Table of Contents

INTRODUCTION....cuiitrteteeenintereeiststeseesssssssesssssssssessssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssseses 7
CHAPTER 1. THE ECONS’ STORY OF “HOW WE CHOOSE" .......rirrrreeinintereninissesessssesesesssssesens 19
A.TRADEOFFS: LIFE, NOW AND IN THE FUTURE........eecttetttetieieeieeieeieeieete et este et ste et esbe e beesbe e st e seenaeeneeens 19
B. THE ROLE OF TIME IN OUR CHOICES: CHOOSING NOW WITH THE FUTURE IN MIND ....ccccecctevernienieeieeaenne 21
C. THE ROLE OF RISK IN OUR CHOICES: THINGS DON’T ALWAYS WORK OUT......cooirieirienienieneeeieneeeeeneeeane 25
IMATIE FOSET .ottt 28
Mary GOlADUTE STEQEL ...........cvouiiiiiiiiiiiiiiiiicc s 30

D. WHY ROLE MODELS MATTER ....cceuttittrteetteteete et et e et ett e et etesstestesasteaseebeeteeabesbeeaseenstenseeseenseeaseenseenseenseens 31
CHAPTER 2. CHOICES AND PLANNING: MANAGING TIME AND MONEY ......nrnniensnnaenenes 34
A.MANAGING TIME AND MONEY .....otiiiiiiitiitteteeteeteeste et et et s ste s bt s et e st e bt et e ebe s bt sabe e st esbeebeesseesseenseenseenseens 34
B. ABOUT BORROWING . ....ccutteutieterterterteeteeteeteetestesateetesueteseesteetesasesaseeaseeaseeseeaseebeease e st eseenbeeaseeasteseenseenseens 39
C. CREDIT CARDS.....ccutieuteeuteniteniteete et st eatesatesat e s et satesatesatesatesatesatesateeaeeeatesatesateeateeateemeesateeatesateeaseemeeemeesaeesnsesasenane 47
D INVESTING ..ttt ettt ettt et et sat e st e e et s e st e s bt st e e et et e e bt s bt e a et eaeeeabe et e eab e e bt eabeea bt enbeenbeebee bt enseeneeseens 50
BUying BUSINESS SHATES.........c.ccocuiiiiiiiiiiiiiiiicicict e 51
Making Money on Other People’s BUSITESSES ...........cccoviiiiiiiiiiiiiiieiiiiiiiiieiiiciice e 52
CHAPTER 3. MY CHOICES/YOUR CHOICES-FINDING BALANCE .......iinincrenenenenencscnesesesesenene 56
CHAPTER 4. HOW MARKETS WORK THEIR MAGIC.......uiirtireeinintneeinsssssesnssssssesssssssesssssssssenes 71
A.THE COMPETITIVE MARKET ....ccuttttteteeteeteeteeteesteeteeteeteestessestesatesaseeaseeabeeseessesbeease e stenbeeseenseeaseenseenseenseens 72
B. BASIC SUPPLY AND DEMAND .....ceitiiititeetteteete et et et eteeteseeeste s bt sasteasee bt enteesbesbeease e seenbeeseenbeeaseenseenseenseens 73
C. MARKETS, EQUILIBRIUM, AND EFFICTENCY .....ceesttrrtirterterienteeteeeeetestestesteseeeeesasesasesasesnsesmeesnsessesnsesasesane 85
D. MARKETS, RESPONSIVENESS, AND POLICY ....oocttiittriieiieieiieeieeieeieetteteesteesteetessbesbeeseesseeseessessseenseenseenseens 90
CHAPTER 5. MARKET POWER......cutiiintntereinistnnenensstsseessssssssessssssssssessssssssssessssssssssssssssssssssssssssssssssssssenes 97
A. MARKET POWER-AN INTRODUCTION ....c..eeesttrteetertersteeteeseeeteestesatesseeseeseesseessesasessseeseessesssesssessseessessseensesns 98
B. NATURALLY OCCURRING MARKET POWER ......coiitiiiiiiieiiiieeieeieeteett ettt et ettt et et e sve e bt e v eneenneens 98
C. ARTIFICIALLY CREATED MARKET POWER ....cutiiuiiiiiiiinitenitenteeiteeitesitesite sttt ettt e it e st eseeesbe e b esbeesneenneenseens 100
POLTHICAL POTWET ... 100
Socially CONSHIUCIEA POTWET .......c.ccucuiiiiiiiiiiiiiiiiiiiciici e 106

I1 the Market TESelf ........occviiiiiiiiiiiiiiiiiiiiici e 110
MOTIEY TALKS......covoiiiiiiiiiiic s 111

D. WHAT TO DO ABOUT MARKET POWER ....ccoutiitiiitiniienienteete sttt site st stesatesatesate st e smeesmeesmeesaeesaeesmeesmeesnees 113
CHAPTER 6. MARKET FAILURE .......outeetnteeiintsteennstesesesssssssessssssssssesssssssssssssssssssssssssssssssssssssenes 119
A.MARKET FAILURE — AN INTRODUCTION .....uterttrteriententententestestesutesmtesseesmeesseesaeesmsesseesmeesmeesseesmeesmseseesnees 119
B. COSTS OR BENEFITS OF EXTERNALITIES .....ccoctertertteritenieeteetestestesitesatesmeesseesmeesaeesaeesmsesseesmeesmeesueesmeesnsesseesnees 123
C. GOVERNMENT INTERVENTION: PROBLEM OR SOLUTION? ......ccotirutenitenreenieenieenieenieeneeneenseesseesseesseesseesseesseens 126
D. CONCLUSION ON IMARKETS ...ccuttrteritertenmteatestesitesieesutesstestesseesseesutesusesmeesseesmeesseesssesssessessneesseesseesssesseeseesnes 129
CHAPTER 7. THE MARKET SYSTEM.....uiirtireenininteeenintesesssssssssessssssssssssssssssssssssssssssssssssssssssssssssssseses 131
AL TYPES OF MARKETS.....ccoutieutieteeiteritesiteeite et estesatesatesatesatesstesatesatesatesatesatesmt e e st e satesatesatesatesatesmeesmeesatesaeesaeesaeennees 131



C. THE MARKET SYSTEM AND THE ROLE OF ETHICS AND GOVERNMENT .....ccccterterienieeneenreenieenieenseenseenveenseens 138
D. FROM MICRO TO MACRO PERSPECTIVE .....cottrteriteritenmtententestesitesitesatesmeesseesmtesaeesatesmsesseesmeesmeesueesmeesnsesmeesnees 143
CHAPTER 8. THE MACROECONOMIC (MACRO) PERSPECTIVE.......iiiieinrcnnscnssenssesisnesnsninees 145
A. SCOPE OF THE MACRO ECONOMY .....tiiuiiiitiitiitenitenitesiteete ettt sat et s e st esatesatesaeesmeesmeesmeesaaesanesaeesmeesmees 146
B. THE FINANCIAL SYSTEM AND GROWTH IN THE MACRO ECONOMY ....cuciiitiriinienienienieeeeseenee et 151
C. THE FINANCIAL SYSTEM AND UNEMPLOYMENT .....cccottrterttentteniteniteneenseenseesseenseesseesseesseesseesseesseesseesseesseesseens 153
D. UNEMPLOYMENT IN A HEALTHY ECONOMY ....coiutiiiiiiiiniieterteeitente ettt sttt st sttt st s smee s 156
B IINFLATION ..ttt st ettt satesitesatesitesut e s bt esbt e s st e s bt esbeesbte s bt e bt e abeesseesbeeebe e bt e st e bt eabeenseenbee bt enbeenstenseensaens 159
CHAPTER 9. MODELING THE MACRO ECONOMY ...t 161
A. OUR BASIC MACRO MODEL....cuttrteritiritintietesitesite st sitesitestesatesatesatesatesatesatesatesatesatesatesseesmeesmeesaeesaeesasesmeennees 162
B. CONSIDERING THE ROLE OF GOVERNMENT IN THE MACRO ECONOMY .....coovtiriiniiniinieneeneeneenee e enees 169
CHAPTER 10. GOVERNMENT AND THE MACRO ECONOMY ...cccovininenrnneisensensncssessensesssessessesssssssenes 171
AL TFISCAL POLICY .ottt ettt et sat e st sat e st st st e sat e sat e satesateemt e e st e s atesatesatesabeemeesmeesmeesatesatesaeesatenaees 171
B. MONETARY POLICY ...ttt sttt ettt sttt st e st sat e st sat e satesatesatesmeesmeesmeesatesaeesaeesmeennees 174
C. WE ARE NOT ALONE —TRADE AND TRADE POLICY ....ccteiteitintinitentententesteeitesieesieesieeseeesieesbeesbeesseesveenveens 177
CHAPTER 11. THE U.S. IN THE GLOBAL ECONOMY ....cccovtnvinrinininiinrenineiseississesssessesesessessssesssssseses 179
A.SOME HISTORICAL CONTEXT ON GLOBAL TRADE ....c..ceovtiitiitententeeteeteete st stesitesitesseesaeesmeesaeesaeesmeesmeesmees 179
B. TRADE POLICY: MERCANTILISM VS. FATR TRADE .....ceotiiiiitirtententeeteeteete sttt st ssee st st saeesaeesaeesaeesmees 182
C. TRADE POLICY TOOLS: FAIRNESS IS COMPLICATED ....cccuterterttenmtenitenieenreeneeneenmeesseesseesseesseesseesseesseesseesseesseens 183
L€ 10 121 N L 4T 189
LIST OF TERMS....uutiiuteruteniteeitenite et et site st sate st st e satesatesatesatesate st e saeesaeesatesateemeeeaeesmtesatesaeesateeseeemeeeueesaaesatesueesaeennees 189
INDEX ...ouiouiiiiiintiniiiininniiiiiinniciieisissisiisissistssisstsseiessstssssssessssstsstsssesssssssstsssssssesssssssssssssssesssssssnssssesssssesssssnsnes 192
LIST OF TERMS....cutiiteriteniteeitenite ettt st st sate st st e satesatesatesatesaee st e saeesaeesat e s st e eme e e st e smtesatesatesatesseeemeesmeesatesatesaeesmeennees 192



