'then draw a new AD

curve that will represent the change caused by the demand shock. Label the new curve AD,. Then
briefly explain the reason for the change in the graph.

1. Exogenous Demand Shock A

Price level

w AD
/D P

Real national output (ICDP)

2. Exogenous Demand Shock B

Price level

Real national output (GDP)

-3. Exogenous Demand Shock C

Price level

Real national output (GDP)

EXOGENOUS SHOCK A:
General Motors lays off 30,000 workers.

EXPLANATION: | ,

;"‘
!" o U
'

EXOGENOUS SHOCK B:

Economic booms in both Japan and Europe
result in massive increases in orders for
exported goods from the United States.

EXPLANATION: ( , /

EXOGENOUS SHOCK C: T
As part of its countercyclical policy, the
government both reduces taxes and increases
transfer payments.

EXPLANATION: | -

Activity developed by Robert Nuxoll, Oceanside High School, Oceanside, NY.
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ACTIVITY 20 continued

4. Exogenous Demand Shock D

Price level

AD,

Real national output (GDP)

5. Exogenous Demand Shock E

Price level

Real national output (G'D‘I?)

Part B. Exogenous Supply Shocks

EXOGENOUS SHOCK D:

While the United States was in the midst of
the Great Depression, a foreign power attacked.
Congress declared war and more than 1,000,000
soldiers were drafted in the first year while

defense spending was increased several times
over. .
nu:*;.‘,..,

EXPLANATION: [ vfr 11¢ud,

Up £

| Wy I

EXOGENOUS SHOCK E:

In order to balance the budget, the federal

government cuts Social Security by 10 percent
and federal aid to education by 20 percent.

)

EXPLANATION: | rcc  (Jp L

Read the description of each exogenous shock to aggregate supply and then draw a new AS curve
that will represent the change caused by the shock. Label the new curve AS; Then briefly explain

the reason for the change in the graph.

1. Exogenous Supply Shock F
! ';-As,

| Price level

Real national output4{GDP)

- EXPLANATION: N'G ber

EXOGENOUS SHOCK F:
New environmental standards raise the -
average cost of autos and trucks five percent.

{ L

20
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ACTIVITY 20 continuéd

2. Exogenous Supply Shock G EXOGENOUS SHOCK G:
AS, [-’. v ol Fine weather results in the highest corn and
wheat yields in 40 years.
T EXPLANATION: Vst o/ ncs hg
Pl v / U\
s
E I,'l"vhm'm ¥ .
/
Real national output (GDP)
3. Exogenous Supply Shock H' EXOGENOUS SHOCK H: -
A R e He AS, o ' Due to decreased international tensions, the

government sells off thousands of Army
surplus Jeeps and trucks at prices that are far

less than the market price for their commercial
counterparts. i

Price level

EXPLANATION: [[ o

Ve o # 71
Real national output (GDP) -

4. Exogenous Supply Shock1 = EXOGENOUS SHOCK I:
: HO1. As, An enemy power mines the sea lanes leading
' to the United States, and most ships refuse to
deliver cargo through the mined areas.
o :
>
= EXPLANATION:
v} i
E |-
¢ alad
Real national output (GDP)
5. Exogenous Supply Shock ) EXOGENOUS SHOCKJ:
AS, 27 After a long war, many ships, planes, trucks,
‘ and trains that had been commandeered for
)} military use are returned to their civilian
E ) operators.
U ) -
B EXPLANATION: ({7~ /¥,
Real national output (GDP) ‘
's
‘:: & VNP = L = / J 91
- / { { ) (70 &) /L_‘/(;C ({ /ﬁ L
: > b

tate 1y v & 920 M b
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ACTIVITY 20 continued

Part C. Manipulating the Aggregate Supply and Demand Model —~

Read each of the scenarios below and explain the impact the exogenous shocks will haveﬂ)n

aggregate supply and demand. Then draw an aggregate demmﬁa?ggregafe’sﬁ—pply diagram to
illustrate each impact.

1. During a long, slow recovery from a recession, consumers | _
postponed major purchases. Suddenly they begin to buy cars,
refrigerators, televisions, and heating units to replace their
failing models.

2. With no other dramatic changes, the government raises —— \
taxes and reduces transfer payments in the hope of
balancing the budget. 0 Aty
‘l L- vy’

b e | N\ ‘

| ,

— /f

+3. News of possible future layoffs fnghtens the pubhc into ! i 1
reducing spending and saving for the\ feared “rainy day.”

)

4. Due to rising tensions in many developing countries, firms

begin to build new factories in the United States and to /
purchase sophisticated machinery that will enable them to dipts
produce here at prices that are competitive with those of ‘ AM>)
low-salaried foreign countries. . \
: .!“-' s
/ \F A R

5. Brazil solves its foreign debt and inflation problems. It thenl o
—orders $10 billion worth of capital machinery from the
United States.

92 iy




ACTIVITY 20 continued

Part D. Responses to All Shocks (Short-Run and Long-Run)

Read the description of each exogenous shock to aggregate supply and aggregate demand and
draw a new AS or AD curve that represents the change caused by the shock. In some cases, several

curves may be shifted. Then explain the reasons for the change in the graph and the effects of the
change on the economy. '

\

)
./EXOGENOUS SHOCK K:

. Response to Exogenous Shock K
[~ Several Japanese firms open large : ' Va4 L/

e s
o plants in the United States. s fs |
l — ) .'% j "’ [: ;"/ L9 ;/r/'
EXPLANATION: ¥ /¢ 3 ) 6 Whn & @ i
' ; QI ( = ST L '!’_:/ /"'"f—’f.f' / Z’fl/:
| ‘ o L T e
A C : E Wi g/
- i : ] AD ¢ o O (/’ / v
e L RALT g N = - Real national output (GDP) 'HJ('“f'?;f T ] +
/ C

2. EXOGENOUS SHOCK L:
In order to lower inflation, the
government raises personal income
taxes by 20 percent. ,

EXPLANATION:
] Y a '

\\ A B |

Price level

AnAD .
e '/,
Real national output (GDP)

v

3. EXOGENOUS SHOCK M: N erigt

Response to Exogenous Shock M
The government increases defense 7N

WAS

spending by 10 percent per year over 5
a five-year period. = / -
E: e
EXPLANATION: 07 gl
/ o
L
— — Real national output (GDP)——
'd '\.‘
= "
ez
/ /[
L 1Y
(] (' wag« whiclh U ¢
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ACTIVITY 20 continued

4. EXOGENOUS SHOCK N: :
OPEC cuts production by 30 percent,

and the world price of oil rises by 40
percent.

Response to Exogen})us Shock N

EXPLANATION:

Price level

2

5. EXOGENOUS SHOCK O:
The government announces a “War on
Poverty” and increases spending on
education, health care, housing, and

B
basic services for the poor. No increase \r{“) L E
in taxes accompanies the program. y §
oo

EXPLANATION: AD

z ) ) | ] ‘ _ 1 94N Real national output (GDP)

{ < { /A [
; oL ‘ T\
v l ; | 7 )
' ) .
( o~
mnn.q':...p
94 ﬁ
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ACTIVITY 49

Supply—Slde Economics, Budget
Deficits, and Tax Changes

When Ronald Reagan took office in January
1981, inflation was high (12.4 percent in 1980),
and unemployment was high (7 percent in
1980). President Reagan, argued that we needed a
new approach to our economic problems.
Because the new approach called for us to |
change our focus from the effect tax cuts had on
demand to the effect tax cuts had on supply, the
new approach was labeled supply-side ecorzomnics.
The argument of supply-side economics was that
if the marginal tax rate on income from wages,
interest, and profits were reduced, it would stim-
ulate work efforts, savings, and investment so
that we would have both an increase in employ-
ment and a decrease in inflation. Taxes were cut
in 1982, but the Federal-Reserve simultaneously
pursued a very contractionary monetary policy.
The Fed’s contractionary monetary policy was
,stronger ‘than the expansionary fiscal pohcy, SO
the economy experienced a severe recession.
Unemployment was 9.5 percent in both 1982
and 1983, and it was not until 1985 that unem-
ployment returned to its 1980 level of 7 percent.
With some help from falling oil prices, this
severe and prolonged recession did bring down
inflation; measured by the CP], inflation was less
than percent in 1986. When Reagan left office in
1988, the unemployment rate was 5.5 percent,
and the rate of inflation was 4.4 percent. In

1988, real GDP increased by 3.9 percent, rising
for the sixth straight year.

With inflation &t a more reasonable level, the
federal budget deficit became the focus of eco-
nomic policy.ln1S81, the budget deficit was $§74 .
billion but rostty"©ver $221 billion by 1986.
Some taxes were radised as part of the tax reform
package in 1986, arad by 1989 the budget deficit
was down to §152 billion. By 1990, however, the
budget deficit had £rown again to $221 billion.
This prompted Presi(_ient George Bush and the |
Democratic Congress, to raise taxes in 1990. '

After eight consecutive years of growth, the
economy hit the skcids. In 1992, real GDP
decreased 1.2 percent; the unemployment rate
increased from 5.5 ppercent in 1990 to 7.4 per-
cent; and the budget deficit rose to $290 bil-
lion. Only inflation. stayed low, at about 3
percent. Low inflation was not good enough.
The voters replaced Bush with Bill Clinton.

President Clintora and the Congress
increased taxes and reduced the growth of fed-
eral expenditures. By 1994, the budget deficit
stood at $234 billiora; unemployment had fall-
en to 6.1 percent; arad real GDP was rising at
about a 4 percent ara nual rate, Nevertheless, the
voters elected a Reprablican majority in the
House of Representatives and the Senate in
1994. People wondered, in 1996, would
Clinton join Bush as a one-term President?
Would the state of thae economy or other issues
decide the election of 19967

Answer these questions on a separate sheet of paper.

1. Use an AD/AS diagram to explain the supply-side argument that tax cuts would

increase employment and reduce inflation.

2. Explain how an expansionary fiscal policy combined with a cont Tactionary mone-
tary policy affects the interest rate. Does this help to explain the argument that the
current budget deficit hurts investment and growth? Explain,

3. a. If we consistently use fiscal policy to get the economy outofa recession and
monetary policy to cool the economy down when inflation beccomes a problem,
what happens to the interest rate over time? to the budget deficcit? to growth in

potential output? Explain.

201
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CTIVITY 49 continued

b. Does this make the discipline of a balanced budget more meaningful? Explain.

How would a Keynesian explain why the tax increase in 1990 would result in lower
real GDP, higher unemployment, and a lower rate of inflation? Use an AD/AS dia-
gram to illustrate this.

Harvard economist Robert Barro believes that President Bush was responsible for
the poor economic performance in the latter half of hlS administration. According
to Barro*:

Free-market policies worked well in the United States in the 1980s

and in other places at various times, so we apparently have decided

to try something else.... Bush raised taxes and spending, increased

the minimum wage rate and unemployment-insurance benefits,

intensified the enforcement of regulations, and enacted an array of

new intrusions in the form of the Americans-with-Disabilities Act,

the Clean Air Act, and the Civil Rights Act.

a. Isthis a supply-side or a demand-side argument? Explain your answer.
Ilustrate this with an AD/AS diagram.

c. Barro writes that inflation didn’t increase because of “a monetary policy
that remained committed to low inflation.”* What would this monetary
policy have to be in order to keep inflation low? Would it be a tight money
or easy money policy?

a. Did President Clinton’s policies work? Why or why not?

b. At the time you are reading this, what are the growth rate in reallGDP, the
unemployment rate, and the inflation rate?

i .
LT e
'

—

202

*Robert ]. Barro, “Issue: Clinton’s First-Year Economic Report Card,” The Senior Economist, Vol. 9, No. 4, Apr. 1994, p. 8.
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December 1, 2006
OP-ED COLUMNIST
Economic Storm Signals

By PAUL KRUGMAN

“It’s tough to make predictions,” Yogi Berra is supposed to have said, “especially about the
future.” Actually, his remark makes perfect sense to economists, who sometimes have trouble
making predictions about the present. And this is one of those times.

We're now two-thirds of the way through the fourth quarter of 2006, so you might think we’d
already know how the quarter is going. Yet, economists’ assessments of the current state of the

U.S. economy, never mind the future, are all over the place.
“—“—\_ﬂ

And here’s the bad news: this kind of confusion about what’s going on is what typically
happens when the economy is ata turning pdirit, when an economic expansion is about to turn
into a recession (or vice versa). At turning points, the various indicators that usually tell. us
which way the economic wind is blowing often point in different directions, so that both
optimists and pessimists can find data to support their positidh.

The last time things were this confused was early in 2001, when most economists failed to
realize that the United States was sliding into recession. If that sounds ominous, it should: the
bond market, which has a pretty good record of forecasting recessions, is pointing toward a
serious economic slowdown next year.

Before I explain what the bond market is telling us, let’s talk about why the economy may be at
a turning point.

Between mid-2003 and mid-2006, economic growth in the United States was fueled mainly by
a huge housing boom, which created jobs directly and made it easy for consumers to spend
freely by borrowing against their rising home equity.

That housing boom has now gone bust. But the optimists and pessimists disagree both about
how bad the bust will get and about how much damage the housing slump will do to the
economy as a whole.

http://select.nytimes.com/2006/12/01/opinion/O1krugman.html?n=Top%2{fOpinion%2fEdit... 12/5/2006
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The optimists include Alan Greenspan, whom some accuse of letting' the housing bubble get
out of hand in the first place. On Tuesday, he told investors at a conference that the worst of
the housing slump is over, saying that “it looks as though sales figures have stabilized.”

But the very next day the government released grim data on new home sales for October, and
revised its estimates for earlier months downward. Most, though not all, of the other economic
numbers that came out this week were also substantially weaker than expected.

[}

Pessimisis feel vindicated by the downbeat data. Nouriel Roubini of Roubini Global
Economics, who has been forecasting a housing-led recession for some time, now believes that
the economy has already stalled: he predicts zero growth for the current quarter. Economists at
Deutsche Bank say the same thing.

But that’s still a minority position; most forecasters are still telling us not to worry. So whom
should you listen to? And how can you avoid believing what you want to believe?

Maybe the best answer is to look at what the financial markets say. Not the stock market, which
is a notoriously bad indicator of the economy’s direction, but the bond market. (Paul
Samuelson, the Nobel Prize-winning M.I.T. economist, famously quipped that the stock market
had predicted nine of the last five recessions).. ', ., ' )] (v

ALV N R ; (
i =N

Since last summer, when the housing bust beczi[me unmistakable, interest rates on long-term
bonds have fallen sharply. They’re now yielding much less than short-term bonds. The fact that
investors are willing to buy those long-term bonds anyway tells us that these investors expect
interest rates to fall. And that will happen only if the economy weakens, forcing the Federal
Reserve to cut rates. So bond buyers are, in effect, betting on a future economic slowdown.

How serious a slump is the bond market predicting? Pretty serious. Right now, statistical
models based on the historical correlation between interest rates and recessions give roughly
even odds that we’re about to experience a formal recession. And since even a slowdown that
doesn’t formally qualify as a recession can lead to a sharp rise in unemployment, the odds are
very good — maybe 2 to 1 — that 2007 will be a very tough year.

Luckily, we’ve got good leadership for the coming economic storm: the White House is

occupied by a man who’s ideologically flexible, listens to a wide variety of views, and

understands that policy has to be based on careful analysis, not gut instincts. Oh, wait.
P

'\: ’ A
{ T Copyright 2006 The New York Times Company

http://select.nytimes.com/2006/12/01/opinion/01krugman.html?n=Top%2{fOpinion%2fEdit... 12/5/2006
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Web Activity 17  The Philips Curve-Does It Hold?

Ideally we would like to achieve low unemployment and low inflation at the same time.
Often that is not possible, because as unemployment drops, incomes rise and consumer
spending increases. Sellers see that demand is up and then raise prices, which leads to
inflation. Inflation can arise from the supply side also. As the demand for labor
increases with low unemployment, wages rise causing firms to raisesprices to cover the
increased costs of production.

The Philips curve illustrates the relationship between inflation and unemployment. For
the decades of the 1960’s, 1970’s, 1980’s and the 1990’s, plot the unempldyment rate and
inflation rates from data you will find at www.bls.gov Put the unemployment rate on the
vertical axis and the inflation rate on the horizontal axis. Is there always an opposite
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Unit 3 )

ACTIVITY 22

Full Employment in a

Capitalist Economy

A capitalist economy is capable of automatical-
ly achieving and sustaining a full-employment
level of output. Business-cycle fluctuations are
temporary abnormalities induced by external
factors such as wars, political changes, natural
disasters, or gold rushes. Left alone to adjust
after one of these events, the capitalist econo-
my will automatically return to the norm of
full employment. (€4

Fundamental to the belief that a capitalist
economy can maintain a full-employment level
of output is Say’s Law, the idea that “supply
creates its own demand.” If aggregate demand,
tied to the money supply and relatively stable,
is temporarily deficient, the economy has only
to produce output to maintain employment,
According to French economist Jean Baptiste
Say (1767-1832), the act of producing output
generates the exact amount of income neces-
sary to purchase the output, thus creating its
own demand.

In the event that some income is not spent
on consumption, the adjustment mechanism
of interest rates in the money markets of the
economy will equate the leakage of saving with
an injection of investment. This automatic
return of savings into the economy through
the vehicle of investment will be sufficient to
maintain the level of expenditures necessary to
purchase the output produced. If consumers
save more, interest rates will fall and businesses
will invest more. If saving declines, interest
rates will rise and business investment will
decline. Therefore, the mechanism of interest
rates will maintain an equilibrium between sav-
ing and investment, allowing the level of
expenditures to remain stable.

Another inherent mechanism in a capitalist
economy that helps to achieve and sustain a
full-employment level of output is downward
price and wage flexibility. If aggregate demand
were to fall, prices and wages would also fall.
As the price level declines, the purchasing
power of consumer dollars would rise; there-
fore, a lower wage coupled with increased pur-
chasing power of the dollar would combine to
maintain real incomes of the consumers.
Because wages (a cost of production) fall along
with prices, businesses would be able to main-
tain the same amount of output and employ-
ment as before and still receive the same level
of profit in real terms.

The above analysis is supported by a vertical
aggregate supply curve located at the full-
employment level of output. Changes in aggre-
gate demand, caused by external factors, shift
the aggregate demand curve up or down the
vertical aggregate supply curve. In each case,
full-employment output is sustained due to the
self-regulating mechanisms (interest rates and
wage-price flexibility) inherent in the economy.
Because the economy is capable of correcting
itself and maintaining a full-employment level
of output, there is no need for government
intervention in the economy. In fact, govern-
ment involvement may prevent the self-regu-
lating mechanisms from fulfilling their roles,
thus causing instability in the economy.

A \Y

Activity developed by Donna Kattner, Conroe High School, Conroe, TX, and James Ranney, Austin E. Lathrop High School, 97

Fairbanks, AK.
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ACTIVITY 22 continued

-

Questions for small group discussion:

i

Do business cycle fluctuations occur as a result of external or internal factors?
Explain.

Are periods of economic instability temporary, or can they be of long duration?

Identify and explain the main determinant of the level of output and employment
in the economy.

If people save their income instead of spending it, what will be the effect on the
level of output and employment? Will interest rates automatically equate the leak-
age of saving with an injection of investment spending by business firms? Explain
why or why not.

Are wages and prices downwardly flexible in the event of decreases in aggregate
demand? Explain why or why not.

Does a capitalist economy contain inherent self-adjusting mechanisms that assist it
in achieving and sustaining full-employment levels of output?

What should be the proper role of government in the capitalist economy? Explain why.
Describe the shape of the aggregate supply curve. [llustrate how the shape of the AS

curve explains, in the event of changing aggregate demand, the conclusion drawn
in question 6. i
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Unit 5 ' _// /
ACTIVITY 51 continued e
Economists disagree for the following reasons: S
- L/
1. Because they use different time periods. ™ .
2. Because they make different assumptions. \ ,
3. Because they have different theories about how the economy works. -
4. Because they have different values and ideas about which economic goals are most
i important.
Now analyze each professor’s comments in Part B, using the following format:
; \ [/
Name of professor: __]___ i ]
—t | [ | : ] )
}'fajor point:__ [~ T acf  Jocd. b AlP alfalidf. [© \ A
. ¥ b [ 4 \J f
7 i Ly 146 S
Time period: Cw nt < [e Lo, :
Assumptwns: De Y ok mprs - 2.4 oy :
/ | i [
( ( 2y 5 fal tp
Theoretical Support .
— - _.l.. _—
’I Vs ‘ p ] J [ l ) 2 J
\ \(‘I_ ,IJ_ L/‘k l\_7777‘\ rl ’,J; L//\v;”‘
'f 4] ° { N ~ ¥ [, ‘{w. —
i L - {3 e _}‘)[ (¥ LAy T'l\"-‘ ( "'L-—f ° .._" L Lt [//J{,)-
— v ; - 7 r -
Values: 7§ ks MmPO: T& 1] , UL L )
170 ld t (cr /
. [
V.8
Name of professor: al TVyio
- | I
Major point: _:'y CL 1< Y ’ft -
Time period: . S s :
Assumptions: LAy AL TR n 5 In( 24 (0 o b >
| | /

PP Fre i u - /Je.,if/'i- ,. ln felerC

Theoretical Support: el S S R
K / 4
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Unit 5 ol {

ACTIVITY 51 continued

/”})

Name of professor: o, | 07

Uy

| j J
Major point: __\ 'V~ d Ry ( <0 1]{' / ({ 1 .. A
” [
Time period:
Assumptions:
A
Theoretical Support: —
1Y 41 ) i > 2 B
Ll e i aYe s 0L
%)Li'l/‘ﬁ’i’)‘ij E W 1l /'_;C‘ 8
Values:
T;# P i f
Name of professor: Vg Ll
Major point:__/ /70 | e 4 — P Vo o Fac ;"
. ; Nl
W  Time period: 1//5]
Assumptions: 7/ Calivo : ( -jf.
< -
Theoretical Support: ﬂ [ 64 g/ ,;'.J . lon »
!\.;';' | ¢ ¥ { }l r":‘ i £
f! ] 7 .
] f 'l
Values:
| 1 {0 ’
— Yy, M
.
-
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THOMAS L. FRIEDMAN

Learning
To Keep

Learning

1 recently attended an Asia Society

‘gducatlon seminar in Beijing, during
which we heard Chinese educators

_ talk about ‘their “new national strat-
" egy.” It's to make China an “innova-
* tion country” — with enough indige-

nous output to advance China “into the
rank of innovation-oriented countries
by 2020,” as Shang Yong, China’s vice
minister. of science and technolngy,

. put it.

1 listened to this with mixed emo-
tions. Part of me said: "Gosh,
wouldn't it be nice to have a govern-
ment that was so focused on innova-
tion — instead of one that is basically
anti-science.” My other emotion was
skepticism. Oh, you know the line:
‘Great Britain dominated the 19th cen-
tury, America dominated the 20th and
now China is going to dominate the
21st. It's game over.

Sorry, but I am not ready to cede
the 21st century to China yet.

No question, China has been able to
command an impressive effort to end
illiteracy, greatly increasing its num-
ber of high school grads and new uni-
versities. But I still believe it is very
hard to produce a culture of innova-
tion in-a country that censors Google
— which for me is a proxy for curtail-
ing.people’s-ability to imagine and try
anything they want. You can com-
mand K-12 education. But you can’t

In the economy
at hand, creativity
is at a premium.

command innovation. Rigor and com-
petence, without freedom, will take
China only so far. China will have to
find a way to loosen up, without losing
control, if it wants to be a truly innova-
tive nation.

changing a lot, more, neither can we.
Ask yourself this: If the Iraq war had
not dominated our politics, what
would our last election have been
about? It would have been about this
question: Why should any employer
anywhere in the world pay Americans
to do highly skilled work — if other
people, just as well educated, are
available in less developed countries
for half our wages?

If we can’t answer this question, in
an age when more and more routine

, WUrK can ve aigliizea, automareda or
offshored, including white-collar
work, “it is hard to see how, over tirmie,
we are going to be able to maintain
our standard of living,” says Marc
Tucker, who heads the National Cen-
ter on Education and the Economy.

There is only one right answer to
that question: In a globally integrated
economy, our workers will get paid a
premium only if they or their firms of-
fer a uniquely innovative product or
service, which demands a skilled and
creative labor force to conceive, de-
sign, marlqptwand manufacture —-and

iwwi @ulabor force that is constantly able to
keep learning. We can’t.go on lagging
other major economies in every
math/science/reading test and every
ranking of Internet penetration“and
think that we’re going to field a work
~ force able to command premium
. wages. Freedom, without rigor and
competence, will' take us only sofar.

“Tomorrow, Mr. Tucker’s orgamza-
tion is coming out with a report titled

~“Tough Choices or Tough. Times,”
which proposes- a radical overhaul of
the U.S. education system, with one
goal in mind: producing more work-
ers — from the U.P.S. driver to:the
software engineer — who can think
creatively. ;

,“One thing we know about creativ-
1ty is that it typically occurs when peo-
ple who have mastered two or more
quite different fields use the frame-
work in one to think afresh about the
other,” said Mr. Tucker. Thus, his re-
port focuses on “how to make that
kind of thinking integral to every level
of education.”

That means, he adds, revamping an
education system designed in the
1900s for people to do “routine work,”
and refocusing it on producing people
who can imagine things that have nev-
er been available before, who can cre-
ate ingenious marketing and sales
campaigns, write books, build furni-
ture, make movies and design soft-
ware “that will capture people’s imag-
inations and become indispensable for -
millions.”

That can’t be done without higher
levels of reading, writing, speaking,
math, science, literature and the arts.
We have no choice, argues Mr. Tuck-
er, because we have entered an era in
which “comfort with ideas and’ab-
stractions is the passport to a good
job, in which creativity and innovation
are the key to the good life” and in
which the constant ability to learn
how to learn will be the only security
you have.

Economics is not like war. It can be
win-win. We, China, India and Europe
can all flourish. But the ones who
flourish most will be those who'de-
velop the best broad-based education
system, to have the most people doing
and designing the most things we
can't even imagine today. China still
has to make some very big changes to-
get there —but so do we. <
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ACTIVITY 46 continued -

Part C. Analyzing the Reasons for Economic Growth

Economic growth can be illustrated by a rightward move of the long-run aggregate supply curve
or a shift outward of the production possibilities curve. Illustrate the effect of each of the follow-
ing situations using AD and AS graphs. Remember that the policy may also affect short-run AS
and AD. Then circle the appropriate symbols (1 for increase, ¥ for decrease, and — for
unchanged) to show the effects of the change on the price levelnand real GDP. Finally, explain
why the pollcy 1ncreased or decreased economic growth.

1. Because of lmproved education, the Effect of Improved Education

work force becomes more productive. LRAS SRAS( [/

Price level % (&~ — |
Real GDP (/¥ — &
[ o ¥ = et
Why? G: '/l J(";n{/ 7‘/ !-/I,'[ ;_ / E d
Real national output (GDP)
2. The Federal Reserve uses a tight-money . Effect of a Tight-Money Policy
policy to mcrease mterest rates. LRAS SRAS
Price level % wb )— ‘ : ’ \(
' —_ |
Real GDP * -l«‘, - g \ 1‘ .//f
Why? ‘ . § Nl
A ) ] . = XN\ N
/ ‘ = /- .-f | f : /) ‘AD

L)

Real national output (GDP)

3. Briefly explain how the following policies will affect economic growth and why.

a. Higher taxes on busmesses ,
Lomt £ et -~ cdpid] =) g7
b. Fewer government regulations :
rﬂ(\)/f {'j }( ¢ 20 ( &V i / { / I(

¢. Improvements in technology
7 2 i - M +
[ /(LN L4 i \
. d. Lower interest rates 4
7 B . R
e i‘ﬂbﬁ 55‘\’?\'17-5 b) ﬁ/,//DH’ LA/&‘% wae™ w W/L’ }V"-"t /C/dﬂw/ /f,.,.‘:_-
{ ,/ VY ‘f\-’ T '1’ v :
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Part B. Measuring Economic Growth —

1. Suppose the real GDP and the population of an economy in seven different years
were those shown in the table Calculatinng Per Capita Real GDP.

Calculating Per Capita Real GDP 1
Population, Real GDP, Per capita
Year in millions in billions rea.l,,QRP
I 5 TS 9 $3oo
2 60 : $24 Yago / {
3 90 $45 FId v
4 120 $66 o
5 150 $90 -  p07
6 180 $99 =50
B 210 $105 o]

a. How large would the real per capita GDP of the economy be in each
of the other six years? Enter your figures in the table.

b.—What was the amount of growth in-real GDP between year 1 and U

yearz?._l_t_b!'/!f,m LDy ;
G What was the rate of .growth in real GDP between y_ear_3 and year 4? / / / o Vv
e [9d fp- vt
2. Given the hypothetlcal data in the table Calculating Average Rates of Growth, calcu-
late the average annual rates of growth in real GDP and real per capita GDP over

the period given. Be sure to adjust the rate of growth for the number of years in the
penod so you get average annual rates.

'
Calculating Average Rates of Growth .

Real GDP, Annual growth, Real GDP  Annual growth,
Year in billions in percent | per capita ‘in percent

1970 $2,416 S o $11,785 - -

- - //
— 7 Ah .5/ ) 7/
1975 $2,695 41/ /O/’ 512593; o IN2F77 n/ oie
WS —"—F“-
1980 . $3,187 517 3 QL7  $13,978 7, 7

1985~ $3,618 ./ —",f‘ﬁ” $15,139 |
1988 $3,995 5/ 0__S/l9Yn - - $16,2407 _
i & r ~ (“\ \ < )
1991 $4,545 1dp_Z1s gs/2 .s17,110| , 2 Y
mnn&'n.-' (
Old
y

194 : o
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What effects do large Federal government deficits have on the economy? To better
understand the possible consequences, consider a mythical land where the king is
spending more than he collects in taxes. The story has four endings, each represent-
ing outcomes predicted by a different economic principle.

Count off in your group 1, 2, 3, 4. Everyone will read the story’s beginning. Then
read the ending corresponding to your number and decide which economic principle
is represented here. Then check with your teammates to see if they agree.

Beginning

Once a upon a time, in the Land Faraway, King Big Debt was spending
big bucks on a new castle and moat. He needed more money fast. So he
hot-footed it down to the town square, stood on his favorite soapbox,
and announced he was selling Government Bonds, or G-Bills.

“Why should we buy the bonds from you?” the crowd yelled. King Big
Debt pledged, “I'll pay good interest! 8%, 9%...okay I'll pay you 10% and
the bonds are as secure as your currency.”

People lined up to buy G-Bills. They were a better deal than the Far-
away Bank or the Up and Down Stockmarket. King Big Debt continued
to borrow & borrow until...

|

Endings ) Ceedt ( by /

Activity #51

Rigky
Deficite?

After reading the four possible 3 Keynesian | | Crowding out

endings on the following page, place
the proper number in the corre-
sponding box:

/| External debt ~7| Monetizing the debt

continued
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Ending # 1

One day the Private Crown Corpora-
tion decided to borrow to build a new fac-
tory. But the King had borrowed so much,
there was little money left. The Private
Crown Corporation and other businesses
that wanted to expand found themselves
bidding against one another for the small
of amount of savings available for loans.

“I'll pay 10%,” shouted one. “I'll pay
12%,” shouted another. Interest rates sky-
rocketed. Private Crown Corporation can-
celled its plan for a new factory. Others did
the same. It wasn't long before the Faraway
economy stagnated.

Ending # 2

The King had a bright idea. He would
print up some money! He was informed that
most money was no longer currency but in
bank checking deposits. So, he ordered the
Royal Central Bank to buy all the G-Bills and
credit his account so that he could pay his
bills.

With all the money earned in govern-
ment projects, the town went on a buying
spree. Shops were bustling and shopkeepers
couldn’t keep up with orders. It wasn't long
before prices in Faraway went up, up, up.
Coach prices soared and castles were soon
out of reach of young Farawayians. Inflation
had come to Faraway.

Ending # 3

Prior to the King’s building program,
the economy had languished in recession.
Unemployment had been above 7% and
businesses were discouraged from invest-
ing in new plant and equipment because
of the poor business outlook.

After the King’'s program, employ-
ment picked up not only in castle and moat
building, but also across the economy be-
cause businesses were more optimistic

Ending #4

Banks and wealthy individuals in
Nearby, a land north of Faraway, heard of
high interest rates and wanted to invest in
G-Bills too. So, they hot-footed it down to
their investment brokers and bought a high
percentage of the G-bills. As a result, there
were savings in Faraway available for lend-
ing to Faraway corporations, so interest rates
fell back to 8%.

Years later, Nearby investors started to

sell the G-bills and used the proceeds to buy
things in Faraway. Soon, Faraway citizens
found that their most desirable goods and

about the future and started to expand their
capadity. The Faraway economy boomed.

saldlE END services were being exported to Nearby, and
that Faraway real estate and businesses were
‘'owned by foreigners.
Economics -
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AP. Economics | Dr. Reilly -
™ re-Test: Chapters 17-19 (E, 350-401)

D|rectaons You have 50 mlnutes to answer all of the following questions. It is suggested
: =

l_e_wuaﬂy_ae_t!!e_e__tbe_ﬂezﬂmw_que_slms Im answering the questions, you should
emphasize the line of reasoning thiat generated y'our results; it is not enough to list results of
your analysis. Include correctly labeled diagramss, if useful or required, in equaipmg your
answers. A correctly labeled diagram must have all axes and curves clearly" labeled and
must show directional changes. (‘w

W
1. (50 points) The economy in a\{t\flull employment. An increase in government spending
causes the government deficit to increase.

(a) Draw an AS-Ad graph showing the economy at full employment. Show on the
graph and explain completely the impact of the increase in governm ent spending on

each of the following. -
(i) Price Level o P
) (i) Nominal Output '
(?.W (iif) Real Output oy o e
(b) Explain how the increase |n the def|C|t w:li affect each of the foHowmg in the short
and long runs: o \
() nominal interest rates : | y , | /0.
no o — (i) real interest rates ( botih €. Ny ceoding <1 704 [
- : - e i ) /
PN (©) Defme each of the following [ ) X
(i) government deficit- | . R

(i) national debt- -
(d) Do each of the following: ’
(i) Identify one tax policy the government could use to promote Iong run,
economic growthinthis economy -1.x / :
(i) Explain how this tax policy will promote Iong run growth e
(iif) Draw an appropriate graph that will show how this tax pol:cy wull affect the
growth of the econnomy. )
a4
2. (25 points) Using monetary and fiscal policies, outline ang expansmnary policy that
would encourage long-run growth.

/

[l 2 7 B . o | P
C WU, I gl ld o/ AN /

7

_~continued on next page



3. (25 points) Assume an economy isin a recession.

—_—

(a) \dentify one monetary policy action and one fiscal policy — #¢) <, g‘?’ PO e
action that could be used to help the economy out of the e pr
recession. Explain the effect of each policy on the price level [~ covr 2 [ g !
and the equilibrium level of output. — i
(b) Given your answer in part (a) onthe price level effect, ‘
- explain the effect the policy actions you identified in part (&) - /f\ : |
‘would have on the economy’s imports and its exports. A VEr - adn
4 T 7//4’,\.4[- t
(c) Given your answer in part (a) on the output effect, explain | T
the effect the policy actions you identified inpart (a) would
- ~have on the economy’s imports and its exports.
(d) Given your answers above, explain what effect the policy
actions would have on the international value of the dollar.
| [\ Al o s SR d
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Economics
Reading Questions for The Choice, 1-112

DIRECTIONS: If you can answer these questions, then you have understood the book and will
probably do well on the quiz and the next test on this material. The number after the question is the
page on which you will find this information.

1. What was David’s Ricardo’s contribution to economic theory? (viii & 1) | o
2 Deﬁne protecnomsm (2}) £

i { 5

P 1 ‘
3. What is thé roundabout way to produce somethmg" (10)

4. What is the role of currency in foreign trade? (10)

5. Explain the theory of comparative advantage (1 1)
’" \." ’ f i
6. Explain the mt of the analogy of trade w1th the Olymplcs (13 14, 16)
I (T Lo Wi

7. What is the point of the story of the J apanese purchase of the Algonqum Hotel in New York and

the money tree? (21-22) N Wl N
() ‘# AW )J 1[-’1’[“.":"{: Ij,}‘— L7 — t C ‘\ {
8. What is the secret of Japanese success” (23 & 24)
g . ‘
. 9. What is thi pomt of the historic companson between the 1 S J apan  West Germany and East
Gelmany and the Soviet Union? (25) '
otleees i |
10. What i TS the o&p/portumty corst of growmg corn'? (26)

i

l,ln. E_,‘ [ ¥ (4

11. What percentage of the Amencan people worked in 1900? In 1995’7
What h ppened to the missing 30 %'? What changed? (26-27)

T hed—  loHae  ph
( ,FHH l\( F\v,,- 6 RV Z “ { ‘ / .‘4! +Q “ ' I i
12. What would happen if all diseases disappeared and American hved in perfect health to 120

years? Would the be good or bad for the economy‘? Why‘? (27-28)

/':

(&8 — QocT Vs / ;
13. Who expenenced the blggest effect of the closmg of an Arnencan mdustry a structural change

in a market? (29)

W.«‘—“'.""’5‘ 1t [ B VECY

14. What does economic change such as the loss of an mdustry mean for chﬂdren s dreams? (31)
rL.~L 1o 1 N/ an 4L : 5,
15. What was Ed’s expenence with computers" (33) SO e

1

16. What does Motorola, whlch used to make telev151ons make today? (35)
~ ) | a 71- l .J o z
17. What happened t6 Motorola S workers when 1t stopped makmg TVs? (35)
) {(ll,"ﬁ!i. !“‘ﬂ
18. What changes occufred in women’s employment since 1960? (35)

’,j ~ /4"?“0 - = Y f//f “‘“E

19. What is retailing? (36)

;t ﬁ 18 \

lr"'.
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21. How did the innovations at Wal- mart lead to{lower pnces‘? (37

?\(3{,\

20. How do Fonsumers benefit from computerlzed control of information? (36)

22. Name two mnovatlve md(lstnes descnbed in The Chon:e‘? (37-8)
r ‘ D f a U e {
23. What has happened to manuf'actlmng since 1960 (38) :
J }U\ v f ' 4 s Uhs
24. Why is it inaccurate to thmk that countries steal _]obs form one another?-ﬁaﬂ},
Fobe o4l Al b pine i

23. Why is it inaccurate to say, “It’s ‘better to make computer ChlpS than potato ch1ps’"? (40)

&

[’”: ( / &/
26. Define tanff and quota. (43) —

} < lf] . a Lo 41

£)

27. Why doe% a tanff raise the pnce ol‘ a domesttcally manufactured product? (43-5)

28, Are the nety\;rage and _]ob changes created b a tanff good for America? (45) O B o /
29. W{;/y is t}he harrn(donle/toconsumers b; a tanff greater than‘t(hfevgaln( 1n jobs and wages to L
X nrranuf(a(;tur/]ers ot[tlle product protected by the tanff‘7 (46)
30. Why arg Amer;cans always worse off after a tanff is passed'? (47)

f

P g}ﬂf" <19 CEr il ¥ VATl Jo bUY * \,/cx/
31. What is the impact of tanffs on the future‘? (48-49) ny o
A / l"o' (#( 5 / l (1Y o [L Ve 1npuetr e /(/ 1 -if 1 0K
32. What is the 1mpact of a tariff on currency and international trade? (49) ' y
: :‘| / ( ‘,’. ‘! L»\ MK L e _._L_
/\(33. How a;q unpons and exports mextncably tted together‘? (50) MR ‘
] " (‘(/',(r { /4 ”. ' - ,.1) 7 _'; ” Y N { .'\ '_ | -1 ' = o

34. Why are the domesttc goods produoed under the protectton of a tanff more expenswe than
those produced under free trade? (5 l)
m 0 ( ¢m FL T gy
35. Why is the damage done by a tanff mv1S1ble‘? (51-2) |
peoplt ol e, 7 2Ny * 06n v 00Oy 4 7201
36. What American mdustnes beneﬁt ‘when a consumer buys a product that is produced in a forergn
country? (52) ’}, :’:;’f)\().’ g rJ

37. Why can’t the expansion of American product]on make up for the lost foreign imports caused
by a quota? (54) {,’) ol 0

A { (A ( Enl~r Yy A
_ Ay

38. What is the dlfference between a tariff and a quota" (55) .

’lC‘ ;\.C_r_ g ”. fl 4 LAV
39. What is a voluntary- quota" (56—7) v
CXpo-ts  Adce 0 (1Y
40. State two advantages of a voluntary quota‘? (57)
Costr = ne o . 1o b lawt
41. How much d1d voluntary quotas cost Americari consdmers in 1984, individually and
collectively?

D QY bllion

R



. Why did a Ford Fairlane car built under tariff protection differ for a Honda Accord or a Ford

Taurus built u.nder free trade? (60) . ol A Y o Yl
({ ;J\ l| ~ {‘ £ - /{&‘_L '/‘l"l‘ \l‘ | |' 4 2 AR b N B

; How is tourism an export" (62) '

- +

. How is an Amen'can university education an export? (62?
B

- ): Pl
. Define each of the following cases for protecuon from free trade and explam the flaw in the
argument: national security (65) - ; ¢
infant industry (65) ‘ : - g "““-‘.t“*"*
[\ ( { 'Y
: What is the problem of retaliation if we place tanffs on nnports" (69) .4) o e Toerg
| ( I ) T d @
. What was the story of HDTV? (73) Al . o

. What is the point of the story about HDTV? (73)
. Why should trade flows between countries be unequal? (76)

A Name the blggest deterrent to Amencan sellmg cars in Japan? (76)

. State’a p0331b1e motive of U.S. automakers for not retooling their factories to build cars

specifically for the Japanese ‘market? (77)
. ~

NE _ -
. To what extent were Japanese trade [practices in 1992 unfair? (77)

2

C L#- 741 /

. What is GATT? (81) N ‘ - /)
. What is NAFTA? (81)
. Which American workers were hurt by NAFTA? (82)

. Why do barriers to trade-exist? (84)

7 .; How mlach( truthls there tot the idea that free trade only works if everyone fol]ows it? (85) _

. Why 1i self-sufﬁmency the road to poverty" (88) e {( e L/ ‘3 | +o . -
. IN the unagmd:%r;orld.of Amerlca w1thout free trade did the movie “Aladdin” not get made? 1
@ Doy ne ‘ port ~Ho rulte g8l to cour oot

. How does bakmg your own bread ﬂ]}suate the losses nnposed by restnctmg trade? (93)

i (; | ! ( (_ \ 9 Fr)

. Why does Dave sayI that consumers should buy the car from Wthll you get the most pleasure,
regardlfrss of where it is rnade‘?} (95) a

(oY \ Thop - : Y

. To what doés free trade lead? (98) ik W ey | Rl

L/nojfl‘( {/~-|3‘ 1
. What is the real choice that Amenca[and the world] 'faces? (99)

Statce 3 dyname \wetd

v ¢



64. What do economists understand that life is about? (104)
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" James Stewart (center) is comforted by Bill Edmunds in “It's a Wondprful Life.”

(She O B¢

The bh-year-old “It’'s a Wonderful Llfe”
has held up pretty well. Not because of
its sunny ending. Because of its sha dows

By Dan DeLuca
INQUIRER STAFF WRITER
g hat’s so wonderful about
# It's a Wonderful Life?
Frank Capra’s 1946 mo-
rality tale starring
5 James Stewart as a
nnble small town businessman —
which will screen at the Prince Music
Theater Tuesday through Thursday —
holds a hallowed place among fcel-
good holiday classics.

‘But beneath the surface sentimen-
tality, all is not so warm and fuzzy in
Bedford Falls, U.S.A..

Ultimately, of course, the movie
masterfully delivers a Santa’s sled full
of uplift, arguing that every individual
life is important, and that life with
Donna Reed may not be so bad after
all. Or, as guardian angel Clarence

-Oddbody writes to Stewart’s George
Bailey in a copy of The Adventures of
Tom Sawyer: Remember, no man is a
failure who has friends.

To bring the platitudes home with
such poignance, however, Capra cre-

ates an American gothic small town,
riven by class warfare, where the so-
cial fabric is so fragile that the remov-
al of one stouthearted man can tear it
to pieces.

The movie, which was shaped by
the need to present a unified home-
front during World War II, has largely
held up well over its 55 years, despite
its share of dated stereotypes, and
has taken on new shades of meaning
in these anxious times. If you can't
catch it on the big screen, tune-in to

- NBC at 8 p.m. Dec. 24.

Save for the Bailey family Building
& Loan, Bedford Falls is ruled by Lion-
el Barrymore’s nefarious Mr. Potter, a
tycoon “sick in his mind and sick in
his soul,” in George’s words, an old
man in a wheelchair who refers to his
Italian working-class renters as “gar-
lic eaters.”-

Nasty things happen in Bedford

Falls. Young George gets a beat-down

from Mr. Gower, the druggist, who
thinks the boy has failed to_make a
See WONDERFUL on [E5

; ~ . BARRY WETCHER
Nicolas Cage and Téa Leoni in “The Family Man" (2000),a
lightweight, sort-of remake of "Wonderful Life."
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Darkness makes ‘Wonderful Life’ shine

WONDERFUL from E1
delivery, though he has in fact
saved another child from death
by accidental poisoning.

The townspeople’s baser in-
stincts imperil the Bailey family
when there’s a run on the Build-
ing & Loan. The panic nearly
plays into the hands of the
greedy Potter. .

George’s uncle’s misplace-
ment of $8,000 leads a fear-
crazed George to envision
“bankruptcy and scandal and
prison,” and to the brink of sui-
cide. He’s an antihero ahead of
his time, a family man whose
grand dreams have been thwart-
ed. “You call this a happy fami-
ly?” he asks his wife. “Why do
we have to have all these kids?”

It's a Wonderful Life, which
was nominated for five Acade-
my Awards but won none, of-
fers a view of every individual's
crucial role in the world at large
— even those such as air-raid
warden George, classified 4-F
on account of deafness in his
left ear. If everyone doesn’t
play his appointed role, the en-
tire society is put-in danger.

The common convention of
showing a character a glimpse
of an alternate universe is also
put to use in The Family Man,
last year's Wonderfiil remake of
sorts starring Nicolas Cage.

Just out on video and DVD,
it’s a flawed movie without Won-
derful’s heft, -and with a dopey
ending to boot. But when Cage’s

guardian, played with malicious

glee by Don Cheadle, sends the.

capitalist off to live in a New
Jersey suburb, it yields some
wickedly ‘delicious results.
Chief among- them: the horror
on Cage’s face when his Armani
wardrobe is replaced by bowl-
ing shirts, and he’s driving a
minivan instead of a Ferrari.
In Wonderful, when George
gets his wish to have never
been born, Bedford Falls is
transformed into a sinful Sod-
om now known as Potterville.
Mr. Martini’s restaurant is now
Nick’s, which serves “hard li-
quor for men who want to get
drunk fast.” Clarence and
George are called “pixies” and
tossed out. The town square is

now full of strip joints, pool
halls and pernicious establish-
ments that might be fun to hang
out in on a Saturday. night.
George's absence is felt every-
where. His brother, Harry,
drowned at age 9 because
George wasn’t there to save
him. And all those hundreds of

people on a- Navy transport .

whom fighter pilot Harry Bailey
saved? They're dead, too.
Worse, his domestic-goddess
spouse is now a glasses-wear-
ing librarian, a mousy old maid.

Guilt-ridden George, natural-
ly, wants to get out of Potter-
ville fast, and get back to sud-
denly idyllic Bedford Falls. And
boy,_are we relieved when he
does, and_teary-eyed when in
the end, Capra delivers the

: - warmly emotional “Auld Lang

Syne” finale, But all that sweet-
ness and light: wouldn’t be
earned — and we wouldn’t still
recognize George Bailey as a
thoroughly modern, conflicted
hero — if, beneath the surface,;
It’s a Wonderful Life didn't bea’l}l
with a dark heart. -

=
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! Dan Deluca’s e-mail address is

ddeluca@phillynews.com.
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Kick back,
chill out:. -'
It could save

the-planet

1l work and no play doesn’t
A just make Jack a dull boy. It

also may make Jack a hotter '
boy — and harm the planet, to boot.

. Two researchers — presumably
Keeping their hours to a minimum
— looked at how long Americans
work compared ‘with people in other
nations. Then they figured in pro-
ductivity in terms of gross domestic
product per working hour.

" Not counting vacations, Ameri-
cans worked 1,817 hours (34.9 a
week), topped only by Greeks and
Turks. Norwegians put in the fewest
hours (1,336, or 25.7 per week). |

* Next, researcher David Rosnick ?
and economist Mark Weisbrot, both
at the Center for Economic and |
Policy Research in Washington,
factored in energy consumption.
They found that the more hours a
country’s citizens work, the more
energy it uses.

_:Their point isn’t that work con-
sumes more energy than leisure. It’s
that more work!leads to more pay
(for some, anyway).

~Which leads tp shopping.

~And the more; stuff we buy, the
more energy it takes to manufac-
ture, transport and use it. Think
TVs, DVDs, SUVs ... -

"“Your environtental footprint is
proportional very directly to your
consumption,” says Weisbrot.

~The researchers determined that
if workers in the 15 nations of “old
Europe” shouldered U.S. hours, as
some economists urge, they would
use 18 to 41 percent more energy.
That would make it impossible for
the continent to reach its carbon
emission reduction goals, and warm
the planet slightly.

onversely, if Americans, who
historically have gotten more pay
instead of more:time off, ratcheted
back to European levels — opting,
perhaps, for siestas and la bonne
vie — U.S. energy consumption
would decrease by 14 to 26 percent.
As Weisbrot jekingly put it: “Work-
ers of the world, relax.”
— Sandy Bauers
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Economics . ‘ Last Name: !J ' 1 il . .
Quiz The Choice, 1-96, v.2 ' - Date: ' J ' .

I '

DIRECTIONS: Answer the following questions '

i ‘ { e /7] '-,, .' !
/ - Ar o VS O .L’t "
Tt g pel sogead A4 | ]
~Ydi Xplain the theory of comparative advantage. & b A o
o Tp | o ry . ,p I 0 , v (.g ; a1 A @7 ‘r"‘ﬂ-—"‘ ; 0 Q{locqic
[ : 0 ‘{ i ;.:t:‘: : - ".[ rju ( I J/f e 5 rie j / T T' 1 ill g 1 \
F (’L'-i'l"\‘_,."a.‘:"-‘n‘ \ }i a GG ' {iak o ~ 7 : iy - -)
GI {J“ tuv Ly .= *J“ju_‘ Lw ‘ . oL I . L 4 Z
Drod® whot  ate | 11 4o e, i (g /% IvV 7
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Unit 6

ACTIVITY 59 continued (5 ¢!

Quotas

As in Exhibit 2, modify the “free trade” situation in Exhibit 3 to reflect the enactment of a
quota limiting imports to only five units. Indicate the effect on price, domestic production, and
imports. This quota means that no more than five units can be imported into the United States

during this time period.

Subsidies
Modify the “free trade” situation in Exhibit 4 to reflect the enactment of a subsidy to domestic

producers. Indicate the effect on price, domestic production, and imports.
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i ACTIVITY 60

Imbalance of Payments

Imagine yourself eating lunch at a posh
Washington, DC, restaurant. Seated at the next
table are Ms. Deficit, a U.S. trade negotiator,
and her German counterpart, Sir Plus. Let’s lis-
ten in on their conversation as they discuss the
trade problems of their respective countries.

Ms. Deficit: This imbalance in our trade can-
not continue. The deficit in our balance
of payments has put many of our
exporters out of business and is pushing
us into a recession.

Sir Plus: My country agrees that the situa-
tion cannot continue. The surplus in
our balance of payments is raising the
price of our imported goods, and our
exports are so high that we are left with
fewer products at home.

Ms. Deficit: So we agree that something
needs to be done, but what? Some of
our businesses are calling for tariffs, and
others want us to devalue our currency,
but neither of those are acceptable poli-
cies to our government.

Sir Plus: Likewise, we could raise the value
of our currency, but this action will
surely cost the president his job.

Fortunately, the waiter arrives sparing us the
rest of their conversation. While the food is
being prepared, let’s investigate some of the
concepts the two diplomats were discussing.

Just what is a balance of payments? Quite
simply, it is an accounting of all the payment
flows going out of and entering a country,
whether from individuals, businesses, or the
government. The U.S. Department of

Commerce records international transactions to
help policymakers make intelligent decisions
concerning world trade and finance.

These transactions are divided initially into
two categories: those earning foreign currency
(principally exports), called credits, and those
using foreign currency (principally imports),
called debits.

Determining whether a transaction earns or
uses foreign currency is a simple way of keep-
ing track of whether it is a credit or debit.
Consider the export of an automobile from the
United States to Canada. The Canadian buyer
will supply the market with Canadian dollars
in order to acquire the U.S. dollars needed to
pay the U.S. supplier. Likewise, a Mexican
tourist in the United States will supply pesos to
the market in exchange for dollars. Both trans-
actions are recorded as credit items in the bal-
ance of payments.

A U.S. tourist who plans to visit Mexico
must supply U.S. dollars to the market in
exchange for pesos. A U.S. film buyer who
wishes to acquire film rights to German movies
must supply U.S. dollars to the market in
exchange for marks. Both transactions are
recorded as debit items in the balance of pay-
ments.

Activity developed by Donald Wentworth, Pacific Lutheran University, Tacoma, WA.
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Part of the activity adapted from William B. Walstad and Robert C. Bingham, Study Guide to Accompany McConnell and Brue

Econormics, Twelfth edition (New York: McGraw-Hill, 1993).
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b ACTIVITY 60 continued

Now it is your turn to record some international transactions. Record each of the transactions
on the chart, Balance of Payments—United States and Germany, to show the respective balance-of-
payments accounts of the United States and Germany. The first transaction has been done for you.

Balance of Payments—

United States and Germany M (f' [

7

U.Ss. Gerrnany

Debit Credit Debit Credit

1. United States sells $1 million of steel to £1 i $1 m
German builder,

2. Bank of America pays $5 million in [ F
interest to German depositors. H 9 g

3. U.S. citizens spend $3 million on : :[ 9 - - 14
Mercedes automobiles built in Germany. ./

4. A U.S. firm receives a $2 million dividend
on its investments in Germany.

5. German tourists spend $3 million in the B
P United States, while U.S. tourists spend /o 4 0
$5 million in Germany. ' '

=
4

6. A German firm pays $1 million to a U.S.
shipping line for transporting a load of cars. L

7. U.S. exchange students spend $8 million e ; -
for tuition at the university in Bonn, Germany. | & O

,_
3
\

8. The German government buys a

$10 million missile from the U.S. Army to ' f 4
shore up its defenses

TOTAL £7/ |, 'X / i
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ACTIVITY 60 continued

The transactions in the examples in the
chart are all recorded in what is known as the
current account and are what most of us think of
as exports and imports. Notice that the United
States has exported less than it has imported
and is left with a deficit in the current account
(debits exceed credits). Germany has exactly
the opposite problem.

Is this deficit a bad thing for the United
States, or is Germany'’s surplus a bad thing for
them? Here we must investigate a bit further. Ah,
an international banker has arrived to join the
trade negotiators. Let’s hear what she has to say.

Ms. Money: You two are both missing half
the story! If the United States is import-
ing more than it is exporting, how is it
paying for the imports? By definition,
what is acquired in imports must be
either paid for or owed. What you have
been ignoring is the flow of capital—the
so-called capital accounts.

Ms. Deficit: What has that got to do with
this terrible deficit in our accounts?

Sir Plus: Or our surplus?

Ms. Money: Let’s consider your country’s sit-
uation, Sir Plus. Your country is earning
far more foreign exchange (especially
U.S. dollars) on its exports than it is
using for its imports. What is happen-
ing to all those funds? Or your country,
Ms. Deficit. How is it paying for all
those imported Mercedes?

Sir Plus: 1 see what you mean. Many of our
banks have reinvested those dollars back
in the U.S. banks and are earning inter-
est on them. Other companies are
investing in buildings and other pro-
jects overseas as well.

Ms. Deficit: And 1 believe we are also obtain-
ing funds from your citizens who are

buying U.S. government bonds, helping

to finance our government’s budget
deficit, and helping to keep our taxes
down.

Ms. Money: Correct. So now you understand
that a current account deficit or surplus

is simply a measure of goods and ser-
vices being exchanged, but it does not
tell us much about the total amount of
currency changing hands. You both
were talking about an “imbalance” of
trade as if your exchanges were like a
teeter-totter with a football player on
one end and a ballerina on the other—a
game that would end very quickly
because of dissatisfaction from both
sides. I think now you understand that
every exchange is beneficial to both
sides, and that the perceived imbalance
in your trade is really balanced by other,
perhaps less visible, activities. If trade
was truly imbalanced, like the teeter-
totter, it would stop very quickly.

Thank goodness that discussion is cleared
up. Let’s look closer at the capital account.

Suppose the United States borrows funds
from Germany to finance our imports. Is this
borrowing a credit or debit item? To answer
this question, it is easiest to think of the United
States as an exporter of an 10U, and like other
exports, this would be recorded as a credit. As
before, this borrowing of funds would gain for-
eign currency for the United States, which was
our definition of a credit. Likewise, if a U.S.
bank lends money to a German investor to
build a new skyscraper building, this would
lead to a debit in our balance-of-payments capi-
tal account.

These two accounts, the current and capital
accounts, record the flows of currency into and
out of the United States almost completely. But
like any measures, they are not completely
accurate. The accounts include a place for a
“statistical discrepancy” to measure unrecorded
transactions, and another account to measure
movements of official intergovernmental settle-
ments (principally gold and what are known as
“special drawing rights,” a type of international
currency).
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¢ ACTIVITY 60 continued

@™ The table Current and Capital Accounts contains hypothetical international balance of payments
data for the United States. All figures are in billions. Compute the missing figures and answer the
questions that follow.

Current and Capital Accounts

Current account

(1) U.S. merchandise exports $+150
(2) U.S. merchandise imports -200 .
(3) Balance of trade ars i 5 o™
(4) U.S. exports of services +75
(5) U.S. imports of services -60 P B
(6) Balance on goods and services =)
_ \(7) Net investment income +12 5
. (8) Net transfers -7 - 7 _ 7~
MU &” / ' / (9) Balance on current account __t; & /
' | cepitalaccownt 1
| N ’3(10) Capital inflows to the U.S. +80 Hexpo 7
> \J, ] / (11) Capital outflows from the U.S. -55 | Bmeetoin
VU] (12) Balance on capital account NPA =
(13) Current and capital account balance puits 5
(14) Officiallreserves " __ ]
N ."E’[.? f L < oagre e @ %5 {:’) $_ 0

The United States had a payment (de?icit/surpius) of § 3 M

1. Does the U.S. current account have a deficit or surplus? How do you know?

| /7 ' d /c ‘

2. On balance, is the United States borrowing or lending money? How do you know? 7L ' (

- . ri i " ] A { L
¢ f) E:O‘; ( ‘rj(ﬂf [ ;_/" ) gl X/ - ’j

o) 2 i ol

3. Can this situation continue? (Hint: Think of who gains and who loses in any
voluntary exchange between two parties.) ey

v

SQL_-) O(‘ }' f Aol d W /10, 7 O ‘
I &g, -/
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EVALUATING A USED CAR

(NOTE: Exotic cars are more expensive to maintain and repair than common models.)

RESEACH BEFORE YOU SHOP: Go to Edmunds.com and explore under "Used Cars" and
"Discussion Groups." The more you know about a model in which you are interested, the better
a deal you can negotiate.

Step 1. At First Glance: (Do not shop for used cars on a rainy day; the rain will hide a
bad paint job and discourage you from doing what you need to do.)
Beware of newly painted cars—could be a cover-up of problems
Has it been parked outside? That is hard on the paint job.
Are there many dents or mismatched areas of paint or poorly fitting body
parts? If so, this car could have been in an accident.
Look in the glove compartment for signs of water damage—could have
been in a flood. If so, do not buy it!
Look inside for wear on seats, headliner, and pedals. Could mean future repair

bills.

Step 2. Look at the Tires and Underneath the Car:
Are tires and spare unevenly worn? Could be a problem with the
! suspension. At minimum, you will need to buy tires.
Look underneath for any drips. Where are they coming from?
What color, feel, and smell does the fluid have? (clear is water
probably from air conditioner or the windshield washer; oil means a
leak—a problem; green and sweet smelling is coolant—a problem; red is
transmission fluid—forget it! Transmissions cost $1 to $2k to fix.)
Look underneath for rust: rust on the body will only get worse (a new pain
job will cover it but won't fix it); rust on the frame--forget it.
Inside of the wheels for signs of leaking brake fluid—a problem to fix.
Stand up; bounce the car at a corner (stand on the bumper and jump off).
~ If it bounce more than twice the shocks will probably need replacing.
Look at the exhaust pipes and the muffler? Do you see holes or metal
flakes? If so you may need to repair or replace it soon. Lower your offer
by at least $200.

lof 5 EVALUATING A USED CAR



Step. 3 Check Under the Hood:
Look for mismatched bolts—it means that a part has been replaced. Not
necessarily bad.
Look at underside of the hood for signs of sprayed fluids. What is leaking?
Look for an oily and possibly dirty film—there is an oil leak somewhere.
Look at the belts and hoses for cracks and fraying—a minor problem but
will need replacing or they will cause a breakdown on the road.

Step. 4 Listening Test:

Sit in driver’s seat with car in park. Turn key the on—does it start right up?
If not, why not? If it needs a tune up, have the old owner do it and
call you back then.

Have a friend watch the tail pipe for smoke as you start the car and it warms
up. White smoke that quickly dissipates is normal—water vapor in
exhaust system. Blue smoke is the worst—burning oil, meaning there is a
bad oil leak. If so, forget this car.

With the hood open and the motor running do you hear clicking sounds?
Could be a valve problem or a bearing--neither is good!

Step. 5 Check Oil and Brake Fluids:
With engine warm, shut it off and let it sit for a few minutes for the fluids to
settle.
While you wait, check the break fluid reservoir—is it above the “MIN”
line? If not, DO NOT take for a test drive—it may be unsafe.
Now you are going to check the oil;

a. Pull the dipstick and wipe it off on a rag or a paper towel.

b. Before reinserting, study the markings on the dipstick to be sure
that you understand how to read it.

c. Reinsert it and read the level; if is low , assume that the car has not
been well maintained.

d. Dirty oil is not a useful indicator of any thing other than the
possible need of an oil change; frothy oil may
mean a leak somewhere; metal fragments in oil--walk away
now! This is a sign of major engine failure.

Step 6. Check All Lights to see if Ready for Safe Operation:
Test all lights, signals, and the horn to be sure that they work.
(This is again where you need a friend to help you.)

20f 5 EVALUATING A USED CAR
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Step 7. Controls and Displays
Return to the drivers seat and check the following before starting the engine:
Play in the steering wheel--it should move no more than about 2 inches
without hitting resistance.
Play in the clutch--if it goes too far before engaging, the clutch needs
to be adjusted if not replaced.
Play in the brake pedal--if it is squishy rather than firm and there is
plenty of brake fluid in the reservoir (Step 5 above), the
master cylinder may need replacing, a repair costing 100s of
dollars.
Fasten your seat belt.
As you start the engine, look at the instrument display to be sure that
waming lights blink on and then go off--you are trying to get an idea if all

the indicators work.
If there are gauges, verify that they are all operating in the safe range.

Step 8. Pre-Test Drive Tests:

Test everything—radio, tape, CD, AC, the heater (when the engine is warm), all
windows, the wipers, the window washers, the trunk (is it wet? This would
be caused by a leak somewhere—hard to find.), the spare (is it inflated and
usable?), are all the things there needed for changing a tire?

Turn off the radio and air conditioner once you know that they work—test the car
with the windows open and then closed so you can hear the sounds of the

car.
Set the emergency brake and put the car in gear. Does the emergency brake
restrain the car? If not it may need adjusting or the car may need the
brake pads replaced. (cost: 100s of dollars)
Release the emergency brake and let the car roll at idle speed--do not touch
the accelerator--then test the brakes. Do they stop the car
satisfactorily? If not, DO NOT DRIVE IT! Itis UNSAFE!

30f 5 EVALUATING A USED CAR
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Step 9. The Test Drive:
As you drive, as soon as it is safe test the brakes again at about 15 mph:

Do they pull to one side? If so, they need to be adjusted--not
necessarily a major problem, but it should be taken care of or the
price should be reduced.

Do they screech? The brake shoes are worn and need replacing.

This is moderately expensive but is a normal repair.
Do the brakes fade (stopping range varies)? Could mean the brake shoes
are worn and need repair.
Do they shudder? This suggests and uneven brake rotor, a costly repair.
Repeat these tests at 30 mph and 50 mph.

Step 10. Further Testing the Suspension:
Does the steering wheel shake as you make a turn? This indicates a suspension
problem, a more expensive repair.
Does the steering wheel vibrate as you accelerate to expressway speed? If so,
there could be an alignment problem, a less expensive repair.

Step 11. Testing the Transmission:
Does the car have a manual transmission? Clutches eventually do go bad and are
expensive to replace.
__Isit tough to shift--stick or feel stiff?
Does it slip out of gear especially right after shifting? Clutch problem.
Is there a grinding sound? That means clutch or transmission problems.
If it grinds just in one gear, it is most likely in the transmission.

Does the car have an automatic transmission?

Does it jerk as it moves from gear to gear?

Does it seem to remain in one gear too long?

Does it fail to accelerate as you rev the engine? (Watch the tachometer.)
Any of these could mean the need for adjustment or repair—both risky and
possibly expensive. Get an estimate for repair before buying.
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Step 12. Testing the Engine Compression:
As you drive on the open highway, find a moderate hill to climb.

Does the car climb the hill easily or does it require a lot of acceleration?
(Watch the tachometer.)

As you go down hill, remove your foot from the accelerator to see if the car slows
on its own? If not, carefully down shift and try again? If the answer is no4
either case, this could mean the need for repair of the rings, a major
expense. A mechanic could easily give you a more definite answer.

As you go down a hill with the windows down—and the transmission in neutral,

If safe to do so—listen to the sound of the car. Any squeaking not related
to whether you press the accelerator or not, is in the wheels. Squeaking
may mean a bearing in a wheel need to be replaced. After stopping, feel
the hub--if it is too hot to touch, that is another sign of a bad bearing.

Step 13. Testing the Differential:
After you stop, put the car in reverse, accelerate and stop several times. Did you
hear a clunking sound? That would be the differential—an expensive
repair.

ONCE YOU OWN THE CAR--You may want to visit http://www.jonko.com/--for car repair
tips.

POWER LIBRARY TIP

EBSCO Publishing - Auto Repair Reference Center - THE 2004
INFORMATION WILL BE ADDED INTO THE DATABASE AT THE
BEGINNING OF 2005. Supplied by Point 5 Technologies with complete
automotive repair information supplied by Nichols Publishing,
publisher of Chilton© information. Most major manufacturers of
domestic and imported vehicles are listed. Repair information is
available for most manufacturers as far back as 1954.

GOOD LUCK! Buying a used car is always a risk but should be cheaper than buying a
new one.

Sof 5 EVALUATING A USED CAR



Michal! Plasmg I-

951 CA 0
/ f /dd/ &Lﬁf/‘,o/?j j///

Sk o

Men a0 coc b ianls fo pr, (or Jgmvs cors. fo.

Serd dollars o Ew/a Towm iz Joes e« éﬂn/\

L~ er@ ﬂ;/p are Wﬂqﬂ V"///r'?q to fpé?/ V/F F;t)r‘/o//ofc

/ te SgordF {mpo"fé”é) 7?)’ W fedde  coriey 5 Y

al e Vha!W rate “gad 70}@)’% gtls fv wf\

Yy poel Cor peoluctivn T8 gz, paopl o rteesse

}"QDPf’ﬂS Whin T'/o{/m/w f/ to /JM/ Ve /’V?Whmm

T Ture veeds fo e o falgapo in f‘ra/(/ﬁ (o~ &lst

A Curctitys vale will chawl

;' C(Qaz% (Jemwﬂ /(0)(/30 ted From fcf/n z’€/c g4l fca gﬁ)

Svioply /med ﬁ)

Q)p/mﬂd

gl _~uh  want o 4u.oﬂi7’ -we pt Thl-

derual [ > (ietrcs) (Wlrs el of pur Lsons

a

b

&

(‘I 5%@{0( %
¢
{

ﬂ

5 Yp L (/

0 balae_of ;W(l,(é . Tl j;(//nu/qfig
b lou larce doods +Ssoryiec . £ I °

C ' rurttal grant 120

(( (dp:rd/ oo -Z0

Ql()l(ml ~ Wl O I}Avw?sﬂ/:rj %zomcc% %b«mi "*O(m@//'/;@
oA o ol cal cesonel /

¢ ﬁ{() D1 e o€ ﬂl“//”t////

Wbs "W two pro ?u;/m( 7f 0N Q\gpreciates, = ple

\/WN 7\* f‘F’/r/ N m fw// (g5 mfcf Ol cﬁ:';

)’hor@ of ﬁ pas /cc/d Certrcy faon b Ff‘o/‘ﬁ

u/

/VO oOV"’ChaJWF s~ yolila ty (‘c\//ﬂth SO vS (}/ré’df

b/'* ((//E)”l(u/ Vﬁi/u@ / ;WW ruh 11 Can /w/ (6/6{1;/\0

DU (L() f5 Q"?{/ A (affo Ofmcm\(ﬁ Qﬂ@ru/n/o/u 7’d~5+(3

“4

(Ln(j f/oian‘m m+0'f€~57l /o/ilm




(9.3 7 '

Sﬂ}yz) }]dj JLO /Dotu, éefman ﬁdt’f rl‘w [/(rD’M{s 'Zs/lﬁ’/? ﬁ’
Cearan _act’_glpocbeigted, Ty, had_fo onchg gt oo

b/O’TQJ W‘Of MGU*C /)wfmﬂ f?ﬁm Iﬂ ad(i!/mm d)/«f

eclovolsy locg Ok o e e/o/m to— vl

Pmof“féd s wlon 1& o llor c/éoreag&fo/,

7})/é ﬂ@f’%(”‘B Q o(m{o// w/’m/ﬂmy /D‘“ 7’25.4/,

5’2

7?9 dpmam( C(/frxﬂ (of‘ ((//f»”rrv (5 do‘méféﬁff/c/ becacsp

C-‘.

ds ﬁﬁ Drfw J/, WAl aré?’ mot of f%af CD’K/?Q/

5/{ m[/a/»s A fa ﬁp/ 't o{r i 77{ (L/O//‘/

&t»fvf’ s ups(apmcl Vargese ds T prece o that Cm”“fc/

(Uﬂc D’UL/ vvf// 5(//{%&50 T sf Gur €&/0@f?< Sm/wf,

Morﬂ of ‘f%’ (0/’19/"0// mfc o Wm/m

5{)”’ Qr fAPﬂ’Jﬂ/H 1C®f’ ﬁlﬁ PXL)D 15, Lo aﬁpr/c(a/m

\\Q a@pf'ﬂcrd{(’ WW@” A@ﬁﬁ‘.’uaiw .

c:LE’PfPCrdfmﬂ % cj?/WmH Cl(?/"bt\ \LS‘D I/VIDU’“() > d€/16€feu

A EJPD’PC(/‘[”“ Mf/fu e ﬂifDOf“/ 0s_rvgh Erom o5

e dppr&mm - faﬂa’d/ rapvds L

[[ (JDDWCMA%M T d€r/144(6

4 Gp@rmmfw = D derand

/l} /mapu%’cwmn» \LR(C@ e 5/5 7ol pf((i_f VA

Tf"’e’ /Q COM‘!H?) //406/7’3 Locty L«rﬁn i1 mrarw ﬂw& uLsls 1

T 5\/9471‘7 ff\ WO‘"[({ $ W//ﬂH r

}J‘TKU‘J 720(@ 15 0\ pt’ﬂma’m{ )J/( p’{ /rf?beW/// ot |

¢ Jrh_Te lnwor #)f{cf’s Wil a“-facgf ngrf’fg//e_S L\/h:r,ﬁ( ﬁC///m"h
i

%}5 1} Wg ét(mp ;47)0 a“((am# /\04 ;A%W/ni AN

o mﬂ# frﬁaefﬂs. fot hﬂwk VLW at? rmr/f e — O LQLMJ

W@;@ /(,H vﬂ' W]od/\/ fg lm;SS.mq a// O{ ’ha m‘/ﬂf”q “

ey n/.o nto L/S bl aldo's nksing . 1Y 4wy

T ——

cond abead 1o m(/rchm assets, Losf/ 4 dan ¥

6¢

(oun 7 talV; (ULCM;/& 0% ﬁp Of‘rm?( FOsCres,



16 [()v

2 /o, L e erchomo cafe wos Cied od fow Lag

A u/@dn@ m ﬁ C/ﬁﬁlﬁﬂd foc 2% ﬂagrtﬂ fgpé’cc/k//ao

/{’ ftv(’ pqce AC&MJ Cﬁt")a {€a/ f‘ﬁ 24 ('Ob}d }Jf"

do¢ Jo' pfevert 7 arplec of 7, Evst Te 04

——r 7q CQL/('J ,&(’ (bufrh/(SFd amﬂg )00") V’)éo FegtrAts 'Fra/—

0 )mip,, detich Wo _covl offe— dolfpcs or 40/0/
/

| — Lor 2 T( VP  (wr lew on ces0is LBl

(MJ( u“ﬁﬁ\ A demaﬂJ by gub ofmmcL Osporlc oo cal{

E/C = !L' QLQU ‘mm[ o PSq,@Of[j ?Lfa mr/‘i lLD /'\Q/DLZ

/ Upngr/ SK/DPki of 2¢ bu va& s K had mefﬂfpt’ L’

QOJ(“/ vH/ W(] uJQP/C/mq lq/fmrd/ imod%mv mlw

%fs L lly k/a/J d(i I9Y i % X Cpulc( /Pﬁurc

H fo- /ciﬁgf AN h} suf Lo ‘h]m,‘q/%

b
20| bl byith  Eloxaplo cotes 1 Drm W, g pos dstin S0
n/' F’\d“l/ﬁﬁ h:f @Komﬂlﬁ IDC{& LQ“{{M\ Hﬂrrfoff < i
Z [ij'zﬁﬂv éh@f’da-t’ pRdas (t a/)/)’&rcxf/
“EL/ S v
L3 % I( ’De Bfme Wogls Sy Stem avred to e To dak .
N _ of T4 gpld < yllem bd wibbaf T roamﬁ] q/,ﬁgc/,(

Vhgeeg (‘U//Mﬂ@({( fw Whafle (/Lgf/‘,«; ggf V% f‘(,_[MF:

l"ﬂ '(CI(: ‘}e .vQ (&)Ofdffu L&’/u“ I‘(J £ ’(”C(g( E/"

aldia  aad cellig olur corrt gags . ohth recsars,



69.3. 9

.

Exchgrge L ate (W/J oo _clhacgtd (£ 1y

beoTd approtd i for Dmen’f cases, [y < dem

(*LSOZVQ\[ wL(’/f 'fZP LS ould Yl )0”001’ p,u, ﬂ?f'

poc 02 OWN becase Tby vorC sinnind &l d 9ol

U, topd ?lzz/y lef 1o rrelot conteol Ty 0 ‘o~

7%9 a6 e (/oaﬂ' gys?‘erq [omwc/ 7La peg SrS$fom

For 10 \uge pan‘, ex clpange tates | oce  Jttnigly

D ¢ e Vworlur Pommmt cla()/qa can /?(.7

1ol wiks by Wying dad _ Selljae coortae, Also

Rlbo sore_curteact grepogffel to Lres,

s

sz\f (/} ‘,Lrg{([p (‘Ief‘(ﬂL }"’CU @f’ou—n L)// d?f’op/f 0(20”}‘

o pxpells 4s ke buy Fol. |

V‘f(/lq 1P lm;/‘}n g

‘g[ég 7—& d@ftd T rates G’.Hnl(/’ld FOI‘G(CDL tnufglfdt

ﬁ/r{ Wl t §aw/fa L@S( L\avmd ﬁ:’)rﬂmo(c— ﬁ/} Oy

6\998115 af]C) )pH!’Lq LS (\ f@mﬁumpf [ka) Df f/hm’g]'

f5 !S Of)m/ l'}ou/ LL‘IL e 7(/’0&](’!6! (17724

msﬁﬁf r('@tf’!d-«oo, Vt,hz((/) l/vt// )'r(,/?[ ¢S [a:ﬁ’r

1f (0 Qtsz’ Mm# 1‘9 (’Céiam O wits S/v/p,

471" t[ %d 0 19 00-‘/ Mocg /um )

T}Lb} ()L@}G 0P um{awmbly_,

G2

[ U

go o 009 _Qoun A cpeccletor med

Th  cdte  moy

v f ;
[aLSPj of Charges 1o guess i/ |

loole af 1u_

R 00 L,ﬁ ! Adowan, Tf ﬂlr Cr /bty C(Pﬁ/('fcf/(ﬁ.cf,[

hzv padle pxtra §, B ¥ [t degrecads , (o wi/]

DCU/ Q/#F[fac r))(,w Q’v %9448 17?1/- bC( bu

‘N

S

nar@&/m To bv 7"20 C(/ffgﬂ(ﬁ’ fronm U _%pﬁéo/af;'

al_« cocla)a fc{ﬁo

54




70(1() .

ol
? Conom s .
Opwwp}pg, Wal M 0

Mol m/l ?Q% (ﬁ(/ (440t /(1{% ’}f)a/ﬁ/dﬂﬁf’ )/!i/ﬂ‘, ﬁnu?/o?‘ aQ &/,?7

N Qch + 0y Pooc

mfmﬂ@ L'/LPOE‘/QI/ f? b/w Jals] /(W/F !0[9

gg/ﬂ &( (2 C0r¥ a’oéQ {a ZO/ f}a’?af’

Dopis] 60‘7 Q‘P% 464 cort

6 ndide. a/b dlvanctd  natos /]7‘/)()

‘MOKUPJ eaprs o/ Lol o mw

r@ﬁ% Qe QL&/@)OP/’(\ fﬁ(/]{/’* // (/(S

-0 7 natex

—ﬂaf’(a,f/“f’ faces 7 Q/ pm&wffuzb

7] \/Of‘[olx Qo ﬁ?/d W’)

in 1995 -all DUCE EPp £ VS 6P

VS . S poaplylig D S o Lt

(115 GDP 7ol kI 22 wations

/@mfﬁ/ facfré o’n) jﬂ"aﬂé fam

dOvvﬂﬂ m @ {ﬁm DV( r’ r\?adﬂf mnr Dl P S

50/’(“ ho.e JP({M&(/ b Shctthgn //]{rfc:’/}
0nd _sare _ppe o~ TAC

Z’}{: 0/(/7 Nl gﬁmﬁ, ﬁ’é 4 ﬁ;p/\ 7&5 jhﬂﬂ’@\/ﬁa{)

i

Mo }/rﬂo

'l/(?ff Lot (DPOMP ‘”“/nm/ Of‘?udh 1o Pd{, [ dt]e Sif)ﬁ’r/f ) WO H-

aci

71

O/Dg/r}ys (L ‘) F . WS)/’/)/( }Dﬂbd@ﬁﬂ'ﬂm’—

ﬂdf*hs 0O sart s i ([ 0vlld  nalles

”106/ Ll 70500rses  vihol p(p{/cﬂ'ﬂt\f

J/w(%m@(wﬂé’/ﬂ ¢ 7 (dpf*crl

%4

M D cLoply ot (Ps0LrSLs
Vatoal Qe

oL/ 328 (LY [ waf'v o (?Qv/?‘i/“f

24

Sore lold - by mil{inqtioal comos s



01,7

M&r /)Cuﬁr@fdb// o vo/nLa Dr/r&

J@p(c C{[mdéfgj 7\J/5Pﬂgﬂ_/ \.bDf'Odtff(u g

U/

bu{ cord V‘O 0/\5/‘]000*/?) OM// V'/U //‘/506 S|
L-[(Jif‘/lrf'\ @\ldh

i POup/m oy

Y3

}]M )ﬂ‘qe DOU)O Q’ftm {9 SM f{ 1/@(@'{3 &ff’ga,}’lé/q-!
aconth, | (% NVCe 7 TH(

‘X Vol of 10 gospls_ore _bom_ate [)1/Cc 2L

Lk JJoF —  food o el on )?”fj
,——.__1______\

JTHEAT
/u m Pomla//rm

Yo

s rf)mw%ron A poplo 1201 s rot o

= bt mal, st L ofoathe 17 Lntts Nl Kok,

“Fobles,  wors {

Scrmaﬁ f-jimwsf/%@( /afcff’_ fdmr/ os eduy

mpaf fy Yossade = LT

Pfoﬂcchmk, . (amhz/ myt 7 V/pavofaffon o

4

D(O({ 3 (,,LL d

Rocouree Owec A 1 P/amf 100 Pch

(/r ban pr@b 015 -—C!Jf» ﬂfowﬂ /)rwjrs 9/0615

LponHg,, 1 r/fmé

Biln ft)n')fﬁj & i collution

o haed oL ishclbde Yunge [ tolomoits,

Muco}}ml areas  redd M?me |

¢ i Weeq (pre Cor Pm‘M} tn 0)d agy }

“hat'ens \~/ h st to cm‘m "E’f(”; peicd

Clnma 1/???0'1 [ ch! J/fam;/

J)U'!F DCDQ g1} ipn nv’"{;‘w) ‘

QL/QJ f( a,Jrfaﬂg ; J

«(or@an ¢ Tl[ﬁnn )/(mm (ke very .oawo/dﬂ’z{ t welf ofﬂ

D»da!mﬂ O\Z'ow'ffﬂ d ff’om 60 \L

et

Pmoﬁ/dg?h/ Yeanmsilion Vile Sa 153 ncom p et ]l

=2

fr57) ?LZMJ Pup. Gfor,vh\ [o//m/»g

o TnQ marqma/ (w‘ > podioa) onill o £ A



20019

Undor+ 2 Cmploymia £

}0).5 0( p()oﬂ’lp HQ} wo(J(Mq ‘p}”Or/j}) }’?('SJ L«Or@rzj Qﬁ(r’ ‘f/l, fq,fr

oA Vm{ ¥ s m TL ad 8 Dfo{jcl‘ b//

as Mh 2 1S -20% 43 N OVCS

)omo mrd(airwﬁ h) Cf/; & M L) e apt | 0»9 o/op/ém,r/ﬂfr

X

v
m manv 0/C€ [dbof’ 777(‘aﬂzfq/ )] 4"/*/(/’3{)

a bt o€ prople _ (poths

&)

Lo bﬂf’ /Droéocf U«u

dﬁ” '/“/f’s ;ﬂ (‘/p;f{g/ métfhm”(

WO 1A e (/r(’aumﬂ(/

4@5 fDObp/ mf}CmOLhz mpfo/ J/

40n- fués -~ )qumm Fa/),tﬂ/

£ 1’709 Wlu(ﬁ pdb(@ﬁiinﬁ

AL [ /Vﬁo)rrc{/ caid

A p
/3 \ =, ~ 10 Soird (0\,/1/: -' -(7/( L)@(A u/o(',ié L5 a',((m//(/ Jél/«qﬂ&#’;}
fﬂJ['{)ﬂnw( Aon 't a4 [U batt  ehelre

ho S\/IIJO(‘?E@LC

h L/m:‘yr?/sf{/;/( Q{oy\ i Jff’afﬁ MCC% /"’?aﬁ’l uf(pn/[

ctt/ﬁlo?/a(/a'? A0 8Os (J()n_r uﬂ/zf fead «

OC

U ? (
_{/’{7 Lﬂ@}' lv_,m‘(/ﬂf: s 9) 7,0 —}‘HKQ //O(a/”(b(“a;/)l’

v
/ni)j{\d Mfff/ﬂ[f?d[tﬂ/\

-mH NUCe ool hueo s mch cadital

E(’H(’ Qdufpﬂc[ 400 %;J/(M 0] Dmé)gcf/rff(/

‘M\Lwn m;m@ (Pfodcp /0P 0\)@11 [/Q 010?( 77 fooc(s

NN Elous i Dol il o bt

Investonl qrfowﬁ

05

“agte fmolfd( ¢ B! aa’r(a,)ud/ Pfgdcdfov\

Copn‘q/ O unn lgten Mgy boid_on Jgé’/f

[).cod Capn‘q[ Fomg 1104

]mﬂmﬂ )"'),UEF S /)//10 0(/19(‘5)

Ev‘* S/M/naa lmrDQf{/f’lMS o @rﬁ??/f’"j2~f”7

b gore VD(/C; cave _cilo}) L (/¢ Q/ 1nor<

Tadia (272) wal Chimg (429 ] (S 7| Poelea



1 70,1, 4

(0

CMJ /ﬁl/ £l (ﬂh/‘

invetreal ﬁaoés b TACS

Auied  fu ((sk at hert fcom dﬁc/.ﬁ Msh’zh ﬁg

¥ 4 7L0\)°q Fron ~SeL 200 B o

3 fwmr/ (Alallen  —volial @’xc/«ame el

focel

me,s/“/“}?nk Ohstacts

)04 of {4/@(,[05 }"‘/Zafjﬂf <S5 to rﬂufc}—

L)rn]n rlﬁb&

l/\/EdCL r(;rxwétslLr ()/{’J/V/WJ Pkcéﬂf é)r m(Cf(Cc/}szﬁ

it [mf’d fo (omﬁpé’ﬁ" o«/ /mfw /)@/usl‘u‘(S m I/ﬁl(q

IIL]L ./lfasfr( 'LL/(

= Jpoor_Goals /H/pw(rea water + Clectt L,

Dlx& mst mvﬂf in mfas /cciff éy (mﬂ_wq éﬁﬂé

wgtead of ol opond Lag ﬁ

hd ot f’Paw/ﬁc /eatele C)mﬂ M‘W%’fﬁc k%/ T

Technolog iyl Hd Loy

4”66&\ nond G‘ﬁd’p MCW 6(’ Shoard4 {C@?ﬁ w*ﬂf/zon)

7LH(’ i ﬁPdew(/ '}w \/\MUL/ Cfﬂ d IOVV {4z,

"yl r"f’f?f/v D/O({LC////"—_:

lque!ffﬂn Sagmf JJ’ /1 )op’héet" ’fech N/Jm

Olsg dm tech Lf/ ik b@f{\:’f{er i ol

—

botter oftf DVCs hae ool orvast boulodgf

19

Yecl pat glegr  Can moce  puoe 13// f@ﬂowﬂr

/M/led les oo o= Copllel

_ Puch of ou tech s bagd 0o |/ wocken

i 50 /)/ﬁe P.LCOS /’Y)IQW nQt /] ﬂi/f%[y

- i} far/ﬁ [ices ))cd [’@Vé/ﬂ

SOC\tOCuHUCZ/ Tms f!'ui(,} / TAQQS )

C%wﬁ\ dlsp /1 WOLLS /QLP 471?@67[ !A/ 04_ Lok —

VY)L/SB" hetoe ! u/c/( fo C{-&/é/f)/w‘ L

il

meot not pe sati€lel o/ old war oF dolng  [hing



10,1, ¢

€ ocioculterq] Ohsluclés

mear[“ré’fhm( L onty, tte9rgec Dea nal ionalls

tutl clanc baltle gre arsty-

’ ‘SU}) QAOFOL/? ﬂ (rf/v

Zy

 Cas)e SYSILQM RSt /oJan qmw,)i@

(t }(49/75 9[((,@4 (’("50(/5{3 o o[nafmq

7
Ca p/’rf oS L,,]LL/(JKS(’ vitn — tet] Vaat 11l 00?((0/44

0P no} o[?/)f’ffdﬂm 0N mhaf my 60

(Em(dmd{wm J uwoffoﬂfs 2f /Jﬂf@'w’/ /1/(

Imshf wnd | Cheticals

C}G’V C{arh/pflm *’/f)u/JOfV /wt/f ‘ﬂJMCK

OYm/s +erhonle . Cim mﬂ(fzrc’ f///

deshre D prestiege not prodectin

land rﬁfwm\ﬁﬁf’d ba(OfCt” i{O/u/ Weal bt

/
{t’b\/ @rcforma 0(0vm/ peOc “seiuenlc vw?({

l H’ Wmf/,/cﬁzm ) almﬁ(// ﬂ?ﬁ”ﬁ VL/Q i

}’)0/‘((:[57 dﬁ@ﬂomma _)f _J(‘n/ﬁ

2%

ﬁe {/iﬁflﬂé f;/r/f

‘h»? ,P'Oor S(‘oy Y900 ~

= [ 15w P a
| Ly prodefii) \ 7 ")
= R LA

. 5] | Jome
ﬂ\w flopl pove) T ‘j\—J

. ""’/ -

N [ of (s |

(N h[/m&’) I T

’]Qf'\ys;m/

CUpPital [



70,

30

bo beedl ouf -nedd o D 2v&IAtn

BML Tpoup/,mm aver g (aPsfafdf’oWM

e powbﬁm Stays d - r@effa/o/fa income

‘h/mj /@./0(1565 (&/(‘/p i1 fo Q”cfé’/\maf/@n kﬁr(([(m/C}(/ﬂ

i

(‘{@ lo of Qoo [

€ Conoist (fqnyl AdrPe pv//lc{fL fO@ 6)’10(, /d bp

[ r%}wﬂ @0&

oo+ (W"C{!JL

8oy Sha, | mmﬁe 1 intore_laws 1o W{,ﬂ Plte

lorle of pwJ»f’PprPn PLrs

g0y shac }(‘\z “moll aty PULaft loostzon

FAY.

kadra sleohig

dov chold C it -~

;(:0/“(@{ SOyiags mvf.’sltf'ﬂm

J
qovs may fat people to DNegp ! ko

1)»4 ﬂl:va fl[ gv{}é’r‘? qubfe) . J

C 07’115_
o ) m!élaimn woﬂo;f)lf rWd lo lnves? o Joso Lol e

e
.74 }uﬂ :L [J{sha/'rlﬁ Saw»ms )o urarv fé’rfs/dof.?ﬂ

GKCE/J{ »\L UO}P”)O(\I .‘9@/4](( §0y14q§

\ ﬂCa@:/ﬂ/ flighy
X

annxﬁs WJ)’N? s f?‘ﬁoﬁ/‘( _Jar

31

Pudlic Coclor Problos,

A proplems wloa gov plant

bv)p W'lLDMw) in m( laofz’f mr’ror*dre 7‘7@(@ Uﬂy

a.00d [ irg 2

. t
m& crm MQy ?a(ﬂ ’55/*9!4” DI’DXC/_S

Pmar%s }psc olssll abod 'ng’ colf

/é’a&d awe )/140/)0{}90) ¢y P ﬁ’,y,”{( ‘\'

state owntd " mosleliag boacds’ ﬂmm@f)} z2g

vnYemalloau|  Fro dp




70,0, 7

~
L’/D //Ar /7/}({%( 903’
S59r¢ /005! t.r,P{)mOan g é(ofroa Tf/tf,, a/L
@u% 7 mf,a /]/f(araa, f%/@f?‘ oll 4! J/JOO*/,V
60\{0( /mzon s (/0// Qwvvf /ﬂ/%/d/ /Olcm fza({a(nf
Mony, Dl o 504 tad  copitd Lem o, bod ol
y7 4 a—
&







10,7, | U\U’P 99 /

5}(/({7 Q(/C% 2-0/5 )//?

=

0@1/8‘@01(14 ncd@rq fuﬂuﬁ }mfu

ole of ﬂl«mh/{ i Uil
SR g 272( 7 7,

(ohlf’(, ot/O Loy L/ﬂ@mpfovmé/r [c hg)n bpun a/cm,/hf
/‘?P”L 4/ rmftolfllwf/ 1 /ha > nn);dﬂf 7 (40

C\[/OVV b/ C?Bf’f//" 7 //f%'x) 22 L1 Oiﬂb}q/ <r-

%4 W oy nladactize +¢dicaton, B & had

‘/?ﬁ\ l"\
Iﬂ’%IL aN]oXY, QOW"}’ ma,[f’ /W(,{&LARVG

\/0/ (‘O“J //?VF‘/ //?//% hﬂuj x,C{J ‘O'f“ L\M

Mol C@PIYLQ’) /:ud /0\, 2’ vy b yicious cul

o{ ﬁoﬁxﬂ’mﬂ Mi/ﬂ(‘}v /)P(/F(AJ r_c)néc/M‘)'(a’/n a”(‘/

o
e lndelrin) {0 Solop

Toflate | o maor b(pb/@m w0 DU Tocort gontt

Cdn ka) matdn j@ m///ﬂoﬂ ﬂL/H XOQ//)//H/O/W

Cﬁ(”@\/\f}h
J

S5 'G 4y

a” Yrdall,, Toy sloll Collor. 0w _moldl ofl _iacestud

/Hj{[i-h

MWLM’WWWC[JS}J le pot i ily tale our ¥

Qf

67

b 1 \}Oﬂ# ﬂnmé I/‘(pﬂﬂ //pm,a/f/f chls S (7 €

7?0 YL\/t/d/fJf [fadez< of Lé:p/w? D(//Q ae hﬂ

ttfhﬁ() (n 7_2( W&”’/i 3 Jaﬂl ’j q[ //’!df b |4

holp eouch b el vse olve pttig

L ]UQ (@d( HWUﬂQ I/vl” /MJ@Q’J d\/}ofﬂﬂﬂ((_/;ﬂj?

F['\ﬂfa( l/"LULf b{ fp«~CP’/ uﬁcn em jf F%E

COV)Q) (e '.-’: i ‘0 wu) }/vaovﬂf’ /Qﬁfd ”{ M'Y(C/«?O

u"o) rklé G b[ 1{hep /{! g Seormd A& ff/ '} (g h?bvd/ (/

grau\ff* Mwl  be Chﬂ/?fd



70,2.72

~
06 i T bollne The o N teyirg To )/M/ 1m w4,
T‘F l/VO (szn’fi Whpy WA(/M (’ry )o«;/x CUL 7%@“ ,
(’tc,(/\ ﬂQ/O“ ;/‘o+ Nlpmji v o OL//_. tHow selfich,
!}_/é‘ 07¢ [/\,,nﬁ Fo (!f”@h:)v() T2)- /r/(ﬂ Wwilé
o lodn B morty we  do reed Jo Lo
rDﬂh’O! |9, = ;f (\,Qun} 5!/ bﬁ (A,OLUL%/ r)/d
_h.f)(} howt Muyln o & dzﬁ@f("f(?
o C| Trp- ﬁ’/” nood captal 1o 0 pro- pfm/w?’///
dnd T?w’l \/ vaﬁ/dv{fgh
0] \é( ‘eivﬁ(‘ t grps n/m,li( @ss:»m’a( (&D@MG (aJ1s, WJ“’W
S Tlese shpm@ belorts  Inuth <morf f)‘ﬂf’n.SL/P I
g r\bn* e ol L\OLA/ 6 P 357 Qf’pg S
05 f, | T dem fW'ﬁ)” tacclion vige Al Thal ocon. /M/f)aa“ﬂm%
Mmoot Kgm@(( Pavp/o*}mn éﬁqu‘/ﬁ L T+ orgués
Thod Hir@ d@ ol e DU o p/owC/f
sth’o( tdlnof on (O(W)/ Svro,ﬂﬂf”% (C@" Ff{,,r,{
Phronts, Tl De_Adrodiligna] veee'  50.ys Thelt
v 7 ,'L?L 5yt g £ shy bo_inees) in_ Per pute
o Tn TAL wou ol olmost sscered of golfy
(st (G’ ]aar/< [/v(n(‘O ﬂ (/’107(49 1/ }Qb(:‘ cf 3/?7
U s po.
28§ 1T pumenl pood. o tiret cpate clabilil ™

l/v}] /C’-W5 *CifﬂfmlrﬂdJ ! [Dl///d (/0 J_/“{{(}’ﬁ(,/’f bpﬁﬁ/ﬂ

£
b@f)((/c{,{}” P:/?l‘ ;fo’uzsﬂj /op&\ LOC ) wu)y d‘/ (/?VG_ST /((/

76




70.2.3

7% (JQW Cr!étg 01[ ﬂﬂ /ng& has (’/ﬂ,oégi /’vd /9”75

n( 2 rnl/gmd s oo, o T prie pa;‘ - 8

(a)/h‘ \ﬁ/ bo”f}r(/ (auw( 2 J z/“ L rm,o_a:fr

erl N .,th,.?@% rqfes  wipn //szeﬁ Uiy 72?

r)ro/J s ot solal by ﬁaf@wmg/bf’ fﬁ/ﬁdf’nf

' debt,

55 10,

Dotaa Ty (4905 ﬂuwdﬁ rdpﬁi/ flow rtleged 1o

D)/CS Bo Df I/QE[/? VD Wfif how z,ﬂd.lué’()cﬁ’/f

a“ld IULSV’Q_SSFC d((&/[ nufsfﬂd’ .rrf’xs%?"é"({ 0{

bdﬂQ‘S ‘dﬂd dn/ﬁr/m?/zk Mﬁ//y /{/zqu Mond -~

{‘fo (0 C’TDI/@(V}/’/L(//’/“\ TJ{SE freads 7 bﬁ/éro
DT bompsp pwd{ﬁ ZJV&/v?gQOS (’Wﬂta" Hal~

e« ok, fo le made, Pl Tu

QQVOIY’IJf’f‘} Vo }W*Cf./)./ gl 19 gj@ Ipp)z/ffﬂ/ SUpef

.\nm/@,«f{
Dl//s hf WQ&T/ 72%(’

r " e (ol Pmt)uc
(eqult

Orpgl [
Jcﬁmﬂuf‘b of. U’f&t{ ]r?n) lgbor
a”kb[ )EHI/

lacq?
e _Cap), et Pﬂu’ﬂ/f\#/ﬁ /)T?// Countdes,
apod manitoctead, sre belto, ol fiie

[ - 1
Ct

u(omp@f,'flfe d({umﬁdg@) pmdcu(qu p0re N/m&féf/

200
U

I:W?mndmhm %ﬁud& I5§M’; Ve Q)/)Du/([ (_/0 ;ﬂéd//

hp meecf to

ofo/ bA  nol Cargel Tbal Tpse
120 beow, J@(/ 0)so s &

neoph  poed tocorlts

rp(@)})ﬁm - 1% gopermint §L1m//pl )IG(/P ,[/,//mf}vé(

/

%0 MM@ & hocder  Gowe TlrosC /QO.afD/f /o /@.‘a(o

@k

GQV+M L(O(’(“CV £l 6/7 EX,O(OKK"/!((Q {’mO:d 8(0//(0/#(

rf‘fO"‘}_Hﬂ bocacse L f;d'( r\f/t/P/fﬂs 776r éfaﬁé@

N\

umovxﬂrrﬂ(fma Hf’dhﬁ \Or L/mLP ("OD( d/ Z/\Jméﬁ

/V//MQ/C /Ob§ _\—9 hﬁw(i’ 0?(/(305 + ﬂ PL’OduC'IIu/r/]L7



X

ﬂ

his reaks fv i ias coele

nf’ #amw M N u(/ _5 ﬂtc/{éi 67’ VialdYard /Cf’(?}prc

ffu/r/ Q{: f@ (t Mﬁw@sﬁ%ﬁqu dﬁr/ Sf/0404<

a@f md 1{0 hé‘ 05’0/0/5 jl Mdé@ uar M/?j

4(‘(?%7(4’! 7"16’ 011@1’(\["7 _)f ’/Lb 07{\211‘/? (D//C,,U7l

/n\ pvoadals, ?7«{ ]{00/,0/0’/;&4 f}r@z ///7 “0}(/’ LLS 77’
;?Qﬂd Q{O!/\/ﬁ) VANN! } derf/ﬂ@/lrl 16(90(\1 tf)p fC/Ao/fn

D3

Te_ Cnoirardiial alefwrdda,faq %/ows _Qtwou

<0f// 7Lf/FS Vi Q()ZL c@rﬂ/‘ bumd dwﬂaﬂ

WHLPOH qf T AR N f()r'/(fzw (5

m(’fﬁmm 72? T%ol/ﬁn/\.«&tﬁ/ /(g 7/;*;#& ?_Lﬂ /om,

r/mp @F(cé’S /}é %p&/ 7[’12 o p@v,o/d//ow

04

A comots e iactalle for Tt /o/mg;s




AR

0 0'(\ )
Nole ol TA( /s

] Qole ol T
(06chag) EXna'J‘ma Te- C{C{P
3“( SIMPIIJ 'H'?r’ﬂ (s '/9 u ’\Tt‘ddf bﬂf”p’}
b rkob‘@ﬂ ngﬁ (g 65 mlbé Y (aw/f 1/0“// o
gmméma on =B Jemand outs wurt gl ts @respy
_-eeperal]y Lo H‘ﬂ"é’/
2L For(’fm Nid PJ)(( (pors 1 Grants
Supplonent  cavinge + ipstng gt 5 ystin

brm ¢ ticle ‘ol pouerd /

b Ids }q{ms%qfo/(’ :

D"/f’d A ds

Pasl 1o yogs RI6-1Y pillon o yeem (KH]

J (() ffwr /sm;- b«ulewrﬁﬂ

(J{ﬁ‘,(tgu}f’r( o Dy)’{(m/ bm,

onl, Qe Ufa’s 1% of QJ Vi

\/\/Qr )d ! ‘Bdnu C(OW

’ /6/1 ({ me fo | (&f‘ﬁ_;

gPHJ be?dS

X 2 q uﬂfd,:}‘fﬁg Pt Ld lo Zﬂa/f5

/C!fﬁ "@0!1{ /fr?dlmg Qf‘dfz

ond s far alastadere, bl 2 \p {o- m,q{o pw

)r{’dam cd] gecisland
1 Forttan [lacm”

Dﬂ?&f?dp"fl 11y (] 15
(Qua- leio, becore deoealznl_not oo lf~selficed

uz i1 50 yeos, demmc{ o aid gy,
90 BV‘(GLI(/ C:a i1 (ﬂ/"ra( (er& Q:/€Qr'€#’j+

q“ ,{,ﬂ hO]L o (1L7€/f/ é(/). ,CI"QV

flmmc{/// a‘PwQJijfJ Mde ﬁof{d(udf‘!)

howes _(spesses  Lopen q@waﬁv el s

W) (gf(’upjron OT/“C[ [lsesp
[Q- 20% ol {veerfel o 0 g/
V7 89 of T \ned [Yhest p@pﬂ/@ 5 [,/ﬂ,cf i WE’/" of



/1,1

!

Wi

S

(3

Ohat /«/ ﬁ}ﬁﬁ/ﬁl on (ons U/fcw;“ i LACs
/M, fomoo’n P& 0/¢<1/ hode 2ol

0y

Veclie  of Fortéan A LI

Bl 5% -3 40 billion 1530 SI7%

//§ + (/558 sot (/W/’a? Z/O f//ﬁg/fﬂfff

Pe ot

Copita] £lous o

7
,W)( (’omprm ﬁS

f((’ cIarting lo oo

bnﬁkf o QU0

lo drs

-

Pm?f Qma hnnr//ﬂb fund

66

DUC ﬁf) 1 (f!&;

oA [0 F0s

CO«JJ L piy

bac

2

(d U5

e

- 7
7‘ DV(P of r){/

LV

11/1L€/ balgrce of P02 s gty

07 -

_/

)fdh ﬂ E@)((‘v A

(/S _covpd ﬁf/"?/oo;f L N

mh’f’FﬂL fcj[‘JL?( ([\érp/fom 22 (-B&L

0 Pprec. ks mlma

del (7 r Mnf DY s /ﬂﬂc/ += ™

1" ]

Q&p@f / /V?w’f’

Yo po v bdfl/" q/déllf

ff-\ (‘/0//0,

th’ﬂ/fof/of; /2L fﬂ'{

)92“‘;/ m b’“///’“"4// ULA 04 (\/

\
N

Pag /:rJr L«

@/ﬂff’( mych of 'f?z foX !/cé/'F

//H/fj/‘fﬁ/f(

TACE V/fbh ﬁiﬁ{ £t P,lf (/ié](/ = IO/ al d(/bf

@Q&rm Nowwt(  The 1997 <

@wa%ﬂ C‘c}D; tal T /)ujf/

V(< aar/wd Yo tfacyy, orons I promalt gou,

/)

Jr()({ fo

budgel A€ cf sconten] inflafia

f'c)m(s Ll 4] vm((’d'v'ff'r f‘%rffym/'mo 2t

}mw&/n mn’{m: D q ({‘[ 2.10Yeell 4 Ap/ lm#’

Lt fzm

n D} fof/ﬂ"frfd(

%On/i- G

mﬂl’C Ql(f’?(‘ﬁ ‘%/—ecc}m ;/wﬂlﬁﬂ(/f% nol ta Dot

bm ht/?a fd(‘{eﬂﬂ

r‘[\\)r V@wfﬂ

oS \[;/r’[’(l’)/’ é}fp 01797[/% ‘\

HDV\/ ‘{Ouarl Chr(? [//" to. SouJlh (f’ f A, J

0}7;{'//7 .’lf//‘;fng

hOa ﬂpf({d

&ﬂL Cfm;

e

Totally resoled



71,3

i S heavy n/ﬁbf bud pas
no nssurgnﬁ? mM,/H ﬁ?Lu/’P sz‘”[@"{s
m’ablpm a/ov,a#h{ s sol/1{
50/ (Lrilagls roe diaed
ﬁ_ J”}' J\di {“n escut
o

Nhtf. ooy hore?

W( ﬁolt('é(

md/ﬁ E jfu%r(e, }d/,: &

&l QCQIJDMW__S ff} )’IQJP

‘3‘"014( as_ Wueh gs IZA NG @
(on L‘f[; !00\/0{0(.]‘ oy, fh

~f(?€s (/P 'f'/OMV) /‘Safw -

U

i (IO( k(

7 .
N errﬂﬂ(dfﬂ 29 CrPled L,'{)/
eh[alzd‘ﬁn C[ﬂ/aé{ {-Qf'gﬂgjh lﬂf/ﬁ

(7a)
JS"

l{ Limen f&'ﬁn‘d/

|3

_educatiom / éem )OCGL//v)
Mdfp P ace WL]LE M?IQ/K 7

'€S'}d[n(m,£ /mﬁﬂ?ﬂd@n# (q ’d/ .ékﬂéc

1o /nnHof /n I{ lz Hon

t‘iddjbhsf—\ fed/cd(r C’Yﬁiﬂﬁ" f’d/% Lb/f’

fe(‘ll/(P CJnO(‘kS fr,{(»éfﬂ lﬂ!ﬂ/l’# f6fi>£’(:/d/zﬂﬂ_)°’d"n

[y

priafiso slale [y el .
TAC  poloces C |

Cl!f’erlr il fo awrﬂﬁ+ D!/fc

“hol [(/f@d po/lfmf 7/"”//7(0“7 m[ /uéf(é’,/

v hats 1 100/4 d.uotas

-Gsmota/f/ 9n Dfp(€55@L( 1%49(

pUC dehd  pefef

Allon 49mO U tliers § ()iscovage D At

\iscotagp et goms salps |

(7

“ Ao Couses teom m(raﬁ’c«/ *OF




7l ¢

< v

M
17 Last Word ! Tamine ;o Afcicg
7 Yy chilen <5 dig| of (amip
d{tMMJ’ fd%ﬁ({ z( n/'f(’é?lly
m/'/ Acica  can Fﬁﬂf/ fs0(f
/!w/ S‘if‘[ (P
@fm:ﬂe Q/ (et ﬁ *a m/ {rom fDmP/cﬁ’fon fo ¥,
Cotpt foades s eofl cid +lreep
{\l(sCa(/’t@ﬁt_O( Iﬁvpcf,f//p
77 R)w{q’fzﬁh "Gewlh
IQJUP Qmwﬁm 71[605/ Gnm,{'h
éo ﬂor{c{pﬂfg i%od J/
Eﬁo/ﬁg((‘c{/ D dff{daffmn
rrndé dﬂfarﬂi#{‘{ 'For— I/@?CI '@(M/ﬂnf/ 1*
5:)1/ b/ﬂwg &y b, G5 bl ™
M/Md,[ d(/’?d 17{/14&{ t’lSh’dJ ’C [Or—fl}/q,,
)md qu()%ﬁ,(
o aiojd fIfDP S /-afﬂﬂ
2y P(/b)cc Policlg
T{CPW‘ f/?l‘)LS('(’lﬂ/ f/m/ /fff dﬂu&’/o.a/ﬂ/zﬁ )
mc{D of Crops fo £JP(‘I wban DDM/J o
(Itth s xﬁdﬁm”m‘e sk el iconcy il .
J( wi1d s : 4 ' >
(4] ﬂ(nj{ hnc/A 9N SOC@/ Lrodcar?is




J
77 Ll r,) }VO}T’S
)‘/JUD Og/

T b itdioes /s

Clmna‘ @w(m hdﬁ’ 70/9 A/‘? *Zyé’ d-/pf@ﬁ//

Tdfn logy * Imf fo-ﬂ

er(r‘s“" 'J?o[aﬁ‘/

Copdca|  planning

Kves ;/? /- Lp/nm +jfac/!}1

Cl lag_— M(/ /-

Co/v)mmd/ QJ/V/V;Jﬁup o((“dﬂ’/t‘if/ /af'v o

ﬁ/opas/y c’{’ﬂfé",e/r/ 10 i/nf‘ZM’M CZMSZO mléf@lla‘”

fam‘d}fSM r/a am‘zc, l/nl%)d[ﬂ {’, meéh/hﬂ’ﬂ ?

fn[/odzan wpmso)q y/‘vd (\/lﬁfﬂmnaff/@‘? bad (gt mrcw

Contid]_Control ! rmml /}Drob;d@sd Wy O, 2114

Lt b Nerory of alve ™ il UF%L& d bl td oy /K vty

mm ijﬂ]mfﬂﬁ(v(am o{ hpr‘?rfsf e

Fdﬁntdls” &F&D Srdys I/a/f/ﬁ

Aate (raps Strdls Lol

(aSS/{’QS Iforfef‘?’ L/O p,\p}azﬁ(f{oq

L{T’b QL«VN[QW!Q ’ (p/’{'rﬁf ,chﬁﬂjfm

)

6+d%o Q- G’(} /L

do v W\/VP(?{ /,‘(/ /ﬂr&r}ﬁﬂva—l }’Mhrﬂ’( ffé'ﬂ,crﬂ

=7
(o 48 mm”fonJr })on&rfj =z /gi ﬁp/’t, n’?de!Lfv

fm,s Ctaces  hg.scoc

)15

Coteal F Gogmic  PPlépiay

(9man 2000 05

choy 05 mdle hy Wriceyle @ [ patlon vay

hm‘ CO’”RMv

Plaop.r,” fodls 1 Lrb({nnédm:aj
ded‘h ( }f 24 Lion v

gcge 01/ mdwf/ Greals

Cfm'u;udxq I’LC /{wﬂ/ oloo] 5

WP/‘?’ /V/ ranf’ﬁQ u(‘ﬂV’ WW 67’0’9(‘/-4

(_@FL!(P S 1 d,g‘ia,g lou }‘f"”




/2.2

>
i (QDMWF O ecvomm fria f
not b2y Tdroff’% ém,/a’ be pl f
' DMPEQS n/n /’\04";1 Lad. .5}/1/ ((/m"/ df’vﬂ/oﬁﬁé’ﬁ/ »V////fo/
18 RG&W/KF %bﬁf/mo{i‘/m
nitelly ochl el dovdh by pobglizias pxistiag
la por + cap’tl 4 = &
1[0(60(( 1900[0/5 fo Loty
RO 30% ad&,mq (mrpn/fﬁ/ 2101 /nv TJO“’C{“’/”/(
20 /OCU%M })\, /\/férf L&
pot morﬁﬂ# Sy stlm
69\, P; lcf Sefftaa
ho! fvm)v v“djﬁma/f(/
prices 0l dom 4 ogp on rossec Tee / AmmJ
only adowlipng peasoe
7, It -§ AN Cipac, I 5
5/%/ cond{cim%w\ curodld by hos1ile rd/f/-?/ff%
CJN’Q/')(,! )ﬁh//}ar’/ /C%mvr vs, R 55:0)
23 I/IQ(‘ 7£or ,7{/(10,,/, B (\Qtzé’/b)@f/b( 1«'1(27(/0/7§
Jeaded _only (masths] ampns  olo? romimust nalas
Paccit  Macrn polrf!ﬁa
erv 4 }m/(’d a )//3?‘/7{?({ fO/{" ‘“CZQQL% d{/ﬂ(n?l/}‘7
Maﬂf’fm"; ﬂfﬁ o/ oo et WP ? /96{55//,4
\ IWMD{O&/‘{M‘IL )A/r n“f Méfﬂd norbes
no /ner Mrnmz2a¥(oﬂ abﬁdw@
15 ) H/ iafla frﬂm é/f /DO\/ 50(A ON(/’_S (‘ﬁ/f’ K;’Oﬁ
~ b corpmpn ghortages
7
Pfobl@m\ v\// K\MJ(W( )D/a’-/m}fy
Cgordmﬁmn
g haed Yo stb cedlele fogels 7€ ixl msrrses =
forTere T = ﬁr/}puﬁ ok Serg mdjd €S or QYl%r’f f/nﬂOf‘f)
jw{é@’ to D)A)n ds VWLI[W\ C{f’ows
77 v bogm;ng ’ wblre a /oéoui f gme wh T



72,7

nml woct b _gha (OnL ol @ pod<

N B

B pron  pocgon e Corgplettd $5osltm beoton

Vi (-L(_
N7 C/OOUP Sulss md/rm[w /(dp}%ofﬂ.ﬂ /Ofo(ffi

Ty ha amm/ la e {moffﬁs *Jm/amf Ll Bl

CGT/ML 597‘ aoal Jmo’f win T r/\//;’(f :/ay oroen

72@. Tﬂfﬂ/}h{’ prﬁ%&ﬁ’f

FAS

P"Qﬂ% >5 ’m/ﬁmfé’f’ to g W"e// 4 /'-f’ufbf(

‘ﬂe apl  Cdn /’/’{5 Il/olﬂ‘p

‘J)f%?/i é%ﬁdd?ﬁ f‘(MﬂkS/(

NQ Casy iy e A /Bmd{//mh

49 pﬂinr/ﬁm rr§7)/)/10 !/?(‘P/? f{,/@

Why /ﬂ’?fofa/(ﬂ F; “L\/}’L‘f J.a/ﬁ/k %a«aj.’

37)

X fodé & gt ahad  wps o 00/_//C'§

AN/ tten wgS o8 st

/X!&O /504+(( ffff“rf) //ﬂF'O/‘{ mwmf,fmr,

g4

?Yfm VVJ/W/ dzc(n' C/e) picch &130@/(







r Y t: f & P ’ B S
77(2: [ \ o /,22:,” /3}/0/"9/
"‘ . )/-’}é
HQV .J'r//w 1
|18 I{ ¢ 4470.0¢7 |
2 22( 04 234 31 Lk, Qpd  wvale
4 1 ey L6 piahli -
99(% 1643918, ¢ AW | OU
2 Ub 29,58 Ada.T et A \“
H(..O? )2¢ ol [, vale/  —0<)
/4| B s,
71 Y349 U, 14 peod —ogp X C9dad
71 9% 17 94,4 9 \/m ~ g X
9| 033,89 2945 (fane —dpp X 7
lo,| 179,61 Lg, 17 (__~afp X
I 1029931 9975 ok ~app X
- 12| 246.%9  277.u] ~deo. X
[ | Ty m /NQf0 m,msw
_7‘ [ Qp ((/P 'h( v g‘f?% £ [@'@a/
3{ /RQ;” gﬁ‘) o O pper  — 610 fdu’?’!ﬁ/
Yl Ty go} pore Spee







772:3,1 FX

”’ ‘ is""-"" :
c+p "

\oU
G2

Py c oo I‘prbﬁ"
MW 31" 5 Mo cdfe-fl =2 P77
b | ) D= § 50

LR Kl 100 dollecs =200 {) /7

Zw?ﬁm

LAAATT

jﬂ(m n O;a’l/f’an

Ll 1ot m”f }/3 Wore "

0
© GDUTC&WQM}Z P@M/ {Q\Of ﬁ/‘f
.0
K?) D“c’r&yse - WP Yon on)'y a@f ’20/‘7 PP /Vof E
e - 7
H:\ C]"QUDO’/ ’]b po s ﬁ?m a do//df/}' L 9//"}’ need
X 2 poy 2 (/7 not 3
9(/) xmoﬂ - [9 228 YIm “06}* 0/7 Mf’ffj“
L i mw) poa_ tork ower SO ¢ pot 37 ¢
0 Pf‘,(,ﬁ\’ o
/ka// Wou [\ } LY 4) =307
(_/ 0 7 H" 1334
73 AN~ 9 100 dollocs =200 D%
V34 — A~1— -
DN
ﬁd‘ugé "[‘60 77"\—_:)\
i Lo 1% o f)‘_r g
el A0 o
O Bognse = bomon it e pzr 3 U1 _not 2 by
LJ)’IQ/? L)/k{ yRale) ﬁ :{ MV‘&'(ES
[ e 4 74




929%

ﬂ
.
#, Zﬂ(ffaﬁﬂ-— ﬂf. US f’)ou-r/)ﬂ);/ ,,0(;{/‘75 ??}{ ,"qu?q& o[‘
/ / (ﬁlgd 1(01’ 0] /p”
7
M\\ /?0/@ Pj(@@fﬁt e /'V]vsfr Je/ Y 3 /10/' 2 {OM ?/@/\-
\ l}\ ol v g ot /mber
A

\gj(éﬂﬂﬁoz -, {dn oﬂ{i LAz W/ﬂ/’ 53 /}0/7 S&Q‘/
V IOOr D€ /aha‘ 7[3’ (Wﬂ’z‘/ﬂ/{




79.1,]

/560 + Chirg

c ,, (08 Sedy /)7
(/S5R _VPreal vy ’ LA
Z d iref CAyEL .‘I’O?f}ff(df
afaw‘ﬂ) Cd//m;{ Feorm S‘?/ [ 9505 2 )7 f’m{ hi kel
pooc proloct ﬂz/af /=5
L e ool ’ﬁz Vo
aoods bay 1H7 * [W‘f{d
'acﬂt ol  @nsumde joodg ,
//(fod/ ff)f/("f i /77‘7‘{5 (ii// K Uds /'\00@*{0{/1///(/
) rewr[’ for \oasr’ sacr s
/()(CJP 1’7!/ fd!*/ é:»w”d:"n
[$-20% ) p
77 (mf 016 - (905 U] fCaﬁN‘cf/ o[oo({(

yLQ"L[u H(/CC | dco q

‘Np‘f/ﬁr 0(/}10!,/} [0/0 df US OU}/,?(/)L

had 1o fmpf?f’{ T[OC.?H

U9S K Trgmg oA

25
P{i IlLd Flon
yany formi-_ Jov 7%{7/20% 01!"5” 7147 fo”r”fi[(' Dol
l/mzlfcf»u ol f 1994 - WL@n CUGh U'/fmv” /ﬁ"f 44s “"’ﬁ’
7b Price ~ Qofogrm
(Pehucy LsC ?(ﬂ(?/zn:/ 1
A b/c Do (ﬂ(af{’ue ‘L COQ/LS
ﬂml (ch £ low l{Df s 21 (onS\rtc @'oazfj
¥ (Q/ 0{1@@4’ éhw/o/ | Pn, Oy 2
bﬂ' i, chotoy o }
96 ?ffcpﬁ (_/I‘Jd/[v jﬁ/f’c?pk[
C(/fﬂ/lﬁ/ d/SO MOman < aqé,
9) bot th)/pmfr"s ('f/}({j"/T i 007’10r/)
i, Dele of (ompltitiy,
onl?« }/mIL{,d dpmonm/;?‘mﬁd/fM S o
32 ==




28, I

3l

omma /h” ‘//ﬂr/& E’O/O/Vy

O{[D%ﬂc( )ﬁmanm <\/5+€M

Py P ot bal}zss

PL Stapall o at, e

@?/\6’6/%0/) )Ofgbﬁjﬁ+ )/1/0@ (/r{/d’ Fon

ﬂ/m vanp/ﬁ /rmf [07[9 ol /’c/,m?‘“ f/wéd Al 2.~

bj} dso J>/r a0v Thorcdd dﬂfa?LS M/ﬁﬁ uw&ﬁl/

), wdtizdlion” roceed goe to lpse re oqces

‘SGJf’éﬂf/ 2 ‘/OVC Ayas'on

(Ppiral bco/z,\ L ALl b1on

Nd L0 P/Oh bnte

?:d //md Ovhwi TL///MGI S/Lanr}mffc

%ﬂﬂe /IL/gm has /’WJ/ mu{ 06[/ W/QJ’“OC/ 6/%7/@54;

@md O o fliton raued . ,muegr‘n//né

l/ﬂ(d{ﬂ:)’ﬂd O{ Correr 7’(’6de /D/C/Jf“” //; ﬁ

))O’ﬂL(ruﬂ)c{/ oF slate Lol o wihiclh ey

AYe, [ﬂﬂa’(‘?r’ (o 04 lg

WICLSSWQ /Fd/ord]l,n,\ O‘QL 7 Csp1Lr5ES

% s (Pd{ DL/ILOWL JJ rM/Ot/L

78

fnp/h/d,/ A‘/ ""50610(,/ f/s}‘S

//19&/ WP&&”’I’W /}M,s ﬁmpfﬂ’&{

SQWO !/f(;l m/n/n'}mm *C//M dw/-’?&f [K’U/ ,«}‘/O,]

cf’omv o p W’»/rm N

COI‘\ /c,m T 1[10 P%D(M(f’nru r/

’P/)l L F [ o8pec Is

AQV }ws /}(OV’HP mfcncma )awé 460//05///’9’ 75%&

%\uﬁs AoV 7’/){UDL/J fflpcl L)Ff“?‘

‘gt UCOHQDQ‘ -
) dale  of £ mey, -~

4

/S ona Pﬁf?/{n




7513

Chind

Y2

NonL @%MJ ﬂ fh//zzf

Moce /,!fd({c/d/ ﬂm ﬂuﬁerS GAOC[

b@dan 1975 + \wpnd pracemZel(

u@

e4,// do— (iredtivn o Commenicls po[iticalfe

d ({n &‘ld {__Gaml {ﬁﬂ’bnﬁﬁé L0

{10154’ [ernf")

Uy

4&[//: )L(/ra r Qo] &t form

720% labor Gorro  crzl 147%

/-tpafgf{ Zmo’ 7Ln {ﬂffu/idtﬁf’{ Ifc?{mﬁ(C

'}W/) 'l?(ﬂd Dr(’ ayu}—ém

“bed o all fo gf@v 2t codeln preg

(pu%— CD(//OJ 59(/ C,UL {j/‘f?d(/ﬁ)('

U

b‘f /4¢0 ?D/o fo& d)l rm " fPL

6*’/0/?0/05 |0 TLAS

& otput D
Jdb Urhon [ofanms /<0€3)
gtate ouAld mon_,f( m.,a/ <OF oy pwdoc/m 7
¥ /re’f’p ﬂf’offLs
Y7 P»Jm(m’ ? Jraf h clcos
Ucban ~collecl'es  Eomth —punsd by tiadgocs
WM s - pol gisbyed Fol o] T/O/amv
(Of’hﬁ){’f fi00 60/‘20{15 a dpona
Y4 Cpor td/ t (‘0/? O/f?/f 205
' "PO’W i )/d 50 +o {p/‘&'@n ;ﬂbfﬂzz/@fffﬁ
T o porls )
45 AlPu §(/f€‘§(u// 29000 O]
o ))OvF{DﬁJﬂg/ Of (x/pnomlmo\ i—mdr(}rofvj
M 2 contral banl)
KﬂgD a(fr( 0/07[ / Jegastocs o/ Tdx 5’%5;%”
”™ stocl  bmiluat

Letonty  OX changind  Dlac
7 v 7

T

—




Pl

-~
£ Trare fomaliyy o€ SOF s
T [990s \})@(of’/’\/ Moce  [otpledle [y
(ﬂP@C{’ 4001“#\, nwﬁrdf///’) \n/wo&/ﬂm § ,}y/f /”ﬁ/ﬁ’/? a
(}m/fged dgo{, \[(/erq So C{Cf’/ J o é’(ﬂ/ﬁp////((
(f’"d le }»/1/10(7, '.Dﬁolﬂwg /}Zm‘/L)
Ovaps Lo fllclonc tes /
; )?97 (d{/ {ar“ /O/Ka/ da“/pfh‘—?to /561/ﬂ Stan
g bt dov 4/// /a(@p Stecl folde-




—) /)

( Jt&

The Economy | Where have we heard this waming before? 1/19/07 8:58 AM

SPE -

om—
Posted on Fri, Jan. 19, 2007

The Economy | Where have we heard this warning before?

By Andrew Cassel
Inquirer Columnist

You are forgiven if you tuned into the Federal Reserve Board chairman's Senate testimony yesterday and thought you were watching a rerun.
Yes, the guy at the table this time wore a beard and spoke somewhat less elliptically than his predecessor.

But the substance of Ben S. Bernanke's message to a Senate panel was basically the same one that Alan Greenspan delivered repeatedly for years from that same
catbird seat:

The federal budget is cruising toward a waterfall - actually two waterfalls, a small one and a big one.
The small one is called Social Security; the big one is called health care. And if we don't change course soon, we risk a political and economic dunking.

Currently, "we are experiencing what seems likely to be the calm before the storm,” Bernanke said of the current federal budget deficit, whose shrinkage last year
was much celebrated and largely irrelevant.

It's true, Bernanke noted, that the government's flow of red ink slowed in 2006 to $248 billion from $319 billion a year earlier.

But rather than pat itself on the back, Congress needs to look ahead.

Next year, the first baby boomers will turn 62, and millions will begin claiming their Social Security benefits, followed by Medicare three years later.
Now consider that in 2006, about 40 cents of every federal dollar went to cover the costs of Social Security, Medicare and Medicaid.

The coming baby-boom retirement wave means that spending on those entitlement programs will rise - not just faster than inflation, but faster than the growth of
the economy as a whole.

That leaves less money for defense, education, or anything else you might think government should fund.

‘»"‘ There are several other choices, but none is pleasant.

Tax hikes won't be limited to the Wall Street bonus-brigade and overstuffed CEOs - the middle class will wind up paying more as well.

Borrowing more won't cut it either, Bernanke said. We're already paying more than $400 billion a year in interest just to service the debt we've got.

By 2030, that debt burden could triple as a percentage of the overall economy - which means the annual interest cost would skyrocket.

Additional borrowing to pay that interest could put us into a fiscal death spiral, resulting in default, runaway inflation, a badly weakened economy, or all three.
So what's left? Some combination of tax hikes, benefit cuts, and reform of the entitlement programs to make them more efficient seems inevitable.

Social Security is actually the easy part. You wouldn't know it from the furious political battle that erupted over President Bush's plan a couple of years ago to partly
privatize the retirement system, but left- and right-leaning policy experts have actually found a fair amount of common ground over how to change the program.

A compromise plan would likely involve tweaking the Social Security benefit formula, lifting the cap on payroll taxes, and gradually raising the retirement age in line
with seniors' lengthening life expectancies.

Medicare and Medicaid are much thornier issues, mainly because of the broader problem of rising health-care costs for everyone.

Coming up with a fair and effective program that the economy can support probably hangs on a broader change that would affect health-care funding across the
board.

But whatever approach Congress takes, it's critical that it get started now.
Every year that the budget isn't balanced puts us deeper in the debt hole, making it that much harder to get out.

The federal deficit also aggravates our international financial imbalance, effectively forcing us to import foreigners' savings to fund both public and private
investment.

"The longer we wait, the more severe, the more draconian, the more difficult the objectives are going to be," Bernanke told the senators. "I think the right time to
start was about 10 years ago."

No kidding.

The Economy | Greenspan Admonitions

November 2005

He called on Congress to get the nation’s fiscal house in order and bring the swollen deficits under control.

"Unless the situation is reversed at some point, these budget trends will cause serious economic disruptions,” he said.

April 2005

http://www.philly.com/mld/philly/business/16494067.htm?template=contentModules/printstory.jsp Page 1 of 2



_——A ™
/j £3 ) /
\J L/'. / !
The Economy | Where have we heard this warning before? 1/19/07 8:58 AM

\

Large government deficits threaten the U.S. economy, he said, calling on Congress to return to the budget discipline of the 1990s.

"Unless that trend is reversed,” Greenspan warned, "at some point, these deficits would cause the economy to stagnate, or worse.”

February 2003

He questioned the need for a new economic- stimulus package, voicing concern about the rising federal budget deficit. "We ought to be... very careful not to allow
deficits to get out of hand."”

SOURCE: Inquirer research

2007 Philadelphia Inquirer and wire service sources. All Raghts Reserved
Itp Srwww philly,com
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The Next Meltdown

It took one act of terrorism in 1914 to cripple the
world’s financial markets. Why it could happen again

By NIALL FERGUSON

N THE WORLD OF FINANCE, THAT WAS

one happy Old Year. Whether they were

buying Indian real estate or Brazilian

commodities, traders and investors
made serious money. Profits at Goldman
Sachs exceeded the gross domestic prod-
uct of Bolivia.

The best explanation for the good times
is liquidity. Thanks to global integration and
financial innovation, higher short-term in-
terest rates have not translated into mone-
tary tightening. On the contrary, the world
economy has been swimming in credit of
every conceivable kind. Money-supply fig-
ures for the U.S. understate the phenome-
non because billions of dollars flow abroad
every month to finance the American trade
deficit. The world’s central banks control
about $5 trillion of reserves. This in turn has
raised monetary growth rates. The total val-
ue of commercial-bank assets worldwide is
close to $56 trillion, and bank loans are only
one of the many forms credit now takes.

The key question is whether something
could happen in 2007 to drain away this li-
quidity. For most investors and policymakers,
the nightmare scenario remains that of the
post-1929 Depression, when a stock-market
crash was followed by a spectacular wave of
bank failures and a massive monetary melt-
down. However, by blaming the Hungry
Thirties on blunders by the Federal Reserve,
we reassure ourselves that history couldn't
repeat itself. Today’s central bankers are
smarter. But history provides an example of
another liquidity crisis that went far beyond
what central banks could cope with. Until
the last week of July, 1914 looked as if it
would be another good financial year. The
stock-market crash of seven years before
had almost faded from memory. Inflation
was under control, and interest rates had
stabilized. Emerging markets were boom-
ing. On the back of sustained global growth,
commodity prices were up. Best of all,
volatility was as low as most investors could

remember. Sound familiar?

IT SEEMED LIHE JUST ANOTHER ASS/

N

AMSTUTD AF1107 137 AAIIAITTY SR
ANQTHER MUSUM COUNTRY. STOT

It was an act of terrorism on June 28
that began the crisis. At first it seemed like
just another assassination in just another
Muslim country (Bosnia-Herzegovina, occu-
pied by Austria-Hungary only a few years
before). And although the terrorists scored
a big hit (Archduke Franz Ferdinand, heir to
the Austrian throne), the financial markets
took it in their stride. Stocks barely moved.

It was not until the Austrian ultimatum
to Serbia on the evening of July 23 that in-
vestors began to feel nervous, Its terms were
truly formidable, particularly the demand
that Austrian officials be allowed into the
country to investigate alleged Serbian spon-
sorship of the terrorists. The government
in Belgrade immediately dismissed the ulti-
matum as “impossible” Germany took the

Austrian side; the Russians lined up with the
Serbs. By Aug. 4, alittle Balkan difficulty had
become a full-scale European war.

The financial crisis happened even
faster. Within days of the Austrian ultima-
tum, the delicate web of international credit
was torn to shreds. German trading com-
panies ceased to remit the money they owed
to brokers in London.
European investors rushed
to withdraw their money
from New York. As nervous
banks called in loans, panic
selling swept the world’s
financial markets. But the
further asset prices fell, the
worse the crisis became.
Securities that had been
the collateral for immense
pyramids of debt were sud-
denly unsellable. The cen-
tral banks had to admit
they lacked the means to
stem the outflow. The only
way to avoid a complete fi-
nancial implosion was lit-
erally to close the world’s
stock exchanges. London’s
exchange remained shut
down until January 1915.

Could such a “great
drain” happen again,
sucking liquidity out of
the international financial
system? Many experts
would dismiss the idea as
mere doom mongering. A
full-scale war, they say, is
one of those “10-sigma”
(10 standard deviation) events that are so
rare they lie outside the domain of risk
management. Like an asteroid hitting the
earth or a global influenza pandemic, a
really big war belongs in the realm of un-
certainty. You just can’t price it in.

But try rereading the events of 1914 with
the place names changed. Imagine the as-
sassination of the U.S. Vice President in
Baghdad this coming June. The U.S. sus-
pects Iranian involvement and sends an ulti-
matum to Tehran. Israel takes the American
side; Russia lines up with the Iranians ...
It's not a wholly implausible sequence. And
some central bankers admit privately that
they would have to struggle to counter the
liquidity crunch that such a geopolitical
shock would trigger. A stock-market shut-
down in 2007? History warns us not to rule
it out. |

o
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Ferguson is the Laurence A. Tisch Professor
of History at Harvard University
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™ A.P. Macroeconomics Dr. Reilly
Exam Review Questions
DIRECTIONS: Having completed this course. you should be able to answer the following questions—
especially if you plan to take the A.P. Macro exam on May/18. They are for review, not
for a grade. These questions are adapted from a description of the A.P. Macro exam
published by the College Board.
1. Basic Concepts
A. Define and illustrate scarcity.
B. Define and illustrate opportunity cost.
C. Define and illustrate comparative advantage from
1. differences in output levels and
2. differences in labor costs
D. Define and illustrate the functions performed by an economic system.
E. Define and illustrate the different types of economic systems.
F. Explain and illustrate how demand-supply analysis can be used to analyze a market economy.
II. Measurement of Economic Performance
A. Define GNP and GDP.
B. Define inflation.
- C. Define unemployment in general and in its three types.
D. How is unemployment measured?
E. Explain the seeming paradox of a positive unemployment rate when there is so-called *“full
employment.”
F. Explain the measurement of gross income.
G. Explain the costs of inflation.
H. Explain the costs of unemployment.
I. Explain the difference between nominal and real values.
J. Explain how a price index converts nominal magnitudes into real magnitudes.
K. Speak accurately about the historical and actual levels of inflation. unemployment. GDP in
America and how changes in any one may affect the others.
[1I. National Income and Price Determination
A. Explain the nature and graph the shape of the AD and AS curves.
B. Explain the differences between the Keynesian. classical, and neo-classical (rational
expectations) views of the shape of the AS curve and the importance of the shape
in determining the effect of changes in aggregate demand on the economy.
C. Explain and illustrate the circular flow of goods and earnings in the economy.
D. Use a model to explain the how equilibrium determines the aggregate price level and output.
E. Explain and use a model to demonstrate the spending multiplier.
F. Explain the effect of government fiscal policy on aggregate demand and the differing effects
of discretionary tax and expenditure policies.
o G. Identifv and discuss the role of automatic stabilizers.
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II. National Income and Price Determination (continued)

H. Define money according to its role and composition of its various measurements.

. Explain the fractional reserve banking system.

J. Explain multiple-deposit expansion and money creation.

K. Explain the structure and functioning of the Federal Reserve System.

L. Identify and explain the Fed’s tools of monetary policy.

M. Define the determinants of demand for money.

N. Explain and graph how equilibrium in the money markets determines the interest rates.

0. Explain and graph how the investment demand curve provides the link between changes in
the money market and changes in aggregate demand.

P. Explain and graph how monetary and fiscal policies interact.

Q. Explain and graph “crowding out” and how it might be countered.

R. Describe the issues on which Keynesians and monetarists disagree.

S. Describe the economic effects f government budget deficits.

T. Explain the issues involved in determining the burden of the national debt.

U. Explain the relationship between deficits, interest rates, and inflation.

V. Explain why the AS curve may be upward-sloping in the short-run but vertical in the
long-run.

W. Explain the difference between short-run and long-run impacts of monetary and fiscal
policies.

X. Trace the short-run and long-run effects of supply shocks.

Y. State and analyze the short-run and long-run Phillips curve relationships.

Z. Explain inflationary expectations and how Keynesians , monetarists, and neo-classical

economists differ over them.

IV. Growth
A. Describe the contributions of economic growth to job creation and economic well-being.
B. State the determinants of economic growth.
C. Explain the impact of monetary and fiscal policies on the growth of a nation’s economy.

V. International Finance. Exchange Rates. and Balance of Payments.

A. Explain how the combination of monetary and fiscal policies used in addressing problems of
inflation and unemployment has an affect on international factors such as exchange rates
and the balance of payments.

B. Explain how international forces, often beyond the control of a country’s authorities, effects

a country’s exchange rates, which in turn effect price level, unemployment, and level of
output.

C. Describe the effects of trade restrictions.

D. Explain how the international payments system hinders or facilitates trade.
E

F

. Explain how domestic policy affects international finance and trade.
. Explain how international exchange rates affect domestic policy goals.

Page 2 of 2
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MACROECONOMICS
SECTION II
Planning Time—10 minutes
Writing Time—50 minutes

Directions: You have fifty minutes to answer all three of the following questions. It is suggested that you spend
approximately half your time on the first question and divide the remaining time equally between the next two
questions. In answering the questions, you should emphasize the line of reasoning that generated your results; it is
not enough to list the results of your analysis. Include correctly labeled diagrams, if useful or required, in explaining
your answers. A correctly labeled diagram must have all axes and curves clearly labeled and must show directional

changes.

1. Suppose that the United States economy is in a deep recession.

(a) Using a correctly labeled aggregate demand and aggregate supply graph, show the equilibrium price level
and real gross domestic product.

(b) There is a debate in Congress as to whether to decrease personal income taxes by a given amount or to
increase government purchases by this amount. Which of these two fiscal policies will have a larger impact
on real gross domestic product? Explain.

(c) Explain how a decrease in personal income taxes will affect each of the following in the short run.

(i) Consumption 'T [ )Ji ,
(ii) Real gross domestic product and the price level / {-) } J ,"ﬁ
(iii) Imports ; .‘f“. -! ' \(

\7- iv) Exports * | -‘ ' 7 '
I(o‘ i = ( ) P ¥ k/ / f‘f ‘!,l\' .",,'4‘ _(I) J'//‘ [[,’ //

D) W\l

s (d) Explain the mechanism by Wthh an fncrease in net investment will cause each of the followung to change.
(i) Aggregate demand ; ( :

— | ) (i1) Long-run aggregate supply =~ \M_/ e nd] e / ]

_— .;‘

| { [ | LAITS st
| ' : ) /
| b {0\ E Glow, (T

GO ON TO THE NEXT PAGE.
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ASDAQ 2451.31 ¥ 2.1%

NIKKEI 17310.44 = 1.5%

DJ STOXX 50 3781.45 +0.3%

10-YR TREASURY ¥ 1/32, yield 4.773%

OIL $51.99 ¥ $1.00

EURO $1.2963 YEN 1

News—

World-Wide

= Bush promoted a tax plan to pay
for health care, a top voter concern.
In a bid to tackle health-care infla-
tion, Bush will seek to extend tax de-
ductions for health coverage to ev-
eryone who buys it outside the work-
place but count employer-provided
health insurance benefits as part of
income, making them taxable. The
Aresident flagged the plan in his Sat-
¢ dayradio address and will elabo-
_atein his State of the Union address
tomorrow, officials say. A new Wall
Street Journal/NBC survey found a
33% plurality of Americans calls the
cost of health care the economic is-
sue that concerns them the most. A2
Bush also hinted in his radio address
at an initiative to encourage states to
create insurance pools for the poor,
as he faces pressure to address the
needs of all of America’s uninsured.
* * *
m U.S. troops in Iraq suffered their
deadliest day in two years Saturday,
a toll of 25 dead, 12 in a Black Hawk
helicopter crash in Diyala province.
m Shiite leader Sadr ended a two-
month boycott of Iraq’s government.
* * *
m Sen. Clinton declared her bid for
the presidency in an online posting
s Saturday, and New Mexico Gov. Ri-
1 chardson followed her into the Dem-
FOl ocratic fray yesterday. Sen. Brown-
T pack (R, Kan.) also declared. A4
18 W
& m Russia’s Putin promised smooth
energy flow to Europe, after talks
with Merkel. Despite European con-
f-  cerns, investors credit Putin for the
D(’- Russian market’s rally, and the Ger-
1 man leader acknowledged in an in-
terview the Continent can’t manage
ib-  without Moscow’s goods. Al and A3
m Russia warned of an arms race as

-
T

In Nazi Camps,
Counterfeiting Ring
Saved Mr. Burger

Today a Movie and Book
Recount a Massive Plot
& To Weaken British Pound

By MARCUS WALKER
And ALMUT SCHOENFELD

PRAGUE—Adolf Burger, a sprightly
89-year-old survivor of Nazi concen-
tration camps, held up one of the Brit-
ish £5 notes he helped forge for the Ger-
mans during the war.

“Britannia was hard” to render, he
said, pointing to the female symbol of
Great Britain, a
toga-wearing
woman with spear
and shield drawn in
the note’s top left-
hand corner.

Mr. Burger was a
reluctant player in
one of the biggest
attempts at finan-
cial sabotage in his-
tory. The Nazis
forced Mr. Burger
and 140 other Jew-
ish prisoners—all marked for liquida-
tion—to forge so much British cur-
rency that by 1945, 12% of all pound-
sterling bills in existence, measured
by face value, were fake.

Mr, Burger published a short mem-
oir after the war, and then didn’t talk
about the war for decades, he says. In
the 1970s, a book by a German Holo-
caust denier so incensed him that he
took early retirement and began col-
lecting photos and documents to
prove what he had seen in the concen-

Please turn to page AlI3

Adolf Burger

EDIFICE COMPLEX

In Real-Estate Battl
Titans Awash in Casl

Though Equity Office
Was Poor Performer,
M. Roth Covets It

By JENNIFER S. FORSYTH

Last July, Steven Roth called fellow
real-estate titan Sam Zell with a secret
proposal: a merger that would put the
two longtime friends atop a company
that would dwarf anything else in the
real-estate world.

Mr. Roth, chief executive of Vor-
nado Realty Trust, knew that Mr. Zell’s
Equity Office Properties Trust was in
play. EOP—the nation’s biggest office
landlord, with more than 590 build-
ings—had been a disappointment on
Wall Street. Mr. Zell thought he could
get efficiencies from owning big build-
ings en masse, but had ended up pay-
ing too much for some buildings and
owning in too many weak markets.
With its stock trading at less than the
value of its assets, EOP had become
likely prey for cash-rich private-eq-
uity firms that could carve it up and
sell it off.

But Mr. Zell’s company would be a
boon for Vornado. With successful in-
vestments in real-estate and beyond,
itwas drowningin capital—and a com-
bination with EOP would give Vornado
a myriad of choice properties in one
fell swoop, at a time when competition
has never been more fierce for com-
mercial estate. He thought Mr. Zell, 65
years old, would leap at the chance to
keep his empire intact, married to Vor-
nado’s powerful financial machine.

Mr. Roth guessed wrong. In Novem-
ber, after negotiations bogged down

over price, Mr. Zell agreed t
company for $20.1 billion to
private-equity firm, Bl
Group. Mr. Zell declined to
viewed.

Now, Vornado is scrambl
back into the deal. Last wee
York-based real-estate ir
trust teamed with two parti
Blackstone’s bid by 7%. If if
ceeds, Vo
cherrypi
EOP’s ms
take N
throne :
tion’slar
building

Vorn
Blackst
squaring
ant take
fueled
wave of
ing thre
markets. Low interest rat
global economy and high
prices have flooded coffer
world with cash that inves
creasingly sought to put
sets such as office buildi

After suffering a deep
thedotcomcrashin2001,t!
ket has seen steady recov
end of 2004. With relati

Please turr
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Charles 1. Plosser has a comfort zone. He’s not in it now.

Inflation nags at Phila. Fed chiet |

You could say Charles Plosser is excited
about being president of the Federal Re-
serve Bank of Philadelphia. Or you could say
he’s feeling engaged, challenged, and gener-
ally optimistic overall.

But you can't say he’s comfortable.

His discomfort stems from the current lev-
el of inflation — specifically the “core” rate
that Fed officials rely on to gauge their effec-

can recall (think the 1970s), it's a bit too high
for people who consider themselves hard-
core inflation-fighters, as Plosser does.

But how much is “a bit"? How far would
inflation have to fall to be inside what Fed-
watchers call the “comfort zone”? Plosser
won'’t say.

“I haven't given my comfort zone. I'm not
going to reveal it,” he told me in an inter-

Andrew tiveness as guardians of the nation’s mone- view last week. He does, however, stand by

Cassel tary stability. During 2006, core inflation remarks he made last fall as part of his first

The Economy clocked in at 2.8 percent, and while that’s public speech since becoming Philadelphia ; j
pretty tame compared with some eras we See CASSEL on C6 JOHN COSTELLO / Inquirer Staff Photographer
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times a&ar its acquisition by the
now-l cupt Allegheny health
system 1n 1996.

“This is a venerable institu-
tion with a rich legacy of
patient care and physician edu-
cation,” Haber said. “I think it
deserves better than what is go-
ing to happen.”

The hospital will remain
open until the sale is complet-
ed March 30, but new admis-
sions will stop by the end of
February.

At that time, a temporary
urgent-care center will open in
place of the emergency room.
Campanini said these were all
steps to prepare the hospital for
the transition from acute care.

While the Philadelphia area
has several prominent rehabili-
tation hospitals, local experts

AN

Hospital of the University

Presbyled - Pennsylvania

of Pennsylvania Medical Ce Hospital

Total revenue $1,164 $353 $371
in millions*

Licensed beds 695 347 500

Employees 5,601 1,576 2,416

Physicians 1,650 854 859

Patient admissions 36,518 14,957 23,054

*Fiscal year ending June 30, 2006
SOURCE: University of Pennsylvania Health Syslem

say they do not expect another
to increase competition among
the region’s hospital networks.
“I don’t see any aspect of this
deal that doesn’t make sense,”
said Alan M. Zuckerman, presi-
dent of Health Strategies & Solu-
tions Inc., of Philadelphia.

The Philadelphia Inquirer

along with seven other local hos-
pitals from Allegheny in Novem-
ber 1998.

Yesterday, Graduate employ-
ees received an open letter
from hospital chief executive
Brian Finestein informing them
they would have opportunities
to transfer to other Tenet

flagship facility for a
five-hospital health system.
1996 Graduate and its
affiliated hospitals become
part of the Pittsburgh-based
Allegheny health system.

hospitals or apply for jobs in
the Penn health system.

“Job fairs, employment coun-
seling and appropriate sever-
ance will be provided by Tenet
to those employees who do not
receive offers of comparable
employment,” he wrote.

That is small solace to Henry
Nicholas, president of the union
that represents about 200 of
Graduate's 400 employees.

“They don't intend to reopen
with any of the former employ-

Shepherd Henaouauun
announce a joint v, re
to convert Graduatt ..o a
long-term acute care and
rehabilitation hospital to be
reopened in July 2008.

ees,” Nicholas said. “It means
that we lose about 400 jobs in
South Philly, which is a big loss.
Job fairs don't fill that capacity.”

Good Shepherd Penn Partners,
the new venture, should employ
about 450 people by its second
year, said Sally Gammon, presi-
dent of the Good Shepherd Re-
habilitation network.

Contact staff writer Josh Goldstein
at 215-854-4733 or
jgoldstein@phillynews.com.

Tenet acquired Graduate
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Phila. Fed chief uncomjortable with inflation rate

CASSEL from C1
Fed president in August:

“At that time, core inflation was run-
ning about 2.5 percent. That's higher
than I'd like to see it.’”

There’s more to this than simple aca-
demic musing. Being president of the
Philadelphia Fed makes Plosser a mem-
ber of the Federal Reserve’s key Open
Market Committee, which sets the course
for U.S. interest rates — and, to some
extent, the pace of the overall economy.

Although Plosser won't actually cast a
vote on interest rates until 2008 — vot-
ing power rotates among the regional
Fed presidents — his voice will be heard
whenever the panel meets in Washing-
ton. Already, some professional Fed-
watchers have called Plosser among the
most hawkish — that is, the least infla-
tion-tolerant — of all the central bank’s
key players.

“Certainly, 'm not a fan of inflation,”
Plosser told me.

The thing is, “there’s only one institu-
tion in our government that has the
ability to control inflation. That’s the
Federal Reserve. So 1 think it’s impor-
tant that the central bank take that
charge very seriously.”

How seriously is a question we could
see play out later this year.

Analysts and financial markets are di-
vided over the outlook, with some saying
the economy has slowed enough to justi-
fy a Fed rate cut, while others believe
rates will stay firm or even rise.

The key, however, is how Fed officials
themselves see it. And since their delib-
erations are never public — minutes of
the central committee meetings are re-
leased long afterward —— Fed-watchers
pick over officials’ public statements in-
tently for signs of what’s to come.

That could change. One idea being de-
bated among Fed officials is to intro-
duce an explicit target for inflation.
Then, if prices were rising faster than

the target rate, investors and business
planners would know to expect an in-
crease in short-term interest rates.

Former Fed Chairman Alan
Greenspan opposed the idea during his
18-year tenure, which ended in February
2006, arguing that the bank needed the
discretion to deal with changing econom-
ic conditions. But Plosser, among others,
questions whether that’s appropriate for
a post-Greenspan Fed.

“You can’t take issue
[Greenspan’s] success,” he said.

But, he added, “there’s no little black
book in the upperright-hand corner of
the desk drawer that tells you how you
make monetary policy like Alan
Greenspan.”

Ben S. Bernanke, Greenspan’s succes-
sor, has endorsed naming an inflation tar-
get, and Plosser supports the idea “as a
philosophical statement.” But getting
such a change through the Fed’s cautious
bureaucracy might take some time.

with

Meanwhile, there’s plenty to keep Ploss-
er busy here in Philadelphia. The region-
al Fed is one of the biggest financial insti-
tutions in town, with 1,100 employees and
a charge to oversee local banks through-
out eastern Pennsylvania, southern New
Jersey, and all of Delaware.

An Alabama native, Plosser spent 28
years at the University of Rochester
while that Upstate New York city’s for-
tunes turned down dramatically. East-
man Kodak Co., for example, had 50,000
workers there when Plosser arrived but
just 10,000 when he left.

While Philadelphia has “a wealth of
talent,” he said, some of the issues here
are similar. “One of the things many old-
er communities face is, how do you pro-
mote and retain talented individuals?”
Plosser said.

E-mail acassel@phillynews.com or phone
215-854-5981. Read his recent work at
hitp://go.philly.com/andrewcassel.
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Travels of a Global T-Shirt Book Report

The Travels of a T-Shirt in the Global Economy: An Economist Examines the Markets,
Power, and Politics of World Trade explains the story (and politics) behind what it takes to
produce a T-Shirt to be sold in America. The author, a colla;cée professor at Georgetown
University was inspired to take this journey after observing an anti-globalization protest in 1999.
The first step in her journey was the cotton fields of Texas. Technology and subsidies means that
a lot of cotton is grown right here in America. Then the cotton gets graded through a very
scientific process and shipped to China. In China, the.thie state-run factories must cope with

producing for a market not a quota. They get help from the workers, who despite having limited

mobility feel very happy to work in a factory over a farm. This is similar to the long-gone British ~ )

and American textile industries. Coming back to America, the shirt encounter%i'r'ﬁess of ;_ariffs C éﬁ;}iy,{'ﬁ'il'a"/.

-

A
; (A /-'f“f
and quotas. Despite promising free trade, the politicians have developed thousands and s } ki
b; ¢ ot aalll

L'IL' A

thousands of laws regarding textile imports. However, when she is done with her shirt, it finally

encounters a free market in the highly competitive fabric recycling industry.
e HArd Ay,
: i 0 g : .
This book was/very interesting. All of the problems with T-shirts today stem from our

[ 2f
long problem with protectionism. The problem is that all of the non-market activities drive up the
cost and complexity of making a shirt. The story of how the US producers have always tried to
Vi

avoid free markets is w interesting. In addition, the fact that Chinese workers rather

work in a factory over a farm for independence surprises me. The activists should consider this



(™

Plasmeier 2

when they talk about "sweatshops." I also learned how picky African buyers are with everything
we donate. This book should be read by every person against the concept of globalization.

s

[ was doing a report on globalization in World Cultures so I was very;mterested bn the
N
topic. In addition, we learned about the dangers of tariffs and quotas in The Choice as well as in

class. This talks about the effects which these protectionist policies actually had and sort-of

continue to do so because of the one powerful "alphabet army" of lobbyists.
0/

The author of the review"\;éry\mucll liked the book. He said that "has all the makings of
an economic classic." I agree. We should give up the protests against global trade and focus on
giving these people a free market to trade these goods. "She uses the T-shirt to tell the story of
progress." Again I agree. The textile industry has always tried to avoid free markets. Especially
with the cotton industry, it tells how the market adapts and changes. He said other books have

made these points, but this one tries to work at a level anyone can understand because it tells the

actual stories of people which the T-shirt industry touches. _ 3 ( j f‘,[,
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Nickel and Dimed Book Report
Summary
Nickel and Dimed is about a well-off author, Barbara Enrenreich, and her experience

when she sets aside her college education, white collar job, and joins the ranks of workers living
near minimum wage. During her experiment, she struggles to just get by; becoming ever more
hopeless toward the end. She jumps from job to job. always searching the want ads for
opportunities, and avoiding the wrath of the management. She points out the problem of the
poor, without enough money upfront, they are stuck paying much higher amounts for housing
and enormous rates on credit cards to live paycheck to paycheck. In addition, firms are onlyf “gnE i

vl Vi,
interested in hiring drug-free people good at following orders. Affordable housing @ ;
hard to come by she finds. Overall, her experiences were less the positive.

My Review
Nickel and Dimed scared me into making sure I get a good education, and a good, well |

paying, white collar job. In addition, I will never look at a service person the same way again.
They go through so much, and make so little. Even buying a uniform for their next job puts them
weeks behind in savings. These people seem to live in a different country then us, both because
of their standard of living, and how much we hear about them. Next time, [ will definitely

support raising the minimum wage. In addition, tips are a large part of wages for servers; should

remember that as I start eating out without my family.
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Overall, I enjoyed reading the book a lot. When I first read it I could not put it down. I
read all of it in one day. I seem to enjoy books like this, giving a view inside American society,
and how it works. The book is very well written and describes her experiences almost perfectly,
without becoming repetitive. I appreciate the facts she intersperses with her story. Overall, 1
would highly recommend that other read the book in order to gain the same insight which I did.

Connection

Nickel and Dimed is about the income inequality which exists in the American economy.

The book talks about "market" conditions do not mirror real life. Economics assumes that people
will have all of the ideas they need to make a smart choice. But the wage taboo prevents wages
from being discussed. Help wanted ads are always posted, and almost all don't offer hard
numbers. Job searches take time, which can be better spent working. So the actual plight of the
poor differs from textbook assumptions and models. This book tells the important human cost of
low wages, which is missing in most textbooks.

Reviews

4

Urqury

The review I read from T_h_g’.;ﬁgmgrrs{ starts out not liking the book, but ends up enjoying
the book very much. The reviewer even goes as far as to say, "this book should be required
reading for corporate executives and politicians." [ agree. The people who make the decisions
about welfare programs and the entry-level wages so be aware just how far those wages go in
today's society. They should realize how they are barely paying subsistent wages and should
have a little humanity before they protest minimum wage increases. And the politicians should
understand that minimum wages do matter to somé people; they should pass increases regardless
of the protests. Political should also realize how real welfare cuts hit home with a large part of

America.



Plasmeier 3

Works Cited

l43nrenreich, Barbara. Nickel and Dimed.New York: Henry Holt, 2001.

SEdtt, Joni. "Nickel and Dimed: On Getting By in America - Not - Review." The Humanist. Sept

2001. Looksmart 9 Jan 2007

<http://www.findarticles.com/p/articles/mi_m1374/is 5 61/ai_78966516>.

> /
_ 7 B~ e
ﬁjt{ ,/./{‘/ / P // /'//tﬁ’
/A ;L’ ;
~ ‘.
7 a
T ‘ﬂ/vu % €Y ored ] (04
% pos|



