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1. “What Economists Do” – Robert Lucas 

The paper aims to determine the relationship between changes in the money supply and 

economic depression.  

 

This could be achieved in two ways: 

1. We could engineer a depression in a country by manipulating its money supply 

2. We could conduct an imaginary experiment and see the impact of manipulating a 

country’s money supply on its economy 

 

Option 1 is not plausible because it would be immoral to use other people’s lives as a 

laboratory. This is the same reason why economists use models to make predictions. 

 

The paper explores option (2), using the analogy of a theme park, whereby: 

• Individuals cannot spend U.S. dollars inside the park – visitors exchange U.S. dollars 

for tickets (i.e. the currency of the ‘country’) 

• Each ride is priced at a certain number of rides 

• Ride operators receive tickets and ‘cash in’ the tickets at end of day 

• Business in the park fluctuates and is specifically busy on Sunday. This influences the 

‘GNP’ (total tickets spent) and employment (number of hours worked) 

 

The quantity of money (i.e. the number of tickets circulating in the park) has the ability to 

create economic depressions. How? Imagine if visitors receive 8 tickets per dollar instead of 

10.  

• Effects on visitors: 

o Some will be discouraged to visit the theme park  

o Some will just buy 80% of the tickets they would have bought otherwise 

o Some will spend an additional 20% on tickets, in order to purchase the amount 

of tickets they were originally going to purchase 

o No one would want to buy more tickets, than if the experiment had not taken 

place (assuming rationality) 

• Effect on the money supply: 

o Since many will buy fewer tickets, the number of tickets in circulation (i.e. in 

the money supply) will drop 

• Effects on society: 

o Operators will notice that the park is quieter than usual for a Sunday and that 

customers are not spending as much on the rides. This will create fear among 

the operators, as less demand for their rides could mean that their ride is 

becoming obsolete, and that they could lose their job 

o Casual employees will be sent home early, since the park did not reach the 

expected level of business 

Overall, this experiment leads to a reduction in real output and employment. 
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