Summer Assignment (4 Parts):

Part 1: Complete the attached reading assignment at the end of this document that introduces several important basic
economic concepts that are essential for understanding the content of this course. After reading, complete the
vocabulary terms below- find the definition, then provide an example for how the term is used.

Term Definition Application

1. Economics

2. Resource

3. Land

4. Labor

5. Capital

6. Entrepreneurship

7. Scarcity

8. Opportunity Cost

9. Microeconomics

10. Macroeconomics




11. Tradeoff

12. Marginal analysis

13. Marginal benefit

14. Marginal cost

15. Market Economy

16. Command Economy

17. Traditional Economy

18. Mixed Economy

19. Private property rights

20. Self- interest/ incentives

21. Competition

Part 2: Costs
Explain the possible “economic cost” of the following scenarios.



1. The opportunity cost of showering and grooming and eating a complete breakfast in the morning:

2. The opportunity cost of not showering and grooming in the morning:

3. The opportunity cost of not eating breakfast:

4. The opportunity cost of sleeping in an extra hour each morning:

5. The opportunity cost of waking up an hour earlier each morning:

6. The opportunity cost of studying one subject more than another:

7. The opportunity cost of buying a new CD by your favorite artist.

8. Every week, Kate plays tennis for 2 hours, and her grade on each test is 70%. Last week, after playing for 2 hours, Kate
considered playing for another hour. She decided to play for another hour, so she cut her study time by 1 hour. Her
grade fell to 60%.

a. What was Kate's opportunity cost of the third hour of tennis?

b. Given that Kate played the 3rd hour, what can you conclude about her marginal benefit/ marginal cost of the
2nd hour of tennis?
Part 3:
Write 1 paragraph that gives an example of one connection from you or your family's life that explains one or more of
the concepts in the reading (reading found below- same as from Part 2).

Part 4.
Complete the short Module 1 Review found at the end of the reading (very bottom of this document).



Mogule 1: The Study of Economics
Module 2: Introduction to Macroeconomics

Modle 3: The Production Possibilinies
Curve Mol

Module 4;: Comparalive Adwantage and Trade
Appendi: Graphs in Economics
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rimes, Gl or more presentatons may be taking place si-
multanesusly, on questions thar range from the furure
af the stock market to who does the cooking in e
earner familics.
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[III_'II,.IEIII .J:| COOrETIESE ar a |_'\J.§.'|,' ||_'u¢| 15 ,,ll“:nl_'ll_ll: '.|1|_1il.|d|,|:||
chotce, inorder to underszand behavior within an economy
wie must als understand economic memotion—how  my
choices affect vour choices, and vice versa,

Many important economic inceractions can be under-

stoodd by loskeng ar che markers for individual goods—Ffor

e, example, he marker for com. Bur we must also un

™
% derstand econom-wide mteractions in arder o

wnderscand how chey can lead o che ] and
downs we see in the economy as a whole.
In chis section we disousa the sudy of soonemics
amd che difference berwesn microsconomics
e, and macroeconomics. We alse introduce
h ﬂnm_—,u:n'l:-.'upira within macroesco-

5

| "“-x pamics and the wse of models
Y study the macroscomomy
h}-'l Birally, we presene chie produe
Bion possibalities curve modd
an wse ipro underscand basic
econEmic actvicy, includ-
ing teade berween pwo
eopnomies. Beexuse che
study of economses
reliss on graphical
merdels, an appen-
d::.. 0l |||||- [FL
of graphs #ol
lews the end of
rhis secrion

\



What you will learn
in this Module:

& How scancity and cholos ana
cenitrl to tha study of
BOINOMIGS

w Thé mporancs of
Opportunity cosk in indkddlsl
choice and decision making

# Tha diffsrencs babaeen
positive poonomics and
Mol Soonorica

& Whean economists ajres
and vty thay Somalimes
dsagnon

& Vit makes
macnecormics difenant
TP TR OBt TS

Economsss is the sy of scandly

i o

Individual choise = decisome by
incividual abou) whal 1 do, mhich
rescassanty isvedve decsions aboul mhal st
I o

A mconemy B A sysiem e poondinatieg o
sooiaty's produciive and cossumpie
acirabes.

In 2 marioet eeanonvy, ta decisins of
individial prodecers and consumars lamely
dertarming wiel, hom, asd for wham i
producs, wih litla geemiman| invokamant in
they decEiss.

I 4 eofmiminid i ohsmy, ey i
puthcly camed and 3 ceniral authonty makaes
produciion and consumplion deciions.
Ineenkives are ewarss of plnahmants tat
motivale particular choices.

2 szection 1

Module @)
The Study of
Economics

Individual Choice: The Core of Economics

Economics is the soudy of scarcity and choice. Every economic issue involves, at irs
micar basie level, individual chodee—decisions by individuals abour what o do and
whar naf o do In facr, you maghe say thar in isn’t economics iF i isn't abour choice

Step into 2 big store such as Walmart or Targee. There are thousands of different
produces available, and in is exeremely unlikely thar you—or anyone else—oould afford
e by everyrhing you mighe want to have. And anyway, there's only so much space in
your room. Given the Hidtatdons on vour budger and your lving space, you must
choose which produces o buy and which mo leave on the shelf,

The Fact that chose products are on the shelf i che first place involves choice—the
store manager chose o part them there, and che manufacourers of the prodwes chose o
produce them, The economy is a system that coordinares choices abour produection
with chivcis abowt consumprion, and distrbuves goods and services 1o the people who
want them. The Unived Srares has a market economy, in which producrion and con-
sumptron are the result of decentralized decstons by many firms and individuals,
There &5 m central authory welling people whar mo produce or where to ship ic. Each
andividal pmdl.mr:r makes what he or she thinks will be most |:lr-I:l|‘-II:.:I.'|‘!{-E.\,|'I.'I'I.'.‘| each ocon-
sumer buys what e or she chooses.

A alrermarive roa marker BOONTY 1% a comemeand CCOTLNITY, i1 which |.r|.d1|s|,'|.-__|.' i%
publicly owmed amd there & a central authonty making producton and consumption
decisions. Command ecomomies have been mried, most notably in che Sosder Uniomn be-
eneen 1907 and 1991, bur they didn't work very well. Producers in the Sover Undon
routinely fownd themsebves unable vo produce because they did nea have crucial raw
miarenals, or rh.:'}' suicceedied n p'rl:-.'lllnng bur then found nnl:n.'l:r' wanred whar che
central authonty had them produce. Consumers were often unable to find necessry
frems—comimand economies are Famous for keng lines ar shops,

At the oot of the problem with command economaes s a lack of incentives, which
are rewards or punishments that moovace parsoular choices. In marker economies,
|1|.'-.1-d|.|;¢r1 are free to ch:r—;f higlu'r pri.:f-.: whien there s a :hnn;.:.gr n-t'mn'h:'fhing._ and o
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]uc::p the rﬂulring pmﬁm. Iligh |1n|:-r.: and |:|mﬂr: prm"i.d: incentives for |:|r|:|:| LBCEES [0
miake more of the most-needed goods and services and eliminae shortages,

In facr, ecomomises tend o be skeprical of any arcempr 1o change people’s behavior
that deoesnt |:|1.:|.|1.3E thetr incentives. For :u.mple, a |:||.=.r|| that calls on mamufacrrers o
recluce pellumon voluncarly probabhy son't be effective; a plan thar gases them a finan-
cral mcencove oo dio 5o is more Ijln:l].' b0 succeed.

Property righes, which establish eonership and grant madniduals the nghe wo rade
goods and services wich each ocher, creare many of the incentives in marker economies,
With tle I'iEJH‘ ) W IOPECTY COTIES the incenimve m produce I:l'lingj of valse, pither m
keep, or ve rrade for muraal gain, And owmershdp creaces an incenive 10 pur resounces o
thear best [m:sil:l.lz L%, P'm[u:rq,r L'.ig;hl:s o a lake, for u::mp{t gil.r: thie owmers an incen-
tive not to polluce that lake i ies use for recreation, seremity, or sale has greaver value

In any economy, the decisions of whar to do wich che next con of pollution, che next
heowur of free me, amd the next dollar of spending money are marginal decisons. They in-
salve rrade-offs ar the margin: companng the costs and benefits of doing a licde bic
mure of an arl'i\"iq,r\mu: a lictle bic less. The g:l.i.rl. from |:I|:|i|1.g sn.rnl:'l:h.ing ne more gme
is called vhe surgina beagfie. The cost of doing something oo mione dene is the rmergisal
coit, IF the marginal benefic of making another car, reading anorher page, or buying an-
ather latve exceeds the m.:l::_.}:nal cosg, the activity should continue, Othervase, it should
nar The soudy of such decisions is known as marginal analysis, plays a cenoral role in
ecomwrmics because the formula of doing things until the marginal benefit no kenger ex-
ceeds the marginal cost s the key vo deciding “how much® wo do of ame s

All ecompamic activiries invodve individual choice. Lec's rake a closer look arwhar this
means for the sudy of economics.

Resources Are Scarce

Yiou can't always ger whar you want Almost everyone would like oo have a beaurifal
house in a grear locarion (and help with che howsecleaning), owo or three hevary cars,
and Frequent vacations i fancy botels. Buk even in a rich country bke the Uniged
Srares, nog many Families can affard all of thar. So chey miusy make choices—ahether o
g0 to Disney World this year or buy a better car, whether o make do wich a small back-
yiurd of aocepr a longes commiure in order o live whese land is cheaper.

Limired inpome isn'c rhe only thing rhar keeps people from having everything chey
want. Time 1§ also in imdted supply: there are only 24 hours in a day. And because the
rirne wit have is limired, choosing to spend time on one activity alse means choosing
nax o spend time on a different acovicy—spending oime studving for an exam means
forgeing a might ar the movees. Indeed, many people fisel so limared by che member of
howrs in the I:L;.].' thar |;I1|;':,r e wil]ing o cragde maoney fior cime, For ¢uarr|.p]-¢, COITVET-
e ShoTes uw:Jl}' ﬂhn.rjp.- ]IIEIIEI’ prices than ln.rgn' :upemn.rkm. Bu ﬂlu:." fulfill a
witluahble rale by carering ro cuspomeers who would racher pay maose chan spend che ime
traveling farther o a swpermarket where they might also have m wait in longer lines.

Why do indisiduals have ro make chosces? The uliimae reason is thar sesosroes are
soarce. A resowerce is anyrhing thar can be used ro produce somerhing else. The econ.
CHTYY S TESOUPDES, SOmetinies called _||:n.1'm nll"lh'a.dnfw:u. cin be clagsified wnto four cate-
gories land (including rimber, warer, minerals, and all acher resources thar come from
nature), labor (the effore of workers), capital (machinery, buildings, wals, and afl
acher manufactured goods wsed o make other goods and serioes), amd entrepreneus-
:hi.p [risk r;h:ing, innwacion, and che nrg.;niz.:.r.inn of resources fnr'p:rl;i:lm-r.h}nll. A e
soisrce 13 searce when there 13 not tlh.'n.l.-_qh of i available bo ::l.tih.ﬁr the virious WIS A
sogiery wants oo use it For example, chere are limived supplies of oil and coal, which
currently provide most of the energy used to produce and deliver everything we buy.
And in a growing world econemy with a rapadly mcreasing human population, even
clean air ang warer have become scarce resoaerces,

Juse ag indndduals must make chowces, the :uj.n.'it:r-'.n:l'ruu.ﬂ.ln:u inears that soCiety
as a whaole must make choices, One way for a seciery to make choices is simply to allow
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them ro emerge as the result of many individual choices. For example, there are only so
many hours in a week, and Amencans must decsde how o spend ther ome, How mamy
hieners will rhey spend going o supermarkers o ger lower prices rather than saving rime
by shopping at convenience stores? The answer s the sum of indivdual decisions: each
of the millsons of individuals in che SEOROMY makes his or her own choice abour where
toshop, and sociery’s choice is simiply the sum of those individual decisions.

For various reasons, there are some decistons that a sociery decides are besr not befi
o indmvidual chodce. |5|.'||'L':-|.1.n'||'-|;'. rwo of the authors live in an area thar unol recencly
was mainly Farmland but is now being mpidly buile up. Most local residents Feel chat
the communiny would be s more pleasant place oo live iF some of the Lund were lefr un-
developed. Bur no indwidual has an incentive to keep his or her land as open space,
rather than sell it o a developer. 5o a trend has emerged i many communities across
the Unived Scares of kocal governments purchasing undeveloped Land and preserang ic
as oxpen space. Decsons about how bo use scarce resources are often best left to mdi-
viduals biar sosserimes should be made ar a I'u_gl'u,-l_ L LILILIE] ir!.--u.'iuju,-_ lisve]

Opportunity Cost: The Real Cost of Something Is
What You Must Give Up to Get It

Suppase i is the last rerm before you graduare and you must decide which college ro
attend. You have narrowed your choices to a small liberal arts college near home ora
I.1|g|,- SCane I_||'||'.1_'r'\-iil.':|- several hours away, IF vaal decide ro artend che lecal liberal sis
college, whar is the cost of thar decision? OF course, you will have o pay for ruikon,
bisoks, and howssmg, ne matter which college you choose, Added to the cos of
cheasing the local college i the Forgone opportunicy oo arcend che large stare
university, your next best alternative. Economists call the value of what you
MILISE Zive up whien voul make a [M:'rirul.l.l chesdce an nppnr:unll}'m
Oppormunity costs are crucial oo individual choice because, in the end,
all coats are gpparfumty coats That's because with every chavee, an alver-
nacive i forgone—money or time spent on ane thing can’t be spent on
another. If you spend 515 on a pizza, you forgo the opportunity to spensd
thar 515 on a stcak, IF you spend Sarurday afvernoon s the park, you
can't spend Sarurday afrermoon doing homework. And if you atvend one
schoal, v an i atvend amother
The park and schoal examples show char econcamises are concemed wich more
than just costs paid in dollars and cents. The fargone opportmaty go do homework has ne
direes rnorierary cost, biar i g5 an n|'||u'|||:|.||'|i|::.- cosr ponerhieless, And if chie local -:'L1IL':.I;|.'J.||.1
thie srare undversity have the same ruition and fees, the cost of chsoging one schood over the
oitliet las poths g o i with pagimEnEE anl l.'\l'l.'l:."|1ll g it I'l.llgl.ll'rl: OppOrtumnes
Mo suppose muirion and fees ar che stare wniversiny are 25,000 less than ar che local
college. In that case, what vou give up to attend the local college is the abiliy to attend
the scane undversiny plas the enpoyment you could heve gained From spending 55,000 on
other things So the opportunity cost of a choice includes all the costs, whether or not
I.|1l.';.' are monekary cosis, l.1|'1|1r||-chln5I that chadee
The choice to go o college af ol provides an imporrant final example of opporouniny
costs. High school graduates can either go to college or seek immediate emplaoyment
Ewien wich a fulll u'hnl.ll-:h:p thar would |:'|.1]-:|,--:'nlln,-g|,- “frew" in e rms |'||-|r'||'|l'||_'l.il:|-'|'|'|'ir'~|_
going o college would seill be an expensive propoesiton because most young people, if
thiy were v in l.-::-"l.';.;».' winiild hease -.l_|-=lll. By goang o l.'l.1|lq:l.'. srindenins I'l.lrgq;- the di-
comie they could have earned if chey had gone straight mo work inszead. Therefore, the
opportunity cost of attending callege = the value of all necessary monetary payments
fror ruirion and fees plis che forgone income fram the best svailable job rhar could ke
the place of going o college.
FaE sl |.1.'l.'l|.'||l.' thee valise of & -'l.'l||-vr3r l.‘ll.'la.rl.'l.' Far exeeids the valie of alremansse eari-
ings, with notable exceprions. The oppormuemicy cost of going ro college is high for peo
ple who could earn a lot during what woukld otherwise be their college years. Basketlall
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star Lefron James bypassed college because the opportunicy cost would have inclwded
has 513 mallion contract wath the Cheveland Cavaliers and even more from corporace
SPMIELTS HMike and Coca-Cola. Golfer T:"F_:'r Woods, Microsoft co-founder Bill Gares,
and actor Matt Damon are among the high achievers who decided the opportunity eost
af comipleting colkage was oo much to swalloa

Microeconomics Versus Macroeconomics

W have presemted economics as the soudy of cholees and described how, an fes mosr
basic kevel, sconomics is abour indvsadual choece. The branch of econemics concerned
with how indmviduals make decisions and low these decisions interace 15 called miero-
eoonambes. Microrconemics focises on choices masde by individuals, hoeseholds, o
firms—the smaller pares chat make up the economy as a whole.

Macroeconomics foouses on the bigger pletume—the cverall ups and downs of the
economy. When you study macroeconemics, you learm how economiszs explain chese
fluctuanions and how gevernments can use economic policy o minimize the damage
they cause, Macroeconomics focuses on economic AEEreganEs—cconnmic Measunes
such as the unemployment rave, the inflaton raze, and gross domestic produce—that
summarize data acrods many different markees,

Table 1.1 lisrs some rypical questions chac involve economics. A microsconomic ver-
sion of the question appears on the beft, paired with a similar macroeconomic question
on the righe. By comparing rhe questicns, you can begin to ger a sense of the difference
between microeconomics and macrosconomics.

Micrpecomamic Dwasions Mecraoanimic Questiong

Should | go %o collage or get a jok ater high How many paople are employed in tha aconomy
sthaal? &8 B wihole thia year?

What dalermines 1ha salary Tral Cititank oters What detemmings the cvaral miary kevals pakl o
mammgmﬂm workers i a gaven year?

What dalerminea Tha coEl b0 B kigh szhool ol What determings the cvarall leval of pricas in Tha
offering a new tourse® BEORORY &5 & whole?

What giverTisant palicies ehould ba adoptad 1 What goreermm et policiea shauld be adopled b
make & aasier for lme-ncome sudents o prosale emplrymeni asd gronth in the
ahtend (lipga? BCINOMY 35 3 wholg™

What drlermines e nember of IPhones What determines the cveral trade in goods.
aiponied 1o France? Eanicas, mnd linancial assets bahwesn the

United Siates and the resl of B world?

As these qufsrinns illustrare, microcconomics focuses on how individuals and
firms make decisions, and the consequences of those decisions. For example, a school
will wse macroeconomics to determine how much i would cost to offer a new course,
which includes the instruceor's salary, the cost of class marerials, and so0 on. By
weighing the costs and benefits, the school can then decide whether or not te offer
rhee course, Macrosoonamics, in oonrrast, examines the oeerad! behavior of che econ-
omy—how the actions of all of the individuals and firms in the economy interact o
produce a particular economy-wide level of econemic performance. For example,
miacraeconomics is concerned wich the general level of prices in the sconomy and
how high or low they are relagive 1o prices last year, rather than wath the price of a
parcicular good or service.
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Persilineg peanomics o i begh of Positive Versus Normative Economics
senviomis anakysis ter descrbas tha way

Econormic analysis, as we will see chroughour chis book, draws on a ser of basic eco-
he Econoimsy aciially works PR 'Eh

nomic principles. But how are these principles applied? That depends on the pur-
prose of the asalysis, Economic analysis thar is used 1o answer questions alout the
way the world works, questions thar have definite right and wrong answers, is
known as positive ecomomics, In contrast, economic n.|1.1|:|-'=|: that invalves Lyang
hiow che world shsld work is known as normarve economics.

Imagine that you are an economic adviser to the governor of your state and the gov-
crior is consadering a change mo the voll charged along the stace nurnpike, Below ane
three guestions the governor mighe ask you.

Nermativg eCoaamics makes prescriphions
ahout The wary the economy should wor.

1. Howw minch revenue will che rolls yield nexe year?
2 How minch would char revenise increase o che coll were raised froo 100 o $1.502

& Should che roll be raised, beasing in mind chara woll increase would likedy reduce
traffic and air pollution near the road bur impose some financial hardship on fre-
fuemt commuters?

There i= a big difference between the first two questions and the third one. The first
rwin e guiestieds abouar faces. Your forecast of nest vear's ol fesenue withour any iis-
crease will be prowed nghe or wrong when che numbers acrually come in. Your estimate
af the impact of a change 10 the woll 15 a licle harder o check—the increas: in pevenue
drprﬂclﬁ mn orher faorers besides che ooll, and i iy b huard o dumrnnglc thie causes
of any change in revenue. Sull, in pnndple there is only one right answer.,

Bur the question of whether o nor tolls should be rsised may nor have & “right”
answer—twe people who agree on the effeces of a higher roll could snill dizagres
abour whether raising the woll 13 a good wdea. For example, someone
who lives near che turnpike buc dessn't commure on ic will care a lox
about noise and air pollution but nor =0 much about commuring
CosrE, A r'.,'gnl.:.r comimuter who docsn't live near the nlrnpil-:.,' will
have the opposite priorities.

This exampde highlighis a key distinction betaeen the twe roles of eco-
nemiic analysis and presents anocher way o think abour the distncrion
between postive and normative analysis: positive sconomics s aboue de-
seripaion, and posmative econormics is abowr prescription. Positse soo-
nomics oocupies most of the time and effort of the economics profession.

Laoking back ar the theee questoons the govenor maighe ask, i is
worth nowing a subole bur imposant difference berween questions 1 and
2 Question 1 asks for a simple prediction about nest year’s revenue—a
Should the ol Be eaissd? forecasr. Qusesrion 2 is & “whar if™ qilcuﬁm._ a:king o pevemvine vwouilkd

change if the mll were to change. Economiss are often called upon to answer bath types
of questzens, Ecomarmic madali, which prosade simplified representanons of realiny such
as g:r.ipihs o Eq‘l.Ll'I:il:\'IH. are ::p:-ti.all}' wseful for amw‘:ring “whar if™ qm—s:inm.

The answers to such questions often serve as a guide to palscy, but they are still pre-
dicricns, no pn'_:rri [uiaw."lhnr i, :I'.:'].- redl il whear will Iupp:-n ifa |'I-|.‘||L:':|-' 5 rh:n_g_.:td.
but they don’t tell you whether or not thar result is good. Suppose that your economic
rsrdee] pells o chae the govermor's propossd inerease in highway tells wall e prop-
erty values in communities near the road bur will tax or inconvenience people who cur
rently wse the turnpike to get to work. Dhoes that mformation make this propesed wll
increase a good idea or o had one? [t depends on whomn vow sk, As we've just seen,
somenne who is very concermed with the communines near the road will support the in-
crease, bur someone whe i3 very concernad with the welfare of drivers wall feel differ-
ently. Thar's a valee judgmenc—ic's not a question of pesicive economic analysis,

Snill, economises often do engage in nonmatie economics and give policy advice. How
cam they do this when thene may be no "nght” answer? Cine sngwer is thar sconomises ane
also citizens, and we all have cur opinions. But economic analysis can often be used o
show thar seme polcws ane cleady bemer chan orhers, segandless of individual opinions
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Suppose that policies A and B achieve the same goal, bur policy A makes everyone
berter ol than palicy B—or at least makes some people betver of M without making other
]'n'npl:' worse off. Then A is r]ull:r' more efficeent than B, Thar's noc a value jl.n.‘lgm:'nl::
we're talking about how best to achieve a goal, not abour the goal imself.

For example, pwo different policies have been used 1o help lew-income families ab-
rain howsing: renc control, which limics the renes landlords are allosed oo charge, and
rent subsidees, which provide Familses with additonal momey with which to pay rent,
Almipsc all economists agree thar subsidies are the mese efficienc policy. (In a lacer
mindule well we why this s s0.) And 50 the great majority of economists, whatever ther
]'u'r:-'.n-lul pnllrirg Favor subsidies over renc concrol

When polickes can be clearly anked in this way, then sconomises generally agree.
Bk it 15 o secret that eeonomists sometimes disagres,

When and Why Economists Disagree

Economiss have a reputamen for arguing with each other. Where does chis reputation
come from?

Cine importane answer is char media coverage rends vo exaggerace the real differences
in views among economists. I neady all econemists agree on an ssue—for example, the
]'m'n-pnurinu thar renc conorols lead oo Imnlsins slwrnp.'-:.—rcp-.wm and edicors are
likely o conclude that chere is no story worth covering, and so the professional consen-
aus rends o go unneported, Bag when there s some sssue on which prominent soomso-
miscs cake nppming sides—far r_'-:n.rn.'Plt._ whether nl.rl:ing [ANES rig;lu' nonw woubd h:lp the
ecomamy—that does make a goosd news story. 5o you hear much mere about the areas of
disagresment among economises than you do abowr the many areas of agresment.

It is also worth remembering that economics is, unaveidably, often ced up in poli-
pies, Onva number of issues, powerful ingerest groups know what opanions they want o
hear. Therefore, they have an incentive o find and promote economists who profess
thase apiniens, which gives thes: sconomisss a promanence and wisibiliey out of pro-
]mr'l'inn o rhei S PP AONE rhedr f-r:-'ll-.'agm-.:.

Although the appearmnce of disagreement among economists exceeds che realisy, it
remains true thar economists often de dizsgree abour imporeant things, For example,
some highly respected economisss argue vehemently thar che LS government should
replace the income tax with a palue-added rex (o natomal @les tax, whach 15 the main
source of government revenue in many European couniries), Orber equally respecred
economists disagree. What are the sources of this difference of opinion?

e ienporrant source of differences is in valwes: &5 in any diverse group of individu-
als, reasonable people can differ. In mmpﬂ:im o an moome rax, a value-added cax
typacally falls more heavily on people with low incomes. 50 an
econemist who values & scciery with more social and income

equality will likely oppose a value-added tax. An economst with
dafferent values wall be Less likely po appose i

A second important source of differences arises from the way
eeonomusts conduct economie analyss Economists Base ther
conclusions an madels foemed 'hq-' nuh.ing; simpIiF_p:ing ARSLITI -
tons about reality. Two economists can legitimately disagree
abour which simplificarions are appropraste—and therefore ar-
rive ar different comnclusions.

Suppose that the LS, government was consadering a value-
added rax. Fronomisc A may rely on a simplificarion of realiny
that focuses on the administrative costs of @ systems—char s,
rhe cosis nanuirnring rnmpl-iﬁl'u:f-._pl'm:r—.c.:ing rax Forms, collect-
ing the tax, and 50 on. This economist mighe then point bo dhe
well-knovwn high costs of adminstenng a value-added tax and
argue against the change. Bur economiss B may think char che
right way to approach the question s to dgnore the administratve
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When Economists Agree
“H all the econaomists in the workd wen laid end
10 and, Tery £HI couldn reach 8 conclugion, ™
50 goes one pogular economisd joie. But do
eoanomists raally deagres that much™

Hot acconding o a classic survey of mem-
Iars of T Amanican Economic Asseciation,
rported in Be May 1002 issue of the Ames-
5T Eeonemis Reviesy Tha sithore aeked
respondesis 1o agree or disagres with a sum-
lbaar ol slataments abot Ta exonomy; what

they found was a high level of ag reement
among professional sconnmists on many of
the stataments. Al the top of the I, with
mara than 90% of the econemists agrasing,
were e stalemenls *Tarifls and mpart que-
135 wsilly reducs genaral economic weitar”
and “h ceding on rens netdoces the quanliy
and quakty of housing avallabie ” What's
slriking aboul thess o stabments i Sal
many nosacanomists disagree: tarttts and im-

port quotas b keep oul fomign-procuced
goode ara Tewored by marny volers, and po-
pasals o do away with rent contral in cities
Ik Waw York and San Francisco have met
fieroe political cpposition.

50 Is the slersotyps of quarmeling economishs
i it Kul enlidly. Economists o desigres
nquita a kot on some BsUes, espacialy in macn-
Beofiicy, bul they aks find & grest deal of
COmmian grotnd

cosrs and foous on haw che plnp-.m1 L wold |.'I1:1ng-r individuial muiﬂgr. bhassior,
This economist might point to sudies suggesting that value-added taxes promote
highir consumer savang, o desivable resulr. Becanise e eoonomists have made differenn
simplifying assumprions, they amve ac differenc conclusions. And se the rao econo.
mists may find themsehes on different sdes of the issue.

Maost such dispures are svenmually resolved by the scoumulasion of svidence char
shows which of the various simplifying assumprions made by economists does a berter
Jab of iecog the Faces, However, in econoniies, a3 in any scenee, 10 can take a bong time
before research sertles important dispures—decades, in some cases. And since the econ:
omy 1% always changing in ways that make old approaches invalid or raise new palicy
r;n.r-.:rinhs. rhere are .I.Iw:a:,n:. new Emaises on which economisss dis.i.glw. The pnll.q-' msker
must then decide which economise to believe.
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Saltions appear at e back of the book,

Check Your Understanding

1. Whar are the four caregornies of resources? Give an example of a

resimuirey S each cabygory

a rhe increased nime spent commucing o your new job
b, the 545 KD salary Fram worar aild jedh

2. Whar type af resaurce is each of the fallowing? «. the mare spacious office ar pour new job

& rime spent flippang hambargers ara restaurant
k. abulldazer

£ @ Fiver

4, Idennfy each of che fodlowing stanements as posanve or
normative, an< explain your answer.
4 Soowty shale] rake misaszires L prvent |rr:|||||.' friem
engaging in dangerous personal behavior.
b, People who engage in dangerous personal be havior impose
higher coss on socery chrough higher medscal coss.,

& Yo make 545,000 peer year at yousr current jiod with Wiz Bids
Consulrants You are considering a job offer from Braindacs, Inc.,
which would pay you S30,000 per year. Which of the following
wre elesnens of the opposmuniny cost of socepring the new pob ar
Biraimiacs, Inc.? Answer yes or no, and explain your answer.
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