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ECONOMICS
LESSON VII.

Exchange

THE problems connected with exchange-i.e., the
voluntary giving of one comino<lity or .service on
condition of receiving another—are among thc
most important with which we shall have to deal

Jnn?'vil ^S-7" *''V"*'J«<'* "^ *'"' next four les-

Tf -/h'
J"^' ^^- ""' ^- 'h" present les-son

„,„..*. -.,
"'*'' ""^ ^''"'''''' problems of exchange- theeighth with money, the medium of exchange- the ninthwith credit exchange-banking; the tenth wifh the la^ofinternational exchange or international trade

ihe importance of exchange as a division of economicsmay be^reahzed in a moment by supposing all exlZnlTofcommodities at an end. In such a case each Tndivfdua

n", ^'"l'.'^,
P''"'"'^'' f"-- '""""-'f "vervthing that he

nvWrJ""'
""^ '^'"'* *''«» ^'^ 'hould all find\,rselvesliving hkt savages, since none of us could produce for him-self mo.^ than would satisfy the most ele.nentary crav n^of his phj^ical life-food, clothing and shelter. Even tlefeneeds would he only miserably satisfied, while all The higherneeds ot mankind would go entirely unappea.sed So if hiseconomic life, as elsewhere, man 'is, as"^ Aristotle savs asocial a greganous animal. He who lives to himself aline

Than ?ZZ " ^="°^-""-
« '"^-t or a god-less or more

Rate of Exchange of Commoditfes.
rhe exchange of commodities is, then, a primary neces-sity of civilized life. The next important point is that ofthe exchange value or the rate of exchange-lthe amount ofany one commodity which it is necessary To exchange in themarket for a given amount of another, and the law bv'

Tseetell nnnd* " '•'^'«t«^N^ -PP>-V and I^aS(see L,esson I.) under various conditions of life. (Here theStudent may either exclude money from consideration alto'
y-
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getlnT, or lie may, as lip is perfectly justified in doin^

treat it as a single commodity—gold, since our dollar is

Kimply 2:?.22 grains <i pure (fold.)

This great problem of the rate of pxchanj!c of commodi-

ties against each other, oi against money, has become enor-

mously complicated under modern conditions of living,

where" the piiees of at least the staple commodities are de-

cided in a world-wide mark"t. The student will find it

far easier to grasp the main points if he allows liimself to

be ntally transported to some small msrket* such as

was furnisiied by the mediaev;;! town and its surromding

district, or such as migl.' stiM be furnished by some remote,

self-sufficing coii.:nunity of to-day. lie should also refer

to the latter part of Lesson I., a|ki.owledg- of which is

taken for granted.

Competition in a Small Market.

Suppose, then, tlvat in some such isolated place where

communication with the outside world is exceedingly diffi-

cult, and there i;. practically no need to consider importa-

tion four persons—A, B, ('. D— are the sole producers o''

a given commodity—hats, for example. I'nder such con-

ditions each of l.ie competing hatters would be trying all

the time to allure customers to bimself from the others. He

would do so liy attempting to give them more for the same

money or the same thing for less money than his competi-

tors, or at least to make them believe he was doing so.

How wouk" this be possible? For one thing, he might

work harder a'ul thus turn out a greater product per

annum than his competitors, and thus his labor cost per

unit of prodtn-t v.ouhl be less. Secondly, he might keep his

living expenses down below theirs, and thus be able to

subsist on a .small margin of protit. Thirdly, he might

use some labor-saving machinery not used by his eoiupeti-

*A market, in the epoiiomi* use of the word, does not mean any

l>artieular plaie where buyers and sellers higsle over the prices of

commodities; it means the process of higgling between all the buy.

eri and sellers of a commodity, as a result ol which a normal

market price for the time being is finally reached.
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Fourthly, ,.v shrp«.ln,.NH of ImrKHini.iK/or bv being „|,| "topay ^«sh. h.. ,„i«bt bny bis raw ....U.-rial fo-^ iX^tl^

Marginal Producer and Producer'* Surplua.
Normal Price.

In all or any of th.-s,- ways, tben, it would bo possibl,. for

ndemlir i"
' ''",

'""i
'^"'"P'-^'*"-- to undersell'^r seen, ondersell his nva s. Suppos,. that A, the most efficient of

aWetTm^f
""'.'

•
"^ «°'T""'*^-

''" «'•'• eonsiderinBable to make H living by selling his hats for $1.50; B byreason of la.k of capital or machinery, or perhaps of nersonank.ll or industry, finds he cannot make ends meet ihe sells "-or less than .+1.60; C, a .still less efficient prXercannot afford to sell bis bats for les.s than $1.7o'^ Sthree however, cannot, even when working at their utmostspeed, manufacture as many hits as the consume,^ of thecommunity re,|uire and are willing to purchase «ra priceremun.rative to the producer. The suppiv is1? enuaMohe demand. So we have a fourth pro,lue;r. I), cal ed into

mat a' 1^;,T
""''""\^' "'[" ''""'"'' inofficiency c n"It

hats at * SO
*^

r^^"
""'<'«^'"', i-^ able to dispose of hisats at $1.80 The community's demand is jusi sufficientto pur-base his pro.iuct at $1.80, and thus at last we findsupply and demand in pfjuiiibriun..

There is probably in tb,. communiiy some otbe.- personE. who could produce bats f-.. .$2.00, but as a suffiSsupply can be obtained at $1.80, the 'comnim.itv wm Zpay more than that. Thus $1.80 is the nonm' nlTci„nr.-the price at which with the present demand a suffio.ent supply can be ,,htai„..|. H„, ,',,, others are not go n^to sell tbeir hats for less than the price D is able to get-^
' rrc is only one market-^Mcf for the samr commoJli,,

"" nal producer~i.e., the one ,v'io produces so neffin..^ly that he can .just make a living at' the mark ^ ee'A, B and t meanwhile, who .ire able to make a livir? when
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sclliiijr tlicir Iwits at i|<l.'>0, •^^.W and sfl.TO, arc nov, at the

iiiHrkcl prifc of iM.80, making an extra profit of MO, 20 aiul

10 pi'iits rfspt'i'tivfly on cbl-Ii hat sol. I. This profit is often

ealled pnidiiiir's surplus, inasimieli as it represents tlie

udvantaKe of eaeli of the otli<T produeers per unit of pro-

duet over tliat produeer who ean just l<eep in husiness at

the iioriiial market price.

Normal Price.

The iioriiial priee under the conditions which we liave

depicted is, tlien, i^\.XO, because at tliat point the dcimiiid

for hats is .just e(|H!il to the suppl.v, or, as tlie economist

puts it, suppl.v and (U'lnand are in wiuilihrium. Suppose

now that a considerable inHux of immigrants occurred, and

that HinouK these immisrants there were no hatters. The

result would be that the demand for hats would be in-

creased while the suppl.v would ri'niain stationar.v; those

who were not rcad.v to "pa.v .-ll^.OO Tor a hat might not be

able to procure one. If the new normal market price were

$2,00, E would be able to bcKin manufacturing hats. Again,

new hatters might come into the commuuit.v who could pro-

duce an abundance of hats. The competition of the new-

comers won'd naturall.v drive prices down, and this lower-

ing of prices would stimulate the dem "ul for hats, as

under the law of diminishing utilit.\ * i consumer might

consider a hat worth $1.50 to him w.iich he wouh! not bu.v

at .$1.80. It miglit be possible to dispose of all the product

hj a drop of prices to $1.50, which would become the new

normal market price. To put this brietl.v, the normal mar

ket price is that at which suppl.v of and demand for com-

modities are equal : where demand is increased while suppl.v

remains const.int, that demand is cheeked bv an increase

in the normal market price; where suppl.v is increase<l and

demand remains constant, that demand is stimulated bv a

drop .n the nonnal market price.

So far all our argument presumes the existence of free

competition l)etween bu.vers and sellers. The buyers are

•See Leasou I.
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at lihcrty to Imv as cIichi) as li,..v oan, an.l tli.. s. Hers to
H.1I as .lear as t' -y ,•«„ An.l wliil,. $!>() is „„r normal
mark.-t piic... that (lo.'.s not M,.f..««arilv in..aM that .very
transaction m closo.l at that price. A kvm hnv.-r niav
fHHi .V g,.t li,« hat for 5 „r 10 ...nts , ss. A !«..« .s."ll,.r nia^
.asily s,.ciir,. ., or 10 ,.,.nts r.. h.v taking a.lvantap' of his
ability in !;arKHiiiins. just as on tlu- stork excliant;.' sliKhtlv
<lin.T.-nt pricfs an. often paid .r ti.e nam., stock at aliii.n"t
the same nionicnt. The actual price, hoHev,.r, approxi-
mates closely to tlic normal price.

AdvantF as of Free Competition.

Free competition means on the whole an economic «ain
and was considered hy the older economists an exi lin-lv
lieiieficml state of affairs. Tlicir view was that under fre'e
competition the price of everytliinK would he forced down
to the minimum, and that all p )diicers would alwa.vs he
desirous of producing as efflcier and cheaply as po.isilile
in order to under.sell their competitors and' to" let the con-
sumer have his goods at the lowest possil.le price •'Com-
petition," th.'y said, -'is the life of trade." f kept every-
hody hustling to adopt the latest lalior-savi method of
production. Thus the consumer derived the r mate hine-
fit. Prom the consumer's point of view—and economists
are in the narrower sense of the word consumers rather
than produeer.s—nothing couUl be more adinirahle than the
process of keeping the producers of commodities on the
.iump to supply all their wants at the lowest possible price.

Disadvantages of Free Competition.

rnfortunately, competition has not all the virtues
cliymed for it by its enthusiastic advocates. Even perfectly
legitimate means of gaining advantages over one's rivals
may be pushed to excess. Greater speed in protliiction mav
and often does lead to carelessness in workmanship—the
article being got up to sell, and the st'ler quite oblivious
of the fact that such an article might last onlv half as long
as the better product of other makers. Secondly, one nianu^

m
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facturer may use poorer material than his competitors aud
thus produce an article which looks "just as good" as

theirs, but is not. He may use cheap "shoddy" to make n

hat just as others usi- it to make clothes. In a word, he

may adulterate his product.

Adulteration, as our analysts tell us, is exceedingly com-

mon, occurring in manifold forms, such as the using of

chicory in coffee, of shoddy in the manufacture of clothes,

etc. It may result in gain to the adulterator, hut it cer-

tainly does not result in gain to the general public, and

may, therefore, be described as illegitimate coiripetition

from the public's point of view. Some economists have,

however, defended it, and John Bright protested against

an anti-adulteration law on the ground that it interfered

with freedom of competition, saying that the purchasers of

such commodities should be forced
^
to look out for them-

selves.

Another means of getting trade away from one's neigh-

bor is by advertising in various ways. No doubt a certain

amount of this is necessary to put the merits of one's goods

before the public, but only too often that advertising, as is

often the ease with patent medicines, unloads worthless

goods upon the public. The advertising bill i- •obably

the largest that most patent medicine manufactucrs have

to pay. But for all advertising, whether of meritorious

goods or of tra.sh, the public has to pay the cost in the

long run. It is a charge upon all industry, and .some part

of our present high prices is no doubt due to the increase

of advertising.

Decline of Competition.

One of the leading phenomena of modern economic life

is the decline of free competition in many important indus-

tries in which either one great organization—a trust—has

secured control of the industry, or a niunber of producer.

—a pool—have come to some agreement which limits their

competition in various ways, as by refusing to sell below a

certain fixed price. To show how such a state of things

arises, we will revert to our former illustration.
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How Competition Declines.

we°vvm"sav"'J"'"T\"''? ^y *""•'' "'»* «>»• forethought,

of he WHvrwhi ^" 1' ^'".'"' "''^antsRe in one or ...oreot tlie ways which we have deserihed, an.l by fjivin- bettervaues to h>s customers has so increased his sale ""f goodshat m aggregat.. profit is more than before. He ^fimshimself then, m a fairly conifortahie position his incomeIS consulerably higher than his expenditur's and he thuslas money to mvest. If, as his prtvious record nd^catesho IS an ambitious person, he will turn his sav,„g"i„,o 2l>us.ne^ m order to make his plant more ffiefent and toecure the advantages details! i^ the last lesson a" proceedng from large scale production. Then, producin' on aarger scale than his competitors, he will'he al le oCmifacture much more cheaply than they, and will he able osell hi. goocls at a price at which the; are unahl to o,

,

pete_ In this vvay, then, he may gradually get controTofthe hat trade of the community. The weakest hat makerwho has least technical and business skill, may find itimpossible to make a living in the business a a l-po"s blvhe may become an employee of his more succe sfid ri3The other two we will say, survive with difficulty just

set for the community by the large scale producer
Time goes on. The first manufacturer becomes keener

2i iT^' !*" ''!''"^?'' P'?"*"' '•»*' ^^'•''"S as he is, he

with It Itm ? "*
r
"" f"'"'

i*"''
'''•"^' P'^^P''' t° »rade

Mith his still struggling competitors. Others also mighthnd It profitable to enter the industry if he were to put'up
the prices. So things go on for a time, until tinallv thehappy thought strikes him; "Why not buy out the others?rhey will sell out cheaplj because they are making so little
n.oney. Then I shall be in sole control of the market andmay put prices where I please." So he tries this scheme
he has the ready cash to put it through. If he has notthen he may amalgamate the three indu,.tries into a com-

pany, of which the other two perhaps receive cumulative
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prefcrri'd ''/'< stock for their property, while the largo

manufaeturpr has tlie controlling voice on account of his

cwncrship of a majority of the stock.

Monopoly.

Now, then, we have a monopoly estahlislied in our coni-

inunity, so far as the manufacture of hats goes, at least.

What is our manufacturer going to do now? and where is

he going to fix the prices, since he has the only factories

ecruipped for hat-making, and it is, by hypothesis, impos-

silile to import them from outside? lie has complete con-

trol of the supply.

Limitations ot Monopoiy.

Our manufacturer is anxious to make as much as he can.

hut he cannot drive the price too high or else the connnon

people will give up wearing hats altogether. Th(>se may

become a mark of wealth and distinction, like automobiles.

But such a course would not pay him, because in every

community the comparatively poor are far more numerous,

and in tlie aggregate buy far more largely of such articles

as hats than do the wealthy. It is not our manufacturer's

object to make the most possible on each individual hat, but

to make the greatest aggregate profit on his whole product.

He might be suppose il to know already just about how many
hats the community will take at each price, but if he does

not he will have to experiment by raising and lowering the

prices and calculate what price gives him the greatest ag-

gregate profit. His calculation might run about as follows:

At $10.0:) I can sell 3.000 hats costing !|*1.60 each:

net profit on each hat $8.40; or !ti2.").20(l

At $0.00 I ran sell 10,000 hats costing $1.50 each:

net profit on each hat !|!;?.50; or :?r),000

At .$4.00 I can sell 20,000 hats costing $1.40 each:

net profit on each hat $2.60; or 52,000

At $3.00 I can sell 32.000 hats costing $1.30 each;

net profit on each hat $1.70; or $54,400
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At $2M I cau sell 50,0(K) hats eosting $1 20 eauli
net profit on each hat 8(k. ; or .'!|i4U,000

Fixation of Monopoly Price.

re™iti"a.'T"f'!*"''","''""'
"'"'' '•'^P'^'-iments with the above

var on;T 'T
t''o™»ghlj- testing what he can sell at the

unt ri'uufr P *""' *'" P"^*" "t *-^'^" »"' keeps it at that

"ustmnin? ""T" 'TO^n'^"' in that eo.nmunit.v as thetustomary price tor a hat.

wiSTn in'iu"''.'
"'"•' ''*''"'' *'"' S"""'"' eouelusion that

u con'^. '• H " "'," ^T^ "^ •""" "'^'"'^ *'"^^'"'" «''•

ev win « I TF'-'' ?* **" '""'='^'' t'"- t'"'^'-' "t "'.ieh

nrnfifV H '*,
""'" '"^ *''«' «* "'"el' the total aggregateprofit to theniselves will be greatest. They will not mvt 11 epnee extren.ely high, because then ordinary P o h- ^^ yto find so.ne substitute, if the article is not ahsolutelv in-

Slight, the sale will he small, and, although the profits on

nuchYs if; 10°
*' "'" \ 'Yf '

'"' *'"'-^- "•" "»^ '"t«l -much as It a ower price had been set and a greater nunil)..rof artic es sold. In order to sell on a very Tar-e scale the"ionopohsts must, as a rule, he content with a fairh .no]!erate pnee per uni' of product. They cnnnoc usui •

or t^ods on a consu.ner who do,, not find it worth wl, • eo buy hem. IIis demand and the price which he is willingto pay IS governed by the utility of the article to him and

tilit>-- t decreases with every increase in the amount o?the article which he already has.
-'"ouni oi

The manufacturer seems now to he in a verv enviableposition, raking in large profits from the sale of Hie arVkleswhich he controls But to some extent at least he is a ,o os

onlj $1.30 to produce, he is never sure that some new nnnmay not coimnence manufacturing the goods and cut ,In. very profitable trad*. There is no law agains i The
•The decline in cost of production here .shown is o^diiT"»av,ng due to large scale |.roduction.

" lO the
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new man is just as mutli (MititUd to carry on the hat-making
industry as the monopolist.

How the New Competition is Crushed.

Suppose such a ease occurs. A bright young man of
small capital, bu* considerable technical skill and business

ability, begins to manufacture hats, selling them at $2.50.

The monopolist cuts his price to .$2.2r), his rival to i|!2.00.

The monopolist makes a further reduction to .^l.To, and
his rival then offers his hats at $1.50. This we will sup-
pose is rock-bottom price for him, as he manufactures only
on a small scale. The monopolist can, however, go on down
to his manufacturing price "^f $1.30 or so. If the rival has
only small capital he is apt to be ruined; if he has large

capital and can stand for a considerable time the strain of
manufacturing without a profit, then the monopolist will

get tired of the game and the result will in all probability

he some sort of arrangement between the two as to prices

and ((uantities to be sold at those prices. Or perhaps the
younger man may be taken into the monopoly, receiving

stock for his interest in his factory.

Thus the monopoly or single control of the industry
would be restored, and the consumer would again have to

pay the monopoly price for the commodity. But it slionld

be remembered that still another rival may arise at any
moment and, if reasonably well provided with capital, may
make considerable trouble for the monopolist, though in the

end he is likely to be ruined or forced to sell out to the

monopoly.

Greater Power of the Large Monopoly.

This is still more likely to occur when a monopoly holds

the trade of a hundred communities and some local com-
petitor begins business in one of them. Then the monopoly
can easily afford to sell at a loss in that community (per-

haps recouping itself by higher prices in the others), crush

its competitor, and then raise its prices again to their nor-

.mal level. 0*" .ourse, if the new rival has capital sufficient
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to enable him to compete in all or most of the markets of

of l,?!f«!' '""T"^,"^
°n««' it vvill be impossible to disposeot him so ea«ib-. In such a case the result will probably bethe amalgama ion of the two concerns, or at least a working

nxecl price This would ni practice have the effect of ner-petuating the monopoly. *

Monopoly Price Not Necessarily Higher Than
Competitive.

re^«rd rr'^f'
Prohably fairly covers the situation with

rega.<l to such a commodity as hats under competitive and

memh '^^^Pf'^"^ conahion^ Hut th.. student must r.^-member one thing-there is no absolute necessitv that amonopoly price for a certain article will be above "the cH^m
etitive price tor the same article in the same market Inthe case of competition, as we have seen, the price must be

^nfflcient to equal the cost of production of the least etfi-

i^ QueJt°ior'"'Tf
"'" P'^'f

' t'""''''''
'•>• *''^' ^«"",nunityin question. The monopoly, however, is, beeau.e of thegreat advan age of large scale production, the most effleien?producer rather than the least, and it may pay the monopoly to fix Its price at a figure which make^ its pn,flrper

article less than the producer's surplus of the most efficientover the least efficient producer. By doing so it ma7,„akethe largest possible aggregate profit, because of th'e e".or-mous demand induced by the low price of the arti e wSIt controls Some people claim that Standard Oil is i^ hisposition- hat Its prices are less than those which wou"d benecessary ,f the old wasteful competitive system prevailedThis IS very much a matter of opinion. What is certain isthat the price of oil is lower than it was under the oldcompetitive system-lower because of the great imp«,venient in the production and transportation of oil iCwtcannot be sure that if competition were restored to-d«vunder these improved conditions, the price of oil would nothe lower than it is. It is probably rarely the casthamonopoly price IS less than competitive.
'
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Distinction Between Competitive and Monopoly
Price.

So far we have dealt in the main with a small isolated

community, and we have found that the i)rice of a com-

modity, when free competition prevails, is likely to be e((ual

to the cost of production of that coniTnodity when manu-
facturi'd by the least efficient producer actually employed

:

other producers have a lesser cost of production per unit

simply hecaus<' they are more skilful or have larger and
better e<iuipment, and these favored persons selling the

same article for the same price—because one article cannot

have two prices in the same market at the same time

—

secure a produijer's surplus—the difference between their

lower co.<t of production and the higher cost of production

of the least efficient producer.

Under monopoly, on the other hand, the price tends to

he that which gives the monopolist the greatest aggregate

profit. In a small community, as we have seen, he will be

able to experiment and find out approximately what that

price will be.

Difficulty of Predicting Supply and Demand.

In practice, the fact that for most commodities to-day our

market is a world-market greatly complicates our problem.

It is not merely the hat^makers of a single community who
are in competition — '* is the hat-makers of tl whole world.

And' who is going to tell the hat-makers of Toronto or

Montreal how many h«ts will be manufactured or are going

to be needed at a given price throughout the world in a

given space of time—say a year/ In the modern world our

competing hat-makers go on producing blindly, with ojily

the roughest general ideas as to the state of the market.

And none of them can tell, unless he has a contract signed

for the purchase of his product, what he will get for that

product in the market. It is clearly impossible for one

small competitor in one corner of the world to gauge what

the world's demand in a given time is likely to be. And
while he may be able to save up his hats if there is no imme-
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diale demaiul for them, yet the fact that the next vear thev

to 86)1 them for what they had cost him. Fasliion is a isturhng factor with which the .nakers of cthe" 'Ce to

nJ,ul^Z\''-'"',°^
"" "•''"'"'e'j- Staple co>.imo(litv-a com-moditi that .s a ways usahle, like wh.-at, or still more go 1

rTurchasaUtTf ',>

'"'""' P"^"""- " '^ Pro.luct is' opurcnasetl at a fair price one year, he can keen it until thenext-m the case of wheat, with considerahle cost f r stor

^olV" tHraltr'n
^"""'"*-"* "' "'' »'-ai„;^nl/7a:!°of

wLhi I 1 f
"^ T ^"""^ products, the quantity of«lueh IS largely depen.lent upcn nature, a good year is thn,used to balance up a poor one, with thV rmdt ,h„t pri "sn the good ye;ar are a little higher than they wo Id othervise be, while in a ba.l year they are lower than °hev would

iLptlon--
'"^ '-'' °^ "-* •-' -- availabr^r^::::;'

The same thing happens in regard to fruits With ..„n«lcrops and equal demand, prices are highe a the £,>h ohe season and lower out of season than before the fnvent.on of cold storage. At the height of the season wl . n"rmt IS exceedingly plentiful and is sol fas the savS
po Tiofof'iTrut'of ?r'" ""'rr r^" *«'^" « --i'Sre
^d ^i^If^-ll^i^fc/'ri/SheSnl^ i^S
eTettin^g^U oiirr-t''""'"/''''

'^°'" «'-a'ge compan ;are letting it out of storage at a moderate rate comnared

r„'e sin:,^;:"^^^^
-""" ^* •-' *« -^ ^rn^o^z"^

These considerations greatly modify the rigidity of ourconclusions What producer or what consumer is able a[any moment to say with knowledge of the supply of r thedemand for a given commodity at yarions prices lust whatthe normal price of that commodity will be ? O,, the w oh-a.l one can say is that the local market price tends to he"tsame as the normal price at the chief centre of di^t Ztionless the cost of transportation. Thus the price of whea h-'
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the I'nited Stati-s and Canada long tended to lie ei|nal to

that in Liverpool, less eost of transportation. This was the
ease so lonjf as both the Tnited States and Canada exported
larRe ((uantities of wheat to Liverpool, but is scarcely so
now, as the United States consume nearly all their product.
On the whole, one may say that a trreat staple commodity
such as wheat tends to conform more strictly to the normal
price in a competitive market than .ther commodities, he-

cause wheat is so importint to the race that information
about the condition of the wheat crops of dilTerent countries
is very widely diiTu.sed. The demand for it is also fairly

constant, or rather increases approximately in proportion
with tile growth of population of the wheat-eating coun-
tries. Wheat is not likely, in our time at least, to go out
of fashion.

Concentration of Trade.

As the trade of the world in its gr;'at staple commodities
is passing into fewer and fewer h' .s and centering in a

ifw great communities such as I ndon, Paris, New York
and Cliicago, we may expect to find demand and supply
more accurately calculated !

• those who are at the centre
of affairs. These men will be all the time receiving mes-
sages as to the state of supply and as to the conditions in-

fluencing demand in various parts of the world, and thev
will more and more "make" the market price on the basis
of a consideration of supply and demand. They may do
even more. They may, like Standard Oil, embrace the
whole world with their organization, and may be able to

dictate to the world a market price higher than the normal
competitive price—a monopoly price which will bring them
the greatest possible aggregate profit.

On this subject students are strongly advised to read
Frank Norris' novel. The Pit, which may be obtained at

mast public libraries. It is published by Nelson and may
be secured (from Toronto booksellers at least) at the very
moderate price of fifteen cents, plus postage.
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EXAMINATION QUESTIONS
EOONOmOS.

LESSON 7.

1. ;'^'t;ntion WHj-s in which a merchant mav attract eustoners from his competitors. Which of Vl, Z i
•

gamtothepuhiic? Which do not?
'" ''""*''

2. Kxplain ciearl v what is meant l.y normal .narket price

'

Jlargiiial producer ? Producer 's surplus ' ' "

•'5. Wliy docs demand increase wliew prices fall :'

"SmhiS^xrp^«-^;£."^^^^"-""""
'' Kn indL?r«l'- f"""

" '"°""P°'-^- '« "'«'»«'" i'^-lfin an industry wiucli anyone is free to enter?

S. Suppose a monopolist knows in advance the demand

produc'tirwh''*''
«t/"'^7-'t Pric- and its cZo

wou he fiv H™ P.'°''!'««' '1 th"*"- quantities, wherewould he fix the price in the following:

Demand.
If. at ^IfiOO
20 "

800
;«)

"
700

40 "
600

eo "
500

80 "
450

100 "
400

Cost.

10 at ,'^500

20 " 460
30 " 450
40 " 430
60 " 425
80 " 420

100 " 415

Profit ?
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9. What iiiakcK it iiupu8sil)k> for the man who opens up
a Hinall local oil well to compete with Standard Oil for

the trade of his locality!

10. Is monopoly price always higher than competitive?

Discuss fully.

11 What determines the price which our farmers get for

their wheat?






