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Preface







        

      

    


      
        
          
New to this Edition




Updates for this edition of Principles of Economics include:





	
                  It is our hope that students will come to see both how broad the tools of economics are and how exciting is much of the new research in the field. The 14th edition has continued the changes in the Economics in Practice boxes found in this text. In these boxes, we aim to bring economic thinking to the concerns of todays’ student. In many cases, we do this by spotlighting recent research, much of it by young and diverse scholars. Here are some examples of the topics we cover in the new boxes:


	
                  The strength of the economics major in helping students avoid unemployment in a recession, showing how the skills students learn in an economics class can benefit them regardless of the career path they choose (Chapter 1, “The Scope and Method of Economics”).

              

	
                  The reduced opportunity costs of streaming in the absence of traditional employment opportunities during the COVID-19 pandemic saw increased streaming hours from and earning potential for newcomers (Chapter 2, “Digital Entrepreneurship and Opportunity Costs”).

              

	
                  The growing popularity of oat milk and its impact on the supply and demand of cow’s milk (Chapter 3, “Oat Milk: Transformations in Supply and Demand Dynamics”).

              

	
                  The total cost of acquiring the tickets for Taylor Swift's Eras Tour in Singapore includes the opportunity cost of the time spent in the purchasing process (Chapter 4, “The Price Mechanism at Work for Taylor Swift's Eras Tour in Singapore”).

              

	
                  To address electric vehicle adoption challenges, policy makers have turned to subsidies to make electric vehicles more affordable for low- and middle-income individuals (Chapter 5, “Electric Vehicles and California’s Subsidy Program: A Case Study”).

              

	
                  The E-Z pass and the role of price salience in determining a customer’s response to price changes (Chapter 6, “Household Behavior and Consumer Choice”).

              

	
                  The impact of price salience on investor behavior in the Chinese stock market (Chapter 6, “Price Salience”).

              

	
                  Michela Giorcelli from UCLA spotlights the importance of worker training and modern machinery in increasing output (Chapter 7, “The Production Process: The Behavior of Profit-Maximizing Firms”).

              

	
                  How would an economist structure Taylor Swift’s Eras Tour? (Chapter 8, “The Cost Structure of a Rock Concert”).

              

	
                  Using research from Alex Mas and Amanda Pallais, we explore the question “How much is flexibility worth to workers in the labor market?” (Chapter 10, “How Much Is Flexibility Worth?”).

              

	
                  The attempted merger between Spirit Airlines and JetBlue in 2024 has drawn light on the intricate dynamics of competition within the airline industry (Chapter 14, “Promoting Competition in the Airline Industry”).

              

	
                  Lego’s implementation of a series of initiatives aimed at reducing its environmental footprint and promoting sustainability. (Chapter 16, “Corporate Social Responsibility and Environmental Externalities: The Case of Lego”).

              

	
                  How advertisers use appealing language and highlight specific information to attract consumers (Chapter 17, “How to Read Advertisements”).

              

	
                  Donna Ginther’s “The Economics of Gender Differences in Employment Outcomes in Academia” explores the gender gap in pay and tenure among academic faculty (Chapter 18, “The Gender Wage Gap: Women in Academia”).

              

	
                  Research into understanding the impact of these taxes on consumers by estimating the tax incidence or pass-through rate (Chapter 19, “E-Cigarettes, Cigarette Taxes, and the Pass-Through Rate”).

              

	
                  The importance of macroeconomics in understanding how asset depreciation influences government spending and budgeting (Chapter 21, “General Government Depreciation”).

              

	
                  When the COVID-19 pandemic was declared a national emergency, many factories producing automotive parts shut down for employee safety. The closure of these factories eventually led to gaps in the automotive supply chain when production of vehicles and their parts resumed. (Chapter 23, “Automotive Supply Chain during and after COVID-19”).

              

	
                  The COVID-19 pandemic made it difficult for young people to find employment, especially entry-level positions (Chapter 22, “Unemployment Among Youth During the COVID-19 Pandemic”).

              

	
                  Bank of Japan’s fiscal and monetary policies aimed at supporting the country’s economic recover after COVID-19 and maintaining stable growth (Chapter 29, “The effects of Japan's Post-Pandemic Interest Rate Hike”).

              

	
                  A randomized controlled trial in the Philippines stimulated savings using a commitment savings account (Chapter 36, “Stimulating Savings Through Commitment Devices”).

              



              

	
                  All of the macro data have been updated through 2023, and many end-of-chapter problems have been revised. We have reworked some chapters to streamline their contents and improve readability. In the discussions of supply and demand and the discussions of perfect and imperfect competition, we have added simple algebraic material to the graphical, numeric and verbal explanations to aid in clarity of understanding.


	
                  Chapter 18, “Income Distribution and Poverty,” has been updated and streamlined.

              

	
                  In Chapter 32, “Alternative Views in Macroeconomics,” a discussion of behavioral macroeconomics has been updated to reflect its growing importance in academic research and modern business operations.

              



              

	
                  The material in Chapter 36, “Critical Thinking about Research,” is unique in an introductory economics text. This chapter covers the research methodology of economics, where we highlight some of the key concerns of empirical economics: selection issues, causality, statistical significance, and regression analysis. Methodology is a key part of economics these days, and we have tried to give the introductory student a sense of what this methodology is and how to apply it in the classroom and their careers.
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The Principles of Economics Program





Our goal in the 14th edition, as it was in the first edition, is to instill in students a fascination with both the functioning of the economy and the power and breadth of economics. The first line of every edition of our book has been “The study of economics should begin with a sense of wonder.” We hope that readers come away from our book with a basic understanding of how market economies function, an appreciation for the things they do well, and a sense of the things they do poorly. We also hope that readers begin to learn the art and science of economic thinking and begin to look at some policy and even personal decisions in a different way. We have prepared this edition of the text and MyLab Economics with this in mind. To improve student results, we recommend pairing the text content with MyLab Economics, which is the teaching and learning platform that empowers instructors to reach every student. By combining trusted author content with digital tools and a flexible platform, MyLab personalizes the learning experience and will help students learn and retain key course concepts while developing skills that future employers are seeking in their candidates.
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Solving Teaching and Learning Challenges





As authors and teachers, we understand the challenges of the principles of economics course. The foundational themes of Principles of Economics, 14th edition, are to introduce the discipline of economics and to provide a basic understanding of how economies function. This requires a blend of economic theory, institutional material, and real-world applications. We have maintained a balance between these ingredients in every chapter. There is such a volume of material for teachers to cover, and for students to understand. We address this learning challenge through (1) a three-tiered approach of explaining key concepts through relevant stories, graphs, and equations; (2) pedagogical features in the text and accompanying digital resources in MyLab Economics that illustrate and reinforce key concepts through real-world examples and applications that are relevant to students; (3) graphs and animations; and (4) a wide variety of questions and problems.




Three-Tiered Explanations: Stories-Graphs-Equations




Professors who teach principles of economics are faced with a classroom of students with different abilities, backgrounds, and learning styles. For some students, analytical material is difficult no matter how it is presented; for others, graphs and equations seem to come naturally. The problem facing instructors and textbook authors alike is how to convey the core principles of the discipline to as many students as possible without selling the better students short. Our approach to this problem is to present most core concepts in the following three ways.




First, we present each concept in the context of a simple intuitive story or example in words often followed by a table. Second, we use a graph in most cases to illustrate the story or example. And finally, in many cases where appropriate, we use an equation to present the concept with a mathematical formula. In this edition, we have strengthened this element without greatly increasing mathematical levels needed for the class. For students who would benefit from a math review, MyLab Economics offers math skills review Chapter R, accessible from the assignment manager and containing over 150 graphing, algebra, and calculus exercises for homework, quiz, and test use.




Economics in Practice




We know that students are best motivated when they see the relevance of what they’re learning to the world they live in. We’ve created Economics in Practice with a focus on recent research or events that support a key concept in the chapter and help students think about the broad and exciting applications of economics to their lives and the world around them.




To further promote the relevance of economics, Current News Exercises provide a turnkey way to assign gradable news-based exercises in MyLab Economics. Each week, Pearson scours the news, finds a current microeconomics and macroeconomics news article or video, creates exercises around these news articles, and then automatically adds them to MyLab Economics. Assigning and grading current news-based exercises that deal with the latest micro and macro events and policy issues has never been more convenient.





          
          
              
                        [image: A screenshot shows an article from the section "Economics in Practice."] 
              

          

          

          
                          The article is titled "The Cost Structure of a Rock Concert." The article reads: "On March 17, 2023, Taylor Swift began her Eras tour in Glendale, Arizona, at the State Farm stadium. As economists, we might want to think a bit about the cost structure of that tour. 
 For a rock concert, the output in question is a seat at a concert. Swift’s tour generally took place in stadiums. These venues have a maximum capacity, so there is a fixed number of seats that could be produced at a maximum. What are the fixed costs of producing a concert at, say, the State Farm stadium in Glendale on March 17, 2023? Any costs—and they are likely to be considerable—associated with producing the material for the concert are clearly fixed from the point of view of the specific concert on the seventeenth. So too is the cost of the stadium. Whether the concert promoter sells one ticket or 500 tickets, they would still have to pay to rent the stadium. Swift would also have to contract and pay for an elaborate lighting show, paying sound and lighting engineers. A group of roadies to move the baggage and get the instruments on stage also is a fixed cost. Publicity is also a fixed cost. None of these costs would vary with the number of tickets sold. If Swift sells only one ticket to that concert, she still has to pay all of these costs. What about variable costs? Once Swift decides to put on a concert on that date, what is her cost of selling one more ticket, assuming there is room in the stadium? At first you might think it was zero, that adding another person to the audience costs nothing if there is a vacant seat. But that is not quite true. Some of the concert costs depend on how many tickets are sold. Adding customers may increase the cost of security. Ticket sellers often charge a fee per ticket sale. Backup band members may get a fixed fee (and thus be a fixed cost) or take a fee that depends on the size of the audience, becoming a variable cost. So variable costs of one more ticket are not zero, but they are low relative to the fixed costs. For this reason, if the Swift concert is not sold out by performance time (unlikely!), you should expect a last-minute ticket to be very cheap." 
 To the right, a photo shows Taylor Swift performing, holding a microphone while wearing a sparkly outfit, with a cheering audience in the background. 
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Concept Checks





Giving students the opportunity to practice what they are learning along the way is critical to their success in the principles of economics course. New for this edition, each section and subsection of each learning objective, and select key figures, are reinforced with a Concept Check in the eText of MyLab Economics that contains one or two multiple-choice, true/false, or fill-in questions. These checks act as “speed bumps” that encourage students to stop and check their understanding of fundamental terms and concepts before moving on to the next section. The goal is to help students assess their progress on a section-by-section basis, so they can be better prepared for homework, quizzes, and exams.








          
          
              
                        [image: A screenshot of the homework screen for "Assignment 1" shows a correct answer for a question about the labor market.] 
              

          

          

          
                          The screenshot shows a homework interface titled "Assignment 1," where the student has completed two questions. At the top, the progress bar indicates "Completed: 2 of 2" and "My score: 2 of 2 points (100 percent)." Below this is the current question: 
 "When considering the circular flow of economic activity, households supply resources (inputs) such that the resources supplied by the households may be thought of as being provided in individual markets. 
 Which of the following accurately describes this statement?" 
 The multiple-choice options are: 
 A. In the capital market, households loan accumulated savings to firms in exchange for labor income. 
 B. In the capital market, households loan inherited savings to firms in exchange for claims on past profits. 
 C. In the labor market, households earn wages by supplying labor to firms that demand it. 
 D. In the land market, households supply land or raw materials in exchange for claims on future profits. 
 Option C is selected as the correct answer, with a green checkmark indicating correctness. 
 The left panel lists two questions: "Concept Question 2.3" (1 of 1 point) and "R T D A plus: Unemployment" (1 of 1 point), both completed. Navigation options at the bottom include "Help me solve this," "E text pages," and "Get more help." A "Try again" button is visible at the bottom right. 
 An option to save is on the top right. 
      
    
          

        






Graphing Animations


Graphs are the backbone of introductory economics, but many students struggle to understand and work with them. The Chapter 1 Appendix, “How to Read and Understand Graphs,” shows readers how to interpret the over 200 graphs featured in this book. To make interpreting graphs easier for students, we use red curves to illustrate the behavior of firms, blue curves to show the behavior of households, and a different shade of red and blue to signify a shift in a curve.


The figures in the book are also an integral part of our three-tiered approach to explain concepts in words, equations, and graphs. They promote learning as students read an example or story, followed by a mathematical representation, and then see a graphical representation.


Select numbered figures in the text have a supporting animated version in MyLab Economics. The goal is to help students understand shifts in curves, movements along curves, and changes in equilibrium values by bringing graphs to life. Having an animated version of a graph helps students who have difficulty interpreting the static version in the printed text. Graded practice exercises are included with the animations to give students practice reading and interpreting graphs.








          
          
              
                        [image: A screenshot of a video shows a concept of shifts versus movement along a demand curve using two graphs.] 
              

          

          

          
                          The two graphs are titled "a. Income rises." The first graph on the left shows "Demand for inferior good shifts left," with two curves. The horizontal axis is labeled pounds of hamburger per month, q and the vertical axis is labeled price per pound of hamburger in dollars, P. The first curve D subscript 0 begins from the upper left slightly on the left of the midpoint of the horizontal axis and slopes slightly concave down with a decreasing curve. The second curve D subscript 1 begins on the left of the D subscript 0. An arrow points from D subscript 0 to D subscript 1.
 The second graph on the right shows "Demand for normal good shifts right," with two curves. The horizontal axis is labeled pounds of steak per month, q and the vertical axis is labeled price per pound of steak in dollars, P. The first curve labeled D subscript 0 begins from the upper left and slopes down to the lower right on the left of the midpoint of the horizontal axis. The second curve D subscript 1 begins from the right of the D subscript 0 curve and slopes down to the lower right, on the right of the midpoint of the horizontal axis. An arrow points from D subscript 0 to D subscript 1. 
 A section below these graphs titled "Price of hamburger rises" shows graphs for quantity of hamburger demanded falls and demand for substitute good (chicken) shifts right. 
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Real-Time Data


Currency is imperative in economics, particularly macroeconomics. We achieve this with real-time data analysis figures and exercises. Many of the key figures in the text have been updated in the MyLab with real-time data from the Federal Reserve’s Economic Data (FRED™) — a comprehensive, up-to-date data set maintained by the Federal Reserve Bank of St. Louis. These animated graphs help students understand shifts in curves, movements along curves, and changes in equilibrium values. Easy to assign and automatically graded, Real-Time Data Analysis exercises use up-to-the-minute, real-time macroeconomic data. These exercises communicate directly with the Federal Reserve Bank of St. Louis’s FRED™ site, so every time FRED posts new data, students see it.








          
          
              
                        [image: A screenshot shows a homework assignment for unemployment rate calculations using data from FRED for October 1, 2024, with provided series I Ds and values.] 
              

          

          

          
                          The screenshot shows a homework question titled "Real-time data analysis exercise" from "Assignment 1." The content includes: Click the following link to view unemployment data from FRED asterisk. Then use that data to answer the following questions. (An option for information). 
 Real-time data provided by Federal Reserve Economic Data (FRED), Federal Reserve Bank of Saint Louis. 
 The data in the table below shows employment data for October 01, 2024. Using the link above, correctly identify the title for each series listed in the table below." 
 The table consists of three columns and three rows. The column headings are title, series I D, and value. The row entries are as follows: 
 

	Title
	Series ID
	Value




	Unemployed
	UNEMPLOY
	6,984



	Civilian Labour force
	C L F 16 O V
	168,479



	Employment level-part-time for economic reasons ellipses
	L N S 12032195
	3,023




 The content below the table reads: 
 Using FRED, the series above are reported monthly, and the values are in thousands of persons. 
 Use the data in the table above to calculate two different unemployment rates. (Enter your responses rounded to two decimal places.) (An option for information.) 
 The civilian unemployment rate is 4.15 percent. 
 The civilian unemployment rate including persons who are underemployed (part-time for economic reasons) is 5.94 percent. 
 Buttons at the bottom include "E-text pages," "Graphed," "Ask my instructor," and "Try again." The "Save" button is highlighted, and the completion score is shown as 1 of 2 points (50 percent) and the question is part 3 of 3. Navigation buttons are depicted on the left. 
      
    
          

        






Problems and Solutions


Each chapter and appendix end with a problem set that asks students to think about and apply what they’ve learned in the chapter. These problems are not simple memorization questions. Rather, they ask students to perform graphical analysis or to apply economics to a real-world situation or policy decision. More challenging problems are indicated by an asterisk. Many problems have been updated. These problems can be assigned and auto-graded in MyLab Economics and are available with optional just-in-time learning aids to help students when they need it the most. Students can also practice these problems in the Study Plan. The Study Plan gives students personalized recommendations, practice opportunities, and learning aids to help them stay on track.







        

      

    


      
        
          
Developing Employability Skills




For students to succeed in a rapidly changing job market, they should be aware of their career options and how to go about developing the many skills they will need to do so. We focus on developing these skills in a variety of ways.




In the text, the Economics in Practice boxes help students think deeply about concepts and make connections between what they learn in class and how it can apply to their job in the real world. Chapter 1’s Economics in Practice box explores how majoring in economics can help make students less vulnerable to recession. Chapter 11’s Economics in Practice boxes highlight investment banking, the stock market, and investing strategies, topics of particular interest and relevance to students studying economics and finance.
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In MyLab Economics, the Critical Thinking Questions and Current News exercises encourage application of skills that will contribute toward success in this course and in the future, regardless of each student’s career path.








        

      

    


      
        
          
Instructor Teaching Resources




The instructor supplements are designed to make teaching and testing flexible and easy and are available for Micro, Macro, and Economics volumes.




This program comes with the following teaching resources:





          
          
          
          
            
              
              
	Supplements available to instructors at www.pearson.com

	Features of the Supplement





	
Instructor’s Manual

authored by Mike Casey, University of Central Arkansas


	
	
                  Detailed Chapter Outlines include key terminology, teaching notes, and lecture suggestions.

              

	
                  Topics for Class Discussion provide topics and real-world situations that help ensure that economic concepts resonate with students.

              

	
                  Unique Economics in Practice features that are not in the main text provide extra real-world examples to present and discuss in class.

              

	
                  Teaching Tips provide tips for alternative ways to cover the material and brief reminders on additional help to provide students. These tips include suggestions for exercises and experiments to complete in class.

              

	
                  Extended Applications include exercises, activities, and experiments to help make economics relevant to students.

              

	
                  Solutions are provided for all problems in the book.

              






	
Test Bank

authored by Mike Casey, University of Central Arkansas


		
                  Multiple-choice, true/false, short-answer, and graphing questions with these annotations:


	
                  Difficulty level (1 for straight recall, 2 for some analysis, 3 for complex analysis)

              

	
                  Type (Multiple-choice, true/false, short-answer, essay)

              

	
                  Topic (The term or concept the question supports)

              

	
                  Learning outcome

              

	
                  AACSB learning standard (Written and Oral Communication; Ethical Understanding and Reasoning; Analytical Thinking; Information Technology; Interpersonal Relations and Teamwork; Diverse and Multicultural Work; Reflective Thinking; Application of Knowledge)

              



              





	Computerized TestGen

	
TestGen allows instructors to:


	
                  Customize, save, and generate classroom tests

              

	
                  Edit, add, or delete questions from the Test Item Files

              

	
                  Analyze test results

              

	
                  Organize a database of tests and student results

              







	
PowerPoints

authored by Mike Casey, University of Central Arkansas


	
	
                  Slides include all the graphs, tables, and equations in the textbook.

              

	
                  PowerPoints meet accessibility standards for students with disabilities. Features include, but are not limited to:


	
                  Keyboard and Screen Reader access

              

	
                  Alternative text for images

              

	
                  High color contrast between background and foreground colors
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The Scope and Method of Economics (PART I: INTRODUCTION TO ECONOMICS)
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Learning Objectives



	
                  1.1Why Study Economics?

              

	
                  Identify three key reasons to study economics. Think of an example from your life in which understanding opportunity costs or the principle of efficient markets could make a difference in your decision making.

              

	
                  1.2The Scope of Economics

              

	
                  Describe microeconomics, macroeconomics, and the diverse fields of economics.

              

	
                  1.3The Method of Economics

              

	
                  Think about an example of bad causal inference leading to erroneous decision making. Identify the four main goals of economic policy.

              

	
                  1.4An Invitation

              

	
                  Begin to get a sense of the many ways economics touches one’s life.

              

	
                  1.5Economic Skills and Economics as a Career

              

	
                  Describe economics as a career and the key skills you can learn from studying economics.

              

	
                  Appendix: How to Read and Understand Graphs

              

	
                  Understand how data can be graphically represented.

              










The study of economics should begin with a sense of wonder. Pause for a moment and consider a typical day in your life. It might start with a croissant made in a neighborhood bakery with flour produced in France from wheat grown in Germany. After class, you drive with a friend on a major highway that is part of a system that took decades and substantial investment to build. You stop for gasoline refined in India from crude oil imported from Nigeria. Later, you send text messages on your smartphone that has been assembled from parts made in many countries. You use or consume tens of thousands of things in a day. Someone organized people and materials to produce and distribute these things. Thousands of decisions went into their completion, and somehow they got to you.


In the United States, more than 160&nbsp;million people—over half the total population—work at hundreds of thousands of different jobs producing more than $28&nbsp;trillion worth of goods and services every year. Some cannot find work; some choose not to work. The United States imports more than $3.8&nbsp;trillion worth of goods and services each year; it exports more than $3.0&nbsp;billion worth of goods and services. In any economy, consumers’ choices include products made all over the globe.


Economics is the study of how individuals and societies choose to use the scarce resources that nature and previous generations have provided. The key word in this definition is choose. Economics is a behavioral, or social, science. In large measure, it is the study of how people make choices. The choices that people make, when added up, translate into societal choices.


The purpose of this chapter and the next is to elaborate on this definition and to introduce the subject matter of economics. What is produced? How is it produced? Who gets it? Why? Is the result good or bad? Can it be improved?
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Why Study Economics?





1.1 Identify three key reasons to study economics. Think of an example from your life in which understanding opportunity costs or the principle of efficient markets could make a difference in your decision making.





There are three main reasons to study economics: to learn a way of thinking, to understand society, and to be an informed citizen.


To Learn a Way of Thinking


Probably the most important reason for studying economics is to learn a way of thinking. Economics has three fundamental concepts that, once absorbed, can change the way you look at everyday choices: opportunity cost, marginalism, and the working of efficient markets.


Opportunity Cost 


What happens in an economy is the outcome of thousands of individual decisions. People must decide how to divide their incomes among all the goods and services available in the marketplace. They must decide whether to work, whether to go to school, and how much to save. Businesses must decide what to produce, how much to produce, how much to charge, and where to locate. Economic analysis provides a structured way of thinking about these types of decisions.


Nearly all decisions involve trade-offs. A key concept that recurs in analyzing the decision-making process is the notion of opportunity cost. The full “cost” of making a specific choice includes what we give up by not making the best alternative choice. The best alternative that we forgo, or give up, when we make a choice or a decision is called the opportunity cost of that decision.


When asked how much a movie costs, most people cite the ticket price. For an economist, this is only part of the answer: to see a movie takes not only a ticket but also time. The opportunity cost of going to a movie is the value of the other things you could have done with the same money and time. If you decide to take time off from work, the opportunity cost of your leisure is the pay that you would have earned had you worked. Part of the cost of a college education is the income you could have earned by working full time instead of going to school.


Opportunity costs arise because resources are scarce. Scarce simply means limited. Consider one of our most important resources—time. There are only 24&nbsp;hours in a day, and we must live our lives under this constraint. A cocoa farmer in rural Ghana must decide whether it is better to continue to farm or to go to the city and look for a job. A rugby player at the University of Auckland must decide whether to play on the varsity team or concentrate on their medical studies. In the Economics in Practice box titled “Rainfall and Schooling in India,” we use the idea of opportunity cost to help explain how rainfall in India affects math scores of rural children. As you will see, opportunity cost is a powerful idea.









Economics In Practice


Rainfall and Schooling in India


As we indicated in the text, the idea of opportunity cost is one of the fundamental concepts in economics. When we look at the choices people make in the area of employment and education, the role of opportunity cost is especially large. Recent work looking at the effect of rainfall on children’s education in India highlights the role that opportunity cost can play.1


Much of India is still rural and dependent on agriculture. Most adults are engaged in agriculture, and in most families the children also play a role in agricultural production. Irrigation is uncommon, especially in the lower-income areas of India, and as a result agricultural production is highly dependent on rainfall. When rains are unusually plentiful, not only are harvests larger, but the gains from having people work the land increase. In a drought there is very little a farm worker can do to increase yields, and there is little produce to harvest. It follows then that when rains are unusually plentiful in an area, the opportunity cost of having someone out of the labor force increases. 


Think for a moment about families with children, choosing between sending them to school, which would make them more productive in their later life, or sending them to the fields to help with the current harvest. The opportunity cost of sending your children to school is the loss in current agricultural output. If there have been ample rains, that opportunity cost is high. In a drought, the cost is low. 


It follows from this opportunity cost differential that one would expect fewer children at school when the rains have been plentiful in rural India than in a drought. This is precisely what Shah and Steinberg find. Using data from more than 2&nbsp;million children ages 5–16 across rural India, these economists find that an unusually high rainfall reduces school enrollments by a significant amount. And, unsurprisingly, these children end up with significantly lower math scores on tests administered by the state. You should be able to see the power 

of the concept of opportunity cost. In this example, it allows us to see the effect of rainfall on rural math scores. 
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Analytical Reasoning Question: Rural and urban children are affected differently during high rainfalls. What would you expect to see happen to the urban-rural gap in test scores in high rainfall periods?


To think about the answer to the Analytical Reasoning question associated with the "Rainfall and Schooling in India" case, start by connecting the concept of opportunity cost from the chapter to the information provided in the case. The case explains how the opportunity cost of education for children in rural India changes with rainfall. When rainfall is plentiful, the opportunity cost of education increases because children are needed to help with the harvest. Conversely, during droughts, the opportunity cost decreases as there is less agricultural work available. 


﻿To answer the question about the urban-rural gap in test scores during high rainfall periods, consider how the opportunity cost concept applies differently to urban children. Urban children typically have fewer immediate economic responsibilities compared to their rural counterparts, meaning their schooling is less likely to be interrupted by family needs. Thus, the opportunity cost of attending school remains relatively low regardless of rainfall. By contrasting this with the rural scenario where high rainfall increases agricultural demands and thus the opportunity cost of schooling, you can infer how test scores might be affected differently in urban and rural areas during periods of high rainfall.﻿








Marginalism


A second key concept used in analyzing choices is the notion of marginalism. In weighing the costs and benefits of a decision, it is important to weigh only the costs and benefits that arise from the decision. Assume, for instance, that you live in Barcelona and are weighing the costs and benefits of visiting your mother in Milan. If business required that you travel to Zurich anyway, the cost of visiting your mother would be only the additional, or marginal, time and money cost of getting to Milan from Zurich.


There are numerous examples in which the concept of marginal cost is useful. For an airplane that is about to take off with empty seats, the marginal cost of an extra passenger is essentially zero; the total cost of the trip is roughly unchanged by the addition of an extra passenger. Thus, setting aside a few seats to be sold at big discounts through www.priceline.com or other websites can be profitable even if the fare for those seats is far below the average cost per seat of making the trip. As long as the airline succeeds in filling seats that would otherwise have been empty, doing so is profitable.


Efficient Markets—No Free Lunch


Suppose you are ready to check out at a busy grocery store on the day before a storm and seven checkout registers are open with several people in each line. Which line should you choose? Clearly you should go to the shortest line! But if everyone thinks this way—as is likely—all the lines will be equally long as people move around. Economists often loosely refer to “good deals” or risk-free ventures as profit opportunities. Using the term loosely, a profit opportunity exists at the checkout lines when one line is shorter than the others. In general, such profit opportunities are rare. At any time, many people are searching for them; as a consequence, few exist. Markets like this, where any profit opportunities are eliminated almost instantaneously, are said to be efficient markets. (We discuss markets, the institutions through which buyers and sellers interact and engage in exchange, in detail in Chapter 2.)
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The common way of expressing the efficient markets concept is “there’s no such thing as a free lunch.” How should you react when a stockbroker calls with a hot tip on the stock market? With skepticism. Thousands of individuals each day are looking for hot tips in the market. If a particular tip about a stock is valid, there will be an immediate rush to buy the stock, which will quickly drive up its price. This view that very few profit opportunities exist can, of course, be carried too far. There is a story about two people walking along, one an economist and one not. The non-economist sees a $20 bill on the sidewalk and says, “There’s a $20 bill on the sidewalk.” The economist replies, “That is not possible. If there were, somebody would already have picked it up.”


There are clearly times when profit opportunities exist. Someone has to be first to get the news, and some people have quicker insights than others. Nevertheless, news travels fast, and there are thousands of people with quick insights. The general view that large profit opportunities are rare is close to the mark and is powerful in helping to guide decision making. The Economics in Practice box titled “Majoring in Economics Makes You Less Vulnerable to a Recession!” describes the way in which learning this way of thinking can pay off in labor market outcomes. 








Economics In Practice


Majoring in Economics Makes You Less Vulnerable to a Recession!


It is well known that a college education, on average, increases one’s income. Economists estimate that over one’s lifetime, a college degree holder will earn on average almost 70&nbsp;percent more than someone with only a high school degree. Part of the returns to a college education come from higher wages and part from being less likely to suffer long spells of unemployment. It is perhaps less well known that both wage and unemployment effects also vary considerably with the majors of college graduates. Economics is, along with engineering, one of the majors with the highest wage premia. 


Recent work has shown yet another advantage of the economics major: It helps protect graduates from the long-term effects of graduating in a recession.2 As Lisa Kahn found in some of her earlier work, graduating in a recession (a period of high unemployment and low economic growth) has long-term negative effects on one’s career. One’s first job under these circumstances tends to be worse than otherwise, and this bad placement affects the next few job opportunities and hence one’s lifetime earnings. But Kahn’s recent work suggests that the extent of this long-term recession handicap varies considerably with one’s major. Majors like economics are less hurt by graduating in a recession than sociology or journalism, for example. Learning to think like an economist not only generates a higher wage but provides insurance against volatility in the economy!
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Analytical Reasoning Question: Why does a recent graduate’s first job matter for their long-term earnings, even if they only stays at that job for three years?


To think about the Analytical Reasoning question, consider how the first job sets the stage for future opportunities. Think about the signaling effect of the first job on a resume, and how it influences subsequent job offers and career progression. For example, a strong initial placement can lead to better networking opportunities and skill development, which can compound over time.


Reflect on the skills acquired through an economics major, such as critical thinking, data analysis, and understanding of economic policies, which are valuable across various industries and economic conditions. These skills can make economics graduates more adaptable and less vulnerable to economic fluctuations.﻿







The study of economics teaches us a way of thinking and helps us make decisions.
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To Understand Society


Another reason for studying economics is to understand society better. Past and present economic decisions have an enormous influence on the character of life in a society. The current state of the physical environment, the level of material well-being, and the nature and number of jobs are all products of the economic system.


At no time has the impact of economic change on a society been more evident than in England during the late 18th and early 19th&nbsp;centuries, a period that we now call the Industrial Revolution. Increases in the productivity of agriculture, new manufacturing technologies, and development of more efficient forms of transportation led to a massive movement of the British population from the countryside to the city. At the beginning of the 18th&nbsp;century, approximately 2 out of 3 people in Great Britain worked in agriculture. By 1812, only 1 in 3 remained in agriculture; by 1900, the figure was fewer than 1 in 10. People jammed into overcrowded cities and worked long hours in factories. England had changed completely in two centuries—a period that in the run of history was nothing more than a blink of an eye.


The discipline of economics began to take shape during this period. Social critics and philosophers looked around and knew that their philosophies must expand to accommodate the changes. Adam Smith’s Wealth of Nations appeared in 1776. It was followed by the writings of David Ricardo, Karl Marx, Thomas Malthus, and others. Each tried to make sense out of what was happening. Who was building the factories? Why? What determined the level of wages paid to workers or the price of food? What would happen in the future, and what should happen? The people who asked these questions were the first economists.


Societal changes are often driven by economics. Consider the developments in the early years of the Internet. Changes in the ways people communicate with one another and with the rest of the world, largely created by private enterprise seeking profits, have affected almost every aspect of our lives, from the way we interact with friends and family to the jobs that we have and the way cities and governments are organized.
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The study of economics is an essential part of the study of society.








        

      

    


      
        
          
To Be an Informed Citizen


A knowledge of economics is essential to being an informed citizen. Between 2008 and 2010, much of the world struggled with a major recession and slow recovery, leaving millions of people around the world out of work. In the pandemic in 2020 and 2021, there were huge disruptions to all economies. Understanding what happens in a recession and what the government can and cannot do to help in a recovery is an essential part of being an informed citizen. During the Modi administration, India struggled with inflation, trade policy, immigration, and the government deficit. An understanding of economics is fundamental to national policy formulation in all of these areas. Economics is also essential in understanding a range of other everyday government decisions. Why do governments pay for public schools and roads but not cell phones? The government under Prime Minister Boris Johnson moved toward universal health care for U.K. citizens, while his predecessors had different approaches to the National Health Service. In many countries, the regulation of ride-sharing services like Uber and Lyft has been a topic of debate. Should these services be regulated like traditional taxis, or should they have different rules? Every day, across the globe, people engage in political decision making around questions like these, questions that depend on an understanding of economics.


To be an informed citizen requires a basic understanding of economics.
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The Scope of Economics


1.2 Describe microeconomics, macroeconomics, and the diverse fields of economics.


Most students taking economics for the first time are surprised by the breadth of what they study. Some think that economics will teach them about the stock market or what to do with their money. Others think that economics deals exclusively with problems such as inflation and unemployment. In fact, it deals with all those subjects, but they are pieces of a much larger puzzle. Economists use their tools to study a wide range of topics.


The easiest way to get a feel for the breadth and depth of what you will be studying is to explore briefly the way economics is organized. First, there are two major divisions of economics: microeconomics and macroeconomics.








Microeconomics and Macroeconomics


Microeconomics deals with the functioning of individual industries and the behavior of individual economic decision-making units: firms and households. Firms’ choices about what to produce and how much to charge and households’ choices about what and how much to buy help to explain why the economy produces the goods and services it does.


Another big question addressed by microeconomics is who gets the goods and services that are produced. Understanding the forces that determine the distribution of output is the province of microeconomics. Microeconomics helps us to understand how resources are distributed among households. Recent research has shown an increase in income inequality in the United States. Why has this occurred? What determines who is rich and who is poor?


Macroeconomics looks at the economy as a whole. Instead of trying to understand what determines the output of a single firm or industry or what the consumption patterns are of a single household or group of households, macroeconomics examines the factors that determine national output, or national product. Microeconomics is concerned with household income; macroeconomics deals with national income.


Whereas microeconomics focuses on individual product prices and relative prices, macroeconomics looks at the overall price level and how quickly (or slowly) it is rising (or falling). Microeconomics questions how many people will be hired (or fired) this year in a particular industry or in a certain geographic area and focuses on the factors that determine how much labor a firm or an industry will hire. Macroeconomics deals with aggregate employment and unemployment: how many jobs exist in the economy as a whole and how many people who are willing to work are not able to find work.
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To summarize:







Microeconomics looks at the individual unit—the household, the firm, the industry. It sees and examines the “trees.” Macroeconomics looks at the whole, the aggregate. It sees and analyzes the “forest.”








Economics in Practice


How Italian Is a Ferrari?


Before we attempt to explain the workings of an economy, it is worthwhile to see the impact of the decisions and operations of individual firms. We need to understand why some companies elect to move part or most of their manufacturing work abroad, even if at the risk of higher shipping costs and manufacturing delays. We need to understand why governments tolerate this behavior even if it deprives their economies of jobs and income.


No nation can operate as a closed economic system that produces all goods or resources necessary for the production of goods and services. Since millennia, various nations of the world have exchanged resources and products through trade. But to defend their economies from foreign competition, governments have been protecting domestic industries using tariffs and quotas on imports as well as with the prohibition of exportation of essential capital equipment and factors of production. The peacekeeping aspiration after World War II made it imperative to move the modern world toward a more cooperative and liberalized trade system. Nations started to sign multilateral free trade agreements (FTAs) in tandem with more bilateral, local, and regional FTAs. By 2016–17 the volume of global trade reached nearly €13&nbsp;trillion, as reported by the World Trade Organization.3 However, domestic protection activists supporting Italian manufacturers have argued that by outsourcing some of its parts, Ferrari moves jobs from Italy to Japan, Germany, and the U.S. They claim that the success of companies like Ferrari comes at the expense of the Italian workforce, which in turn hurts Italy’s economy.


The European Union (EU) is the largest single market in the world. The EU legislation allows manufacturers to claim items assembled in their country as their own products. Let us take the case of auto brand Ferrari, the flagship of Italian automobile industry. Ferrari has earned itself the reputation of the leading brand, especially in Formula One (F1) auto racing championships, as it has achieved the highest number of F1 championships and produced the largest number of winning drivers. Some would assume that every single component of Ferrari sports cars comes from Italy because it carries the sign “Made in Italy.” However, contrary to popular belief, Ferrari parts are produced outside Italy, assembled at the legendary Maranello factory, labelled “Made in Italy,” and then either sold in Italy or exported. While most of the engine is manufactured in Italy, Ferrari uses parts from different countries such as Japanese NGK spark plugs, German Mahle turbo engine components, and American Goodyear tires.4﻿


As you can see, the line between “made” and “assembled” is rather blurred. Consumers do not mind if domestic firms outsource production to foreign producers as long as they provide better quality products at lower prices. So, next time you see a label that says, for example, “Made in Italy,” keep in mind that from an economics point of view, one often has to dig a little deeper to see what is really going on.
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Analytical Reasoning Question: What are the factors that could drive manufacturers’ decisions to outsource manufacturing to foreign countries?



The case discusses how Ferrari uses parts from various countries, even though the final product is assembled in Italy. This relates to the concept of globalization, where production processes are spread across multiple countries to leverage cost efficiencies, technological advantages, and specialized skills.

The decision to source parts from different countries can be based on which countries specialize in producing certain goods more efficiently than others. For example, Germany might be better at producing high-quality turbo engine components than other countries, while Japan excels in making spark plugs.



To think about the Analytical Reasoning question, consider why manufacturers like Ferrari outsource parts of their production. Also reflect on the potential downsides of outsourcing, such as job losses in the domestic market. On the other hand, think about the broader economic benefits, such as increased efficiency and the ability to compete globally, which can lead to overall economic growth and potentially create other types of jobs in the domestic economy.
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Table 1.1 summarizes these divisions of economics and some of the subjects with which they are concerned.



          
            
            Table 1.1
            Examples of Microeconomic and Macroeconomic Concerns
            

          
          
          
          
            
              
              
	Division of Economics

	Production

	Prices

	Income

	Employment





	Microeconomics

	
Production/output in individual industries and businesses

How much steel

How much office space

How many cars


	
Prices of individual goods and services

Price of medical care

Price of gasoline

Food prices

Apartment rents


	
Distribution of income and wealth

Wages in the auto industry

Minimum wage

Executive salaries

Poverty


	
Employment by individual businesses and industries

Jobs in the steel industry

Number of employees in a firm

Number of accountants





	Macroeconomics

	
National production/output

Total industrial output

Gross domestic product

Growth of output


	
Aggregate price level

Consumer prices

Producer prices

Rate of inflation


	
National income

Total wages and salaries

Total corporate profits


	
Employment and unemployment in the economy

Total number of jobs

Unemployment rate





            

          

          
        






        

      

    


      
        
          
The Diverse Fields of Economics




Individual economists focus their research and study in many different areas. The subfields of economics are listed in Table 1.2 along with a sample research or policy question that an economist in this subfield might study.





          
            
            Table 1.2
            The Fields of Economics
            

          
          
          
          
            
              
              

	Behavioral economics

	Do aggregate household savings increase when we automatically enroll people in savings programs and let them opt out as opposed to requiring them to sign up?




	Comparative economic systems

	How does the resource allocation process differ in market versus command and control systems?




	Econometrics

	What inferences can we make based on conditional moment inequalities?




	Economic development

	Do increasing employment opportunities for women in developing nations increase girls’ educational achievement?




	Economic history

	How did the growth of railroads and improvement in transportation more generally change the U.S. banking systems in the nineteenth century?




	Environmental economics

	What effect would a tax on carbon have on emissions? Is a tax better or worse than rules?




	Finance

	Is high-frequency trading socially beneficial?




	Health economics

	Do co-pays by patients change the choice and use of medicines by insured patients?




	The history of economic thought

	How did Aristotle think about just prices?




	Industrial organization

	How do we explain price wars in the airline industry?




	International economics

	What are the benefits and costs of free trade? Does concern about the environment change our views of free trade?




	Labor economics

	Will increasing the minimum wage decrease employment opportunities?




	Law and economics

	Does the current U.S. patent law increase or decrease the rate of innovation?




	Public economics

	Why is corruption more widespread in some countries than in others?




	Urban and regional economics

	Do enterprise zones improve employment opportunities in central cities?
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The Method of Economics


1.3 Think about an example of bad causal inference leading to erroneous decision making. Identify the four main goals of economic policy.


Economics asks and attempts to answer two kinds of questions: positive and normative. Positive economics attempts to understand behavior and the operation of economic systems without making judgments about whether the outcomes are good or bad. It strives to describe what exists and how it works. What determines the wage rate for unskilled workers? What would happen if the United States substantially lowered the corporate profit tax, as it did in 2018? The answers to such questions are the subject of positive economics.


In contrast, normative economics looks at the outcomes of economic behavior and asks whether they are good or bad and whether they can be made better. Normative economics involves judgments and prescriptions for courses of action. Should the government subsidize or regulate the cost of higher education? Will leaving a trade union, such as the European Union, help protect domestic industries? Should the government implement universal health care? Normative economics is often called policy economics.


Of course, most normative questions involve positive questions. To know whether the government should take a particular action, we must know first if it can and second what the consequences are likely to be.








Theories and Models


In many disciplines, including physics, chemistry, meteorology, political science, and economics, theorists build formal models of behavior. A model is a formal statement of a theory. It is usually a mathematical statement of a presumed relationship between two or more variables.


A variable is a measure that can change from time to time or from observation to observation. Income is a variable—it has different values for different people and different values for the same person at different times. The price of a gallon of milk is a variable; it has different values at different stores and at different times. There are countless other examples.


Because all models simplify reality by stripping part of it away, they are abstractions. Critics of economics often point to abstraction as a weakness. Most economists, however, see abstraction as a real strength.


The easiest way to see how abstraction can be helpful is to think of a map. A map is a representation of reality that is simplified and abstract. A city or state appears on a piece of paper as a series of lines and colors. The amount of reality that the mapmaker can strip away before the map loses something essential depends on what the map will be used for. If you want to drive from St. Louis to Phoenix, you need to know only the major interstate highways and roads. However, to travel around Phoenix, you may need to see every street and alley.


Like maps, economic models are abstractions that strip away detail to expose only those aspects of behavior that are important to the question being asked. The principle that irrelevant detail should be cut away is called the principle of Ockham’s razor, named after the 14th-century philosopher William of Ockham.


Be careful: Although abstraction is a powerful tool for exposing and analyzing specific aspects of behavior, it is possible to oversimplify. Economic models often strip away a good deal of social and political reality to get at underlying concepts. When an economic theory is used to help formulate actual government or institutional policy, political and social reality must often be reintroduced if the policy is to have a chance of working.


The appropriate amount of simplification and abstraction depends on the use to which the model will be put. To return to the map example: You do not want to walk around San Francisco with a map made for drivers—there are too many very steep hills.


All Else Equal


It is usually true that whatever you want to explain with a model depends on more than one factor. Suppose, for example, that you want to explain the total number of miles driven by automobile owners in the United States. Many things might affect total miles driven. More or fewer people may be driving. This number, in turn, can be affected by changes in the driving age, by population growth, or by changes in state laws. Other factors might include the price of gasoline, the household’s income, the number and age of children in the household, the distance from home to work, the location of shopping facilities, and the availability and quality of public transport. When any of these variables change, the members of the household may drive more or less. If changes in any of these variables affect large numbers of households across the country, the total number of miles driven will change.
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Very often we need to isolate or separate these effects. For example, suppose we want to know the impact on driving of a higher tax on gasoline. This increased tax would raise the price of gasoline at the pump, and this could reduce driving.


To isolate the impact of one single factor, we use the device of ceteris paribus, or all else equal. We ask, “What is the impact of a change in gasoline price on driving behavior, ceteris paribus, or assuming that nothing else changes?” If gasoline prices rise by 10&nbsp;percent, how much less driving will there be, assuming no simultaneous change in anything else—that is, assuming that income, number of children, population, laws, and so on, all remain constant? Using the device of ceteris paribus is one part of the process of abstraction. In formulating economic theory, the concept helps us simplify reality to focus on the relationships that interest us.


Expressing Models in Words, Graphs, and Equations


Consider the following statements: Lower airline ticket prices cause people to fly more frequently. Higher gasoline prices cause people to drive less and to buy more fuel-efficient cars. By themselves, these observations are of some interest. But for a firm, government, or an individual to make good decisions, oftentimes they need to know more. How much does driving fall when prices rise? Quantitative analysis is an important part of economics as well. Throughout this book, we will use both graphs and equations to capture the quantitative side of our economic observations and predictions. The appendix to this chapter reviews some graphing techniques.


Cautions and Pitfalls


In formulating theories and models, it is especially important to separate causation from correlation.


What Is Really Causal?


In much of economics, we are interested in cause and effect. But cause and effect are often difficult to figure out. Recently, many people in the United States have begun to worry about consumption of soda and obesity. Some areas have begun taxing soda, trying to raise the price so that people will drink less of it. Is this working? Answering this question turns out to be hard. Suppose we see that one city raises the tax and at more or less the same time, soda consumption falls. Did the increased tax and price really cause all or most of the change in behavior? Or perhaps the city that voted the soda tax increase is more health conscious than its neighbors and it is that health consciousness that accounts for both the town’s decision to raise taxes and its reduction in soda purchases. In this case, raising taxes in the neighboring towns will not necessarily reduce soda consumption. Sorting out causality from correlation is not always easy, particularly when one wants a quantitative answer to a question.


In our everyday lives, we often confuse causality. When two events occur in a sequence, it seems natural to think A caused B. I walked under a ladder and subsequently stubbed my toe. Did the ladder cause my bad luck? Most of us would laugh at this. But every day we hear stock market analysts make a similar causal jump. “Today the Dow Jones Industrial Average rose 100 points on heavy trading due to progress in talks between China and the United States.” How do they know this? Investors respond to many news events on any given day. Figuring out which one, if any, causes the stock market to rise is not easy. The error of inferring causality from two events happening one after the other is called the post hoc, ergo propter hoc fallacy (“after this, therefore because of this”). The Economics in Practice box titled “Does Your Part-time Job Affect Your Academic Performance?” describes a causality confusion in looking at the effect of part-time jobs on academic performance.


Testing Theories and Models: Empirical Economics


In science, a theory is rejected when it fails to explain what is observed or when another theory better explains what is observed. The collection and use of data to test economic theories is called empirical economics.


Numerous large data sets are available to facilitate economic research. For example, economists studying the labor market can now test behavioral theories against the actual working experiences of thousands of randomly selected people who have been surveyed continuously since the 1960s. Macroeconomists continuously monitoring and studying the behavior of the national economy at the National Bureau of Economic Research (NBER) analyze thousands of items of data, collected by both government agencies and private companies, over the Internet. Firms like Google, Uber, and Amazon have an enormous amount of data about individual consumers that they analyze with the help of PhD economists to understand consumers’ buying behavior and improve the profitability of their businesses. In doing this analysis, economists have learned to be especially careful about causality issues.
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Economics in Practice


Does Your Part-time Job Affect Your Academic Performance?


In order to cover the cost of living, getting a part-time job is a common practice among students; however, parents are concerned that combining paid work with academics may jeopardize their child’s performance. Evidence from across institutions indicates that a student working a part-time job is more likely to feel stressed, lack a social life, and face difficulties in completing assignments if the job is strenuous or poorly managed. This poses an interesting question on causality: does part-time employment cause poor academic performance or does a student’s academic predisposition cause her to choose such a job?


Given that getting a part-time job is often born out of necessity, determining causality in situations that are only partially a matter of choice is difficult. However, some studies, which include the effects of part-time jobs on academic performance, do solve the causality conundrum.


In Canada, university students can choose from various part-time jobs and most students do not complete non-course related work by their own choice. To test the effects of various types of part-time jobs, a study was conducted by Marsha Barber, a professor at Ryerson University, Canada, and Julia Levitan, a psychology student at the University of Guelph, Canada. They used data on final-year journalism students’ academic achievements and well-being at an urban Canadian university, the reason for getting a part-time job, and the number of working hours.5 The data indicated strong negative employment effects—predominant in students who worked for more than 20&nbsp;hours a week—on the academic performance, learning engagement, motivation, and well-being of the student. In contrast, students at other universities are randomly assigned various course related part-time jobs within their schools. To test the employment effects on academic performance in such a situation, Mikhail Kouliavtsev, a professor at Stephen F. Austin State University, Texas, used a distinctive student dataset compiled over five years in a business course taught at a U.S. comprehensive regional public university. Mikhail observed that working smartly does have positive effects on academic performance, while longer working hours have a significant negative effect.6 The bottom line: Choose your part-time jobs wisely!
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Analytical Reasoning Question: Do you think the academic performance is impacted by part-time employment? If it is, is the impact same for junior and senior students?


The case discusses studies examining the impact of part-time jobs on the academic performance of university students. One study found negative effects, especially for students working over 20 hours per week. This connects to the concept of opportunity cost - time spent working is time not available for studying, so excessive work hours can impair academic outcomes.


To think about the Analytical Reasoning question, consider how the opportunity cost of part-time work might change as students' progress through their degree program. For example, as students become seniors, the courses and workload may be more demanding, potentially increasing the opportunity cost of work in terms of reduced study time. However, don't directly conclude whether academic performance will improve or decline. The key is recognizing how opportunity costs can shift based on changing circumstances, which could impact the work-study trade-off without definitively stating the direction of the impact.







In the natural sciences, controlled experiments, typically done in the lab, are a standard way of testing theories. In recent years, economics has seen an increase in the use of experiments, both in the field and in the lab, as a tool to test its theories. One economist, John List of Chicago, tested the effect on prices of changing the way auctions for rare baseball cards were run by sports memorabilia dealers in trade shows. (The experiment used a standard Cal Ripken Jr. card.) Another economist, Keith Chen of UCLA, has used experiments with monkeys to investigate the deeper biological roots of human decision making.






        

      

    


      
        
          
Economic Policy




Economic theory helps us understand how the world works, but the formulation of economic policy requires a second step. We must have objectives. What do we want to change? Why? What is good and what is bad about the way the system is operating? Can we make it better?




Such questions force us to be specific about the grounds for judging one outcome superior to another. What does it mean to be better? Four criteria are frequently applied in judging economic outcomes:





	
                  Efficiency

              

	
                  Equity

              

	
                  Growth

              

	
                  Stability
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Efficiency





In physics, “efficiency” refers to the ratio of useful energy delivered by a system to the energy supplied to it. An efficient automobile engine, for example, is one that uses a small amount of fuel per mile for a given level of power.




In economics, efficiency means allocative efficiency. An efficient economy is one that produces what people want at the least possible cost. If the system allocates resources to the production of goods and services that nobody wants, it is inefficient. If all members of a particular society were vegetarians and somehow half of all that society’s resources were used to produce meat, the result would be inefficient.




The clearest example of an efficient change is a voluntary exchange. If you and I each want something that the other has and we agree to exchange, we are both better off and no one loses. When a company reorganizes its production or adopts a new technology that enables it to produce more of its product with fewer resources, without sacrificing quality, it has made an efficient change. At least potentially, the resources saved could be used to produce more of something else.




Inefficiencies can arise in numerous ways. Sometimes they are caused by government regulations or tax laws that distort otherwise sound economic decisions. Suppose that land in Ohio is best suited for corn production and that land in Kansas is best suited for wheat production. A law that requires Kansas to produce only corn and Ohio to produce only wheat would be inefficient. If firms that cause environmental damage are not held accountable for their actions, the incentive to minimize those damages is lost and the result is inefficient.




Equity




While efficiency has a fairly precise definition that can be applied with some degree of rigor, equity (fairness) lies in the eye of the beholder. To many, fairness implies a more equal distribution of income and wealth. For others, fairness involves giving people what they earn. In 2013, French economist Thomas Piketty’s popular book Capital in the Twenty-First Century, brought new historical data to our attention on the extent of inequality across the Western world. More recent work by Raj Chetty of Harvard University has greatly improved our understanding of economic mobility in the United States, documenting the extent to which parental and adult children’s incomes are correlated.




Growth




As the result of technological change, the building of machinery, and the acquisition of knowledge, societies learn to produce new goods and services and to produce old ones better. In the early days of the Chinese economy, a large majority of the population was engaged in agriculture. Today, due to significant advancements in technology and agricultural practices, only about 22 percent of China's population works in agriculture.




When we devise new and better ways of producing the goods and services we use now and when we develop new goods and services, the total amount of production in the economy increases. Economic growth is an increase in the total output of an economy. If output grows faster than the population, output per person rises and standards of living increase. Rural and agrarian societies become modern industrial societies as a result of economic growth and rising per capita output.




Some policies discourage economic growth, and others encourage it. Tax laws, for example, can be designed to encourage the development and application of new production techniques. Research and development in some societies are subsidized by the government. Building roads, highways, bridges, and transport systems in developing countries may speed up the process of economic growth. If businesses and wealthy people invest their wealth outside their country rather than in their country’s industries, growth in their home country may be slowed.




Stability




Economic stability refers to the condition in which national output is growing steadily, with low inflation and full employment of resources. During the 1950s and 1960s, the U.S. economy experienced a long period of relatively steady growth, stable prices, and low unemployment. The decades of the 1970s and 1980s, however, were not as stable. The United States experienced two periods of rapid price inflation (more than 10&nbsp;percent) and two periods of severe unemployment. In 1982, for example, 12&nbsp;million people (10.8 percent of the workforce) were looking for work. The beginning of the 1990s was another period of instability, with a recession occurring in 1990–1991. In 2008–2009, much of the world, including the United States, experienced a large contraction in output and rise in unemployment. The pandemic that started in 2020 led to huge fluctuations in output and employment. Inflation then increased substantially in 2021. The causes of instability and the ways in which governments have attempted to stabilize the economy are the subject matter of macroeconomics.



















        

      

    


      
        
          





        

      

    

              
                
                  
                  
      
        
          5 Marsha Barber and Julia Levitan, “Balancing the Books,” The International Journal of Learning in Higher Education, 2015, 21, 13–19.
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An Invitation





1.4 Begin to get a sense of the many ways economics touches one’s life.





This chapter has prepared you for your study of economics. The first part of the chapter invited you into an exciting discipline that deals with important issues and questions. You cannot begin to understand how a society functions without knowing something about its economic history and its economic system.




The second part of the chapter introduced the method of reasoning that economics requires and some of the tools that economics uses. We believe that learning to think in this powerful way will help you better understand the world.




As you proceed, it is important that you keep track of what you have learned in previous chapters. This book has a plan; it proceeds step-by-step, each section building on the last. It would be a good idea to read each chapter’s table of contents at the start of each chapter and scan each chapter before you read it to make sure you understand where it fits in the big picture.







        

      

    

              
                
                  
                  
                  

                

              


          
            
      
        
          
Economic Skills and Economics as a Career




1.5 Describe economics as a career and the key skills you can learn from studying economics.




In this book, we will explore economic principles that you will find very useful in understanding what is happening in the world of economics and business and in your everyday life. Individuals use economic principles to improve how they make important decisions, such as what career to pursue or what financial investment to make. Managers in businesses use economic principles to improve how they make important decisions, such as what prices to charge for their products or whether to invest in new software. Government policy makers use economic principles to make decisions, such as how to allocate additional funds to research in certain areas. Whether or not you pursue a career in economics, you can still benefit from the skills learned by taking economics classes.







        

      

    

              
                
                  
                  
                  

                

              


          
            
      
        
          



Summary





	
                  Economics is the study of how individuals and societies choose to use the scarce resources that nature and previous generations have provided.

              









1.1 Why Study Economics?



	
                  There are many reasons to study economics, including (a) to learn a way of thinking, (b) to understand society, and (c) to be an informed citizen.

              

	
                  The best alternative that we forgo when we make a choice or a decision is the opportunity cost of that decision.

              










1.2 The Scope of Economics



	
                  Microeconomics deals with the functioning of individual markets and industries and with the behavior of individual decision-making units: business firms and households.

              

	
                  Macroeconomics looks at the economy as a whole. It deals with the economic behavior of aggregates—national output, national income, the overall price level, and the general rate of inflation.

              

	
                  Economics is a broad and diverse discipline with many special fields of inquiry. These include economic history, international economics, and urban economics.

              










1.3 The Method of Economics



	
                  Economics asks and attempts to answer two kinds of questions: positive and normative. Positive economics attempts to understand behavior and the operation of economies without making judgments about whether the outcomes are good or bad. Normative economics looks at the results of economic behavior and asks whether they are good or bad and whether they can be improved.

              

	
                  An economic model is a formal statement of an economic theory. Models simplify an abstract from reality.

              

	
                  It is often useful to isolate the effects of one variable on another while holding “all else constant.” This is the device of ceteris paribus.

              

	
                  Models and theories can be expressed in many ways. The most common ways are in words, in graphs, and in equations.

              

	
                  Figuring out causality is often difficult in economics. Because one event happens before another, the second event does not necessarily happen as a result of the first. To assume that “after” implies “because” is to commit the fallacy of post hoc, ergo propter hoc.

              

	
                  Empirical economics involves the collection and use of data to test economic theories. In principle, the best model is the one that yields the most accurate predictions.

              

	
                  To make policy, one must be careful to specify criteria for making judgments. Four specific criteria are used most often in economics: efficiency, equity, growth, and stability.
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Review Terms and Concepts






	
                  ceteris paribus, or all else equal

              

	
                  economic growth

              

	
                  economics

              

	
                  efficiency

              

	
                  efficient market

              

	
                  empirical economics

              

	
                  equity

              

	
                  Industrial Revolution

              

	
                  macroeconomics

              

	
                  marginalism

              

	
                  microeconomics

              

	
                  model

              

	
                  normative economics

              

	
                  Ockham’s razor

              

	
                  opportunity cost

              

	
                  positive economics

              

	
                  post hoc, ergo propter hoc

              

	
                  scarce

              

	
                  stability

              

	
                  variable

              









        

      

    


      
        
          Problems







1.1 Why Study Economics?


LEARNING OBJECTIVE: Identify three key reasons to study economics. Think of an example from your life in which understanding opportunity costs or the principle of efficient markets could make a difference in your decision making.



	
                  1.1One of the scarce resources that constrain our behavior is time. Each of us has only 24&nbsp;hours in a day. How do you go about allocating your time in a given day among competing alternatives? How do you go about weighing the alternatives? Once you choose a most important use of time, why do you not spend all your time on it? Use the notion of opportunity cost in your answer.

              

	
                  1.2Frank pays an $80 monthly membership fee to a fitness center for unlimited use of its facilities. On average, he goes to the center 10 times a month. What is the average cost of each visit he makes to the fitness center? What is the marginal cost of an additional workout session?

              

	
                  1.3[Related to the Economics in Practice box titled “Rainfall and Schooling in India”] The financial costs of obtaining a college education include tuition and fees, textbooks, and for many students the interest they will pay on student loans. There are also opportunity costs associated with obtaining a college education. What are the opportunity costs you experience by choosing to go to college? What are the opportunity costs you would have faced had you chosen to not attend college?

              

	
                  1.4For each of the following situations, identify the full cost (opportunity cost) involved:

              




	
	Monique quits her $50,000 per-year job as an accountant to become a full-time volunteer at a women’s shelter.


	The Agrizone Corporation invests $12 million in a new inventory tracking system.


	Taylor receives $500 from his grandmother for his birthday and uses it all to buy shares of stock in Harley-Davidson, Inc.


	Hector decides to spend the summer backpacking across Europe after he graduates from Tulane University.


	After receiving her master’s degree, Molly chooses to enter the doctoral program in behavioral science at the University of Texas.


	Monica chooses to use her vacation time to paint the exterior of her house.


	After a night of karaoke, Tiffany forgets to set her alarm and sleeps through her calculus final exam.







	
                  1.5On the “Forbes World’s Billionaires List: The Richest in 2023,” Jeff Bezos, founder and CEO of Amazon, ranks third with a net worth of $114&nbsp;billion. Does one of the richest people in the world face scarcity, or does scarcity only affect those with more limited incomes and lower net worth?

              



Source: “Forbes World’s Billionaires List,” Forbes, 2024 online, https://www.forbes.com/billionaires/.


	
                  1.6[Related to the Economics in Practice box titled “Majoring in Economics Makes You Less Vulnerable to a Recession!”] The U.S. Bureau of Labor Statistics’ Occupational Outlook Handbook provides career information on education, pay, and outlook for hundreds of occupations. Go to https://www.bls.gov/ooh/occupation-finder.htm and select “Bachelor’s degree” from the Entry-Level Education drop-down menu. Look up three occupations that interest you and compare the projected number of new jobs, projected growth rate, and median pay for those occupations. How does this information compare to what you expected? Explain how this information might influence your choice of occupation.

              









1.2 The Scope of Economics


LEARNING OBJECTIVE: Describe microeconomics, macroeconomics, and the diverse fields of economics.


	
                  2.1Consider the recent explosion of artificial intelligence and its significant impact on the global economy. What are the potential positive and negative effects of this innovation on employment, productivity, and economic growth? Choose one industry or country, and examine how technology like AI can influence economic policies and business practices. Conduct online research, and write a paragraph discussing the implications of this innovation. You may find it helpful to begin your research at https://ourworldindata.org/artificial-intelligence.
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                  2.2Explain whether each of the following is an example of a macroeconomic concern or a microeconomic concern.

              



	
	In 2018, legislators in Japan’s lower house passed an integrated resort (IR) implementation bill to legalize casinos.


	In 2015, the Spanish government reduced income tax rates for every tax bracket by 1 to 2 percentage points.


	Goldman Sachs increased its paid parenting leave for non-primary parents from two weeks to four weeks.


	The British government announced that, starting April 2018, all workers of 25 years and older are legally entitled to at least £7.83 per hour.













1.3 The Method of Economics


LEARNING OBJECTIVE: Think about an example of bad causal inference leading to erroneous decision making. Identify the four main goals of economic policy.



	
                  3.1Prior to 2018, people could deduct the taxes they pay to their home state before calculating their federal tax bill. So, for example, if you earned $100,000 and paid $20,000 in state taxes, the federal government would only tax you as if your income was $80,000. The tax law passed at the end of 2017 reduced that deduction to a maximum of $10,000. In 2018, we nevertheless saw a growth in population in two high-tax states, New York and California. One observer suggests that this means that the elimination of the deduction had no effect on people’s residential choices. Do you agree?

              

	
                  3.2Which of the following statements are examples of positive economic analysis? Which are examples of normative analysis?

              




	
	An effective minimum wage policy in Japan would result in excess labor supply.


	A drought in a rural area of Brazil that produces corn would cause the price of alcohol in the region to increase.


	Germany should remove the taxes imposed on its automobile industry to encourage its development.


	Enhancing the education level in India may increase the productivity of the country.


	Hong Kong’s government should push the legislation of standard working hours to protect
the rights of low-skilled workers.







	
                  3.3In recent years, implementing universal basic income (UBI) programs has been a topic of debate in many countries. These programs aim to provide the citizens with a regular, unconditional sum of money regardless of their employment status.

              



	
	Recall the concept of efficiency and efficient allocation of resources. Argue for or against the implementation of a UBI program in a country.


	Define the concept of opportunity cost. Can you identify any opportunity costs associated with implementing a UBI program in a country?


	What potential nonmonetary benefits might be associated with a UBI program? Would these benefits influence your view on the opportunity costs associated?


	How might the implementation of a UBI program impact a country’s labor market and overall economic growth? Discuss potential trade-offs.








	
                  3.4[Related to the Economics in Practice box titled “Does Your Part-time Job Affect Your Academic Performance?”] Most college students either currently have, or at one time have had, roommates or housemates. Think about a time when you have shared your living space with one or more students, and describe the effect this person (or people) had on your college experience, such as your study habits, the classes you took, your grade point average, and the way you spent time away from the classroom. Now describe the effect you think you had on your roommate(s). Were these roommates or housemates people you chose to live with, or were they assigned randomly? Explain if you think this made a difference in your or their behavior.

              

	
                  3.5Explain the pitfalls in the following statements.

              




	
	People who play golf are more likely to own a luxury car than people who do not play golf. Therefore, owning a luxury car causes people to play golf.


	Oscar Johansson noted that when he buys new shares of a company’s stock listed on Nasdaq Stockholm, the stock price usually increases if he takes a shower after making his decision. Last night, Oscar bought some shares of a company and went home to take a shower and, as he had expected, the stock price increased. Obviously, the stock price increased because Oscar took a shower.
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Question Completed: 1 of 2 o)

Homework: Assignment 1 Part30f 3 My score: 1/2 pis (50%)

Real-time data analysis exercise

Click the ing link to view ploy data from FRED*. Then use that data to answer the following questions o

*Real-time data provided by Federal Reserve Economic Data (FRED), Federal Reserve Bank of Saint Louis.

The data in the table below shows employment data for October 01, 2024. Using the link above, correctly identify the title for each series listed
in the table below.

Title Series ID Value
Unemployed UNEMPLOY 6,984
Civilian Labour force CLF160V 168,479
Employ level-part-time for ic reasons. .. LNS12032195 3,023

Using FRED, the series above are reported monthly . and the values are in thousands of persons .

Use the data in the table above to calculate two different rates. (Enter your responses rounded to two decimal places.) o

The civilian unemployment rate is 4.15 %.

)is 594 %

The civilian unemployment rate including persons who are ployed (part-time for

Etext pages  Grapher  Ask my instructor }’
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The Cost Structure of a Rock Concert

On March 17, 2023, Taylor Swift began her Eras tour in
Glendale, Arizona, at the State Farm stadium. As econo-
mists, we might want to think a bit about the cost structure
of that tour.

For a rock concert, the output in question is a seat at a
concert. Swift's tour generally took place in stadiums. These
venues have a maximum capacity, so there is a fixed number
of seats that could be produced at a maximum. What are
the fixed costs of producing a concert at, say, the State Farm
stadium in Glendale on March 17, 2023?

Any costs—and they are likely to be considerable—
associated with producing the material for the concert are
clearly fixed from the point of view of the specific concert
on the 17th. So too is the cost of the stadium. Whether the
concert promoter sells one ticket or 500 tickets, they would
still have to pay to rent the stadium. Swift would also have
to contract and pay for an elaborate lighting show, paying
sound and lighting engineers. A group of roadies to move the
baggage and get the instruments on stage also is a fixed cost.
Publicity is also a fixed cost. None of these costs would vary
with the number of tickets sold. If Swift sells only one ticket to
that concert, she still has to pay all of these costs.

What about variable costs? Once Swift decides to put on
a concert on that date, what is her cost of selling one more
ticket, assuming there is room in the stadium? At first you
might think it was zero, that adding another person to the

audience costs nothing if there is a vacant seat. But that is not
quite true. Some of the concert costs depend on how many
tickets are sold. Adding customers may increase the cost of
security. Ticket sellers often charge a fee per ticket sale. Backup
band members may get a fixed fee (and thus be a fixed cost)
or take a fee that depends on the size of the audience, becom-
ing a variable cost. So variable costs of one more ticket are
not zero, but they are low relative to the fixed costs. For this
reason, if the Swift concert is not sold out by performance
time (unlikely!), you should expect a last-minute ticket to be
very cheap.
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