" Welcome to A.P. Economics!!

... Economics will offer you the opportunity to explore a myriad of concepts throughout the year that impact
you everyday. We will begin the year by discussing basic economic concepts such as opportunity cost, fallacies
in thinking, and the rationality of consumers which all relate to things we think about everyday, even if we do
not know it. Following that, we will learn about all the key topics of Microeconomics. Some of the
Microeconomics topics we will learn about include: consumer choice, the elasticity of products, market types,
how firms determine how many workers to hire, and how externalities such as pollution are dealt with in the
market. We will focus the second half of the year with a strong introduction to Macroeconomics. This part of
the course will give an overview of how to measure GDP, unemployment and inflation. In addition, we will
discuss theories of economics and how those theories apply to inflation and unemployment. Lastly, we will
determine how currencies appreciate and depreciate and learn just why, it might cost you mere to go on a
vacation abroad ope year compared to another year. Not only will we set out to answer all your internal

questions about the above topics, but you will aiso have an opportunity at the end of the course to take the A.P.

Microeconomics AND A.P. Macroeconomics exams for college credit.

Tn order to meet all these expectations, you will need to come into class on August 29th with a background on
economics. The following summer assignment is designed at provoking thought into the main concepts of
economics along with connecting those ideas to real-world situations. Please pay attention to detail when
completing the project and focus on the quality of your work. It will be imperative to us getting off to quick
start when we return to school!

This summer each student is expected to complete the following four-part assignment:

1) You will be required to explore two current events and topics in Economics throughout the
summer. You must use the following prompts (i-iv) for two current events or topics using the two
sources below. All work should be done in MLA format (Times New Roman, size 12 font, 1 inch
margins all around) and should be one FULL page (one for each podcast/article). Points will be
deducted if these requirements are not met. Your work will be turned it on turnit.com the day the
assignment is due Thursday August 29th, 2019.

i, Summarize the main points made in the podcast/article.
ii. Your general feelings to the podcast/article. Please explain whether you agree or
disagree with points made in the podcast/article.
iii. What questions do you have for the author of the podcast/article? You must have at least
2.
iv. Describe how the podcast/article relates to Economics.

Listed below are three sources which can be used for your current events and topics. For the
podcast sources, choose one show/program from the summer to complete your responses, You
must use AT LEAST one podcast.

-Planet Money hitp://www.npr.otg/templates/story/story.php?storyld=127413729
-Econ Talks http://www.ccontalk. org/

-Freakanomics http://freakonomies.com

-A local newspaper/magazine. Choose an article that deals with 2 local topic!




2) Read the Xerox copy of the textbook Chapter 1: The Nature and Method
of Economics. This chapter is from an older text-book than we use. You
will get our new on the first day of school and we will begin on chapter 2 in
that book. You do not need to answer the questions. You will have a
quiz on the chapter on Wednesday August, 28th! You may use HAND
WRITTEN notes that you took while reading. Printed notes will
not be allowed! '

3) Read “Naked Economics: Undressing the Dismal Science”
by Charles Wheelan and be prepared for a quiz on Thursday August, 29th.
The quiz will be 50 multiple choice questions and you can use HAND-
WRITTEN notes. Printed notes will not be allowed. Focus on key concepts
and important new vocabulary terms learned from the book. The quiz will
be on Thursday August, 29th.

The summer assignment Wﬂl be due during class on Thursdéy August,
29th. The following items should be paper clipped together:

1) Attached Rubric with your name.
2) Completed written assignments from section 1.



Name:

 Article/Podcast #1
-Full Page

-MLA format

-All Prompts complete

Article/Podcast #2
-Full Page

-MLA format

-All Prompts complete

Total

Summer Assignment Rubric

Period:_

/20

/20

/40
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F‘eap{e‘s econnmac wants are numerous znd var{ed‘. on cg;ca‘ily, hamans reed only alr, water, food dothinig, aﬂd shelter,

1 Bue s in mntempomry sm:xer.y we aJso seekthe man_y goods and. services that pmwde a cnmfortab}e or a‘fﬂuent standard .

. ::_‘of hvmg Ferfcunate]y, s:ac:ety is ble.ssed W;d': prcducﬁive resources—[abor "ané managenal taJent. tools, a.nd ma.c!uneof, Iznci

and minerz deposrs—n‘xar are used el produre goods and services, Thxs productlon satisf es many of our aconor-mc wants

and oceurs through the or;g-amzam;na{ mechanisth called the etonomic system or, more simply, the econamy ) )
The biunt realic iy, howwer. I that our eE—DnDIT\lC wants far exceed. the producr.wa r:apacmy of our limitted, or s:;m:e '

resources. 56 the compieste satisfzr:m:m of sometys economic wahts is ImPOS'SJb]E. This unylélding truth underhes our

..« definiticn of econormcr It is the soclaf sciencs concemed with the effident use of scarce resources ta

. - 3 achieye the faxdriim sans{?:cncn of economic wants.
' 0 of B : b e 3 s - ;
ng:;m @ Numerous problems and Issues are rooted in the challenge of using limited resources effi-

dlendy. Although it would be tempting to plunge into them, that sort of aﬁafysis must wait In this

chapter; we .need to discuss soma impartant prefiminaries,

i hE ECO nomlc Perspectwe Since human and property resources are scerce (limited),
it foltows that the goods and services we produce muse 2lso
be limifted, Scaraty limizs our opnons and necessitates chat
we make choices. Becavse we “can’t have it all,” we must
decide what we will have, and what we must forgo.

- At the core of economics is the idea that “there is no

free lupch.” You may get treated 1o lunch, making it *free™

: Econo;m*ts ¥iew things through 2 umque perspectrve,
.This econoinic perspective pr economic way of thinking
. has severai critical and closely interrelated features.

Scarc:fy and Choice

From TD'L'!I dtﬁ.m?:—wn of economics, it is em t See why
ECOT:L:OEJIS-IZS view the world throngh the lens of scarcity.

to you, but there is 2 cost to someone—ultimately w society.

Searce inputs of land, equipmens, farm labog, the labor of

cooks and waiters, and managerial telent are required.
I
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CONSIBDER THIS S ..« "o
et Fre for AllY
Fr_e.e products are beemr
ingly averywhers, Safiers.
1 offer dres sofowars, cel]
phobss,and checkingac-
counts. Dentsts give put
free _morhbrusﬁes. At
;] state visitor centers,
A s there arefras hrochures
@ Photodisc/Gemy lmages and maps.
ok the presénce.of 5o many frée products carradict the econ-
- omlsrs assertion ' Thars Is no dree funch”t Neo! Rescurtes are ysed
;W praduce each of these products, and because those Tesources have
Salfermative uses, sodety gives up semathing else o get the “frae”
.~ "pood, Where resadrees are used © produce goods or servces, there
. 1§vt§0>ﬁ-ee_:!unc.ﬁ.. B . '

* So why vre thess oods offered for freel ln 3 word: marketing! Hros
sumatimes offer free.progducts to entice pecple 9 oy them, hoping they
“willl thep pun;i}ase thesa goods ljzten'i'!-la,f;e:e sofeware ey eventually
eprice you to buyl_the producer’s upgrded sofware. in ‘other irstances,

- 'the fres brochu=s contiin advertising for shops and restaurants, =nd
o that free e-mall pl;t_)gram s Filled-with ads. In sl othar cases, she prod-
_ et fsonly Fee i cosjunstidn with & hrger purchese, To get the free
-,_l::cu;!e of %ﬂdg:'}{aii:mgst~buy ‘the large pizza To get the free ;eltphcne',
" yais need xa sipn'up Tor 2 year's wort of cell phane service,
. Seree” ptéd;ucts‘&ayﬂé ruzy not be tdy free to individuals. They
ate never free to 'ss::‘cfeé» ’

- Becanse these resoutces could be used in alternative pro-
" dpetion activities, they sid! the_gthier goods and services
. they could heve produced sre sacrificed in making the fach
availsble. Economists call these sacrifices opportunity csis.
T get mote-of oné thing, you forgd thie: gppormusity of

. - "gerting something ‘ele. Sd-the cost of thar 'which you get

i the walne 0fthas which is sectificed fo'ohizin it. We will
: say much more about opportanity costs in"Chapter 2.

" Ratiendaf Behavior

Feopomics assumes that human behavior

reflects “rational sel-intgrest” Fridivi- ’
L dizals Jook for'and: purste, Dpportani; -
2 ~ Ges o imcrease- theiy uiffitp—that fs, |

pleasure, happiness, or safisfaction.

They allocate their iime, energy, and

money to rmaximize tieic weli-being.

: . Berdnse they weigh costs and bengfits, their
decisions are “rational” or “purpeseful,” not “random.”

' acdons are ratonal. _
Rasionzl behavior zlso means that choices will yary .-

Rafional behavior means that the same person may
make different dhoices nnder Gifferent circuimstances, For
examiple, Jones anay. decide to. buy cans of Coca-Cola in
brlcat a warehouse store rather than 2 convenience Store,

- .'ﬁv‘ﬁar,s_t];éjr are minch mare expepsive, That will Jzave bhim

with extra money-ro buylscmeth;mg else that provides sat~
isfaerion. Ver, while oxt a Saturday drive, he may stop at a
conveniefice store to biry a sinigle can of Cora-Cold. Both

greaty among individuals. High school graduate Alvarez

may decide to arend college to mafor in business, Baker:

may opt o take a job ata warehouse and buy 4 new cat,

. Chin may aceept'a signing bonus and join the Navy. All

three choices reflect the pursuit of self-incerest and are ra-

“tional, bat they are based on differing preferences and

CITCMSTATICES, _

|Of course, rational decisions may change as costs and
benefits change. Jones.may switch to Pepsi when it is on
sale. And, after taldnig a few business courses, Alvarez may
decide to chenge her major to bislogy. B

¥t is clear that Tarional self-inferest is ot the same as
selfishness. People make personal sacrifices to help family
members or fends, and they contribute o charities be-
canse’ they derive pleasure from doing so. Parents help
pay.for their children’s education for the same T€as0B.
These self-interested, but unselfish, acts help maximize

the givers' satisfaction-as murh as any personal pirchase -
- of goods or services, Self-interest behavior & stmply be-

Havior that enables a peson to achieve personal satisfac-
tion, however it may be dexived.

Marginalism: Benefits and Costs

The é&;opomic perspective foruses largely on marginal,

analysis—comparisons of marginal benefits and marginal
costs. {Used this way, “marginal” means “extra,” “additional,”
or “a changsin.") Most cheices or decisions involve changes
in the statis quo (the existing stare of affairs). Should you

attend school for another year or not? Should you sty an -

extra hour for an exam? Should you add fries to your fase-
foad order? Simitarly, should a business expand or recuce
its ontput? Should government increase or decrease its
fimding for » missile defense system?

Fach option involves marginal benefits and, becanse
of scatce resources, marginal costs. In making choices ra-
tionally, the decision maker must compare those two
smounts. Exatnple: You 2nd your fiancé are shopping for
an engagement ring. Should you huy a 3-cerat diamond,
a }-carat. diamond, a i-carat diamnond; or a Jarger one?
The marginal cost of the Jarger-size diamond is the added
expense beyond the cost of the smalicr-size dizmond. The




© marginal benefit is the greater hfatlme pieasure (utxhtyr)_
from thi Jargersive swae. If the marginal benefit of the .

larger diamond exceeds its marginal cost,iyou should by
"t thelarger stone. But if the marginal-cost is more than the

- marginal benefir, you should burgf the small‘er diamond .

~instead.
"7 Inaworld of scam,ty the decrs;fm @ oht:am the mar-
ginal benefir associared with Some specific opgon alwiys
includes the marginal cost of forgoing - somerhing else,
- "The money spenr-on the larger-size’ diamond jmeans for-
" going teomctinng else, Again, there is ne fzee hunch}
One surprising implication of decisigns based on
_' maremai aialysis is that there can be too much of a good
s thmg'. Although certzin goods and services such as edu-
. cadon, ‘healch. vare, and homeland defense seem inher-
" ently desirsble, we czn in fact produce too much of them.
“Too mneh™ occurs when we obrain additional amounts
of them even though their marginal costs
(the value of the forgone oprions) ex-
ceed their mrgmaibentﬂts Then
13
M’a:t, =
anﬂysz.s :

at the margin—rthe place where we
consider the very last nnits of each,
For example, society can produce too
much heslth care, and you can buy too large
a dmmond (Kev Questmn 4
- This chaprer’s List Word provides an everyday apph—
catlsm ﬁf t?ne L.cunonnc per:pemve

- Why Study Econom!ts?

s smdvmg econamics worth your dme arid eﬁort: More
than half # ceritiny ago John Maynard Keynes (1883-1546),

" ongdf the' most mﬂuentzal ec—onoﬂnsts cf the 19005, said:

' The idess of £ennomists, and politcal phﬂosophers- both
"when they are right and when they sre Wrong, are more
pﬁwerfd than is comménly understood. Indeed the world

* ~ie roled by lirtle else. Pracrical roen, who believe themselves

< tivbe quire exempt from anyintellectna) influences, are usa-
ally the slavts of some ﬂeﬁmct economisL

© Most of the 1dac>1<:rgles of the modern world have been
sheped by prominént tconomists of the past—Adam
Smith, David. Ricardo, John Swiare Mill, Earl Marx:, and
John Maynard Eeynes. And corrent w Gﬂd leaders rou-
- tnely solicit the advice and policy suggestions of today’s
ECONDInIStS.

For example, the president of the United States ben-.

efits from the-recommendations of his Council of
ECanmic Advisers, The broad range of econamic issnes

“wre are sacrificing alternadve goods.
and services that are more valnable -

cHAPTER 1} The Nasure and Method of Economics El
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ficing polirical leaders is suggested by the contents of the

annual Espzomis Report of the Predident. Arens covered typ-

ically include inemployment, inflation, economic gmwcb,
tzxation, poverty, intemational wade, -health care, polla-

“iony, " regulation, and education; among others. And the

I-‘edmni Reserve (the U.S. centpal hank) relies heavily on
ecuncrmc analvs:s in. srhapmg its m@nemr} policies.

Econ‘amics for Citizenship
A basic understzndmg of economics is esszntial for well-

informed citizenship. Most of today’s polideal prabiems '
have § imposiant économic aspects: How aggressive ghould

~we be in pursting the war on terrodsm 4t home and

abroad? How.con we ensure that corporate executives act

in the long-rm intérest of their shareholders and not jost

themselves? What level of taxes shonld we have? How can

we make thesocial secunry retirement progrem fnan-
cially secure? How can we increase the rate of economic

growth? How can. we reduce paverty?

As voters, we can influence the decisions of eur elecied
officials i rfspondmb to such questions. But intelligence
ar the polls- re.quncs 2 basic working Jmowledge of eco-
nomics. And 2 sound graép of economics is even mare
helpful to the politcians themselves,

Prdféssicnaf and Personal Applications

Economics lzys great stress on yremse, gysternatic analy-
s1s. ‘Thus, studying economics invariably helps students
improve their analytical skills, which are in great demand
in the. workplace. Also, the stidy of economics helps peo-
plé shake sense of the everyday zctivity they observe

- ‘around them. How is it that 5o many different people, in

so many different places, domg so many different things,
produce the goods and services we want to bay? Econonucs

preﬂdesm amSwer,

" Economics Is also vitzl to business. An u.ndermnd—
ing of the besics of economic decision making and the
opera!:zoh of the-economic system enables business man-
agers amd executives 1o increasc profit. The executive
whe understends when to use new wechnology, when o
merge with znother firm, when 1o expand employment,
and so om, will outperform the executive who js Jess deft
at such decision making. The manager who cnderstands
the caises and conseéquences of recessions (downmrng
in the overall econemy) or infladon (vising prices) can
make more intelligent business decisions during thase
periods.

Economies helps consumers and workers make better
buying and employment decisions. How can you spend
your limmited money income to maximize your satsfaction?
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“ How can you hedge against the reduction i the dollar’s

"0 - purchasing power thaf accomupanies inflation? Is it more

eeonomiical to buy or lease 2 cai? Should you ase a credit
 card'or pay cash? Which oecnpations pay well; which are
sost imrinne to-wmemployment? - ’

" Gainflarly, an understanding of Sconomics males for .

. better financial décisions. Someong who mmdesstands the.
| relatipaehin between budger deficits oriserplses and in-
" tipest Yatds; berwsen foreign exchange wates and export,
between interest Tétes and bond prices, s a hetter po-
sicion for successfully allocate personal savings, So, 0o, Is
somecne wha nnderstands the business implicatons of
emerging new technologies. Lo

Tn spite of these practce]l bemefits, however, you "~
should know that eeonomics is smainfy an acedemic, nota
vocational, subject. Unlike sccornting advertising, cor- |
porite finance, arid marketing, econogmics s pet primarily

2 how-ro-make-mioney area of stady, Knowledge of o=
‘nomics and mastery of the economic pesspective will help
. youren 2 business or manage youz peisons] Snahced; bot
* that is not the sulijerts primaty ‘objective. Instead, eco-

nomics ulrifiitely examines problers gud docigions frori.
the socal; rathet than the perrongl, point of Fiew. The
- production, exchange, 1ud ‘constimption of goods and
services ate discussed from thie viewpoint of society’s best
' fnitecest, nbt stricdy from the stehidpoint of one’s own

. Ecopomics s concersed with obtzining maximurn fat-
¢ isfaction throogh the sfficient nig of SCarce TESOUICES.

= The economic perspective sresses (k) rESOUTee Scarcity

‘s the necessicy of making choices, (b) the zssumprion 6f

ramanal belor, gnd (¢) comparisons of marginal benefit

amd mmargimal S05T - } .

* - Your stody of ecopomics will help you a5 2 voting

. dirigea a5 well 25 benefit you professionally and personally.

Ecencmic Methodology
Tike' the physical znd
scientes, economics felies on the scientific method. It
consists of & aumber of eleménts: '

» The observation of facts (r2al-world dara);
.+ Based on those facts, the fofrmulation of-a possible
explanation of cause and effect (hyporhesis):

life sciences, as well as other social -

* The resting of this explanation by comparing the out-
‘comes of specific evenis to the ouseonie predicted:by
" the-hypothesis. ;

+ -hgcteptanice, rejecton, oF modificadion of the hy-

" pothiests, based on these tommpirisons. -
s ' The continued testing of the bypothéss ajpainst the

Fairs, As favorable resulis aceisimdate, the hypothe-

. sis evolves nto 4 theory. A very wall sested andwidgly.
: m:_%:s;:pted.tbébry is veferred to 28 a Lo ar'priveiple.

" Combinaiiops of such Jaws or principjes aré incorpo-
rated It modeb—simplified representstions of how

- sopiething works, such as 2 market or segment of the

eCOnGIY,

Laws; pritciples, aﬂd models' enable the economist, like

fhe naturil scientist, to wnderstahd aud explain reality zod

1o predict the varlous outcomss of pardeular actions, Bat

-as we ill soon see, economic laws and principles are wsu~

sl e cérain i the s of physes o chsity

" Theoretical Economics _

_ .If;:e;nbgﬂjgts 'gléx?:sel'c;g models of the behavior of indiﬁdcréls
" {comgnmers, workers) and institutions {businesses, gov-
‘eriments) engageddn the production, exchange, andcom-

ERTI .

. suirpfion of goods and services. They start by gathefing

facts abour economic acivities and economic outcomes.
Beczuse the world is chutrered with jumrmerable interre-
1ated facts; econoruists, like ‘ail scientsts, must select the

“useful information. They must deterinine which facts are

relévant to the problem nnder consideratinm. But even
‘swhen this sorting process is coroplete, the relevant infor-
mation may at frst seem rendoni and uorefated.

- The econormist draws on the fets to establish cruse-

. effect hypotheses about economic behsyior, Thep the hy-
_potheses are tested against real~world observation end

data, Through tuis process, the econoinist tries to dis-
cover hypotheses that rise 'to the Ievel of thepries and
principles (or Jaws)—welltested and widely accepted gen-
& salizations about how individuals and institations be-
have. "The process of deriving theories and prindiples is
called theoretical economics (see the lower boy in
Figure 1.1), The rofe of economic thevrizing £s v gystematically
arringe facts, interpret them, and generalize from themt,
Theories and principles bring order and meaning 1o facts
by ‘arranging thern in casise-and-eflect order.

Observe that the arrow from “cheordes” to “facts” in
Figure 1.1 moves in both directions. Some understanding
of facrusl, real-wosld evidence is required to formmulate
meaningfol hypotheses. And hypotheses are tested
through gathering and organizing facual data to see ifthe
hypotheses can be verified.
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) The re!atlonshlp bamean facts, theones, and- pph:re.s inece-
momics. Tﬂzﬁumﬁ:a? ecyauais Invohres esmblishing economic thearjey
by @ 'm:he.rlng. syst;amau:aﬂy mgmg. and generzisﬂng from {acrs Goad
eeonomic theuw,es are i‘ested i3 va*hdrt_y against facts, .Ecommusrs ise,
these thinries—the- Tt 7' zble of which are ca'lad Tows or Pflﬁﬂf_PTES—
to. axp}am and ana]}—;e e *ecnnnmy Fol ficy - eccmnms ‘entails ‘sing-the eCo;
nomic fawg and pnnc;pls:s 1o fnrmtdar_e econumu: pnhc:es

. Fnli:c'y. Econohrfﬁcs

. BT

.Theoretical Econpmics

Economic dieories snd principles are savements abouz
o ooz bebavior ¥ the ecomrery that enable prediction of thi
: jwfwbie effects of rertain actions, Good theories are those
thardo a good job of cxplammg and predictng, T,h:y 218
Snpported by facts concemmg how individuals and insti-
mtions acmally behave in producing, exchanging, and
comsarming goods and services. Bur these facts may change
ih time, s0 économists. must continually check thearies
agaings the shifomg economic enviranment.

Theories, laws, and principles are highly useful in an-
alyzing économic beha\uor and undersunding how the
' Economy gperates, They are the ingredients of analytizal
eoamice—the ascerraining of canse and effect, of action
and outcome, within the econémic systerm,

" . Several other points relating to economic prmqpi
are mnportam 0 know,

Te*‘m!nalogy Economists speak of “hypotheses,”
tlieonesﬂ’ “lavs,” and “principles.” Some of these terms

~eHAPTER | | The Nature and Merthod of Economics 7

L

. overlap, ”{m: thcy' ususﬂjs rf:ﬂest 2 gradation of muﬁdmce_
i the: gemeralizztions. A hypotbesis needs initial testing;
2 tbeery ‘has been tested but needs mare testing;a faw or

principle is a theory that has prcm{ied 51Iong pradlcm‘c-
accu.rac,g, over and over. The terms “economic laws™ and’
“pringiples” are tsefu] even though they inply a degree of

~ EXACTHESS, umiversal apphcmeﬂ, and even mordl nghmess

‘thiat is rare i any social science. The word “theory” is of-
e used 7 in eronaraics even though many people incor-
rectly believe theories have nocbmv to do with real-world
apphcatwns. Econormists often. use the texm “model,”

“hich tombines prmczph:s into a simplified rep:esem:a—
" ton of Teatiny.

In this book, costom or convenience will govern the

.izsc of ‘xlleow” U, “principle,” and “model.” Thus, ta

deseribe the r&aﬂomth betwedn the prdce of 4 product
#nd the 2monat oF it purchased, we will use the term iz

' gf demand, rather than theory or principle of demand, sim-

ply because this i is die castom. We will refer to the -
lar ﬂmv wodel, not the cireular flow law, because the con-
cept corabines several ideas into a single representation.

Ge:nemfizations As we have dready mentioned, eco-
nomic daeoms, prmmpies, end laws are genezalizatons re-
latmg to economic behavior or.to the economy imself, They
are imprecise becanse economic facts are usually diverse; o
two individuals or institutions act in exactly the same way.
Excanomsii principles are exprissed as the tendencies of typricad o7 -

g consustiers, workers, or bustness firmes. For example, when-
economists say that consuimer spending rises when personal
income mcreases, they are well atvare that some households

rmay save @i of an increase in-their incomes, But, on aver-

age, and for the full economy, spending goes up when in-
come increases. Similarly, economists say that consumers
Buy mare of 2 particntar produce when its price falls. Some
consmers may increase their purchases by a Jarge amount,
others by 2 small amount, and a few not at all. This “price-

'qnannt}r" principle; howeves, holds for the typical consumer

and for consumers a5 2 group.

Ofber—Things—Equal Assumption Like other
scientists, economists use the ceteris paribus or other-
things-equal asmmpuon 1o comsioct their generaliza-
ticns. They assume that all other varisbles

except those under immediate consider

ation are held constant for a partienlar
analysis. For example, cansider the re-
1atmnsh1p between the price of Pepsi
and the amount of it purchased. It
helps 1o assume that, of all the factors
that might influence the amount of Pepsi
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purehased (for exsraple, the price of Pepsi, the price of
Coca-Cols, and copsumer moomes ‘anid preferences), oaly
- theprice of Pepsi varies. The eponbmist ca chen focus on |
.. thepriceof Pepét-purchases of Pepst™ telationship with-
out beifg confused by changes in.other varjables.
. Nature) seientists such 28 chernists or physicists can
© pelly cenduct contralied eyperiments where “all othér.
- xhinks” are in fact held eonstart{or virtuzlly so). They can
+ geitwith greaz precision the assumed relationship between
vt vatiables. Far example, they might cxarine the height
ot which 2 object js.dropped.and the length of Bme it
taves to hit the ground. But economics s not 2 leboratory
- gdienée; Economists test heir theories 1sing real-world

 dats; which are generated by the actpal operation of the

. econoin: Tn. this rather bewildering environment; “other
- fhings” do <hange- Despite the ‘development of complex
| siatierical techriques designed to hold other things equal,
. ¢ Eopgol is face than perfect. As a result, econosmic principles

" aredess certain and dess precise than chose of laboratory sdi-

efives. ‘That also means they are more Open w0 debate than
many scientific theories {for example, the law of grasity).

; Abstragti oS Economie principles, or theoties, are

' abxﬁ'acﬁwg—‘ﬁimpli_ﬁpaﬁom thar.omit irrelevant facts and
circamétances; Bopmomic models do ot mirror the

- éomplexity of the real world, Ehe very process of spreng -

" cdeand prialyzing factd \nvolves simplificaion and r¢-
- moval of cluter. Unfortunately, this “abstraction” leads
" serne people 10 coi‘asiétrtgcoﬂonﬁf:- theory impractical and

. unsealistic. Thatis aontensd! Beonomie theories are prac-

. . tical precisely because chey are abstractions. The full scope
of ecanomic veality irself 1s 100 complex and bewildering
5 be nnderstoad as 4 whole. Economists simplify—that
. is, develop theories and build models—to give meaning to
- gt otherwise overwhelming and confusing 1maze of facts.”

Thecrzing for this purpose is highly practical

T G{ﬁphfédl Expression Many of the economie mod-

el in, this book are expressed graphically; the most
 impbriznt are laleled ey Graphs. Be sure to read the
" sppendix to this chapter 25 3 review of grapbs.

. Poliey Economics

 Poliey econommics recognizes that theories and data can
e nsed to formulate policies—CONISES of acdon based on

" economic principles and intended, to resolve 2 specific
- economic problem or further an ecopomic goal. Fconomic
“theories are the foundation of ecanomic policy, @s shown

" i the upper part of Figare 1.1. Reonomié policy normally
. is applied o problems ofter they arise. Howeyes, if eco-

_ norpic analysis can pr
ment, inflation, or 2B increase in povertdy, then

1ct same nndesirable event such 28
3t ooy be possible to ‘avoid or moderate that event through
“sognomic policy- For example, you may read in the pewi-
‘paper that, the Heders] Reserve has roduced Interest Tates
o indrpzse»_;griﬁatc spending and-prevent 2 recession.

Ecpnemic Policy The creation of policies to achieve’

specific goals is no simple matter Tére are the basic steps

in policymaking: - - o o

»  Statetbe goal The Grststep s (0 ‘malie a clear state-
cat of the ecoromic goal, I we say that we want
“£all employment,” do we mean that everyoni e~
twyden, sav, 16 and 85 years of age should have joh?

Or do we mean That €veryone who wamts to work o

should have & job? Shonld we ligw for some nRen-
ployment caused by incvitible changes I the stroc-
ture of indusery and Workers-‘_vnluntarﬂy"chmging
jobs? The goal must be specific. S

e Determine the policy optivns. The nexy, step is 1o

formlate alternative policies designed to achicye the
gosl and detepmine the passible effects of.gach poliey. + -

*This requires 2 derailed sssessment of the ecopomic

fropact, benefits, costs, end polizical feasibility of the

altermative policies. For example, to schieve fll-em-

ployment, should government use fiscal policy.(which
{meokves changing government spending and taxes),
mopetary policy (which eninils altexing interest rates),
~ aneducation and training policy tat enhances srorker-
_employability, o 2 policy of wage subsidies  foms

" that hire disadvantaged workers?

s Tmplement and evaluatz the poficy that was sefected. ’

- Adter implemendng the policy; we needto valuate
hovw well it worked. Oaly through unbiased evalua-
tiod can we impreve on econcmic policy: Did 2 spe-

cific change in taxes Of e money supply alter the
lovel of employmest & the sxzent predicted? Did
deregulation of 2 particular indusary (for example,
clectricity) yield the predacsed haneficial resuls? I
not, why not? What wete the harmfol side effects, if
aniy? How might the policy be altered to make it work
hewer? (Key Queston B

Economic Goals If economic policies 3¢ designed
w0 achieve certsin economic goals, then we need to rec-
ognize a numiber of goals that are widely accepted in the
United States and many other couniries. They include:

s Economic growih Produce more and better goods

and services, or, mOTe SmpiT; develop a higher stan-

dard of living.

e



+«  Full f:mplojwmr mede suitable ;obs for all citi-
 zens who zre willing and able to work,

" Eronormic eﬁ%czemy Achieve the maximum fulfll-
" mgnt of wunfs esing the a’mﬂable producuvc -

- SOBLCES.
. ng fevel stability  Avold ?argc upswmgs mnd down-
swingein the general price Ierel that s, aveid inflation

and deftation. -

-s  Erapgmic freedosm, Gnsrantee that busmesses work:

ers, and consumers have a high degree of freedom in

.. their economic actvites..

"¢ Eguitabls dzm’wzmwz of income Efsure that no
groap of citizens faces poverty while rpost others en-

' joy abundance,

s Economic secirity  Provide for those who are chmn—
1caliy- itl, disabled, laid’ off, 2ged, or otherwise gnable
fo. farfy minimal levels of income.

¢ Balance of 1 irade Seek a reasonable overall halance

with the rest of the world in mtemaaoml trade ‘and
finsnctal transactions.

Althotigh-most.of us might accept timse goals as cranerally
- stated, we ﬂu:,ht also disar*ee substantially on-their spe
_dfic: meayings. What are “large” cbanges in the price

level?- Whatiis-a “high degree” of economic freedom?

What i$ 5 f:qmtable distribution of mcome?’ How con

we fnéasure prerisely such abstract goais 35 "economic

ﬁ"EOdCﬁIi” “These objectives are often the subject of spir- -

.. m:d ;mbkc debate.

Also some of these rroals are compiemenmqr when
‘.,one is sc}neved some Othﬁl: one will also be realized. For

- elample, achieving full employment weans eliminaring

nnemployment, which is 2 basi¢ cause of inequitable
ncome distribution. But other goals may conflict or even
be: mumallv exclusive. They may eniail tmdeoffs mean-

. Ing that to ad‘llc‘t'f DR FE MR FCinee, anmhe: For ex-

al'ﬂ;ﬁt’., efforts 1o reduce income ixﬁqual:w may weaken

incentives to work, invesy, immevats, and rake business
* risks, dfl of which prameote economsic growth. Taxing high-

incomé people heavily and wransferring the tax revennes

tor 1ew-mc0me pecp‘» is one way s q-:a!xze the distribo~
Hon of income. But then the incentives t high-income
individuals may diminish becanse higher taves reduce their
rewards for working. Srmilardy, low-income individuals
- nay be less motivared to work when govemnment stands
. Teady to subsidize them.

When goals conflict, somet'y' meirst estéblish. ways to
Proritize the objécrives it seeks. If more economic free-
dom js accompamed by less economic security and more
economic-security allows less economic &f:edam sotiety
mast assess ‘the fradeotfs arid decide on the vptlma.l (best)
balance bemeeen them.
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* Economists nse rthe scientific method to establish
thearies, laws, sud prnciples, Economic theories (laws,
'prmcx_plts or modﬂfs) are generslizations relatng to the
etonomic behavior of individuals 2nd Institudens; good
théaries are gropnded in facts,
* ' Thearetical economics involves formulating theories
“(or laws and principles) and using them to wnderstand and
explein economic behavior and the ecobomiy; policy
économics involees using the theories to fiy economic
pro’ble-ms Or promote economic goals.
* Pohm‘ma?mag fequires a clear statement of gouls, &
thorpugh assessment of options, aJad an unbjased evalua-
ton of resu_lts

Som,& of - s0ciely’s acopomic goa[s are compleme:utary
A'W.Elllt.‘. others conflict; where conflics exist, madeoffs znse.

Macroeconomics and.

Mfcroe.cgnomt cs

Ecanomms dernre apd apply principles az::out econormc '
bebavior at twg fevels. '

Macmeconomics :

Macroeconomics exsmines cither. the cconomy asg a
whole or its basic snbdivisions or dggregates, such as the
government, bousehold, and business sectors. An aggre-
gate is 1 collection of specific economic nnits treated as if
they were one unit. Therefore; we might lamp together
the millions of consumers in the U.5. economy and treat
them as if they were one huge unit called “consumiers.”

In vsing aggregates, macroeconomics seeks to obtain
an overview, or general outline, of the structure of the
economy and the relationships of its major aggregates.
Macroeconemics speaks of such economic measures as
total output, fotel employment, rozaf income, aggregate
STPE!DdltUIES. and the gemersd level of prices in ana}vang
varigus economic problems. No or very litte avention Is
given to specific units making up the various aggregates.
Maczoeconemics examines the beach, nat the sand, rocks,
and shells.

Microeconomics

Microeconomics looks at specific economic units. At this
leve} of analysis, the economist observes the details of an
economic unit, or very small segment of the economy,
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 under a fgurative mictescope. In microeconomics we

ik of 2n individual indwstry; fim, or household, We
_ measure the price of a sperifit prodact, the pumber of
- workess caployed by 2 single firm, the revenue of income
' of 3 parsicuder Fiem'or hotsehold, or the éxpenditures of

. specific Hrm, govermnent entity, or family. In microeco- |

nomcs, we '-cxaraﬁnc_ﬂae sand, rocks, and shells, not the
heich, o
. ‘The macr@-Imicro distinction, does not nean that eco-
) omics s so highly compartmentalized that every topic
. céh be readily fabeled ‘zs sither macro or micro; many
- topics and subdivisions of economics are rooted in bodh.
“Frample: While the problem of unemployment is usually
treated as & mAacroeconomic topic (becanse unemiploy-

rent relates to aggregaie spending), economists Tecognize
thiat the decisions made by #ndividual workers i search-

ir:g for jobs and the way specific productand labor markers
. -operate zre also critical in determining the unemploy-
ment rate. (Key Question 10)

" Positive and Normative Economics '
Both macroeconomics and snicroeconomics involve facts,
thioties, and policies. Bach conraing elements of positize
econOmEcS. and mrmative £CODOMILS. Positive cCODOMIcs
fﬁé}ﬁ.S&S on fgv_:ts and canse-and-effect relatonships. It in-
chdes description, theory development, and theory test—
ing (theoréfical econemies). Posifive economics avoids
 alie judaments, tries to esmablish scienrdfic StATEmERts
shont scanomic behayior, and deals with what the econ-
-omy s .acrnally like. Such ‘scientific-based analysis is crit-
" jeal to good policy analysis. : ‘
* DPolicy ecoromics, on the gther haad, involves
nocimative economits, which incorporates value jodg-
. mnents about what the economy should be like or what
particiilar. policy. actions’ should be recommended to
achieve 4 desizable goal, Normative econonmics looks at
. the Hesirability of cectain aspects of the economy: It no-
. detlies expressions of support for particular economic
policies, -

Pasitive economics concerns what i, while normatve
economits efbodies subjective feelings about what ought
10 be, Exangples: Positive statement “The unemployment

. rate a1 severdl Eiropean bations is higher than thatin the
Tnited States.? Normative statement: “European natiops
onsht to apdertake policies to reduce their wnemploy-

. ment rates.” A second positive statement: “Other things
equal, if tution is substandally increased, college enrall-

. ment will fall.” Norrmative statement: “College tuition

shouldbe towered so that more smdents can obtain an ed-
scation.” Whenever words such 28 “ought” or #shocld”

appesr in a sentence, there is a-strong chance Fou are €0

“couptering a normative statement.

- Most of the disagreement smong economiss involves

“fodative, valus-based policy questions. OF conrse, there

is ofeén some disagreement about which theories.of mod-
els, best represent the economy. and fts parts. But econo-

i

mists dgree,oi 4 full. range of econogmic pringiples, Most
economic controversy thus refiécts differing’ opinions or
value judgments abott what society should be like, (Bey
Question 11) S .

> ‘Macroesonomics examines the econdmy as 4 whole;
microeconomics fotuses on specific wnits of the economy.
s Positve economics deals with factoal smarementy (“what
js™); pormative econommiss imvolves velue judgmencs {“what
ought to be"). Theoretical econormics is “positve™ policy
economics is “normative,”

' ?iﬁfzfié-:tb Sound: Reasoﬁ'ing

Because they atfect us so personally, we often have diffi-
culty thinking accurately and objectively abous ecopomic

sssues. Here are some cormmon pitfalls to aveid in suc-
cessfully 2pplying the economic perspective.

Biages

Most: people b}ing a bundle-of biases and precmi;éep—
tions ro the Feld of economics. For example, some might

think that corporate profits are excessive or that lending

money is always superior to borrowing money. Others
might believe that governmeat is necessarily less effi-
Gent than businesses gr chat more goverpment reguia-
tion is always better than less: Biases cload thinking and
intesfere.with objective analysis. ALl of us must be willing
to shed biases and preconcepsions that are not supported
by facts.

Loaded Terminology

The economic terminology nsed in newspapers and broad-
cast medid is sometimes emotionally bissed, or loaded.
The writer or spokesperson may have a cause fo promoze
or i ax to grind and may slant comments accordingly.
‘High profits may be Inbejed *obscene,” Jow wages may be

called “exploitive,” or self-interestéd behavior may be




“greed,” Guvcmment workers may be referred to as
mméless bureaucrats,” and those favoring sm:onger
ZOVETDINERt rcguiauom may be called “socialists.”
objectlmly analyze €oonomic isfues, you must be pre-
pared o réject or dzscount such tepminology.

; Def nitions

Some of the terrus nsed in econcmics hiave precise techmcai
deﬁmiians that are quite different from those mehed by
cheir common wsage. This i5 generally not a problém if
ErECyONE umdersta.nds these definitions and uses them con-
sieeritly:. For example, “investment” to the averagecidzen
- mearis the purchase of stocks xnd bands in seeprty mar-
ket a5 when someone “invests” in Microsoft stock or gov-
ernreent bonds. But to the economist, “Investment” means
‘the purchase of newly created real capital assets snch: 25
siachinery and equipment or the constuction of 2 new
factory building. It does not mean the pu.rﬁly ‘E_nanmal
- fransaction of swapping cash for secarines.

Faifacy of Compasition |
Anbther pitfall in econcmic thinking is the assumpt{on

that what is troe for one individusl of. part of a whole is

.oecessarily true for a group of individuals or the whole.
THs isa logical fai]acy called the faHacv of composition;
the assimption is 70z correct. A statement that is valid for
an mdmdqal or part is not necessarily valid for the larger
group or whole. ' N

- Consider the following exsmple from outside of eco-

_momies: ¥ou are at a football game and the home team
‘roakes an -oustanding play. In the excitement, you leap
to your feet 1o ger a - better view. A valid statement: “If
Vo, an. individusl, scand, your view of the game is im-
proved. *But is this also &me for the group—for every-
ane Watchmg the play? Not necessarily. If reeryone szands
to, wateh the. play, probably nobody—mciudni, you—
will have 2 Better view then when all remain seated.

A second c.xample comes from economics: An indi-
widusl farmer who reaps 2 pertcalarly lakpe crop is likely
16 realize-a sharp gain in income. But this sratement can-
not be generah:zed to farmers as a grosp. The individual
farmer’ large or' “bumpcr crop will not noticeably infln-
face (rednee) crop prices because each farmer prodaces a
pegligible fraction of the tota] farm output. Bt for il
‘fﬁl'mers as a group, prces decline when romal oumut. m-
eréases. Thus, #f all farmers reap bumiper crops, the toml
ontput of famm products will rise, depressing crop prices.
I the price declines are relatively large, tota! farm income

Iﬂlght acrually _ﬁzli
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Recall onx eatlier distincgon hetwaen mraerosconom-
ies and microcconoshics: The fallacy of tomposition reminds”

s that gemmlzza:zw aalza’ at ome of these Jevels af anghysis

miay or may not be valid ot xhe oiber

Causation Fallacies

Causation fs sometimes diffcolt to idmﬁfy in sconomics.
Two tmportant fallacies often interfere with eccnomic
thinking.

Post Hoc- Fallacy You mmst think very carefully be-
fore concluding that because event A precedes event B, A
is the canse of B, This ldnd of ity reasoring is knowm
as the post boc, ergo. p; opier hoe, or “after this, thércfore
because of this,” fallacy.

Example: Suppose that early cach spring 'thE‘. medi-
cine man 6f 2 wibe performs a special dance. A week or
so later the trees and grass tuen green. Can we safely con-
clude that event &, the medicine razn’s dance, has caused
event B; the laadscape’s tuyming green? Obviously nor.

"The roostet crows before dawn, but that does not mean

the rooster is Iespenmble foir the sunrise!

A professional £om:ball team hires a new coach and
the teem’ record improves. Is the new coach the canse?
Magbe. But'perhaps thé prfsencc of more cx’penﬂnced
and tafented plm,'ers or an easier schedunle is the true
canse.

Correlation-versus Causction Do not confuse

correlztion, or connection, with cansaton. Correladon

. between two events or two sets of data indicates onlv that

they are associated I some systematic and dcpendable
way. For ﬂxample, we may find that when variable X in-
creases, ¥ also increases. But this correlation -does not
necessarily mean thar there s causation—that an increase
i ¥ ig the cause of an incresse in ¥ The reladonship
conld be purely comcidental or dependent on some other
factor, Z, not incuded in the analysis.

Hexe is an economic cxample: Economists have
found a positive correlation between edvcagon and in-

,._om:: In general, peopls with more education earn

higher incomes than those with Jess edncation. Common
sense suggests educarion is the cause and higher incomes

" are the effect; more education smplies 2 more knawl-

edeeable.-and producdve worker, and such warkess re-
ceive farger salaries,

But cansation could also partly ron the other way.
P&Dple with higher incomes could buy more education,
just 4 they buy more farniture and steaks, Or is part of
the reiatlonshlp explainable in still other ways? Are



LAST WORD

How Can the Ecunomic Perspective HelpUs ' )
Uriderstand the Béhavior of ‘Fast-Food Consumers?

The sconoric perspectyé is asefiul 1 analyzrig th befavior of

fast-focd custommers, Thesa comsumers 42 ax the restaurang be-

tause they expect the mar-
ginal benefic from the jood
they buy o smatch o £x-
. ceedits marginal costVWhen
.+ CUSTOMErs enter the restat-
£anE, they go to the shore-
est line, believing that that
. line will mininiize their dme
. cost of cbaining food: They
are acting pitrposefully; dma
is firited, and people prefer’
- usiag it in soma ‘way ‘oshet
tHan sranding i line.

" If one fastfoed line is
ermporarily shorter than
otherfihes,some peoplewill |
meove to thar line, These -
movers-apparenty view the .

, fime, saving associated vith the shoreer line as exceeding the
* cost of maving from their present fina The line switching tends
to,aqualize line lengths. No further mevemert of castomers be-

. I} lines are about edqual ’

tween fines poeurs once 3

' Fasefood customersace another cost-benefit decision when

2 cleflcopens & new staton at the counter: Should they rmave to
the neyw station or sy p'uﬁZ_Thése who shift to the fiew line de-
- clde that the Time saving from the move giceeds the oxtra cost
- &f physically roving. It 5o dediding, Sustomers misst also consider
just: how quickly they can get to the new station compared with

. others who tay be contemplating thé same move. (Those who

. hésitara in this situation are Tosdy L.
" ‘Ciistoneys at the fasi-food establishmient dr hot Have per-

" fect-inforsation when they sefect lines. For exampla, they do

not firse sorvey Ahose In the liries to determine what they are

" ordering before deciding which line o enter. Theré are two

education and income correlated becanse the characteris-
s required to succeed in education—ability and motiva-

fom—are the same ones requifed tg be 3 productrve and
highly paid worker? Tf so, then people with those traits
will probably obrain more education #nd earn higher in-
 comes, But preater education will not be the sole causé of
‘the higher income. (Key Question 12)

A ?_{:l‘oi( Ahead |

The ideas in this chapter will come iﬁt;{; anuch sharpes
focns ag you advance throngh Pare 1, where we develop
iz

) Fas't-Fbcsti Lines: An Economic Perspective

 reasofrs {or this. First, mostciistomers would telf them 7’ none
of your Husiness,” and thessfore no information wouid be forth-

coming Second, ever If they could obwln the informagion, the

' amiount of dme necessary tagerit{a cost) would mostcértainly
exceed any dme saving. associared With finding the best fine {the.

berieht), Bectuse ifarmation Is
costly to obtain, fastfood pa-

fect information. Thus, not all
.dedisions Turn out zs expected,

shott ling and find someone in
front of you s ordering ham-
burgers and fries for 40 people
in the Greyhound bus parked
out back (and the employes is 2
irainee)l Neverthaless, at the
time you mede your decision,
you thought it was opimal
Imperfect information also
explaing why some people who

: : arrive =t a fastfood restaurant
and observe long lines decide to feave. These people tonclude
that the margimal cost {menatary plus time costs) 'of. obtaining
che fast food is 100 large refative To the marginal Banefit. They
would not have come o the restaurant in the first place-had
they known the ines would be, so lang. But getting that infor-
mation by, say, employing an advance scout with a ceflufar phoRe
would cost more than the percelver benefiz

_Finaly, customers must-decide what food to ordet when they
artive at the courter, In making their choices, they again compars
marginal costs and margival benefits In artempting to obain the
greatest personal satisfaction or well-being for their. expenditure.

ECOIT.iDlTIESktS beliave that -what is true for the behavior of
customers at fast-food resmurants is rue for economic behavior
in general, Faced with an array of choices, consumers, workers;
and businesses rationally compare marginat costs and marginal
benefits in malking decisions, '

H

specific economic principles and models. Specifically, in

.Chapter 2 we build a model of the production choices

facing an economy. In Cheprer 3 and its companion
Bopus Interner Chapter 3 Web, we develop and apply
Jaws of demand 2nd supply that will help you under-
stand. how prices and quantiries of goods and services
are established in markets. In Chapter 4 we combine all
mparkéts in the economy to see how the merke systens
works. And in Chapters 5 and 6 we examine important
sectors {components) of the economy, specifically, the
private sector, the government sector, snd the interna-
topal secior, '

trons salecr lines without per- -

For exaniple, you might enter a°




SUMMARY

CHAPTER 17 The Namre and Methad of Econnmbcs

Lol

L2

. Economics is the smdy of die efficdienr use of scarce.re-

spurcas in the frodaction of goods and sefvices to echieve
th: mf_aﬂmum sausfsmam of ¢ aczmomic WATITS,
The economic: pers_gecuve includes thrée. elenzenss:

seArcity imd choico, radamal behavior, end marginalism. Tt
"sees mé;mdnzis znd institmtions meking rational decisions

based on COMpALiSeRs of marginal costy and margmai

- benefits.
. T:Imwledge of economice cunts:butes o aﬁecm‘e clrizen-

ship 2nd provides useful insighs for politicians, consumers,
angl woskers,

. Ectnoraiss exiploy the scientfic mediod, in which they

form znd tesr hypotheses of canse-and-effect reletionships
tb generatd thearies, laws, and prindples. Fronomists often
combine theories into rep:ecanmuons called models.

. {Zenealizations stated bnrecomomists are called pn.nmples,

theorips, baws: or models. The dervaton of these princi-
ples is'the object of chearevical economics. Good theories

ﬁ;vplzm rcaerorld rclznonsh;ps and predice resl- Werld '

&.

‘ ?"'.

Becanse economic pmcmp{&s are valimhle predictors, they
are the bases for economic policy, which is designed 1o
idéntify and solve probiems to the greatest extent possible
2id a,tthe least possihle tost. This. type of apphcauan of
ecppomics is cafled policy sconomics.

. Our sec:t:tv SCCEpLS cextain shared economic vna.ls inglnd-

ing ecomomic groswth, fali BmplO}’:B&Dm., economie ef-
clency, price-level stability, economic Feedom, squity in
the disibution of income, sconcmic security, mod a rea-
sonuble balance in intemational tride and ﬁnanc,a. Seme-of

these gaals are complemcntary others enrail tradeofs.

. Macroeconormics: Tooks ‘at the £COnomY 25 2 wba}e or it
‘rnajar AgETegates; mit:roeconomi{:_s examiney specific eco-

B BQTBEIC 'umw or mstltuuans

10.

. “Positire statements srate facts {“What 57 nopmedve s=te

IRenTs exnress vahte jrdgments (“what onght 1o be”).
In studying econotnics, we encougter soch picfalls 25 biaser
end preconceprinns, nnfamiliar or confasing rerminology

- the fallacy of composition, and the diffiduity of ﬁSEd.bLLS‘HJ]{
éea.; canse-effect relatonships.

LBECOmES,
TERMS AND CONCEPTS .
gconomics. ) : _'thccfcﬁm‘l ECORONIEY _‘policy economics puamrz eqbpézp.-ic's .
. cconomlc perspe.cuve : ponciples L ‘t;adeo.ﬁ%. . popmative economics’
utiljt'_é':’ Do . gﬁ;,_,:-mumﬁom | HCrosconomics ' fallacy df pdmposiﬁoh T
. mﬂl—gu-m] ‘Emaljv;is o ‘;‘]1&'1:-: thjﬁhgbequ o s ‘a‘g:gr&gate‘ “after, thJs therefore btcausa
L " i:tﬁ.r:réecnnom.ics of ﬁ:us . fallacv l

scdentific merhod -assamption, |

STUDY QUEST[DNS

. ;—“E{ry

buyer bu}: not  sodety.

.. Whar is meznt hy the term, “wility” and bbw does it -re}:ite'

@ the economic pefspectve?

. Gite th:ce exwmples of recent &écxszons fl:zat vou made ;o
which Fou,.at least unplm:ﬂv weighed margmal costs and |

marginal ’beﬂeﬁts

- Key Questior. Use the econormic pcrspemrc o explain why

sgrmesne who is normally @ light saver at 2 stundard restau-
rant:may become somewhat of a-ghiron it's buffet-style
restaufant tharcharges a single price for all you ean eaz.

- What is the scientific method, and how does it relate 10

theoretical econdmics? What is the difference becween 2
hypothesis end en econdmic law er principle?

g‘::l: 1 free” Em;ulmn mh}r the “1 &ea is ﬁ-ee to thc- .

6 T?E?h}r i sgmﬁcant that economics is not s mac;'—"tmv 50
-ence? What prob!ams mey be izvolved in deriving ond o
Plying economic principles?

7. Explain the foliowing smraments:

4. Good economic policy requires good economic theo
& Generalizador and abstracdon are neatdy spacmymos
“ i Facts serve 1o sort out good and bad hyporheses.
"4 The other-things-equal asummrion helps isolate key ec
nomie reladonships.

8. Key Qpestion Fxplain in derzil the inrerrelatonships
tween ecopomic facts, theory, and policy. Crideally ev
“nare this statement: “The wouble with economic et
is that ir is nor pz‘act\l:al It is derached from ths
world,”



