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(1) Who is to Blame for a Higher Price?
c. Decrease in Demand
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through Speculation
1. Coordination in Markets along a Supply Chain

a.
b.

d.

€.

f.

A Supply Chain

First Example: How Entrepreneurs Adjust to

an Increase in Demand for Wheat Bread

(1) Production Adjustments by the Farmer

(2) Adjustments Downstream from Farmers

(3) Production Adjustments by Producers of
Substitutes

(4) Connections Along Other Supply Chains

Second Example: How Entrepreneurs Adjust

to an Increase in the Marginal Cost of

Producing Raw Wheat

Adjustments Throughout a Structure of

Production

Gains to Consumers

What Kinds of Capital Should Be Produced?
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a.
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Pure Speculation and Its Coordinating
Services

Speculation Leading to a Transfer of
Ownership of Resources
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Hedge
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Chapter 10: Unemployment
1. The Meaning of Unemployment

a.

b.
C.

d.
€.

Defining Unemployment

(1) Labor and Work

(2) Unemployment Defined

(3) Unemployed vs. Not in the Work Force
(4) Part-Time Jobs

The Unemployment Rate

Two Immediate Causes of Ordinary
Unemployment

The Production of Work

Work That Is Not a Resource

(1) Sympathy for Whom?

2. The Effects of an Offsetting Change in Demand

a.
b.
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Demand Conditions are Continually Changing
The Concept of an Offsetting Change in
Demand

Other Simplifying Assumptions

. Effects on the Rice Industry

Effects on the Potato Industry

Unemployment Due to an Offsetting Change

in Demand

(1) The Demand for Work

(2) The Supply of Work

(3) A Completely Coordinated Market for
Work

(4) Effect of an Increase in the Demand for
Work

(5) Effect of a Decrease in the Demand for
Work

(6) Combined Effects on Employment

(7) Effect of Job-Seeking on Other Markets
for Work

Effect on Markets for Other Consumer Goods
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j. Large Layoffs and Political Responses
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Good is Work-saving
(3) Upstream Producers
(4) Effect on Employment Along the Supply
Chain as a Whole
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c. The Benefits of Technological Advance
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(2) Gold as a Medium of Exchange
b. Representative Money
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a. Three Ways to Use Transferrable Deposits



b. Central Bank Regulation and Money Creation
c. Money in International Exchange
3. Inflation Accounting
a. Choosing a Base Year
b. Choosing a Market Basket
4. Conclusion

Appendix: The Marvel of Money
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1. How the Central Bank Can Increase the Quantity
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a. It Can Create Money Itself
b. It Can Induce Bankers to Create Money
(1) How An Ordinary Modern Bank Creates
Money
(2) Fractional Reserve Banking System
(3) Central Bank Restrictions on Bank
Lending
(4) Why No Bank Runs?
(5) Fully Loaned Up Banks in a Modern
Banking System
(6) Thought Experiment I: A System with
Two Identical Banks
(7) Thought Experiment II: A System with
Many Identical Banks
(8) Thought Experiment III: A System with
Unequal Banks
(9) It Can Create a Multiple of the Amount of
Currency Added by the Central Bank
c. Open Market Operations and Other Ways of
Controlling the Quantity of Money



2. Introduction to the Quantity Theory of Money
a. International Trade Under the Gold Standard
(1) Other Examples of the Relationship
b. Quantity Independence Characteristic of
Money’s Service
c. The Signaling Function of Prices
3. Representing the Quantity Theory
Mathematically
a. The Quantity Equation
b. An Abbreviated Form
c. Two Simple Uses
(1) Example One
(2) Example Two
d. The Artificial Nature of the Examples
4. An Introductory Monetary Theory of the
Business Cycle
a. An Idealized Business Cycle
b. The Monetary Theory
(1) The Expansionary Phase
(2) Transition to the Contractionary Phase
(3) The Contraction Phase
(4) Recovery
c. Looking Back on the Cycle?
d. Recession, Depression, and Other Business
Cycle Terms
e. The Business Cycle During a Period of
Growth
f. Why Not Increase the Quantity of Money?
g. An Unexpected Decrease in the Quantity of
Money
5. Conclusion

Appendix: A Business Cycle Due to Technological
Change



Chapter 13:Entrepreneurs’ Illusions During the Business
Cycle
1. The Markets for Loanable Funds
a. The Loanable Funds Markets and Changes
That Affect Them
(1) The Consumer Role
(2) The Entrepreneur Role
(3) Loanable Funds Markets
b. The Supply of Loanable Funds
The Demand for Loanable Funds
. Coordination in the Markets for Loanable
Funds
e. Effects of a Change in Near-future Goods
Demand
f. Shift in the Uses of Resources Toward R&D
and Upgrading
g. Shift in the Length of Loans
h. Effects of an Entrepreneur’s Discovery of a
New Long-Term Profit Opportunity
2. Errors and Waste During the Expansion Phase of
a Monetary Business Cycle
a. The Central Bank Authorizes Banks to
Increase the Quantity of Money
b. The Expansion Phase Begins
(1) Producing Entrepreneurs Raise Their
Bids for Resources
c. From Expansion to Contraction
(1) Production of Capital Goods to Satisfy
Wants in the More Distant Future
(2) R&D and Upgrading
(3) Investment in Projects with High Startup
Costs
(4) A Case in Point
d. End of the Cycle
e. A Bright Side
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3. Factors That Delay Adjustment
a. Long Supply Chains Delay Communication
and Adjustment
b. Teams, Training and Fringe Benefits
c. Legal Impediments

Appendix: Predictions of Central Bank Policies and
Their Effects

Chapter 14:Keynes and Keynesian Macroeconomic Policy
1. The Economics of Keynes
a. Real Output Is Less Than Its Potential
b. The Business Cycle Is Likely to Be More
Severe Than We Think
(1) Entrepreneurs’ Errors
(2) Rigid Wages
(3) Speculation by Lenders
2. Keynesian Economics
a. Macroeconomic Equilibrium
b. Demand Shocks and Supply Shocks
c. Fiscal Policy to Affect Equilibrium Real
Output
d. Full Employment Equilibrium
e. Mediating the Effects of Negative Shocks
f. Monetary Policy to Help Achieve Full
Employment Price Stabilization
g. An Analogy: Bringing the Pot to a Boil
h. The Phillips Curve
i. Knowledge and Timing in Macroeconomic
Policy
3. Natural Rate of Unemployment and Potential
GDP
a. Unemployment Is a Characteristic of a Market
Economy
b. Policies That Target the Natural Rate of
Unemployment
c. The Target is Always Shifting Position



d. The Knowledge Needed to Hit a Target is
Dispersed Through All of the Minds in the
Economy

e. The Knowledge Needed to Establish a Target
is Dispersed Through All of the Minds in the
Economy

Appendix 1: The Natural Rate of Employment as a
Search Equilibrium

Appendix 2: What’s Behind the Aggregate Demand
and Aggregate Supply Curves
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(3) But Isn’t This Monetary Policy?
b. Money Matters
c. But Does Monetary Policy Matter?
d. Three Different Proposals of Monetarism
(1) Growth in Money Should Equal Projected
Growth of Real Output
(2) Growth in Money Should Equal an
Average Historical Growth of Real
Output
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b. The Effects of a Currency Outflow
(1) Effects Under a Gold Standard
(2) A Currency Market
(3) Flexible Exchange Rate System
(4) Effects of a Currency Outflow Under a

Flexible Exchange Rate System
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Appendix: A Tariff to Raise Revenue for the
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Increasing understanding of the causal connection between
things and human welfare, and increasing control of the less
proximate conditions responsible for human welfare, have
led mankind, therefore, from a state of barbarism and the
deepest misery to its present stage of civilization and well
being, and have changed vast regions inhabited by a few
miserable, excessively poor, men into densely populated
civilized countries. Nothing is more certain than that the
degree of economic progress of mankind will still, in future
epochs, be commensurate with the degree of progress of

human knowledge (Carl Menger 1861 [1981]: 74).

In the main, then, the [production and distribution] process
is captained by the entrepreneur, is guided and supervised by
him, and worked out through him. It may, indeed, be said to
be entirely so worked out and guided, if only the concept of
entrepreneurship be given its proper extension. All
employers of labor or of instrumental goods for hire are
entrepreneurs, no matter whether the prospective product is
to be offered for sale or not. If it have no sale price, it is
because it has a reservation price; it is still a price product.
The client of the lawyer or the patient of the doctor, the
master in his hiring of his house servants or his valet, the
employer of labor in the raising of garden products for the
home table, are all bidders for factors of production and are
entrepreneurs for this -- and for every other -- purpose of

economic analysis (Herbert Davenport 1914: 139).



