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I. Check either T or F for each of the following statements (40 points, 2 points each):
1. (T) (F) Laissez-faire capitalism argues that the market system is at its best when not regulated by government, because the market is self-regulating and self-correcting, and it does not need the intervention of government
2. (T) (F) A pure command economy is an economy in which all factors markets are managed and regulated by state authorities.

3. (T) (F) A mixed political economy is a mixture of market principles and state intervention in marketplaces when necessary. 

4. (T) (F) The demand curve is the amount that consumers are willing to pay at a given price while the supply curve is the quantity that producers are willing to make at a given price.
5. (T) (F) In general, where goods are traded in a market, prices of goods tend to rise when the quantity demanded exceeds the quantity supplied at that price.

6. (T) (F) Market failures prevent the free flow of the market forces of supply and demand to move into equilibrium.

7. (T) (F) Market failures often result from the improper use of the market system by mankind.

8. (T) (F) The private enterprise system is premised on the “invisible hand” proposition that no one, not even government, controls the free flow of information.
9. (T) (F) The market is subject to swings and instability beyond its intrinsic ability to control.

10. (T) (F) Modern liberals and Congressional democrats tend to favor the government’s industrial policies, monetary and fiscal policies, thinking that the economy cannot be left alone to correct itself.

11. (T) (F) Industrial policy engineering is the phase of how state power processes are combined with market forces to solve current problems.
12. (T) (F) Markets do not operate with perfect information.

13. (T) (F) Transaction costs are another example of market failure

14. (T) (F) Pro-market economists and conservative politicians (mostly Republicans) prefer little intervention because, in their view, government involvement is never effective.

15. (T) (F) Macroeconomists, political economists, and liberal politicians (mostly Liberal Democrats) opt for more government involvement because they believe government intervention is both necessary and effective.
16. (T) (F) Corporatism can be seen as a mixture of those ideologies between or as an alternative or a third approach to Liberalism and Marxism.
17. (T) (F) While free market economy emphasizes the efficient allocation of resources as the principal force for economic growth, the governed market theory or the corporate developmental state emphasizes the capital accumulation as the principal force for growth.
18. (T) (F) The corporatist developmental state emphasizes the public-private relations as the basis for state’s market guidance.
18. (T) (F) One of the key features of Chinese “market socialism” is that the decision-making of public and non-public owned enterprises has become market-oriented or market-based, but being subject to the state interference and influence due to the state control over the resources and the various constraints of party-state political context in which the economy operates.
20. (T) (F) The party-state system remains intact and powerful and state intervention remains extensive in Chinese political economy.
II. Multiple-Choice Questions (40 points, 2 point each):
1. The key to understanding the philosophy of Adam Smith is

a. his rejection of all forms of government 

b. his rational calculation of cost and benefit

c. his Christian religion

d. his belief in the natural forces of tradition and custom

e. his appeal for individual economic freedom

f. none of the above

2. The political economist who proposed the theory of comparative advantage as the basis of trade between countries:
a.    Adam Smith

b.    John Keynes
c.    John Locke

d.    Karl Marx

e.    David Ricardo
f.    none of the above
3. The political economist who proposed the demand side economics was 

a. Adam Smith

b. David Ricardo

c. John Locke

d. Karl Marx

e. John Keynes

f. none of the above

4. To fight recession, government usually would
a.  increase taxation to stimulate demand

b.  discourage private sectors from shifting businesses to overseas markets

c.  encourage consumers to increase their demand for money in order to increase current consumption.

d.  discourage consumers’ demand for money and immediate consumption to postpone consumption into the future

e.  deregulate businesses to increase the level of economic activity

f.  none of the above

5. Which of the following can be considered as a government’s industrial policy?

a. cutting taxes

b. reducing government spending

c. deregulating

d. a, b and c

e. subsidizing producers to enhance the competitiveness of the domestic actor against foreign competitors 

f. none of the above

6. John Keynes General Theory of Employment, Interest, and Money represents a modern liberal view of market economy, rejecting laissez faire classical liberal, and
a. increase taxation to increase government spending
b. regulate market prices

c. regulate relations between profit and taxation

d. reduce government regulation, cutting taxes, and reducing government spending

e. assign a new, positive role for the state to intervene during the market failure.

f. none of the above

7. Which groups support increasing the scope of US industrial policy planning? 

a. Congressional Conservatives

b. Pro-market economics

c. The Christian Right

d. Neo-classical economics
e. Congressional Democrats
f. None of the above

8. Which of the following constitute the so-called “East Asian model” of economic development?

a. China, Hong Kong, Taiwan, and Japan
b. Korea, Taiwan, Singapore, and Thailand

c. China, Japan, Korea, and Taiwan

d. Taiwan, Korea, China, and Vietnam

e. Taiwan, South Korea, Hong Kong, and Singapore

f. None of the above

9. Which country first created a model of “a corporate developmental state?”

a. Taiwan

b. Korea
c. China

d. Hong Kong

e. Japan

f. Singapore

10. Which of the following in a command economy under state socialism played a determining or predominant role in the national economy, major industries, foreign trade, finance, capital, and communication?

a. The market

b. The leaders

c. The masses

d. The rule of law

e. The party-state authority

f. None of the above 

11. The unitary structure of ownership in China has changed into a “mixed economy” with various ownership forms and sectors dominated by

a. the private ownership

b. the individual ownership

c. the foreign-funded enterprises and businesses 

d. the joint-ventured economic sectors

e. the public ownership

f. None of all the above

12. Which of the following can be characterized as the “Commanding Heights” of a national Economy?

a. Infrastructure industries (energy, raw materials, and transportation)

b. Pillar industries (mechanical, metallurgical, electrical, chemical, building, machinery, petroleum, natural gas)

c. High-tech industries (information, telecommunication, biological technology)

d. Financial and banking systems

e. All of the above
f. None of the above

13. South Korea adopted an outward-looking development strategy, which is called

a. “self-isolation” policy

b.  “import-led” policy

c. “self-reliance” policy

d. “self-defense” policy

e. “export-led” policy

f. none of the above

14. “State socialism” evolved out of the tradition of 

a. Plato’s ideal society

b. Marx’s ideal society

c. Lenin’s ideal society

d. the Chinese model

e. the Soviet model

f. None of the above
15. Which of the following countries is often cited as the leading example of a successful transition from state socialism to market socialism?

a. Russia

b. Poland

c. Romania 

d. Vietnam

e. China

f. Laos

16. The Asian transition toward market socialism was characterized by

a. wholesale privatization

b. radical economic, social, and political transformation 

c. bottom up actions by masses

d. a comprehensive plan and careful design

e. partial, gradual, and experimental reforms and approaches

f. none of the above

17. The Bretton Woods System is a case for

a. the mercantilist perspective of international trading system

b. the Marxist perspective of international trading system

c. the nationalist perspective of international trading system

d. the Chicago school of international trading system
e. the liberalist perspective of international trading system

f. None of the above
18. The GATT was based on the principles of

a. freedom and equality

b. power and wealth distribution

c. nation-state sovereignty

d. universal international norms

e. reciprocity and non-discrimination

f. None of the above

19. Which of the following refers to the trading status in which a trade preference or privilege given to one member nation should be automatically granted to another member nation?

a. NTBs

b. Strategic trade policies

c. Reciprocity and non-discrimination
d. Bretton Woods System

e. Most Favored Nation

f. None of the above

20. Which of the following actions and policies counteracts the liberal vision of international trade?
a. Deregulation
b. Reducing tariffs

c. Inflation rate control

d. Floating exchange rate
e. Government support for domestic “infant industries”

f. All of the above
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III. Short Essay Questions (20 points, 10 points each)  
1. Discuss the key elements of a pure capitalist political economy, a pure command political economy, and a mixed type of political economy, and give examples in real world. (Section 5,6,7,8)
Mixed political economies
· Control of means and factors are shared between the private sectors and the state. Some of the major factors that are controlled by the state are steel, oil and coal. In addition, the state control the key financial institutions and the key infrastructure.

· Production decisions are majorly demand oriented. Both state owned companies compete and interact with the private sector.

· The value of products is usually determined by the interplay of both demand and supply prevailing within the market. 
· Example South Korea.

A pure command political economy
· The state owns and controls the factors of production. In addition, the state owns and controls the means of production.

· In a political command economy, the state ensures that there are detailed production and supply information. This is what enables the state to make decisions about the market.

· The state is the one that sets values of all goods. This is possible since the state is in control of the production and thus knows the cost that has been incurred in the production process.

· The state is also the one that reaches out for decisions related to distribution of the products. Thus, the state is in a position to determine who will receive what goods and at what levels. 
Pure capitalist political economy

· Scarce resources are privately owned. This could be so in order to increase efficiency.
· Specialization and efficiency.  
· Minimalist government. The government is not that involved decision making of how to run the businesses.
2. Compare a free market economy and a “governed market economy” (or “corporate developmental state”) and discuss the major characteristics of the state policy and intervention of the East Asian model. (Section 7)
	A free market economy
	Governed market economy

	Advocates for the principle of efficiency allocation of the available resources in order to realize growth.
	Emphasizes capital accumulation as the principal force towards realization of growth. 

	Economic decisions are guided by the interaction of both demand and supply forces in the market.
	The corporatist relationship between the state and the private sector is assumed to be the chief influencer of decisions.  

	Inter-group conflicts are seen favorable as they result in competition and innovativeness that leads to solving issues 
	Intergroup negotiations are seen to be influencing resolution of conflict. 

	The promotion of a sustainable economic development as well as long-term economic prosperity are made possible by allowing individual rights and freedom in pursuit of self-interest as well as wealth. 
	Economic prosperity is attained in the long-run through forging a positive public-private relations as the only market guidance. 


Characteristics of the state policy and intervention of the East Asian Model
· State policy & intervention; the state targets the “strategic” industries as well as the firms in order to provide it with state special support beginning with the labor-intensive sector. They also strive to minimize on the imports while trying to maximize the exports. Lastly, the state attempts to create parameters, priorities, infrastructure and rules in order to harmoniously integrate the different parts of the economy and those of the state.

· Export-led economic development strategy; this strategy seeks for rapid industrialization at first by exporting relatively cheap goods and later on higher value-added goods.

· Corporatist developmental state; the state engages in detailed operations involving the individual enterprises with the different measures that are envisioned to indorse national industrial policies. For instance, Japan is a corporatist development state.  
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