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Other Economic Education units avaiiable from the Washingtou State Council on
Economi¢ Education:

ELEMENTARY
The Book Company

This unit integrates basic skills with economics. The lesscns revolve
around the activity of writing, producing, and selling 2 classroom book.

Classroom Marketplace
Invention of a classroom currency is the first step students take in
creating their classroom economy. Lesrons arise from operation of the
marketplace where students choose to produce and consume goods and

services.

SECONDARY

In the Marketplace
A basic overview of the American economy is provided by this unit.
Activities include "The Big Apple” {(a buying and sellirnz market
activity), a home and community survey, and a simulation of nego-
tiations between labor and management.

Trees & TV's in the International Marketplace
Designed as a special supplement t¢ the Pacific Northwest History curri-
culum, this unit introduces students to the issues and results of
international trade. Students discover how trade affects individual
consumers' decisions as well as decisions, policies and activities of
entire nations and blocs of countries.

Crises in the Marketplace
T ree time periods in [j,5. PFistory are highlighted in the unit: the
1090's through early 1900's, the 1930's, and the early 1970's. Students
ar: asked Lo use an cconomi¢ perspecktive to analyze what happencd when
the marketplace did not optimize consumer or producer alternatives,

Energy Tradeoffs ip the Marketplace
Through simulations, discusstion and rescarch, students become acquainted
with the complix nuances of the eneigy issue. Students explore the
effects that economic¢s and human valucs have on cnexrgy production aud
congumption,

e
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INTRODUCTZEORN

This unit investigates consumer decision-makiug and 1ts consequences on

individaal consumers and social groups. There are tour major themes to this
unlt:

1. Why must consumers cheoose!?

2. What criteria should consumers use in making choeices?

3. What are the results of conSuﬁer choices?

4, How do individual consumer cheoices iafiuvnce other people?

As students lnvestigate these themes, they are cncouraged to use an FCONOMIC WAY
OF THINKING to establish the criteria with which to judge cunsumer behavior. By
using this perspective, studeats can lnvestigate a variety of tupiecs, issues and
problems to discover common themes and generalizations which help explain the
conflicting behaviors exhibited by people in the marketplace, In this manner,
students can transcend "smart shopping formulas™ to develop ¢riteria LO assess
and predict consumer behavicer, THE ECONOMIC WAY OF THINKING is cvxplalined
throughout the unit, but a quick capsule summary of 1t includes the following
five assumptions:

1. All consumer decisions involve both costs and benefits.,

2. Prices serve to ration products and provide :nfornation. They are
more than just a barrier to purchasing.

3. An item's price is determined by 1ts alternative uses, tot Ly the
: ed by y
physical value of the materials used to meke the product.

4L, Personal satisfaction criteria should bt used to evaluvate consumer
choices.

5. Iadividual buyiog habits influence the caployment and Income of
other people.

This teaching unit is divided into two sections: teacher road{pgb and
instructional materials.

The instructional materials section is compused ol seven lessons, Fach lesson
contains Dr., Heyne's lecturc material and demenstration lessons written by
Laurie Stevahn of Snohomish High Schoul. The lecturc materials arc drawn from
the teacher reading but edited and reorganized to scrve as the content focus for
each lesson. The demonstration activities provide oppOrtunlties to use student
classroom behavior to illustrate the important rueas discussed 1n the lecturcs.
This combination of lecture material and active student involvement in the

learning process is deslgned to maximize student intercst and learming in the
subject.




This wvnit was prepared and pilot-tested under the supervisiocn of the Wrshington
State Council on Economic Ecacation. Eighteen teachers from a variety of
schools and grade levels in the state of Washington, seventeen of which
represented Vocational Home and Family Life Education, provided invaluable
assistance by pilot-testing this unit in the Fall of 1981. Their evaluations
and recommendations contributed to the final edition ¢f this unit. The
pilot-test teachers were:

Kathy Lobe Nancy Giller Branchflower
North Central High School Stanwocd High School

Spokane, Washington

Diane Floyd
Rogers High School
Spokane, Washington

Marvel Miller
Rogers High School
Spokane, Washington

Lou Huber
Roosevelt Middle School
Port Angeles, Washington

Marilyn Martin
Tenino HKigh School
Tenino, Washington

Mar jorie Whitehead
Cascade High School
Everett, Washington

Emi%y Stevenson
Ellensburg High School
%}ZensPurg, Washington
‘érances Postma i
Lakes High School
Tacoma, Washington

Roberta Krause
Hyak Junior High School
iellevue, Washington

Stanwood, Washington

Nancy Wells
Shelton High School
Shelton, Washington

Joan Northfield
Nathan Hale High School
Seattle, Washington

Marty Albee
Wm. Winlock Miller High School
Olympia, Washington

Jaime Woodard
R. &, Long High School
Longview, Washington

Patricia Brackinreed-Bouchard
Ferndale High School
Ferndale, Washington

Cora Mae McMurry
Woodway High School
Edmonds, Washington

Kathy Willson

Cascade Junior High School
Auburn, Washingtoen

Kathleen Westergard
Adna High School
Adna, Washington
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BEFORE YOU TEACH . . . '

The primary assumption of this unit is that conSumer competence requires
enderstanding of economics. Four basic economic concepts are identified as
critical to help consumers unéerstand the American economy. They are:
scarcity, supply, demand, and price.

To achieve stident undersftaading of .the basic concepts, this unit focuSes
on consumer decison-making and its consequences——to individual .onsumers and the
people affected by consumer choices, Tt encourages studenrts to develop an
Econounic Way of Thinking as they investigate corsumer behavior s0 students
realize that: L

1) any consumer purciiase invelves both costs and beneflits.

2) prices are an information and rationing system~-Lot just

a barrier to purchasing,

&

3) an item's worth (price) 1s determined by its alternative uses--not

by the physical value of the waterials uyscd to make the product.

4) consumer chuices can be cvaluated according to personca] satisfaction
criteria and nced not be guided by artificial rules of Lncome
percentage or the "quality" of materials,

5) personal buying habits have zn impact op the enployment and income
of other pecorle.

In the pilot test teachers passed along sume helpful hints which are

“

included in the next paragraphs. Please use this space to develop your own
chkecklist of teaching aids.
1} Each lesson has a short lecture te explain the cconoeric concepts for

the lesson. Some examples may appear repetitive, but each has a different

perspective.

ERIC /
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2} Early on, prepare for the simulation in lesson six by reading
directions carefully and preparing the buyer and seller cards.

3} 1n order Lo save paper, consiéer putting the shorter length student
worksheets on overhead Lransparencies so students may copy them, or write the
worksheet on the chalkboard.

4) The final caﬁb;éﬁéﬁsibn test should be used also as a pre-test.

5) Test items marked with an asterisk measure concepts taught in the lagt
two lectures, Those lectures have no demonstration lessons Lo accompany Lhem.
Tf you choose not to use the lectures, those final questions sﬁould be
eliminatgd. : ;)

6) Each lesson assumes a class period of 50 minutes. You may have to
ad just the lessons if y0u£ circumstances are different.

7) Consult the matrices which follow $0 you understand the ofder 1n which
the concepts and skills are taught in this unit,

i 8) The unit is color coded:

]

COLORED pages - instructions ior the teacher or teacl.r material
WHITE pages - materials to be reproduceud either for the pupils or

transparencies

, viii &
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CHOICES IN THE MARKETPLACE
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LESSON #1 - 1T

4

$ A MATTER OF CHOICE

PROCEDURES: No
Li
Le
Pu
Fo

TIME: 50 minut
i)

MAJOR CONCEPTS:

GOALS: The student will be able to . . .

1. exp

2. cre

ECONOMIC GENERALIZATIONS IN THIS LESSON:

1} All co
preven

want to purchase. : .

2) Scarci
omic 8

MATERIALS: 1.

3.
4.
DIRECTIONS:
1) a. TO

BERAVIOR. . . "

b, HOW MANY DECISIONS DO YOU MAKE EACH DAY
HOW MANY DECISIONS HAVE YOU MADE TODAY?

(Allow think time. Survey several student: for responses.)

c. WHAT KINDS OF DECISIONS DO YOU MAKE EAC.. DAY? )
WHAT XKINDS OF DECISIONS HAVE YOU MADE TODAY? ’

te—hriLing

stening & Comparing Exercise
ckure

rchasing Demonstration

cus Questions

8 . .
Consumer

~Cholce

Resources

Scarcity
Economizing

lain each major concept in his/her own words.

ate an example for each concept.

nsumers face the scarcity problen because their limited budgets
t them from purchasing all of the products and services they

ty forces ¢onsumers tO choose among alternatives tc gain econ-
atisfagtion.

=

IT's A MATTER OF CHOICE outline for writing notes (ome per

student. .. :

Price tags (place on.appropriate objects -in the classroom
before cluss begins).

$10.00 bill.

Chatkboard

DAY WE ARE (OING TO ANALYZE HOW SCARCITY INFLUENCES YOUR




2)

3)

Student respinses may include making decisions about what

to wear, what to have for breakfast, how to get to schosl,
what to buy for lunclk, what to do with extra spending money,
Lyhether or nct to go to a movie, which movie to see, etc.

d. Emphasize: PFOPLE HAVE MANY DECISIONS EVERY DAY.

e, FOR IHE NEXT WEEK 10U WILL LEARN ABOUT YOUR ROLE AS A
DECISION-MAKER IN JHE MARKETPLACE.

a, Distribuce LI'S A FAYTER Of CHOICE outline for writing notes.

b. Explain the purPosc for taking notes.

Example: WRITING }OTES HELPS YOU PRACYTIGE THE SKILL OF GATMERTNG
INFORMATION, THIS SKILL ALONG WITH THE INFORMATION YOU
GATHER WILL HELP YOU SUPPORT DECYSIONS THAT YOU WILL BE
L ASKED O MAKE. . P
€. Give directions fo: writing notes. -,
[ Example: TO UNDERSIAND HOW YOU MAKE DECISIONS IN THE MARKETPLACE,
' YOU MUST UNDERSTAND THE MEANING OF SOME NEW TERMS. WRITE
NOTES ON 1ACH TERM WHEN IT IS DISCUSSED DURING THE LESSON
SO THAT YOU WILL BE ABLE TO' DEFINE AND EXPLAIN EACH TEad
I_ AT THE END OF THE LESSON.
TO HELP YOU THINK ABOUI YOURSELF AS A DECISION-MAKER IN THE MARKET-
PLACE, I AM GOING To DESCRIBE THREE SITUATIONS. LISTEN CAREFULLY AND
PICTURE YOURSELF IN EA(H SITUATION.

Direct studeats to take brief notes on each situation in the space_]
provided on the outline, Have thew identify any similarities among
Lthe three gitualion:. Read cach situation.

Situation # |

sThis weekend You watt to buy a new record aslbum that costs $6.98.
You and your [riends have also been wanting to see 8 movie which cosrs
$5.00 per persva, Atter doing odd jobs all week to earn pome money,
you find that the tolal amount of cash you have is only $10.00.

Situation # 2

You are haviag a great Lime vacationing at Disneyland.  It's near-
ing the end o1 ihe day, but you yould still like to catca 8 ride on
the Matterhorn bobsleds, the Mark Twain riverboat, and the racing
cars. However, You fird that You just have two ride tickets left.

Situation # 3

You have a peanut brtter and jelly sandwich and two Twinkies ip
your lunch. You really don't like peanut butter and jelly sandwiches.
One of your friends offers you her steak ssndwich for your Twinkies.
Another friend overhears the offer and tells you that he will give
you his tunafish sandwich and an apple for the Twinkies. !

/




4)

5)

6)

7)

8)

9)
10)

11)

12)

Allow students 2 or 3 minutes to record similarities in tue spac
provided on the ocutline,

Ask several students to state the similarities they listed.

Student responses may include:
Each situation deals with choosing between wants {making
decisions).
Each situation deals with limited means (ability or rescurces)
to get wants.

Emphasize: AS A CONSUMER (ONE WHO BUYS GOODS AND SERVICES IN THE
MARKETPLACE), YOU MUST MAKE CHOICES BECAUSE RESOURCES
(THINGS THAT HELP YOU GET WHAT YOU VALUE) ARE LIMITED:
LIMITED BRESOURCES FORCE CHOICXS.

a., Briefly go back to the three situations just discussed. Mave
students identify resources and wants in each situation - and
speculate a possible choice that could be made.

k. Emphesize: IN EACH CASE WANTS ARE GREATER THAN RESOURCES.

Define scarcity for students.
SCARCITY MEANS THAT RESOURCES ARE LIMITED BUT WANTS ARE UNLIMITED.
THEREFORE, SCARCITY FORCES CHOICE.

befine economize for students.

ECONOMIZING MEANS MAKING CHOICES BETWEEN ALTERNATIVES - FOR THE
GREATEST SATISFACTION ECONOMIZING DOES NOT MEAN CUTTING BACK OR
CONSERVING.

CONDUCT LECTURE.
READ THE DEFINITION OF ECONOMIZE AGAIN.

I AM GOING TO HAVE A STUDENT MAKE A PURCHASE HERE IN CLASS. WATCH
CAREFULLY AND TAKE NOTES ON WHAT HAPPENS.

a. Call one student to the front of the classroom and give him/her
$10.00 (using real money immediately captures attention!).

b. Tell the student that he/she may purchase anything in the class=~
room that has a price tag attached to it.

c. Point ocut all items and prices go that all class members may
follow.

d. Allow the student one minute to make & choice and then ask the
student to state his/her decision.

Focus Questions
i. Was the student economizing? Why or why not?

14
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ii. What did the student do that fit the definition of economize?

1ii. What did the student do that did not fit the definition of
economize ?

iv. Direct this question to the syUdent demonstrator:
Why did vou choose¢ the items you ected?

v. Pirect this question to th¢ class:
What items would jyou have {purchased if I had given you $10.007
¥hy?

13) Emphasize: SCARCITY FOKRCES CHOICE BETWEEN ALTERNATIVES FOR THE
GREATEST SATISFACTION.

14) Closure: a. ON THE BACK OF YOUR PAPER, WRITE THE NEW TERMS THAT WERE
DISCUSSED.

b, WITHOUT LOOKING AT YOUR NOTES, pEFINE EACH NEW TERM IN
YOUR OWN WORDS

-+ AFTER FINISUING, CHECK YQUR PEFINITIOK WITH YOUR NOTES.




I.
11,

I11.

LESSON # 1 - LECTURE OUTLINE

Why Must You Choose?

What does “economize' mean?
All consumers face the problem of. scarce resources,

Bow do consumers economize?




LECTURE NARRATIVE: WHY MUST YOU CHOUSE?

What to buy? How much to save! Where to get s job? How to find enough
time end money to enjoy life? These Questions confront everyone each day. In
the process of making these¢ decisions, we are ecomomizing. Everyone econo-

wizes, becsuse everyone must come to terms vith scarce resoulces.

What does the phrase "to economize" mean and exactly what is a sgcarce
regource? Very simply, to economize is tou choose which goods and services to
obtain with y;;r limited resources. It does not necessarily mean to cut back,
comserve, or go without things. And 8 scarce resource is anything which helps
us gain satisfaction but is limited in its avsilability.

That stsa.ement may sound &bstract, but it is the stuff of everyday life.

Imagine vyou see & record you would like to have, selling for $§. Will you buy

it? Mot immediately, because suddenly you have a problem, a gcarcity probleau in
the form of the limited money (scarce resource) avsilable to you. If you buy
the record, you may have to postpone the purchase of some new jesans that you

8ls0 want. Suddenly you sre facing an ECONOMIZING QUESTION: Will your scarce

dollsrs (resources) yieid you more satisfaction by purchasing a record or by
being gset aside to help buy a neu psir of jeans? Whatever option is chosen, you

will gain something you value 88 well as lose something you value.

-




IT'S A MATTER QF CHOICE

Terws & Definitions

1. consumer
2. choice

3. resources
4. scarcity
5. economize

6. alternatives

Situation £ 1 Similarities

Gitvation £ 2

Situation # 3

Notes on Purchasing Demonstration

R ¥°




LRSSON # 2 - GIVING & TAKING - CHOOSING & XEFUSING

PROCEDURES: Lecture
Purchasing Activ. y (Small Group Work)
Focus Questions

TINE: 50 minutes

MAJOR CONCEPTS: Scarcity
Choice
Substitutes
Satisfaction

GOALS: The student will de able to . « .
1. explain each major concept in his/her own words.
2, create an example for each concept.

3. explain how personal gatisfaction und price influence decision-
making in the marketplace.

ECONOMIC GENERALIZATIONS IN THIS LESSON:

1) Substitutes exist for nearly all products and services and provide
alternative wiys for consumers to gain economic satisfaction.

2) Congumers try to gain the greatest individual satisfaction possible
by purchasing products and services in the marketplsce.

3) Satisfaction is individually determined by consumers and varies from
individual to individual.

4) oOne person's criteria for wise consumer purchases are not always
appropriate for judging another persen's actioms in the marketplace.

MATERTIALS: 1. CHOOSING IN THE MARKETPLACE crossword puzzle —OPTIONAL- (one
per atudent)
2. GIVING & TAKING - CHOOSING & REFUSING budget sheets (two.per
student).
3. Grocery advertisements from a newspaper (6-10 copies of the
game advertisements).
4, Chalkboard.

DIRECTIONS:
1) a. IN THE PREVIOUS LESSON YOU BEGAN TO EXPLORE YOUR ROLE A5
A DECISION~MAKER IN THE MARKETPLACE.

(optional Activity)
2) a. Distribute the crossword puzzle CHOOSING IN THE MARKETPLACE
' to allow students to quickly review new terms.
Allow 5 minutes. g




3)

5)

6)

b. Orally review answers sand definitions. .

CONDUCT LECTURE.

.

NOw IT'S YOUR TOLRN TO CHOOSE IN THE MARKETPLACE.

8. Divide students into groups of 3~5 people. Distribute the
same newspaper grocery advertisements to esch group.

b. Distribute one GIVING & TAKING -~ CHOOSING & REFUSING
budget sheet to gach.student.

c. Tell students that they are consumers in the marketplace
and will bave $10.00 with which to buy food for one day.

]
i. Individuslly, atudents will purchase food items they want
in the advertisements.

e. Tell studemts to write the name of the product and the
price in the appropriate rows and columns on the budget gheet.

f. Students must 8tay within the $10.00 budget per individual.
g. Allow 5 minutes, .
Ask peveral students to read gloud the list of products they chose.

Tell class members tg compare their own lists to the lists that will
be read.

Focus Questions

a. Did aavone choose the same list of products as the gstudents
who resd their lists?

b. -Ask one of the students who read his/her list-aloud:
Why did you choose the items on your 1ist?

{Record responses on chalkboard)

c. Ask the class:
Look at your own list. Why did you choose the items you did?

(Survey several student responses and record on chalkboard,)

d. Ask if more input on satisfaction is needed:
Did how much you like certain items influence your choices?
In what ways?

e, Ask if more input on prices is needed:
How did prices of the items influence your purchssing decisions?

f. Look at the list of responses on the chalkboard.
Do any of the reasons for making purchases have amything in
common? How?

>
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7}

8}

$)

10}

11}

Students should observe that two criteris are used whew making
choices: (1) sstisfsction (2) price.

Emphssize: a. SATISFACTION IS INDIVIDUALLY DETERMINED.

b, PEQOPLE HAVE DIFFERENT PREFERENCES AND THEKEFORL GET
SATISFACTION FROM DIFFERENT PRODUCTS AND SERVICEJ.

¢. THE SATISFACTION AN INDIVIDUAL GAINS FROM AN ITEM
DETERMINES WHETHER OR NOT THAT INDIVIDUAL FEELS THE
ITEM IS WORTH THE PRIC..

|
Distribute snother budpet-sheet.

Follow the same procedurea'as above, however tell students thst their
budget has been reduced by one half (reduced to $5.00).
#illow 5 minutes for choices to be made.

Agsin, ssk seversl students to read sloud the lists they formulsted.
ZTell clsas members to compare their own lists to the lists that will
be read.

Focus Questions

s, Did snyone choose the ssme list of products ss the students
who read their lists?

b. Ask geversl students:
Why did you choose the items on your list?

Point out that the ssme incentives for making purchases as
before are gtill operating {satiafaction snd price) even with
8 reduced budget.

¢. In what wsy did sstisfsction snd price influence your decisicns?
Explsin using sp exsmple from your list.

d. -Camparé your $10.00 budget list-with your $5.00 budget list.
Were there things thst You had to give up? Whst were they?

e, Why did you give them up?

f. What items did you substitute for the products that you gave up?
g. Why did you substitute those psrticulsr items?

h. For whsat items did you refuse to pick substitutes (if any)?
Why? s

1. What did you have to give up to 8tey with the original item
you chose?! In other words, what were your costs?

-] 3= :g_i




12) Closure: a., Tell students that you are going to ask them three
quick questions. Have -them think for & moment, then
turn to their neighbor to respond. Allow students
to check their response by orally giving feedback on
each question.

b. Focus Questions:
i. HOW IS CONSUMER SATISFACTION DETERMINED?
[Individually according to personal values,

i1, WHAT MIGHT BE SOME SUBSTITUTES FOR NEWSPAPERS?

vieion, radio, billboards, etc.

[ﬁesponses might include magazines, books, tele-

iii. HOW DO INDIVIDUALS DETERMINE WHETBPER A PRODUCT OR
SERVICE IS WORTH THE PRICE?

Consumers consider the amount of satisfaction
obtained from the product and compare that satis—
faction with the price.

2
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II.

I1I.

Iv.

Vi,

LESSON ¢ 2 - LECTURE QUTLINE

Choosing Involves Alternatives

Consumers economize when they make choices in the marketplace
What choices are confronted by different peoplé as they economize?
A, Wepulthy people must economize.

1. time
2. alternative gatisfactions

B, Football fans must economize
What do consumers economize about?

A, Consumers must choose among different products and services.

B. Consumers must ckoose among different methods to obtain products
and services. :

Substitutes influence consumer economizing choices,
Personal values influence consumers as they economize.

Consumern use personal satisfaction &8 the criterion to make choices.

-15- 2J




LECTJRE NARRATIVE: CHOOSING INVOLVES ALTERNATIVES

Economizing (msking choices ip the marketplace)} csn become more complicated
than the examples we tslked sbout in the previous lesson. Many clfoices are
constsntly avsilable to us. Deciding to buy a record, instead of clothes,
rsises’ other econmomizing choices. ;or instance, you must still choose among
records. Will & Bruce Spfingsteen or 8 Linda Ronstadt record give you more
satisfaction? You'd like to buy both, but your scarce resources (meaey) forée
you to choose between them. If you decide on Bruce Springsteen, you may still
bave economizing choices to make. For example, should you buy his most recent
record for $8 or two older relesses on gale at two for $8? Or, to sdd snother

complication, suppose you've bought the record and takemn.it home. 4&n hour

remgins before dinner. Should you use thst hour to do your homework or listen

to your new record? Which will yield the greater satisfsction? Now the scarce
resource has changed. It is no longer momey, but time limitatious that force
you to choose between the alternatives.

gy

Everyone economizes! Now, you might be thirking, "Some people sre so

weslthy that_éhey_chh purchsse snything they wanf without feeling s sacrifice."
Well, it's certainly true that they won't have to economize as carefully as
other people. But even the wealthiest people in the world don't have enough
time availsble to satisfy gll their wants. Therefore they must economize in

their yse of the gcarce time resource in order to achieve the greatest possible

satisfaction of their wsnts.

Here's another related point worch thinking about. As people become
wealthier, they become awsre of and accustomed to new ways to gain E8Lis:-
faction. More opportunities open up for them, but tsking advsntage of one

% opportunity requires them to sacrifice other vslued opportunities. Is this why

-~17-
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increasing one's weaith doesn't scem to produce increasing satisfaction in any

regular and consistent way? Can you think of a gituation whereyincreaaed wealth
might lcad you to be more dissatisfied?

The increasing popularity of professional football is another example of
the scarcity problem and economizing. When live, color television broadcasts of
football games became available, did a fcotball fan'P time become more or less
scarce? 1t probably becamé more scarce, Sunday afternoon relaxation is
impossible for some football fams during the NFL season, bec;use they don't want
to miss the %ction. Even s£aring at the tube without a break doesn't Bolve the
ECONOMIZING PROBLEM becéuse watching one :hannel means they must give up the
satisfaction obtained from watching the gime on the other channel. Frustratingl
80 much is available to us that we must economize.

The automobile presents the same , oblem, Xt takes us where we wish to go
quicker than horse and buggy, but did it wake time less scarce? .Probaby not,
because now we can travel to so many diffcerent and distant places that we're
forced to choose among theml

We economize by choosing what we want, and we also economize by choosing

how we will try to get it inm the warketplace. In other words, economizing

occurs when choosing among alternative ends and among qlternative means. Count
the number of economizing problems yoi have to face in this situation that deals
with food and drink. You are a hungry, thirsty traveler with $1 and you stop at
a drive~in and have to choose between satisfying your body's hunger or quenching
your thirst, One problem that you face is deciding which will give you the most
satisfaction. But you face far more econcmizing choices than just this because
there are many alternative ways to 8atisfy each of your wants. 8o, not only

must you decide whether thirst~quenching will yield more satisfaction than

hunger relief, you must 8lso decide whether a soft drink will yield more

\O. -
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thirst~quenching sstisfaction than water. On the otheir hand, drioking water (no
charge) ratheF thaﬁ a soft drionk to quench yourgiﬁirat +ill leave resources
availsble to yow to aat;afy your other want, relief frop hunger.

You can see that choicea are part of every action we take becsuse o{ the
wid%‘variety of alternativea available to satisfy our waats. The slternatives
are ide;tified as substitutes. Substitutes are produlcs or services that can
provide gimilsr satiafaction to conal:lmera. For exsample, substitutes for butter
may be margarine, mayonsise or cheese apréad. Subatitutes for water may be
milk, teQ: coffee or aoft’drinka. Subatitﬁtes for sutomobfles may be bi.ycles.
busea, tresins, sirplanes, roller skstes or your own two legs! Try to th.nk of

substitutes that exist for your favorite purchases. They play an importunt part

in your decision-making. Almoat all ecomomic goods have substitutes. Tou

~ onomize is to choose among substitutes. There i8 8 larger range of available
substitutes than we ususlly realize so it is importadt for consumers to
inveatigate this subject and develop an awsreness of these alternatives.

Here's gnother way to look at it. People come i a0 infiﬂite variety -
different sizes, shapea, colora, snd most important, abilitiea and preféfencea.
You and I are as different in our interests 88 we ;re n our abiliéy t; run a
mile, fix a car, resd a book or listen to a lecture! And, we don't étay the
same a8 individuala. People st 16 who enjoyed Mcruising” the main drsg every
Frida} night may at sge 30 enjoy fishing, st age 40 watching their sons or
daughtera play basketball, and at age 50 spending the eveniné square dsncing.
People's sbilities and preferences change over time, aa they become older, gsin
new experience, acquire different gkilla or assume sdditional responsibilities.
"Setiasfaction" is consequently achieved by people in endlessly varying ways.

And gatisfaction i8 the criterion consumers use to make their choices.
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CHOOSING IN THE MARKVTPLACE

When there are limited resources to
obtain unlimited wants.

(This forces choice.because resources
are limited.) 91

{OPTIONAL)
4 -
1 ‘15
2 3 6
. -
»
Across Bown
1. One who makes purchases in the 4, To make cheices in the marketplace.
macketplace.
5. Used to obtain items of value.
2. Making a decision invelves making
a . 6. Other items f.om which to choose.
(When you have more than one item (Substitutes;
upen which to decide.)
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CHOOSING IN THE MARKETPLACE

N

0

Across

1. One who makes purchases in the
marketplace.

2. Making a decision involves making
a L]

(When you have more than one item
upon which to decide.)

obtain unlimited wants,
are limited.)
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4., To make choices in rhe marketplace,
5. Used to obrain items of value.
6. Other items from which to choose.
(Substitutes)
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GLVING & TAKING - CHOOSING & REFUSING

Food Category

e ——

Product

Dollar Amouant

=

e

BREADS

———

CEREALS

DAIRY FRODUCTS

B DESSERTS

MEAT/CHICKEN/FISH

FRUITS/VEGETABLES

MISCELLANEOUS

-25- Total Spending

(cannot exceed

2
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LESSON # 3 ~ IT MAY COST MORE THAN YOU TIHINK!

PROCEDUBEE: Lecture

TIME:

Listeuing & Identifying Excercise _
Worksheet i

50 minutes

MAJOR CONCEPTIS: Scarcity

GOALS:

Choice
Opportunity Cost

The student will be sble to . . .
1. explain the concept of Oppo-tunity Cost in his/her own words.

2. identify consumer Opportumity Costs in givem situations.

ECONOMIC GENERALIZATONS I# THIS LESSON:

1)

The real cost of purchasing (or choosing) a commodity is the mext best
alternative an individusl give: up to obtsin that commodity.

MATERIALS: 1. Opportunity Cost Outlim : one per student or put on the board

and have students copy ¢t their own paper.

DIRECTIONS:

1)

2)

" 3)

4)

5)

L= I
L

IN TEE PREVIOUS LESSON, YOU EX/MINED THE ALTERRATIVES AVAILABLE TO
CONSUMERS.

TODAY YOU WILL EXAMINE TUE COST OF CONSUMER CHOIGES.

Set: Put the following questicus on the board or overhead projector:
How did you econonize this weekend with these two resources:
(1) time (2) muuey.

(Liat exampl.s om the board. You will return to these at the
end of the lessomn.) :

IN THE PREVIOUS LESSON, YOU LEARNED HOW INDIVIDUALS ECONOMIZE.

TODAY YOU ARE GOING TO DEVELOP AN UNDERSTANDING OF THE COSTS
INVOLVED IN ECONOMIZING.

Counduct lecture.

a. Emphasize: MAKING CEOICES INVOLVES COSTS. INDIVIDUALS GIVE UP
(FOREGO) WHAT THEY DO NOT CHOOSE. THE REAL COST OP AM
ITEM (THE OPPORTUNITY (OST) IS WHAT YOU GIVE UP (THE
AL1EENATIVE TMAT YOU DIL NOT CHOOSE) ~ NOT JUST THE
DOLLAR AMOUNT YOU PAY FOR THE ITEM YOU GET.
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b. Remind students of the costs that went along with their food
choices made in the previous lesson. The raal cost of the pro-~
ducte students chose was the next choice of products they would
have chosen with their limited resources.

8) BEING ABLE TO PINPOINT YOUR OPPORTUNITY COSTS CAN KRELP, YOU MAKE
SATISFYING DECISIONS IN THE MARKETPLACE. LISTEN CAREFULLY AND SEE IF
YOU CAN IDENTIFY YOUR OPPORTUNITY COSTS IN FACH OF THE FOLLOWING
SITUATIONS.

a, Read each pituation.

b. Have students write the opportunity coets in the space provided
on their outline.

¢, Give students feedback by discussing each situation after
ptudents have had time to respond in writing. ~

Situation # 1

You bought a nylon jacket instead of the leatler jacket that you
wanted 80 that You would have enough money to go on a snow ski trip
with your friends. What was your opportunity cost?

ﬁbu gave up the leather jacket.] T

Situation # 2

You spent ten extra minutes eating your burger and fries at
McDonalds. When you went to catch the bus to go home, you found it
had already been by the bus stop. You ended up waiting thirty min~
utes for the next bus home. What were yodr opportunity costs?

[Not having to waiti

Situation # 3

You want to Participate in a bicycle r.ace tomorrow at 4:00 p.m.
and are busy putting new tubes in your bike tires. In the middle of
your work, a friend calls and asks if you would like to go water
skiing with his family. He tells you that they sre leaving in half
an hour and will be returning home at 3:43 tomorrow afterncon. You
decide to go water skiing. What are your opportunity costs?

You are giving up & chance to finish fixiag your bicycle. You are
also probably giving up a chance to participate in the bike race
because it will be extremely difficult for you to have your bike ready
by rsce {ime.

Situation # 4

The school lunch menu reads: Hot Luncn - $.80; Cold Sandwich -
$.50; Apple - $.25; Cookies — $.20; Milk - $.10. You have $.80 and
decide to buy the hot lunch. What are your opportunity costs?

You aré giving up any combination of the .:old sandwich, apple,
E cookies or milk that would not have exceeded $,80.
28
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Situation # 5

You want a pair of Nike eport shoes, but alsc need a pair of
dress shoes. You know that your parents will be upset if you wear
sport shoes with your good clothes, 6o you buy a pair of dress
shoes. What are your oppertunity costs?

ﬁbu are giving up the sport shoesg

9) Now reconsider your examples of econmomizing in time and money last
weekend. What was your "opportunity cost” in each situation?
(Your next best opportunity that you chose not to do).

10) Closure: Have students turn the case study sheet over and write &
definition for opportunity cost in their own-words.
Give gtudents feedback.

32
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LESSON # 3 ~ LECTURE OUTLINE

Your Choices Have Cogts

1. Opportunity costs are involved in all choices,

II. Opportunity cost is the next best opportunity sacrificed by making
a choice.

I11. Examples of opportunity costs.
4. Class attenaance.
3. SBuumer Job.

C. Baby sitring.

D. Becord purchases,




LECTURE NARRATIVE: YOUR CHUICES HAVE COSTS

All choices involve costs: For everything gained, something must be
sacrificed. The real cost of a choice is not the monmey given up, but the next
best opportunity foregone (sacrificed) by making that choice. Remember the
examples used in earlier lessons? What was the cost of choosing the Bruce
Springsteen record? The cost to the traveler c¢rdering s hamburger? In each
case, the cost is the Bétisfaction that has tc be sacrificed, or foregone, or
given up. The real cost of a choice is the opportunity that would have been \
seized bhad that particular choige not been made. And so economists 88y that

real costs are "oppportunity costs™, defined as the opportunity sacrificed or

foregone by an ec¢onomizing choice.

Take some time now to identify some opportunity costs in your life. What
i8 the "cost" of attending class? What 18 the cost of not attending class?
What is the cost of a summer job? What is the cost of babysitting on a Saturday
night? The costs depend upoé the alternative ways you would have spent your
time in those four situations. When do you make the right consumer decisipn?
When the choice you wake i8 worth more to you than the opportunity {(alternative)
you sacrificed. So, if you buy & new Bruce Springsteen record for $8 because
you value the new record more than two $4 old aibume by Bruce Springsteen, you
made the right decision. On the other hand, if you bought the new album, but

really preferred to buy two oldér ones at the §4 price, you made the wrong

decision. Tyo people will consider those pame alternatives, make differenx
choices consistent with their valueg, and both will have made the "right"

decision. s <




I1, Opportunity Cost

A, Definition

B, Identifying Opportunity Costs
1, lecture situations
8,
b. _-'!

C.

d,

2, sitvations tead by teacher

A

b,

Cs
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LESSON ¢ 4 - WHO GETS WHAT FOR HOW MUCH?

PROCEDURES: Auction Simulation
Focus Questions
Worksheet

TIME: 50 minutes

MAJOR CONCERTS: Value
Price
Scarcity
Satisfaction

GOALS: The student will be able to . . .

T 2. explain how the value of a product is determined.

3. identify and explain factors that influenca what price consumers
will pay for a good or aservice.

4. explain how price is a measure of scarcity.
ECONOMIC GENERALIZATONS IN THIS LESSON:

1) Price is a measuring device that indicates the relative value of
different products and servicea in the marketplace.

2) Price is a rationing device that allocates products to consumers who
value the product or service most highly.

MATERIALS; 1. KHO GETS WHAT FOR HOW MUCH? auction activity sheet {one per
student ~ or blackboard).
2, Three different popular candy bars.
3. Three paper airplanes {each folded differently or each
constructed from a different colored piece of paper).
4. Chalkboard (reproduce the Class Auction-Record of Sales &rid).
5. Herman cartoon (transparency).

DIRECTIONS:

1) 1IN THE PREVIOUS LESSON, YOU EXAMINED THE COST OF CONSUMER CHOICES.

-

2) IR THIS LESSON, YOU WILL EXAMINE THE ROLE OF PRICES IN CONSUMER
CHOICES.

3) a. REMEMBER YOU LEARNED THAT OPPORTUNITY COSTS GO ALONG WITH MAKING
CHOICES IN THE MARKETPLACE. WHAT ARE SOME OTHER WORDS THAT BAVE
MEANINGS SIMILAR TO OPPORTUNITY COST? THINK OF AS MANY AS YOU
CAN.
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4)

5)

Student responses might include forego, give up, sacrifice,
lose, etc. Write responses on chslkboard.

KNOWIRG WHAT YOUR OPPORTUNITY COSTS ARE CAN HELP YOU MAKE
THE CHOICE BEIWEEN SUBSTITUTES THAT SATISFY YOU THE MOST.

NOW IT'S TIME FOR YOU TO MAKE SOME CHOICES IN THE MARKET-
PLACE BY PARTICIPATING IN AN AUCTION.

[y

Distribute WED GETS WHAT FOR HOW MUCH? auction activity sheet.

KEEP THESE QUESTIONS IN MIND AT YOU ARE MAKING YOUR CHOICES:

i. What determined the price you we_e willing to pey for an
irem?

ii. What wae the value of each item offered for salel
iii. What opportunity costs went along with Your choices?

iv. How was it determised who ot what?

I .AM GOIRG TO HOLD & PUBLIC AUCTION.

bo

go

Tell studente that they are all consumers in the marketplace
and may bid for iteme at any time or may stop bidding at aay time.

Offer the first item - one paper airplane.

WHAT AWM I BID FOR THIS ONE OF A KIND PAPER AIRPLANE?

Get as much cash as you can for the sirplane,

Have students record the item auctioned and the final purchaaing
price on their suction activity sheet.

Tell students that you would now like to sell one of their favor-
ite candy bars. The highest bidder may eat the candy bar right in
class. {(Do_mot let on that you bave any more candy. Cet 66 much
cash as you cap for the candy bar — no I0U'a.)

Offer another peper asirplane for sale. Get as much cash as
possible. )

Offer another candy bar for sale. Cet as much cash as possible.
Offer one finsl paper airplane. Get ae much caah as possible.

Offer one final candy bar. Get es much cagh as poasible.

.

Focug Questions '

a.

b.

Why were some of you willing to pay good money for s paper
airplane wher most of you already have paper with you?

Why were some of you willing to pay more than the market
price for & candy bar?
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6)

€. Were you cheated? Why or why not?

(No, it was your free choice to pay the price. Satisfaction vas
the determining factor.)

d. What determined the price you were willing to bis for 2ach
item offered for sale?

e. What was the value of each paper airplane offered for sale?

(The amount you are willing to pay for the satisfaction of
having the plane.)

f. What was the value of each candy bar offered for sale?

(Ssme answer as the previous question.)

™

£. What is the value of any good or service offéréd for sale in the
marketplace?

(Same answer as the previous question.)

h, If I had told you that I would be offering 100 candy bars for
sale during the auction, what 18 the most you would have been
willing.to pay for the firat candy baer? Why?

Review respomses to the four questions you asked students to think

about before the auction began by surveying student responses and

giving feedback. ,

Emphagize: a., THE PRICE AN INDIVIDUAL PAYS FOR ITEM DEPEKDS ON THE
SCARCITY OF THE ITEM ARD THE AMOUNT OF SATISFACTION
THE INDIVIDUAL OBTAINS FROM|HAVING THE ITEM. PEOPLE
ARE WILLING T0 PAY HIGHER PRICES IF THEY OBTAIN A
GREAT DEAL OF SATISFACTION FROM AN ITEM AND/OR IF
THE ITEM IS SCARCE. UPRICE IS A MEASURE (F SCARCITY
AND SATISPACTION.

b. THE VALUE OF AN ITEM JS WHAT AN INDIVIDUAL 1S WILLING
TO GIVE UP TO GET THAT ITEM. THIS INCLUDES THE PRICE
AN INDIVIDUAL IS WILLING AND ABLE TO PAY FOR THE ITEM '
AND THE OPPORTUNITY COSTS INVOLVED WITH CHOOSING
THAT ITEM OVER OTBER SUBSTITUTES.

c. THOSE STHDENTS WHO FINALLY OBTAINED ITEMS DURING THE
AUCTION ¢OULD HAVE-USKD THEIR SCARCE RESOURCES IN
MANY OTHER WAYS. ALTERNATIVE USES FOR RESOURCES ARE
OPPORTUNITY COSTS WHEN MOT CHOSEN.

4. THOSE STUDENTS WHO WERE WILLING AND ABLE TO PAY
THE HIGHEST PRICE FINALLY OBTAINED THE ITEMS. PRICES
ALLOCATE SCARCE RESCURCES.
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7)

Cloaure:

a.

bo

Show Herman cartoon transparency or just hold it up
and read it.

USE WHAT YOU KNOW ABOUT HOW INDIVIDUALS DETERMINE THE
VALUE OF PRODUCTS AND HOW INDIVIDUALS DECIDE WHAT
PRICES THEY WILL (OR WILL NOT) PAY FOR PRODUCTS TO HELP
YOU EXPLAIN THE BEHAVIOR OF THE CONSUMER.

Focus Questions

i. What products did the consumer want?
[écs soup &nd. baked potaté]

ii. What products did he get?
[}hicken noodle soup and french frie€]

iii. What did the producte cost the consumer (i.e. how
mu.ch was the dioner bill?

[$3 9 .oo] N

iv. What price was the consumer willing to pay for
the products?

[$10 .oo:l

v. What 18 tae consumer really trying to tell the

waiter?

The consumer does not value the substitute pro-
ducta as much as the original productas he ordered
because he 18 unwilling to pay the same price

for the aubstitutoa. The aubatitutes did not give
the consumer as much satisfaction as his original
order would have given him. ) _

wly Ou




WHO GETS WHAT FOR HOW MUCH?

Class Auction ~ Record of Sales

Item Auctioped Purchase Price

1. What determines the Price you are willing to pay for 800ds or services?

2. What is the value of an item cffered, for sale?

3. How was it determined who got what during the auction?
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LESSON # 5 - ALLOCATING GoODS & SERVICES IN THE MARKETPLACE

PROCEDURES: Food Allocation Excercise

L]
TIME: S0 minutes

MAJOR CONCEPTS: Value

GOALS:

ECONOMIC GENERALIZATIONS IN THIS LESSON:

1)

MATERIALS: 1. Chalkboard or overhead projector.

DIRECTIONS:

1)

2)

3
4)

Focus Questions

Lecture

Worksheet

Rationing Demonstration

Price
Scarcity '
Allocation {Ration)

The student will be able to . . .

1. explsin each major concept i1n his/ker own words.

2. identify problems thst arisc¢ when items are allocated according
to needs, :

3. explain how price allocates (rations) scarce resources.

It is difficult to allocate goods and services based on needs because
individuals define their own.needs differently and suppliers have no
way of really knowing whose necda are wmost important.

Price is a rationing device used to allocate products gnd services to
conaumers who are willing to pay the most for them (have the greatest
demand for them).

2. ALLOCATING_GASOLINE shect {one per student).
3. Felt pen {one per class).

IN THE PREVIOUS LESSON YOU EXAMINED THE ROLE OF PRICES AND HOW THEY
INFLURNCE COMSUMER CHOICES.

IN THIS LESSON, YOU WILL EXAMINE ALTERMATIVE WAYS TO ALLOCATE
PRODUCTS TO CONSUMERS.

CONDUCT LECTURE - PART 1,

'YOU MIGHT BE THINKING THAT TRYING TO ALLOCATE SPECIFIC FOOD ITEMS
BASED ON NEEDS CREATES MORE PROBLEMS THAN ALLOCATING OTHER PRODUCTS
ACCORDING TO NEEDS BECAUSE PEOPLE HAVE SUCH VARIABLE TASTES WHEN IT

COMES TO FOOD AND BECAUSE THERL ARE SO MANY DIFFERERT KINDS OF FOOD,
WOULD WE FACE THE SAME DISSAGRNEMENTS AS TO WHO NEEDS WHAT IF WE
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5)

6)

7)

8)

TRIED TO ALLOCATE ONi SPECIFIC NON~FCGOD PKODUCT? LET'S TRY IT AND
SEE WHAT HAPPENS.

Distribute ALLOCATING GASOLINE sheet.

Instruct students to individually indicate who needs gasoline the
most by numbering each use in order from 1 to 10.

Allow 2-3 minutes.

Focus Questions

a,

Who needs gZasoline tne mest?
Which use ghould be marked number 17 Why?

Disagreements should surface.
Which use for gasoline is gecond L. “mportance? Why?

Ask a student Lo read hisfher list in order of who needs gasoline
the most. Why?

What night be some problems that would arise if we ‘tried to
allocate gasoline according to meeds?

How do you think Lhe hydroplane racing boat owners and drivers
would feel if their supply of gasoline was cut off?
How would lack of gasoline affect the boat owners and drivers!?

What might be some problems with trying to ration any good or
service according to needs?

Individuals 8ee nceds differently based on personal values.

CONDUCT LECTURE —~ PART II.

Emphasize: 1T I8 DIFFICULT Tu ALLOCATE 4o UDS AND SERVICES BASED ON

NEEDS BECAUSE . . .
a, FEACH INDIVIDUAL PEFINES HIS OR HER OWN NEEDS DIFFER-
ENTLY (EACH PERSON DECIDES WHO NEZDS WHAT DIFFERENTLY)

b. ALLOCATORS (SUPPLIERS) HAVE NO WAY OF REALLY KNOWING
WHOSE NEEDS ARE MOST IMPORTANT.

DO WE HAVE TO ALLOCATE GOODS AND SERVICES ACCORDING TO NEEDS?
WATCH AND LISTEX CAREFULLY.

a.

bo

1 HAVE A FELT PER T0 OFFE: (ALLOCAYTE OR RATION) TO CLASS MEMBERS.
HOW MANY OF YOU WOULD LIKI THIS PEN?

I HAVE A PROBLEM: THERE I ONE PEN AND SEVERAL PEOPLE WHO WANT IT.

by




9)

!I’ 10)

11)

¢. IF I DECIDE TO ALLOCATE THLIS PEN 70 THE PERSON WHO NEEDS IT MOST,
1 AM GQING TO HAVE PROBLEMS BECAUSE I HAVE NO OBJECTIVE WAY OF
DECIDING WBOSE REASONS FOR NEEDING The PEN ARE THE MOST JUSTIFIED.

d. INSTEAD, I AM GOING TO ALLOCATE THIS PEN TO THE PERSON WHO WILL
PAY THE HIGEEST PRICE.

€. Allow students to bid for the pén and give the pen to the
highest bidder.

Focug Questions

i. How was ik determined who got the pen?
How was the pen rationed?

ii. How was it determined who got the scarce airplanes apd candy bars
in the &suction held yesterday!?

iii. What might have happened if the auctioneer had tried to allocate
the goods accerding to necds?

iv. Whsat does the value und price of a product have to do with the
allocation of that producL?

v. How are gervices allocated in the marketplace?
vi. How is gasoline allocated in the marketplsce?
CONDUCT LECTURE - PART III.

Closure: 8. THINK ABOUT EACH OF THESE QUESTIONS I AM GOING TO ASK
YOU, THEN TURN TU YOUR NEIGHBOR AND RESPOND TO EACH
QUESTION.

i b, Focus Questions
i. What wight be some problems thst suppliers wruld
encounfier if they tried to ration digital watches
based an pevples needs?

ii. How is it de¢cided who gets digital watches in the
marketplace? In other words, how are digital
wstches rationed im: the market place?

iii. ¥hat do value and prfce have te do with the
allocation of goods and services in the
marketplace?

Crally give students feedback on each question.

-7 4




1I.

III.

LESSON # 5 ~ LECTURE OUTLINE

Allocating Coods & Services in the Marketplace

How should products and services be allocated to consumers?

A. Wants and needs sre difficult criteria to use ywhen deciding how
to allocate consumer products,

B. 1Individual differeunces among people make it difficult to agree on
what '‘needs" everyome requires.

C. 18 food a necesqity?

Does rationing solve the problem of gasoliune shortageé?
A. Should gasoline be allocated according to need?

B. How could gasoline be rationed?

What i8 the role of prices in the economy?

A. Prices serve as a ratiouning system.

B. All -onsumers purchase less at higher prices and more at lower
prices. ’

C. Prices allow for the variation in people’s wants and abilities.

D. Prices help counsumers compare the relative value of producte aund
Bervices.

E. Prices help producers decide what to mzke and gell.
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LECTURE, NARRATIVE:  WHO GETS WHAT

PART 1
Often people speak of the needs they have for particular things such as

agod, clothing and shelter. Using needs as 8 criterion for allocating goods is
not very helpful. People using an economic way of thinking are skeptical about
the things we "need" because statements about people's "needs" tend to overlook
the differences among people and the many different ways it which people can
economize (choose). The word "needs" implies that all people require the same
basic gooda. That asaumption i8 very misleading.

For exampie, everyone "needs" food to survive, but after this point of
agreement, an endless assortment of economizing questions begin. What kind of
food is needed and how much food is needed? When you go grocery shopping, you
just don't buy packages labled "Food"™ - you purchase specific kinds of food in
specific quantities. Perhaps it would help to ask: What constitutes survival?
But, again, there is disagreement. For some of you, "survival" might mean a
bread and water diet, but for most of us, "survival™ means eating far more food
and more high quality food than mere g00d health requires. A diet that aatia-
fied ail nutritional requirements could be purchased for far less than what moat
Anericans spend on food. Food would ccst us less and our calorie intake would
be lower if people stayed with a nﬁtritionslly minimum diet. But people don't
just eat for nutritioﬁ; they also est because they enjoy eating. And what food
people enjoy varies tremendou;i;. Therefore, it is difficult to allocate food
atrictly according to needs becauae pecple definme their individual needs

differently.

+
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I1f the nation gets ivto another "cil crisis,”

should the government start
ratio. ing gasoline by entitling everyore to the game amount of gasoline? Would
such an allocation fit our "needs” bette;?

That position is hard to defend. "Equal amounts for everyone” is very hard
to define. What is "the sa;e amount of gasoline for everybody"”? How much
gasoline i needed? Is it seven times a8 much for & family of seven as for a
perbon living alone? 18 it the game apount per licensed drf;er Oor per person
over gizteen? Or is it the sam: amount per automobile? What about people who
us¢ their cars in their jobs? Shouldn't they get more ggsoline than those who
dor 't or people who have conven.ent bus service available? How about busi-
nesses? Should they get all the gasoline they wané? What about recreational
velicles, motor boats, and priV9te airflanes? Should we allgcate less gasoline
to someone who owns a motorcycle and cen get ar;und on it, so that more gaso-
line i available for very timid people who ocly feel safe in a large car?

Maybe no one under the age of 19 should be sllowed to use gasoline because "they
don't really need it."” How do you feel about the idea?

These examples crystalize the probtlem. It ie impossible to allocate 3430—

line on the hasis of people's neceds because we can't assess accurately and

fairly what people’s needs sre!

PART 111

As you have discovered, a3 method which by-passes the problems involved witﬁ
allocating gasoliﬁe according to needs i8 to ration gasoline (or any
product/service) according to people's ability and willingness to pay for it.
Some people may object to this Flan because it doesn't seem fair that rich

people would hive all the gasoline they want while the poor must g0 without.

4/

52~




-

That situation may be unfair, but does it describe what would happeﬁ-if the
Middle East suppliers cui back cvil supplies by 20%7 Would the rich take
everything and the poor get nothing if prices were allowed to rise? Actually,
everyone tends to Purchase less at high prices rhan at lower prices. Both rich
and poor would cut back on their purchases of gasoline because of the oppor-
tunity cost involved. Honey paid to cover higher gasoline prices cannot be used
for other valued opportunities. MNeither rich nor poor people desire to give up
those opportunities, 80 they will reduce gasoline purchases. Most scarce goods,
from lobsters through concert tickets to automobiles, are ratiomed by
willingness and ability to pay. But the rich don't take gll the lobsters or
concert tickets or automobiles.

The price system pays attention to the enoxrmous variatioh in people's wants
and abilities. A sales representative whose income depends on driving will make
the decision to pay a very high price for gasoline rather tha; sacrifice sales
and income. On the other hand, people who drive because it is a minor
convenience_will choose to sacrifice thgt convenience rather than pay 8o much
money for gasoline that they are forced to give up more valuable satisfactions.
In this way, convenience drivers, responding to the price system of rationming,
make more gasoline gvailable for drivers who must use their cars for work.

S;ill you may not be satisfied. You may be thioking, "What about
‘non-essential' uses of gasoline? Shouldn't *hese uses be bannmed in an ‘'oil
crigis'?” Well, that returns 48 to the old problen of definition. What is a
"non-essential” use of gasoline? Maybe gasoline should not be sold to boats for
water skiings Many would insist that it is le¢ss important to supply fuel to
water~skiers than to supply it to trucking compsnies. That makes sense only
until we start thinking about it more carefully. What if the truck is irans-

porting water skis from the factory to tte retail store? Maybe fuel should only




be allocated to "essential® goods. But the word "essential" is like the word ql
"needs", Both wozds temd to hide the Vast possibilities for ecomomizing when an
increased 8carcity problem aris¢8. Remember that goods in themselves canmot be
essentisi or non—essential. What counts i8 the uses to which people put the
~ao0ds. 1In practice, a non-essential use turns out too often to be any use to
whicE the person speaking doesn't wsnt gasolipe put . ;

A ;on-gssential use usually means whatever you, as an individual, think
gasoline should not be uvsed for. Unfortunmately, other individuals, with
different tastes and values, will not agree with your decision. Pricing solves

. this problem by letting each individual decide ywhst is essential to them and
what "non-essential" uses to forego.

Rationing products and services ac-ording to price also provides a compar-
ative message to consumers as they decide how to use their scarce resources.

The money price thst musg be paid to obtainm a good is a measure of that good's
scarcity rvelative to all other goods.

Look at it from the consumer’s point of view. The different prices om all
the items im a grocery store are importunt information to shoppers who must
choose what food they want to consume. They consult their own taste and what
they must give up to satisfy those tastcs, as indicated by the prices of various
goods. If a pound of gteak 18 twice the price of a pound of £ish, the shopper
knows that steak must yield twice a8 much satisfaction as the fish or it
shouldn't be purchased.

] Prices are important messages to suppliers glso 48 they decide what
products to produce and how to produce them. For example, if the price of wood

rises relative to the price of steel, suppliers of bookcases will produce fewer

: wood bookcases and more metal ones.

1f consumers decide that they much prefer wood bookgfgfs to metal ones,
[
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they'll continue to buy wood bookcases &ven at a higher price. In this way
they'll bid wood away from other uses. Their willingness to pay a higher price
for the sake of the 8reater satisfactiocn gfforded by a wood bookcase will mean &
higher price must be paid for wood by supplier: of other wooden products. These
other suppliers will consequently econowize in their use of wood.

In short, the price system transmi®s information &bout relative scarcities
throughout the economy. In turn, that (nformation encourages people to act in
wé}s that pay attention to other people’s preferences. AE goods become more
scarce, higher prices persuade consumers to purchase leas and leave more for
others. Higher prices on goods that have become more scarce simultaneocusly
tempt suppliers to enrich themselves by maging more available, if they can, and
thereby to reduce rhe scarcity. "Prices allow consumers and producers to recog=

pize which products are .iost scarce, mo:t valued, and to adjust voluntarily to

the scarcity problem.
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ALLOCATING GASOLINE

In order to allocste gassoline based on needs, we have to figure out who needs
‘gasoline the most. -

If you were in charge of rationing gasoline, who do you think would need it the
most? Number esch of the followin, from 1 to 10 in order of preference to
indicste who you feel needs gssoline the most.

NOTE: Remember that .ithout gescline, certsin pecple will lose their jobs.

fire fighters

farmers (to operate agricultural machinery)
traveling saleapec

airline compsnies

your family (to meet transportstional needs)
school districts (to operate buses)

trucking companies

police.

manufscturing compsnies

hydroplsne racing boar owners

teensgers with joba

teensgers yithout jobs




LESSON # 6 — SUPPLIERS & CONSUMERS DEPEND ON EACH OTHER

PROCEDURES: Lecture
Dealing in the Marketplace Simulat ion
Focus Questions

TIME: Two 50 minute time periods.

MAJOR CONCEPTS: choice
Incentives
Demand .

Supply
Ianterdependence
Surplus
Shoxtage
Price

T ——

GOALS: The student ¥ill be gblé to . . .
1. explain each major coricept 1n his/her own words.
2. explain how consumer demand affects suppliers.

3. predict behavior of suppliers when consumer demsnd increases or
decredses.

4, predict behavior of consumers when prices increase or decrease.
ECONOMIC GENERALIZATIONS 1IN THIS LESSON:

1) Both suppliers and consumers muke economizing decisions in the market-
place.

2) By purchasing products and services, consumers encourage suppliers to
produce those product8 and services consistent with consumer desires.

3) Peoplé tend to consume more of a product when it has a low price and
less of a product when it has & high price.

4) The market is dependent upon the voluntary decisions of people to
transact different products and services. .

5) Buyers and sellers adjust to each others' economizing behaviors in the
marketplace.

MATERIALS: 1., 36 Buyer Cards gnd 36 Seller Cards (make gg specified).

2. Sample Individual Transaction Sheet (transparency).

3. INDIVIDIUAL TRANSACTION SHEET (ome per student).

4, Class Transaction Sheet {reproduce on butcher paper, overhead
projector, or chalkboard - one per class).

5. Consumer Demand Sheets (ome copy of each sheet).

6. DEMAND, SUPPLY & INCENTIVES TO ACT multiple choice exercise
sheet (one Pber student).
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DIRECTIONS:
(DAY ONE)

1)~ IN THE PREVIOUS LESSON, YOU EXAMINED ALTERNATIVE wAYS 10 ALLOCATE

2)

3)

4)

5)

PRODUCTS .

IN THIS LESSON, YOU WILL EXAMINE HOW CONSUMER BEHAVIOR INFLULKECES
PRODUCTS. '

a. WHEN YOU GO TO THE STORE TO PURCHASE A NIV i0-SPELn 3100CLT,
WHAT GUIDES YOUR ECONOMIZING BEHAVIOR (YOUR CHOMCES GN HOW
TO SPEND SCARCE RESOURCES) IN THE MARKETPLACE?

b. éEFORE YOU CAN MAKE THAT CHOICE, THE B"CYCLE MUST DE AVAIL-
ABLE T0O YOU IN THE FIRST PLACE.

¢. HOW MANY PEOPLE DO YOU SUPPOSE ARE INVOLVED IN THE MANU-
FACTURING AND SELLING OF 10-SPEED BICYCLES?

Generate a list of all the jobs that must be done in order
for a bicycle to be offered for sale. Possible respounses
inclirde making steel, making r:dber, making plastic, molding
pieces, assembling piecea, making decala, processing
leather, shipping te retail sto-es, selling, etc.

d. HOW DO SUPPLIERS COORDINATE ALL OF THE ACTIVITIES THRAT GO
INTO MAKING AND SUPPLYING PKRODUCIS?
HOW DO SUPPLIERS DECIDE WHAT TO PRODUCE?
HOW DO SUPPLIERS SET PRICES?
YOU SHOULD BE ABLE 70 RESPOND TO THESE QUESTIONS AT THE END
OF TODAY'S ACTIVITIES.

WARNIRG: This activity is similar to the "Big Apple" which may
have been taught by the social studies teacher in your building.
However, this simulation teaches different ideas. MNHave students
focus on the above questions.

CONDUCT LECTURE - PART I.

Tell students that they will be participating in z simuiation activity
(game) called DEALING IN THE MARKETPLACE.

a. Clear the center of the room to form a marketplsce.
b. Select one student to be KEEPER of the Buyer and Seller Cnrds.

€. Select one student to record all market tvansactions on the Clasgs
Transaction Sheet.

6. Divide the class into two equal groups. One group will be gellers
(suppliers); the other group will be buyers (consuwers),
Sellers remain sellers throughout the simulsation znd buyers remain
buyers, - Y
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' e. Distribute INDIVIDUAL TRANSACTION SHEETS (1l per personm).
Have students fill id Round # 1, £ 2, or # 3 on the sheets.
Have students circle Buyer or Seller on the sheets.

f. Use the sample Individual Transaction Sheet transparency to
explain how to use the sheet.

g. THE OBJECT OF THIS GAME I§ TO MAKE ECONOMIZING DECISIONS THAT
HELP YOU MAKE MONEY. YQU DO NOT WANT TO LOSE ANY MOREY.

h. SELLERS, YOU MAY EITHER SELL ARTICHOKES OR BEETS - OR A
COMBINATION OF BOTH. YOU MUST DECIDE BEFORE EACH ROUND OF BUYING
AND SELLING HOW MANY POUNDS OF ARTICHOKES AND/OR BEETS YQU WILL
OFFER FOR 'ALE. YOU MAY OFFER FOR SALE ANY COMBIRATION OF
ARTICHOKES AND BEETS UP TO 5 POUNDS TOTAL. WRITE EITHER ARTI-
CHOKES OR BEETS IX THE PRODUCT SPACES ON YQUR TRANSACTION SHEET.
SELLER CARDS WILL GIVE YOU INFORMATION ON WHAT PRICES TC CHARGE
TO AVOID LOSING MONEY. YOU WILL TARE A LOSS OF $.30 ON EACH
POUND OF ARTICHOKES OR BEETS THAT YOU DO NOT SELL.

i. BUYERS, I WILL TELL YOU TO TRY TO PURCHASE A DESIGNATED QUANTITY

OF ARTICHOKES AND BEETS BY HOLDING UP A CONSUMER DEMAND SHEET
- BEFORE EACH ROURD OF BUYING AND SELLING BEGINS. FOR EXAMPLE, THE

CONSUMER DEMAND SHEET MAY TELL YOU TO PURCHASE 1 POUND OF ARTI~-

CROKES AND 4 POUNDS OF BEETS. WRITE THE NAME OF THE PRODUCTS
. YOU WILL BE TRYING TO BUY THE NUMBER OF TIMES INDICATED IN THE

’ PRODUCT SPACES ON YOUR TRANSACTION SHEET. STICK TO THESE

"QUANTITIES WHEN YOU ARE BUYING IN THE MARKETPLACE. YOU WILL NOT
BE PENALIZED FOR ANY PRODPUCTS THAT YOU CARNOT BUY. DBUYER CARDS
WILL GIVE YOU INFORMATION ON WHAT PRICE TC PAY TO AVOID LOSING
MONEY .

j. DURING EACH ROUND, G( TO THE MARKETPLACE, .IND A SELLER OR BUYER,
AGREE ON A PRODUCT AND A TRANSACTION PRICE, MARK THE TRANSACIION
PRI"E N%XT TO THE KAME OF THE PRODUCT ON YUUR INDIVIDUAL TRANSAC-
TioN -.iEET, THEN RECORD THE PRICE INDICATED ON YOQUR OWN carD. 1IT
IS THE SELLER'S RESPONSTBILITY TO GO TO THE CLASS TRANSACTION
SHEET AND RECORDP THE DEAL. THEN BOTE THE BUYER AND THE SELLER
TURR IN THEIR CARDS AND GET NEW CARDS FROM THE CARD KEEPER.
(Locate the Card Keeper near the Class Transaction Sheet.)

k. WHEN DECIDIN: ON TRANSACTION PRICES, INCREASES OR DECREASES IN THE
SALE PRICE MAY OCCUR ONLY IN $.05 OR $.10 AMOUNTS.

1. THREE ROUNDS OF TRAD1NG WILL BE CONDUCTED.
FACH ROUND LASTS 5 MINUTES.

m. MAKE AS MANY DEALS AS YOU CAN N THE TIME PERMITTED.

n. YOU WILL HAVE TIME TC FIGURE YOUR NET GAINS OR LOSSES AFTER EACH
ROUND IS FINISHED.
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6)

7)

Conduct Round # 1 !

a.

Have sellers decide how mary pounds of each product to offer and
record in the product column of their INDIVIDUAL TRANSACTION
SHEET. -

Distribute Buyer Cards to buyers and Sellexr Cards to sellers.
Give remaining Buyer ang<Seller Cirds to the Card Keeper.

Show buyers the Consumer Demand Sheet for Round # 1 (do not show
sellers). Have buyers record each product the number of times
indicated in the product column of their INDIVIDUAL TRANSACTION
SHEET for Round # 1,

Open the round for buying and selling. Warn students when there
is one minute remsining in the round. Call time after 5 minutes.

Allow students time to figure their individual net gains or
losses.

Focus Questions

i. Look at the Class Transaction Sheect.
How many pounds of artichokes were sold?
At what price did most tramsactions occur?

ii. How many pounds ¢f beests were so0ld?
At what price did most trzmsactions occur?

Conduct Round # 2 ‘

a.

Have sellers decide how many pounds of each product to offer and

record in the product columm ©¢f their INDIVIDUVAL TRANSACTION
SHEET for Round # 2.

Show buyers the Consumer Demand Sheet for Round # 2 (de not show
sellers). Same procedure as for Round # 1,

Distribute Buyer Cards to buyers and Seller Cards to sellers.
Give remaining Buyer and Szller Cards to the Card Keeper.

Open the round for buying and selling. Warn students when there
is one minute remaining in the round. Call time after 5 minutes,

Allow students time to figure their individual net gains or
losses.

Focus Questions

i. lLook at th:; Class Transaction Sheet.
How many pounds of artichokes were sold in Round’f 2?
2t what price did most transactions occur’

e 9y




ii. BHow many pounds of sugar beata were gold in Round # 27
At what price did most transactions occur?

8) Cconduct Round # 3.

8. Have sellers decide how many pounds of each product to offer and

record in the product column of their INDIVIDUAL TRANSACTION
SHEET for Rownd & 3.

b. Show buyers the Consumer Demand Sheet for Bound # 3 (do not show
sellers). MHave buyers record each product the number of times
indicated in the product column of their INDIVIDUAL TRANSACTION
SHEET for Round # 3,

c¢. Distribute Buyer Cards to buyers and Seller Cards to sellerg.
Give remaining Buyer and Seller Cards to the Card Keeper.

d. Open the round for buying and selling. Wern students when there:
is one minute remain in the round. ¢Call time after 5 minutes.

2. Allow students tima to figure their individusl net gaine or
loasses. :

f., Focus Questions

i. Look at the Clees Transaction Sheet.
How many pounds of artichokes were sold in Round # 37°
At what price did moat transsctions occur?

ii., &ow many pounds of beets were sold in Round # 31
At what price did moat transactioms occur?

[
-

(DBY TWO)

9), Focus Questions

a. :Sellers, bow did you decide how many pounds of artichokes and
sugar beeta to offer for sale in esch round?

ﬁ. What product did buyers demand more of in each round?
§

¢, , Pid you have a net 8aln or loss of money? N
”V"Hhanigight bave helped cause your _»t gain or loas? \
| . . “
T d. Sellera, how nany_pounds of each product would you have offered
' for sale i¥ there bad been & Round # 47 Why?

e, How do farmers decide how wuch of & certain product they
should grow?

f. What motivstes or prompts suppliers to produce goods and sex-
vices and offer them for ssle?




g. How are suppliers and consumers dependent on each other?
In other words, explain how supply and demand are interdependent.

1¢) CONDUCT LECTURE - PART II,

11) Emphasize: SUPPLY (G{°DL XD SERVICES OFFERED FOR SALE) AND DRMAND
(CONSUMER WANTS) ARE INTERDEPENDENT. SUPPLIERS USUALLY
OFFER WHAT CONSUMERS DEMAND IN ORDER TO MAKE MONEY. THE
PRICES THAT CONSUMERS ARE WILLING TO PAY FOR PRODUCTS
DEPENDS ON THE SCARCITY OF THE PRODUCTS (HOW MANY OF THE
PRODUCTS SUPPLIERS OFFER FOR SALE).

12) CONDUCT LECTURE - PART I1I.

13) Closure: a. DPistribute DEMAND, SUPPLY & INCENTIVES TO ACT multiple
cholce exercise sheet.

b. BASED ON WHAT YOU'VE LEARNED ABOUT INCENTIVES AND THE

BEHAVIORS OF SUPPLIFERS AND CONSUMERS, SELECT THE
RESPONSE THAT MAKES THE HMOST SENSE IN EACH SITUATION.

¢. Orally review answers with students,

(Responses: 1.8, 2.D, 3.C, 4.A, 5.C)

5%
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LESSON # 6 - LECTURE OUTLINE

Suppliers and Cynaumers Depend on Each Other

I. Social cooperation allows consumer wants to be gatisfied.

A. Social cdoperation exists when people depend upon others to meet
their economic goals.

B. (onsumers depend on othe:s people to obtain products apd services.
C. People choose to cooperate in order to catisfy their own wants.

II. Suppliers change their behavier to adjust for changes in consumer
behavior.

A. Changes in consumer purchases encourage suppliers to change
their behavior.

B. Examples of consumers and suppliers changing their behavior.

1. Golf balls
Z. Tennis balls
. III. Consumer and suppliers adjust to changed economic conditiovms.

A. vuhat happens wher consumers change from playing 301f{to playing
tennia? ¥

1. consequences of change
a. emptier golf courses
b. e¢rowded temnis courts
2. supplier changes
a. use golf courses differently
b. increase the availability of tennis couris
B. How do price chsﬁges influence consumers snd suppliers?
1. encourage suppliers to provide mor: temnis facilities

2. encourzge tennis players to limit their playing time

C. Social cooperation is encouraged by adjuating the incentives for
people to produce and consume,
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LECTURE NARRATIVE: SUPPLLERS AND CONSUMERS DEPEND ON EACH OTHER

PART I

Economically, we depend on other people. All of us, rich or poor, get a
lot of help from other people. That's pretty obvious, even though it's ofter
forgotten. For instance, just to get us a simple pencil, thousands of peopie
must help by cutting trees, making steel, driving trucks, growing ruhber trees,
making glue, miniug graphite, selling pencils, and so on and on.

How is the cocperation organized in s society such as ours with its
incredible speciaiization snd division of labor? To answer this question, first

you must realize that the resocurces svailable to us as we make cur economizing

4

choice depend extensively upon the economizing choices that others make.

Ask yourself why you even have the opportunity to choose between a
Bpringsteen and Bonetadt record. How are the resources used in these records
D msde available? Mus i.c;al records are not "natural resources” themselves, they
are products made avagilable through the efforts of people. ich people? An
endlass list of people, when one starts to think about it: the record store
clerk; the employees of the recording company; the performers; the people who

manufacture viny} from which resords are made; those whese activities made

available the resources from which the vinyl factory and machinery were
produced; the truck drivers who moved all these necessary resources into the
proper places at the appropriate times; sll the pecople witgout whose coop-
eration trucks would not exist; and 8o on and on in every direction. What
caused them all to cooperate in just the right manner so the records were
available to you?

They chose to cooparate to gsatisfy their own wants snd this cooperation

P promised to deliver more satisfactiom thar any other choice available to them.




Suppliers economize just 88 consumers do. Suppliers use their avsilsble

resources trying to schieve the greatest possible gstisfaction of their own
wsnts.

What holds the system together? Whst prompts producers to supply what
consumers want, st the right times, in the right places, and in the right '
qhantities? To best 8ee how it all works, consider what hsppens if comnsumers

chsnge their minds sbout whst they want.

PART 11

When consumers change their minds gbout what they want, suddenly suppliers
are induced to chsnge their behavior also because they must satisfy consumers in
order to gain their own satisfaciton. What w;uld happen if millions of
dedicsted golfers gave the game up in order to play tennis? To begim with,
these consumers would now want fewer golf balls and more tennis bglls. But how
cen suppliers be persuaded to cut production of golf balls and expand produc~
tion of tennis balls? The answer is that as consumers purchase more tennis

balls and fewer golf balls, suppliers end up with many unsold golf balls (a’

surplus of golf bslls) and & shortage of tennis bslls. This shortage represeats
missed opportunities to sell tennis balls. Suppliers must change their ways and
start offering fewer golf balls and more tennis bslls in order to make money.
They will want to do this because unsold golf balls aren’t as valusble 8
rescurce to suppliers a8 tennis balls that sell quickly.

Think about it. What are resl costs (opportunity costs) to the owner of s
sporting goods store of stocking golf balls st a time when customers want tennis
balls instesd? What are valuable opportunities forgome? yhen a customer i8
turned away, it is a profitable sale forgonme. Even the salesperson says, "We're

all out of tennis balls, but we'v 4ot some more ordered, and we expect them

-G8~
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next week," the sale is probably lost. The customer will most likely go
elsewhere rather than return next week. In addition, those unsold golf balls
represent money and ghelf space tied up in products with no value to the
supplier. That money and shelf space could be used for alternative goods which

add to the store owner's weglth.¥

I:’-‘S':I‘E(‘J.A.L NOTR TG TEACHERS: The claim is not made above that t:=nnis ball prices
will rise while 80lf ball prices will £all in the circumstances descrihed.
That is & highly misleading claim at best, albeit ome into which economics
teachers often rush in their eagerness to talk about prices. The initial
result of the change in demand will bhe excessive and inadequate invep-
tories. Relative prices may or may nmot cnange subsequently; but if they do,
it will be in responsé to actions triggered by these inventory changes.
Mcanwhil2, excessive and inadequate inventories are themselves &n incentive
to adjust behavior, because they represent less then optimal econmomizing of
acarce resources.

PART 111

What are some other consequences of consumers changing from golf to temnis.
You would expect to see emptier golf courses and more crovded tenmis courts.
Does that mean suppliers of golf courses will close them down while temmis court
suppliers will build more tenmnis courts? What will be the effects of crowded
tennis courts and deserted golf courses wvhere these resources are owned and
provided by an individual owner or compsny? How might the empty golf links and
crowded tennis courts affect the economizing decision that the suppliers will
meke?

Stop. Have students make predictions regarding choices that golf
course owners will make if golf links are empty.

In the case of golf courses, the owners will quickly realize théir land (&
resource) is bringing in less income than hefore. They'll lock for ways to use
the land to obtain more income from it. What are their alternatives? Theylmay
sell it to & land developer who offers & high price because he knows consumers

are eager to purchase houses in the area. Such econmomizing choices by resource
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owners (golf course owners and real estate developers) will result in less land
for golfers gnd more land for bouseholds.

Stop. Have students make predictions regardirg choices that

tennis court owners will make 1f the courts are always crowded.

In the case of tennis courts, privaEF tennia club owners will find they can
raise their rates and still keep the courts full. They may consider expanding
the facilities. They'll try to buy land (bid the resource away froﬁ'otber uaes)
for more courts, thereby msaking more land available for tennis players and leas
for other purposes,

Many d%ﬁferent prices belp tbese chsngea to occur. For example, the higher
prices that private tennis club owners cbarge when tennis players begin to crowd
the courts have two effects. In the first place, bigber prices induce club
owners to provide more facilities than they otherwise would. Economizing
suppliers produce more of any good when the price they can obtain for it rises.
Listen to a typical conversation from a tennis club owner. "Wish I owned ten
more courts. I could keep them all in use. What we've done is hire more
people, though. Now we open ué at six in tbe morning every day and stay open
until midnight." Notice that there are even ways to supply more to consumera
without actually "constructing™ more courta. Higher prices for the product or
service make it worthwhile for the owner to pay people overtime wages which
means the courts can be gvailable longer.

Secondly, hiéher rrices persuade some tennis buffs to play less often than
they otherwise would, Economlzing consumers purcbase less of any good when the
price they must pay for it rises. Listen to a typical coanversation from a
tennis player. "When I started playing tennis, I used to play twice a week.

But the hourly rate has gome up, and I've cut back. Can't afford to play that

puch.” What does "can't afford" mean?! It means that the consumer expects to
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obtain more satiasfaction from spending the court fee ©n something other thsm
tennis. Notice that this economizing #ffect reduces crowding on the courts.
rations the courts to tlie players who value playing tennis most highly.

As you capn see, the wantg of consumers gnd offers of suppliers sdjust to
one another by chazging the money prices. This price system works more or les
sutomaticslly. When demand {(what consumers are willing‘and gble to pay) for 8
product incresses relstive to supply (;hat producerg are willing and able to
provide), there is a shortsge of the product and competition smong consumers
tends to increage prices. A8 & result, suppliers receive additionsl incentive
to do what they can to make more of these products qvailable, while consumers
economize more on the now scarcer good. W¥hen supply of a product increases
relative to demand, there is a surplus of the product and sellers esger to
reduce their inventories tend to lower prices. As 8 consequence, economizing
consumers will tend to use more of the gooud. Think of the pric; of electronic
games before and after Christmas. The price is high before Christmas snd
usually falls after Christmas as stores hold sales to move excess merchasndise.
Csn you a;e bow the relationship between supply snd demand hss changed?

To summarize: In our kind of economic system, when people’s wants chsnge
or when other conditionsg change, incentives slso change. Consumers ané sup—
pliers then begin adjusting their behavior to take account of the new incentiv
they*re confronting. That's bssically how we orgsmize cooperation in our

specislized and intexdependent economy.

-71=

It




Circle One:

Directions:

action Price in Column III on this Individual Transaction Sheet,

SAMPLE

INDIVIDUAL TRANSACTION SAEET

TRANSPARENCY

Buyer  8Seller

Upon the beginning of each round, go to the marketplace. Find a
seller or a buyer who wants to make a transaction. Agree on
buying or selling one pound of 2 specific product and on a trans-
action price for that product. Record the agreed upon Trang-

then rwecord the Price Written on Your Own Buyer or Seller Card in
Column IV. When a transaction has been completed, sellers must
go to the Class Tramsaction Sheet and record the deal, then both
buyer and seller turnm in their csrds to get new cards from the
Card Reeper. Make as many deals as possible during each round.
When deciding on transaction prices, increases, Or decreases in
the sale, prices may occur in $.05 or $.10 amounts. After each
round of dealing is completed, figure your gains and losses by
taking the difference between the Transaction Price and the Price
on your Card for 2ach transaction. Figure net gains or losses by
totaling Cclumns ¥V and VI when taking the difference between the
totals.

11 111 1V v VI
Product Trangaction Price | Price on Your Card Gains Losges
Artichokes 40¢ 90¢ 0 50¢
Artichokes 50¢ 30¢ 20¢ 0
Beets 60¢ 60¢ 0
Beets 80¢ 20¢ 60¢ 0

# of lbs. Bought/Sold _4 Total Gain 80¢ Total Loss 30¢ Net Gain/Loss 30¢

{Circle One)
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INDIVIDUAL TRANSACTION SHEET

lha, of artichokee

ROUND #1 Want £0 buv/sell 1bs, of heers
[ 1 11 111 | IV _ v VI -
g Product Transaction Price | Price on Your Card Galns loasses
1
1
1
1
1
1
1
1
1
1
Total # of ibs. Bought/Sold Total Gain Total Loss Net Gain/lLoss
(Circle One)
ROUND #2  Want ro buy/sell 1lbs. of beets _lbs. of artichokes
I 11 111 IV v VI
Poupnds Praduct Transaetion Price |Price opn Your Card Cains lLnsepsg
1 e e
1
1
1
1
1 _ |
1
1
) =
1
Total # of ibs. Bought/Sold Toral Gain Total Loss Net Gain/Loss
{Circle One)
ROUND #3  Want to Buy/Sell 1bs. of beets lbs. of artichokes
I 11 111 Iv v VE
Paunds Producr Transaction Price Price g Your Card Gains TnSars
1
1
1
1 |
!
1
1
1
1
i

]
E
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Total Gain ____
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CLASS TRANSACTION SHEET

Sale
Price

Round # 1

Roun

#f 2

Round

Artichokes Beets

Artichokes

Beets

Artichokes |

$1.00

95¢

90¢

85¢

80¢

75¢

10¢

55¢

60¢

35¢

50¢

45¢

40¢

35¢

30¢

25¢

20¢

15¢

10¢

3¢




MAKE 36

You are selling 1 pound of either
artichokes or beets. Try to get the
highest price, but you should not
take less than ¢ unless you
decide to take a loss.
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SPECIFICATIONS:

4 SELLER CARDS

at 100¢, 90¢, 40¢, 30¢
{16 cards)

S SELLER CARDS

at 80¢, 70¢, 60¢, 50¢
(20 ceards)

MAKE 36

You should nolcray more than

unless you decide to take a loss,

e T gt

or beets. Try to pay the lowest price possible.

Y

4

€

€
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2 You are buying either 1 pound of artichokes
€

¢

&

L AA A A AA AA A A

BEEEREBELESL &

= ]

SPECIFICATIONS:

4 BUYER CARDS

at 90¢, 80¢, 30¢, 20¢
(16 cards)

5 BUYER CARDS

at 70¢, 60¢, 50¢, 40c¢
(20 cards)
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CONSUMER DEMAND SHEET

ROUND # 1
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DEMAND, SUPPLY & INCENTIVES TO ACT

Directions: Select the BEST answer. READ EACH ALTERNATIVE CAREFULLY!
Logically think your way through each question to arrive at
a response that makes sense. You may wish to explain your
reasoning after each selection.

1. 1If the price of computers decreased in the marketplace, you would probably
expect:
A. computer sales to remain the same.
B. small businesses to invest in computers.
C. less computer research and development.
D. banks to decrease their reliance on computers.

2., The film Star Wars was a huge box office success. Because this film made
millions of dollars, you probably would expect new film releases to:
A, turn to more serious subject matters.
B, deal with true-to~life themes.
C. explore undersea worlds.
D, focus on science fiction space adventures.

pop and cola soda pop. He charges $.35 per can of pop for both selections.
In one day the cola pop is sold out while the grapefruit pop has hardly
been touched. Mr. Baker is least likely to do which of the following:

4, clear more shelf space for cola pop.

B. charge a higher price per can of cola soda pop.

€. replace the cola soda pop selection with a fruit punch drink.

D. reduce the price per can of grapefruit soda pop.

b 3. Mr. Baker, the local grocer, has stocked his shelves with grapefruit soda

4., Sport shoes have become very popular with young people. This popularity
most likely is an incentive for:
A, shoe manufacturers to rske more sport shoes.
B. shoe salespeople to sell less sport shoes.
C, shoe repair services to lower repair prices on sport shoes.
D. retail shoe outlets to stock the same quantities of sport shoes.

5. One reason why supply and demand are inLerdependent is because:
4, consumers get bargains from suppliers and suppliers get uncertain
information on what to provide consumers.
B, consumers get services from suppliers and suppliers get first-hand
information on what to provide consumers,
C. consumers get wants from suppliers and suppliers get information on
what to provide for consumers,
D. consumers get cheated by suppliers and suppliers get false information
p on what to provide for consumers.
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II.

III L

Iv.

vI.

ViI.

LESSON # 7 - LECTURE OUTLINE

Acquiring Information - Ig It Worth It?

Uncertainty about the future influences consumars choice
Uncertainty complicates consumer choices

A. Record buying

B. Dating

C. Purchasing a houyse

D, Career changes ,

Consumers acquire information to reduce risk and uncertainty
A, Record buying

B. House Purchase

Where do peop;e acquire information?

A. Gather yﬁ;r own information

B. Ask other people

C. Talk to suppliers

Valuable information jg é scarce good for buyers and sellers

Some people provide information as an dccupation

A. Brokers

B. Rea] Estate Agents

C. Advertisers

[

Acquiring information is a means to reduce uncertainty

~9l-
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LESSON # 7 - INFORMATION HAS BENEFITS & COSTS

PROCEDURES: Decision-Making Inquiry & Demonstration
Lecture
Research Activity
Focus Questions

MAJOR CONCEPTS: Scarce Resources
.o Uncertainty

I l, Risk .

! Impulse Buying

Cost of Informationm
Opportunity Cost

GOALS: The student will be able to , . ,
1. explain each major concept in his/her own words,
2, identify factors that promqggwof'hinder impulse buying.

3. identify oppo;;nnif?JEosts of gathering information on goods and
services.

PR
P

.- "4. explain how information specialists can reduce costs and increase
_____ - benefits to consumers.

ECONOMIC GENERALIZATIONS ".N TH1S LESSON:

1) Consumers gyoid impulse buying when the cost of making a purchasing
mistake i greater than the cost of acquiring information,

2) Consumers buy on impulse when the cost of making a purchasing mistake
is lees thar the cost-of acquiring information.

3) Acquiring information onr a good or service requires the use of scarce
resource8 and involves opportunity costs.

4) Information specialists provide valuable services to cousumers if
they enable consumers to use their scarce resourceé economically,

5) Advertising is one device used by suppliers to provide consumers wit'
information about products and services.

MATERIALS: 1. Before class beging, draw a grid 1ike the one that follows on
the chalxkboard.

Box A Box B Box C
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DIRECTIONS:

1) 1IN THE LAST LESSON, YQU EXAﬁINED THE INTERDEPENDENT RELATIONSHIP
BETWEEN BUYERS AND SELLERS.

2) IN THIS LESSON YOU WILL EXAMINE THE COSTS AND BENEFITS OF ACQUIRING
PRODUCT INFORMATION. .

3)_ 8. _ CONDUCT LECTURE - PART I.

b, PEOPLE DEAL WiTH UNCERTAINTY BY TRYING TO FIND OUT INFORMATION
ABOUT PRODUCTS BEFORE MAKING PURCHACES. -

¢. BY THE END OF TODAY'S LESSON, YOU SHOULD BE ABLE TO (DENTIFY
AND EXPLAIN SOME OF THE COSTS AND BENEFITS OF GATHERING
INFORMATION ABOUT GOODS AND SERVICES BEFORE MAKING PURCHASES.

4) Direct student sttention to the three boxes labeled A, B and % at the
front of the c¢lassroom. '

a, Tell students that there is.an item for. sale under esch box.

Do not respond to any questions that studente may ask about the )
items underweath the boxes. ‘

b. WHO woULD LIKE TO BUY THE ITEM UNDER BOX A7 UNDER BOX B? UNDER
BOX C?

Record a hand count for each item in the grid on the chalkboard.

v ¢, Focus Questionsg

i. Why aren't many of you willing to purcbase the items under=-
neath the boxes?

Not knowing anything about the items for sale puts students
in an uncertian situation - a risky situation. If a
student buys what is underneath a box for an agreed upon
price, the student risks not being satisfied with the item
for the price paid.

ii. What would you like to know about each item before choosing
whether or not to purchase it?
What information would you like to have on each item in
order to help you make a wise purchasing decision?

Student responges might include knowing whst each item is,
the price of each item, the name of the manufacturer of each
item, the durability of each item, the color of each item,
etc.

iii. How could knowing additional information help you make a
purchasing decision?
oU
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d. Tell atudenta that the item under Box A ia a T-shirt, the item
' under Box B 18 a poster, and the item under Box C is 3 record

album.
' (DO not give any additional information on the itemsJ
“e. NOW WHO WILL BUY THE ITE: UNDER BOX A! UNDER BOX B? UNDL:R BOX C?

oaecord a hand count for each item in the grid on the chalkbéardJ

f. Focus Queationa

i. Why might aome of you be more wiiling to purchase aome of
the items now? - '

il. What makea moat of you reluctant to buy any of the producta?

iii. What additional information wouid you still like to know
about each item before deciding whether or wnot to purchase
any of the itema?

Why?

g. Tell atudenta that the ssle price of the T~ahirt is $4.00, the
sale price of the poster is $2.50 and the sale price of the record
album ia $5.98. Do not give any additional information on the
itema. /

h. NOW WHO WILL BUY THE T-SHIRT UNDER BOX A? THE POSTER UNDER BOX
D B? THE RECORD ALBUM UNDER BOX C?
|

(Record & hand éount for each item in the grid on the chalkboard.}

i. Focus Queation
{

i. . V¥Why might some of you be more willing to purchase the itema
for sale now!

ii. Why might you atill want additional information about each
item? . '

iii. Uhat additional information about each item wWould help you
finalize your purchaaing deciaiona? Why?

j. Lift up the boxea s¢ that studenta can see each item. -
k. WHO WILL BUY THE T-SHIRT? WHO WILL BUY THE POSTER? WHO WILL /)
BUY THE RECORD ALBUM? %

(Record a8 hand count for each item on the grid on the chalkbohr J

*

/

1. Focusg Questiong , i
F’ i. How did seeing the items influence jour purchasing decision?

)5




ii.
11,

iv.

i‘io

vii,

viii.

L

Why are-most of you less willing to purchase the items
offered for sale now that you have seen them?

How was finding out more 1nformat10n sbout each item bene-
ficial to you? .

What did finding out more information sbout each item cost
you?

It cost time that students could have spent doing something
else.

Was the time you spent findirg ocut aboug: the items wortk it?
Why or why not?

If it had taken you 15 hours to find out about the poster,
would that time spent researching information have been
worth it? Wby or Why not?

When might consumers be most likely to buy a good or service
on impulse?

When might consumers be hesitant to buy a good or service
on impulse?

5) CONDUCT LECTURE - PART I1I.

6) Euphasize:

7) CLOSURE:

PEOPLE TRY TO REDUCE RISKS IN THE MARKETPLACE BY GATHER-
ING INFORMATION ON GOODS AND SERVICES. .

CONSUMERS GATHER THE INFORMATION THAT THEY FEEL THEY NEED
iN ORDER TO MAKE WISE CMOICES IN THE HABKETPLACE.
RESEARCHING INVOLVES C0S.S.

CONSUMERS WILL STOP RESEARCHING WHEN THE COSTS OUTWEIGH
THE BENEFITS GAINEP FROM INFORMATION OBTAINED.

N\

a, Read each episode of WAS IT WORTH_IT? and bave students

respond after each one. Discuss the value of the
product, the costs of gaining 1nformat10n and the
benef1ts gained.

Student responses may differ because individuals place
different values on goode and services offered for
) gale, J

Qo
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w.

WAS IT WORTH IT?
)

Sue peeded to buy a new three ring - ‘val notcbook for school. She really
didn't want to spend her money omn 8¢. uvol zupplies and therefore was
determined to pay the cheapest price possible for spiral notebooks., Sue
called three d-ug stores to check on the prices, spent a total of five hours
looking through the newspaper for sale advertisements on notebooks and
steoped in two ¢mnpmnw stores near her home before amopnwaw to purchase a
spiral notebook from one of the vsriety stores for $.61.

Ws- $v.2'8 research worth ic? Were the benefits greater thar the costs? Do
you tl ink Sue should have gathered more or less information? Why?

How would you have acted in Sue's situation? ¥hy?

Larry wanted a digital alarm clock radio so that he could get up in time to
catch the bus for school each morning. One evening as Larry was reading the
evening newspaper, he Baw a department store advertisement announcing a
ctlearance sale on a mwmopmpo General Electric solid state digital clock
radio that was last yesr's model. Larry went to the amwmnnamun store and
found that the clock was brown in cuvlor, had AM radio channels, lit up at
night and had a sixty day warranty. The clock was on sale for §21.95.

Larry aﬁowama to buy one on nﬁm spot.

Was Larry's research w "it? Were the benefits greater than the costs?
Do you think Larry shoyld have gathered more or less _.formaetion? Why?

How would you have acted)in Larry's situation? Whyt

\__m

/ .
Tom was in the market (for s new baseball mit, He vas afraid that his old
mit wouldn't make it mwnozw: the upcoming season. One day Tom looked up
sporting goods mno1mw in the phonebook, called each store to see if they
carried bascball Bpnm then visited three of the stores that sounded as if
they had the best selection of mits. Tom asked the sales people quastions
about the different mits, taen went home to sleep on his decision. The
following day Tom went back to one of the gporting goods stores and
purchased a mit with which he felt comfortable. The mit cost Tom $65.00,
and he felt that mm would be able to get good use out of it for at least 8
to 10 years. ;

4
1

Was Tom’s research worth it? Were the benefits grester than the costs? Do
you think Tom should have gathered more or less informat.on? Why?

F
v

i
How would you have acted in "om's situation? Why?
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LECTURE NARRATIVE: ACQUIRING INFORMATION - IS IT WORTH IT}

Part I

So far, in your study of chvosing in the marketplace you bave learned that
everyone economizes. In the process of making choices, you should identify the
alternatives, weigh them according to your individual criteria and then do what

) ‘

\ }is most satisfying to you. Seems easy. lSo why do people have so many prob-
‘lems? Why do consumers become 2xaspPcrated or why do businesses file for
bankruptcy? Are people stupid or ill informed or both? Actually, another
anawer gives us more insight. The answer is uncertainty. We never know exactly

what will happer in the future &nd that uncertainty can csugse problems for

consumers and suppliers when it comes to making choices in the marketplace.

Part II

i It is ¢izficult to overestimate the complications that uncertainty intro-

duces irto the consumer's world, Economizing means sacrificing one valued

opportunity in the expectation of achieving more satisfaciton in another way ~

ziving up one thing for amother, But, in an uncertain worl&, expectations often
turn out to be mistaken. MNow, suddenly, every decision is a risk and consunmers
spend much of their time and energy (scarce resources) trying to control this
T

risk.

Consider some of these examples. Have they ever happened to you? You
decide to buy a Bruce Springateen record, take it home, play it and are terribly
disa; pointed, realizing ikat a Linda Ronatadt record would be more enjoyable.

You aign up for an elective coursae (eccnomics or phyaicc), and then
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discover that you are learning very little or working harder than you .xpected.
Consequent ly, you wi,h that you had chosen photography or auto mechanics
iustead.

You choose to spend Friday evening on a movie date, but the date and the
movie are boring. Now, you wish you had made a different decision.

A person or a couple buys a house t0 live in and.decides within a short
time that it is a very unpleasant place to live.

A lawyer concludes in the middle of his or her career that engineering
would have paid much better or provided more personal job satisfaction.

Mistakes like these upset our satisfaction and make us wary consumers.

Because mistakes reduce satisfactior, people try to avoid them by acquiring more

or bette” information before they make their choices. While there are many ways

to gequire information, most of them share a common characteristic. They are
costly.

For exsmple, record buyers attend concerts, read reviews, talk to friends,
or even listen to the records they're thinking of buying before they make their
purchases. Acquiring information by these methods all have costs. Concerts
cost time and money. Time spent reading reviews, talking with friends and
listening to records is a scarce resource. How many scarce resources ghould be
used to acquire information is an important question for consumers tO answer.
Sometimes it makes sense to acquire more information before choosing; and
sometimes it does not. Cevnsider some of the costs involved in acquiring
information.

Refore -huosing an elective course, students talk t¢ counselors and to
oth - studen.s. Bui, since people differ and circumstances constantly change,
the information gathered ia this way may not be reliable. The most reliable

information about a course can be obtained by auditing it, but this 18 & very
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costly way to acquire information. The information may not be worth the cost of
the time and effort.

Peoprle considering purchasing a house usvally spend time and energy
acquiring information prior to making a decision. Most likelv, they will go
through the house carefully ssvera! times and may even pay a knowledgeable
builder to inspect the house {o% them. These information-acquiring activities
are costly in time and money. Why do they do it? Becauae the cost of making a
mistake is very great when purchasing a house. That's why people usually don't
buy hbuses “on impulee." It i8 quite different when buying some clothing or a
record, because the cost of a mistake iB much less,

How much information should we acquire before making deciaion? There's no
right way to answer that question becauae it varies from individual to

individual #nd circumstance to circumstance. You can waste a lot of time

vauiring_uaéIésé_infOrmétion. Unfurtusately, consumers usually don't kmow that
until it's too late -nd they've wasted tneir time acquiring useless
information.

The problem i8 iilustrated by this question: How much time should you
spend aearching for a $10 bill that you've lost? No time at all if you aren't
going to find it. But what if you're unsure of finding it? What do you do? If
you have no idea where it was lost, you will not search very long. Why?

Because your expectation ia that you will not find it. But what if you lost it
in your bedroom? Then you will search longer because Yyou believe you have an
excelleat chance of eventually finding it. h

Another way to gain valusble information is to acquire it from other

people. Some people apecialize ia providing informatiom to conaumers. It's

economical to use their services if we believ? that the information they offe*

will enable ua to uae our own scarce resources more economically
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For example, people buying clothes usually don't know exactly what they GI
want. They look around at the clothing stores to see what is on display and, by
learning what's available, get a better idea of what they want. They're
acquiring valuable information. The store owner specializes in providing that
kind of information. Store owners don't maintain large inventories out of
kindness-—-they do it to attract potential customers.

Store owners offer other kinds of information, too. "Will this shrink?"
vyou ask the store owner. "No, it won't,” is the answer. Can you trust that
answer? What if the owner is trying to cheat you by giving out false
information? ls this likely to be the case? Not usually. Dissatisfied
customers tend to bring items back and demand a2 refund. Moreover, store owners
don't want potential customers to think they deceive customers. That's bad for
their business. So they do tend to tell the truth especially if chey are
interested ir ‘uture business, Knowing this suggests a good rule for consumers ‘
to heed: Have more confidence in the information provided by sellers who plan
to scay in business at that location for a long time.

Valuable information ig a scarce good for sellers as well as for buyers.
Sellers would prefer to supply goods that will fulfill all the expectations of
buyers because they kpvow that satisfied cutomers mean future business. But
sellers can't know all the expectations of buyers, just as they can't know all
of the answers tc consumer questions about the quality of their products. They
don't have infallible crystal balls to gee the future any more than consumers

do.

People who try to help both producers and consumers are called “middlemen"
or "brokers." Brokers specialize in putting buyezs and sellers in contact with
one another. The.e people provide a service to buyers and selliers by telling

buyers what seliers have tv offer and telling se.lers what buyers .re

O -in2- 8 ;
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interested in purchasing. A clothing store owner is just such a broker between
people who design and produce clothing and consumers who finally wesr i:.

Another example of & broker is the resl estate agent. Real estate agents
serve hcise sellers by finding people who are interested in buying that house,
and they serve buyers by finding homes for them to purchase. Real estate agents
find people interested in the particular homes that sellers wish to sell. The
agents know about houses for sale all through the area and, by providing this
informastion to buyers,—enable them to get more satisfaction for their money than
the buyers could obtain by acting on their own. As 2 result, a real estate
agent may enable sellers to obtain higher prices and buyers to obtain lower
prices. Of course, if the right seller and the rigi.t buyer had found each other
pn the own, they could have saved the real estates agent's fee, Such an
occurrence is unlikely though, which is why most people use real estate agents
when buying or selling houses. Gcod information is hard to acquire.

Often consumers turn to advertisements to help them acquire information on
goodi and gervicerc in the marketplace. Do advertisements provide valuable
inf orma=
tion? The answer is that ;Bme advertising provides valuable information, and
some undoubtedly does nct.

Consider some of the sévertising that is obviously considered valuable by
consumers, because they chocse to uyse it. People look in the Yellow Pages.
They consult the movie¢ advertisements in the newspaper. They read announ—
cements of sales, This information helps them get more satisfaction for their
time and money.

On occasion, advertising can be valusble information to some people and a
distracting nuisance to others. A highway billboard which mars the view for one

driver tells another driver about & good tpot to have lunch. Remember, people
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differ and react differently to the same circumstances.

As a consumer, you'll want to notice how people (suppliers and consumers )}
differ. Some stores, such as prestigious clothing stores, acquire careful
information about the goods they sell, reveal what they kpow to shoppers, take
time Lo ascertain the tastes and preferences of potential customers, and offer
fuil refunds in the event of dissatisfaction. Does that enable customers to
econoulrze more effectively? It does for some, but not for all. Those services
are costly to the stores, and are only likely to be provided if their cost can
be recovered through higher prices. Some consumers are willing to pay for those
services and sp they receive them. Olhers don't find them worth the cos. and 8o
shop somewh re else, where Prices are lower.

When pecple are economiz’ ag, they are trying to maximize their scarce
resources by getting as much satisfaction from those resources as possible. We
can economize more effectively when we have better information. But informa—
tion i1tself is a scarce good. As a result, ye all make mistakes at times,
mista.es that we ¢ould have avoided had we gotten more information. But we
didn't get the information because we decided it just wasn't worth our while.
It we decided, on the other hand, never to act until we had enough information
to be sure we weren't making a mistake, we would 2lmost never act. We wouldn't
gel much donc or find very much satisfaction in life. What we can do as
consumers and what we in fact do is use the information provided by suppliers.
Sume suppliers are information~providing specialists. And almost all suppliers
provide some kind of information about th2ir products, whether th:ough
advertising, carrying inventories, or offering advice. Of course, this
information may not be altogether reliable. But that's the way the world is.

Uncertainty is an inescapable fact of life.
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LECTURE NARBATIVE: COSTS AND BENEFITS OF QUALITY IMPROVEMENTS

Consumer protection and improvements in coasumer products and services are
important issues in today’s world. As citizens, we insist that consumers not be
treated in a fraudulent mamner or sold defective, dangerous products. It seems
unquestionable that these goals should be pursued, but even here, the economic
vay thinking, the economiziag perspective, should warn you that things are not
as easy or clear-cut a8 they seenm.

Almost anything can beﬂ}mproved. Almost everyone could use more
protection. Those are not the economic issues. The important question here is
wvhether the benefits from the improvement or protections are worth the costs of
improvement or protection. Most high school basketball players would prefer to
be an inch taller, but how many of them are willing to spend ten hours on the
torrure "rack" being stretcned by mechanical devices until their joints are more
loose and bodies slightly elongated? Very few would see the benefits
outweighing the costs.

So it is with consumer decisious. Consumers pay close attention to costs
and benefits when they see the full costs of the improvement. For example, we
may buy improved stereo equipment but only when we 2xpect the added listening

rl

pleasures to be worth more than the additional costs. We informally weigh the
costy and benefits before we make our decision and rarely buy t;e very best
system available. For most people, the coat is greater than the benefit
received.

Under special circumstarnces, our attitudes change. We insist strenuously
on some improvements when we expect someone else to pay the costs for the

benefit ~e intend to receive. Jor example, when your parents pay the full costs

of improving your wardrobe, you are more likely to conlcude that you “need” a
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better pair of jeans than if you were paying for the jeans yourself.

Adults act in the same manner. If every local neighborhood recei;ed the
"improved police protection™ its residents demard, the total city budget for
police protection would be far greater than what those neighborhoods are willing
to pay in taxes. We usually assume that all taxpayers will share the cost of
police protection 8o that we will only have to bear & tiny portion. With the
cost to ourselves very low, we then insist that we "peed" much more tham we're
currently. receiving.

It isn't just selfishness OPeratiné here. Sometimes we're just badly
informed. We call for improvements because we don't realize that these
improvements will mean increased future costs for us to bear. The result is
often "improvements™ that don't really improve the situation for anybody because
the benefits did zot ouvtweigi the costs.

Let's consider a series of consumer choices where the cost/benefit
questions are most obvious. y
Wouldn't it be an improvement if physicians never prescribed surgery in

cases where the surgery might have worse side effects than.the condition it
cured? Not necessarily. We just can't know for certdin about side effects.
Sure, we could learn about some possible side effects through additional
Lesting. But cests are a cost to the patient. They cost in money,
inconvenience, discomfort and even danger associated with the testing procedure.
Suddenly an issuec that seemed t00 easy L0 resolve has bedome a more complex
problem as we carefully assess the costs and the benefics.

Do we want manufacturers of rotary blade lawnmowers to make them s0
operetors cannut get the:r hand in contact with the moving blade, no matter what
foolish thing they do? Would this be an improvement in the Qfoduct? The cost

of manufacturing would rise and mowers would become far more expensive, The
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mowers would probably also run lesz well because the improvements would hinder
operation and make them bulkier and harder to use. Now, how 1o we decide if the
improvements were worth the added'cost to consumers? We can't do it by only
paying attention to the benefits from the so-called improvements, The gquesticn
we hsve to ask is wtether consumers value those benefits enough to give up the
required money and ease of operation to obtain muwers. If consumers are still
willing to pay the cost snd purchase the ssme number of mowers, then the
improvement was worth it £0 consumers. If mower purchases drop as a result of
these changes, then the improvement wes not worth it to consumers.

Should the Food and Drug Administration (a government agency that is
concerned with the safety of drugs) make certain that all prescription drugs are

safe before they can be sold in the U,.S.? To determine safety, tests are

required. Additionél rests reduce the risk (uncertainty) of suffering or death
from unanticipated side effects. Rut additionsl tests also involve higher costs
and keep the drug out of use for a long time, thereby increasing the-amount of
suffering and pain that occurs among patients who would be hélped by the drug

when it becomes svailable. Consider the consequences to people who are allergic

to bee stings if a drug was avseilsble to prevent such an allergic reaction.

Consider the consequences to them if the drug cannot be sold becsuse complete
testing has not been finished. Whko is most likely to favor early availability
of this drug - someone allergic to bee stings cr people who have no reaction to
see atings? ‘

Because people differ enormously in what they know, in what they prefer, in
what they can do gnd in 8o many other respects, it's extremely difficult for
anyone, no matter how wise and benevolent, to make the best decisions for

everyone,
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LECTURE NARRATIVE: COSTS AND BENEFITS OF CONSUMCR PROTECTION LAYS

Consumer pXotection laws are primarily designed to protect consumers
ggainst dangers. But, just like quality improvements ih products and services,
consumer protection laws and the enforcement of those laws have <osts aé well as
benefits.

For example, the 1970 Poison Prevention Packaging Act required that
potentially dangerous drugs be aold in containers with "c¢hild-proof" caps.
Children were intended to benefit from thia protection. Did this law impose &
significant new coat on anyone? In analyzing this caae, we find the cost of
making the cihild-proof caps is negligible, but the cost to an elderly patient
with artbritic fingers of getting the cap off may be quite high. This person
may evade the law by shifting the drugs to another container with a lid that
could be easily removed. Bu: ia this an evasion of the purpose of the law? 1Is
it an evaaion if there are no children living it the elderly person's home?
Difficult questions to answer. Each new consumer law solution will tend to
bring with it new questions or problems to wrestle with. For instance, should
the Consumer Product Safety {camiaaion (a government agency concerned with the
safety of products) permit reversible medicine caps, 60 that households with
children cen gave & child~proof cap while elderly people can enjoy the
convenience of twist-off caps? Or should the Commission prehibit reversible
caps on the grounds that everyone will yse the twist-off caps? Or should the
Commission prohibit reversible caps »n the grounds that e#eryona wiil use the
twist-off cap and thereby endanger more children? 1Is thére'a single best answer
to that question? The problems seem endless. Should & hundred sensibie people

be penalized with child-proof caps to prevent one foolish person frcm doing

harm? Each issue Yaises important questions about custé, benefits, chul.es and
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imposed solutions.,

Should all mattress manufacturers be required to construct mattresses from
flame .osistant material 60 that a lighted cigarette lgid on the mattress will
g0 out without igniting the mattress? This will impose costs in the form of
mcre expengive mattresses upon non-smokers while they receive no benefits from
the actions. I& the cost worthwhile as long as it gaves some lives each year’
But if that. question is answered fes, couldn't we gave even more lives 2t lower
cost by prohibiting all smoking in bed? Certairnly, but such a law would be
almost impossible to enforce. 80, the solution is to impose costs On many
gafety-conscious people to protect the lives of other people who don't pay
enough attention to safety.

If we require all owners of apartment buildings to instull smoke zlarms,
will all apartment dW9113;3 be protected by smoke alsrms? _IF's not that simple.
Some tenants will disconnest the slarms so they won't go off in response to
heavy cooking or tobacco smoke. Is that foolish of them? Don't guch people
value their own lives? Actually, they are deciding that they prefer to accept a
glight additional risk to their lives in order to cook smokey dishes or have a
party with the windows closed. They are ecoromizing and makirg cholces based on
Eheir own individual criteria. tiaws don't always change behaviors in the ways
that we hoped for when we passed them.

A law can require that manufacturers describe the dangers assuciated with

the use of a power tool and suggest the best procedures for safe operation. But

is that encugh? Some people won't read the safety rules. Should people who
want to buy a power saw therefore not be allowed to leave the store with it
unt1l they have passed some kind of e€xam, such as the one people must take toO

get a driver's license? This is possible, of course; but it is highly unlikely

that consumers would accept this type of restriction on their bebavior. It
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would cost consumers more time [iu take an exam) and more money (to pay for '
forms and additional employeea needed to administer the exam).

4 hard fact of life may be that people who behave foolishly cannot be fully
protected by lawﬂor by other people against the consequences of their own
foolishness. Remember, too, that people don’t always agree on what is fooihardy
or dangerous. People differ. To some people, it is absolutely suicidal to
hurtle down an icy mountain with feet strapped to long, thin boards. Others
love to ski. Many consider it intolerably foolish to ride a motorcycle without
a helmet; others think that riding a motorcycle under any circumstances is too

dangerous; but some find the excitement, the convenience, and perhaps the

!
economy of the motorcycle well worth the added danger. Some people won't fly in

airplanes, even though statistics show most automobile trips are more

dangerous, - §
You can see that there are No easy answers when it comes to deciding which -

protectiogs or cﬁanges are worth the costs. A change i not an improvement if

¥
its costs are grrater than its benefits. Keep in mind that the consequences of

a change, which we can never accurately predict, will affect people in very

~ different ‘ways because each Person has different sets of values. Thet's vwhy

laws and regulations which are across-the—board rules, can never be an adequate

substitute for the good sense and intelligent choices of individual consumers.

*

i
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COMPREHENSION TEST
FOR

CHOICES IN THE MARKETPLACE

Test Bookler ¥

DIRECTIONS: READ CAREFULLY! DO NOT WRITE IN THIS TEST BOOKLET.

RECORD ANSWERS ON THE ANSWER SHEET.

There ate total poscible points on this test.
MATCHING - Match definitions in Column II with the terms in Column 1.
Each term has only one detinition. Write the ieétier of the
definition on your answer sheet. (___ Ppoints possible per answer)
Column I Colump 1T
1. allocatiop A. a device that rations goods and services in the
) marketplace.
2. benefits
B, Alternatives.
3., consumer
C. An alternative given up when a choice is made,
4, economize
D, Created by advertising.
5. Aimpulse buying
E., Distribution of gzoods and services.
6. Llncentives
: F. TFeeling that a desirable outcome bas occured.
7. opportunity costs
G. Motives that influence behavior of individuals,
8. rprice
H. Not having enough of a good or serviCe to satisty
9, risk consumer demand in the wmarketplace.
10, satisfaction J. One who provides goods or services in the
marketplace.
11, scarcity
- K. Onre who buys goods or services in the warketplace.
12. shortage
M. Purchasing "“on the spot.”
13, substitutes
0. Taking a chance on something that is not certain.
14. =2upplier

R, The ability of consumers {0 gave money.

surplus
§. to sather information c¢n products before making

purchases,
T, Tc make choices in the marketplace.
U. Useful gains or improvements.

W. When goods or services are stil] abundant in the
marketplace after all consumer demand has been
satisfied,

7. When limited resources caunot fulfill unlimited
wants.
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MULTIPLE CHOICE - Select the BEST answer. READ EACH ALTERNATIVE CAREFULLY!
Logicelly think youir way through each question to arrive at a

response that makes scnse! ( points possible per answer)
b 16. Which of the following is the BEST definition for the term resources?
4. Things that can be used to ensd}e sales or profits.

B. Things that can be used to stop manufacturing or production.
C. Things that can be used to provide or maintain stsbility.
D. Things that can be used to make or obtain items c¢f value.

17. To eronomize means:

A. to cut back by eliminating unneeded purchases in the marketplace.

B. to choose between a variety of svailable coptions in the marketplzsce.

C. tv conserve available reaources when manufacturing products in the
marketplace,

D. to save time and energy by researching before making purchases in the
marketplsce.

18. Suppose that you have just earned $17.00 doing yardwork. You know that
you want to go to the movies (which costs $5.00), you want a new pair of
jeans (which costs $16.00) and you alao want a new ~ock and roll tape
(which coats $6.98). You choose to buy the jeans. Which of the follow-
ing concepts i8 NOT illustrated in the above situation?

A. Scarcity.

B. Limited resourcea.
C. Impulse buying.

D. Choice.

19. Conaumers choose differently in the marketplace mainly because:
A. consumer shopping centers have different locations,
B. consumer happiness depends on prices.
C. consumer individuvality is cherished.

D. conauaer satigfaction is individually determined.

20. Which of the following example: .EST illuatrates Opportunity cost?

A. Jim went to the football game instead of the movies.

B. Jim did not buy 8 record album because he didn't like it.

C. Jim went to visit his cousin because his parents forced him to go.
D. Jim did not buy a ghirt because it was torn.

21, You went to a baseball game and had $2.00 to spend on snacks. You bought
a Bag of Popcorn for §.55, s Soft Drink for $.60 and an Ice Cream Cone for
$.35 1nstead of the Colosesl ot Dog for $1.85. What was your opportunity
cost?

A. The Colossal Hot Dog.
B. The Bag of Popcorn.

C. The Soft Drink.

D. The Ice Cream Come.

22, The price of a product offered for sale measures:

A. the manufacturing cost of that product.
B. the quality of that product.
C. the durability of that product.

D. the value of that product. 117
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3. Cousumer demand ia:

A. the ability and willingness of conaumers to control prices in the

B merketplace.
B. the ability and willingnesa of consumera to find bargains in the

marketplace.
C. the ability and willingness of conaumers to make purchaaea in the

marketplace.

D, the ability and willingnesa ¢f conasumera to throw away unwanted iteme
in the marketplace.

24, WHow a0 most individuals determine whether a product is worth the price?

A, Consumers will compare the price of the product with the amount of
savings they have in the bank.

B. Consumers will eatimate the length of endurance of the product
compared to other producta.

C. Consumers will measure the size of the product with the size of
similar products.

D, Consumers will weigh the amount of peraonal satiafaction to be gained
from the product againat the price,.

25. The value of a product, is:

. the true worth of the product.

. the price that a consumer will psy for the product.

. the cost of making the product.

. the number of hours it takes to diatribute the product.

[ R o 3 - I 8

26. Chicken generally coata §,89 per pound, bamburger generally costs $1.59
per pound and steak generally coats $3.98 per pound. The pricea on these

food itema BEST illuatrate how:

A. prices can indicate which products will be difficult to find in
aupermarkets.

B. prices can prohibit poor people from buying ateak.

C. prices can incresae the amount of profit that cattle ranchera make.

D, prices can measure how much conaumera value different products.

27. Sanm loves to play tennis and has had hias eye on the new Bjorn Borg
autographed racquet that haa juat beer introduced on the market. Thia
new racquet coats $125, and Sam decidea to huy the racquet despite the
high price. In this case, the price has primarily acted aa:

3
method of rationing a préduct.
method of storing & product.
method of measuring a product.
method of promoting a product.

OOow e

.
[ I

28. The value of a product is determined by:

A. suppliers who set the pricea,

B. consvmers who make the purchasea.

C. brokers who arrange the deals.

D. advertisera who promote the producta.
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29.

3o.

31.

32.

33.

34,

H
Both suppliers and consumers ecowomize in the marketplace. Suppliers
most commonly economize by:

A, tryilng to manufacture products as cheaply as possible.

B. cutting back on the quality of waterials used in production.

C, deciding to offer products for sale thst will briag in profits.

D. circulating opinion questionmaires to find out what consumers
desire.

Which of the following statements BEST describes the interdependent
relatiooship between consumers and suppliers?

A, Consumers influence what products are offered for szle by making
purchases and suppliers help consumers fulfill wants.

B. Consumers influence the safety of products offered for sale by making

. purchases and suppliers get prices.

C. Consumers influence the quality of products offered for sale by
writing to manufacturers, and suppliers determine costs.

D, Consumers influence new products offered for sale by creating fads
and suppliers have special clearance sales.

Suppliers primarily decide which goods and services to offer for sale in
the marketplace by:

A. watching how long it takes consumers to make chuices between goods
and services.

B. keeping accurate records of price increases on goods amd services.

C. recording the time it takes to develop goods and services.

D. noticiong which goods and services consumers are buying.

Popcicle Joe the ice cream man has been stocking his truck each day with
50 vanilla ice cream bars, 50 fudgecicles and 50 grape popcicles. All
selections cost $.35. At the end of each day this week, Joz has had 49
grape popcicles left, 25 fudgecicles left snd no vanilla ice cream bars
left. Joe is most likely to do gll of the following EXCEPT:

A. make more room in his truck for wvsnilla ice cream bars.
B. charge a few cents more for vanilla ice cream bars.
C. replace the grape popcicles with fudgecicles.

D. reduce the price of grape popcicles.

r

The Community Swimming Pool has slways beeu crowded., The admission price
for swimming in the pool recently increased from $.50 to $1.25. You
would most likely expect that:

A. the pool will need to add more dressing room facilities.

B. the pool will remain open longer into the fall months.

C. some people will rum through theiy sprinklers instead of going to the
pool.

D, additional life guards will have to be hired at the pool.

Ms., Johnson owns and operates a laundromat that is open from 9:00 a.m. to
5:00 p.m. Monday through Friday. For the past two months she has noticed
that all of the washing machines and dryers are used continuously,
Sometimes customers must wait in line to get a wmachine, Ms. Johnson is
most likely to do all of the following EXCEPT:

. Bet up a stereo system 8o that those people waiting car enjoy music,
extend the number of hours that the laundromat stays opea.

install additional washing machines apd dryers.

charge a slightly higher price for the uae of the machines.

2o Omk
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35, Uncertainty causes suppliers and consumers some discomfort mainly because:

A. mneither suppliers or consumers can control truthful advertieing in
the marketplace.

B. neithe: suppliers or consumers can determine fair prices in the
marketplace.

C. neither suppliers or consumers can influence product guantities in
the marketplace.

D. neither suppliers or consumers can be sure of satisfying results in
the marketplace. .

36. Consumers usually try to gather informetion on products or services in
the least expensive and least time consuming way mainly because:

4. consumers who wait to make purchases find that items they want become
searce,

B. spending money to get information will eventually make free informa-
tion difficult to find.

C. opportunity costs increase as time and money spent researching
increases,

D, suppliers don't always tell the whole truth about the products they
offer for sale.

37, Gathering information on & good or service involves costs mainly because:
. time and money spent researching is expensive.

. time and money spent researching is forfeited.

. btime and money spent researching is reduced.

. time and money spent researching is wasted.

oo B T - - I

38. Jake is in the market for a motorcycle. He will probably try to gather
some information on motorcycles before making his purchase primarily
because;

A. mnaking a purchasing mistake would be costyiy.

B. learning about motorcycles would give hir confidence when operating
one.

C., gathering information would satisfy his curiosities about motor-
cycles.

D, researching a product is necessary for making wise purchases.

39, Pe.ple usually never gather a comprehensive or complete list of &ll

possible information on a precduct before making a purchase primarily

because: K

A, at pome point in time bQFre is 0o more information to be found.
B. at some point in time colrqumers run out of questiona to ask manu-
facturers.
C. at pome point in time the ojportunity costs of research outweight the
benefits gained from researc
D, at geme point in time new iyformation will be published which might
influence decision-making. [
Yo
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40.

¥ 4],

* 42.

x 43,

* 4i,

x 45,

Paul was in the market for a poster and found one that he liked for
$1.50., However, he was concerned that the poster he had found might fzde
1n color after it had hung on the wall for several weeks. In order to

find out what

kind of ink was used in the printing of the poster, Paul

would have had to go to the public library to look up the address of the
manufacturer, write to the manufacturer asking about ink quality, then
wait for two to four weeks for a response or contact the manufacturer by

making a long

distance phone call. Most likely Paul decided to just go

ahead and purchase the poster without doing any research pecause:

A, the costs

of research were greater than the benefits.

. the benefits of research were greater than the costs.

B
C. the costs
D

of research were less than the benefits.

. the benetits of research were equal to the costs,

kany people have complained that the material used to make Branu X-tra
Special Designer Jeans is of poor quality and quickly wears out. When
cugtomers began to buy other brands of jeans, Brand X-tra Special decided
to improve their jeans by using better materials. Which of the following

occurances is
X-tra Special

A, The jeans
B. The Jeans
C. The jeans
D. The jeans

A majority of

most likely to accompany the quality improvement in Brand
Designer Jeans?

will be too expensive.

will cost more than before.
will not wear out.

will fit better than before,

citizens of Lakeview City have voted to construct a new

water front park in their town. The park will be paid for by increasing
the sales tax on all items bought and sold within the city limits. The
new park is most likely to benefit:

&. everyore equally.

BE. those who
C. those who
D, those who

pay the increased sales tax.
use the new park.
voted to construct the park,

Consumer Protection Laws are:

A. rTules intended to protect suppliers from unsatisfied customers,
B. rules intended to increase the safety of products.

C. rules intended to establish fair prices on certain products.
D. rules intended to provide consumers with warranty pictectiona.

A consumer protection law requiring that all furniture be made of fire
resistant materials would most likely:

. guarantee

that less fires would start from cigarettes.

. reduce the c(osts of maintaining fire department services.

A
B, promote safety measures in the manufacture of other products.
C
D

. create addztional expenses for people purchasing furniture,

The BEST reason for NOT enacting a consumer protection law would be if:

A. the enforcement procedure; were too simple to save very many lives.
E. the enforcement procedures were more costly thar the satisfaction

received fren the protection,

C. rthe enforcement procedur2s were amnoying to the majority of the
population.

n, the enforcement procedures were easi.éﬁecarry out but difficult to

explain to others, -125-
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COMPREHENSION TEST ANSWER SHEET

Name

MATCHING MULTIPLE CHOICE

{___ points per possible anawer ) {___ points possible per answer)
6. W31
17. 32._
18.__ 3.
19, 34.
20.__ 5.
21.__ 6.
22, 7. __
23.__ 38.___
2 39,
25. .
26._ 41,
27._ 42.
28._ 43,
9. G4, _
jo.____ 45,
CHECK YOURSELF! YES v

Have y~u read directions and
all items carefully?

Bave you completed zll
questions that you left and
meant to go back and finish?

Bave ycu re~read this test
to catch any careless
oversighte?
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COMPREHENSION TEST ANSWER SHEET

Rame

MATCHING MULTIPLE CHOICE

(___ points per possible anawer) (___ points possible per answer)
1. & 6. O 31, D

2.\ 7. & 32..C,

3. % 18, C 33._C
4oV 19._ D 34 A\

5. M 20, A 5. O

6. & 21, A 36._C

.. C 22D 7. 8

8._ A\ 23. & 38 A

9. O 246, © 39. C
10._Y 25._ By 4. P\

1. _Z 26O . B

12._ 9 27.. B 2. C
3.8 L~ 3. B

16 O 29, & e O

5. W 30._A 5. 8

CHECK_YOURSELF ves v
. Have you read directions and

all items carefully?

Have you completed asl
questions that you left and
meant to go back and Ffinish?

Have you re-read this test
= to catch any careless

oversights?
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b LECTURE 1

Economic Generalizations

1) All consumers face the scarcity problem because their limited budgets
prevent thew from purchasing all the products and services they want
t¢ purchase,

2) Scarcity. forces consumers to choose among alcernatives to gain

i
ecbnomi4 satisfaction, )

!
3) Substitutes exist for nearly all products and services providing

alternative ways for consumers to gain economic satisfaction.

Major Concepts

-

Scarcity
Choice
Substitutes
Costs

Resources

Lecture Narrative -~ Why Must You Choose?

What to buy? How much to save? Where to get a job? How to find enough
time and money to enjoy life? These questions confront everyone each day. In
the process of making these decisioﬁs, we are economiéing. Everyone economizes,
because everyone must come to terms with Scarce Resources.

Definitions

What does the phrase "to economize” mean and exactly what is a scarce
resource? Very simply, to Fconomize is to choose which goods and services 1o
obtain with your limited resources. It does not necessarily mean to cut bLack,

conserve, or £0 without things. And a Scarce Resource is anything which helps

us gain satisfaction but is limited in its availability.

Example I

That statement may sound abstract, but it is the stuff of everyday l:ife.

O 10y




Imagine you gee a record you would like to have, selling for $8. Will you buy

1L Not tmmediately, because suddenly vou have a problem, a scarcity problem in
the furm of the limited uoOney (acarce resource) available to you. If you bu;
the r+cord, you may have to postpone Lhe purchase of some new jeans that you
dalse want, Suddenly you are facing an ECONOMIZING QUESTION: Will your scarce
dellars {(ressurces) yield you more satisfaction by purchasing a record or by
burng set aside ty help buy a new pair of jeans? Whatever option is chosen, you

will gain somethiny you value 25 well as lose eomething you value.

Example LI
s

_Oxuéuurau, economizing can become more complicated than this simple example
suggests. Many choices are constantly available to us. Deciding to buy a
record, instead ot clot? », raises other economizing choices. You must still
chouse amons tecerds. Will a Bruce Springateen or a Linda Ronstadt record give
you more satisfaction? You'd like to buy both, but your scarce resources
{(money) force you to choose between them., If you decide on Bruce Springsteen,
you nay still have economizing choices to make. For example, should you buy his
most recent record for $8 or two older releases on sale at 2 for $8? Or, to add
another complication, suppose ysu've bougﬁt the record and taken it home. An
hour remains befote dinmer. Should you use that hour to do your homework or to
listen to yuur;ga;recurd?' Which will yield the greater satisfaction? WNow the
ECATGE Tesource has changed, It 15 no longer money, but time limitations that

toree you te choosze between the alternatives.

Everyone Ecowomizes

Earlicr 1t was stated that everyone economices; but is that a'atement
completely accurate? Some people are so wealthy they can purchase anytling they
want without teeling a sacrifice. Well, it's certainly true that they won't
have to economize as carefully as eother pecple. But even the wealthiest people

in the worid don't have enough rime available co satisfy a1l their wantas.

Thervfore they must economize in their use of the scarce time resource in orde~

to achicve Lhe grcatost possible satisfaction of their wanta.

KTC -138- 10y
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Satisfsction

Here's another reléted point worth thinking about. As people-bec0ma
wealthier, they become aware 0of and accustomed to new - sys to gain satisfacﬁion.
More opportunities open up for them, but taking advantage of one opportunity
requires them to sscrifice other valued opportunities: 1s this why increasing
one's wealth doesn't seem to produce incréasing satisfaction in any ?egular and
consistent way? Can you thiok of situations where increased wealth might lead
you to be more dissatisfied?

Example IJX

The increasing popularity of professional football 18 another exzmple of

the scarcity problem and economizing. When live, color television breadgasts of
football games became available, did a football fan's time become more or léss
Lo

p—

scarce? 1t probably became more scarce. Sunday afternoon relaxation is
impossible for some foonbali fans during the NFL season, because they don't want
to miss the action. Even staring at the tube without a bresk doesn't solve The
Economiz ing Problem because watching one chanmel means they must give up the
satisfaction obtained from watching the game on the other channel. Frustrating!
S0 much is available to us that we must Economize.
BM

The agutomobile presents the same problem. 1t takes us where wc wish to go
quicker than horse and buggy, but did it make time less scarce? Probably not,
becavse now we can travel to 80 many different and distant places that we're
forced to chovse among them!
Example V

Now consider this charscteristic. We economize by choosing what we want,

and we also ecounpmize by choosing how we will try to get it im the marketplace.

In other words, econowizing occurs when choosing among alternative ends and
among alternative means. Let's consider an example that deals with food and
drink. A hungry, thirsty traveler with $1 stops at a drive-in and has .b choose

between satisfying his hunger or quenching his thirst. But far more economizing
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Whwlies ate Invewlved Lecause there are many wWays to satisfy those wants. So our

traveler must chouse among alternative mean8 to achieve either satisfaction.

Also, while thirst-quenching may yield more gatisfaction.than hunger relief, and
a soft drink may yield more thirst-quenching satisfaction than water, it is also
the case that drinkiog water {no charge) rather than 8 soft drink to quench the
thirst will leave resources available to satisfy the other r ant, relief from
hunger.
Substitutes

Substitutes are preducts Or services that can provide similar satisfaction
to consumers. BExamples of substitutes are butter and margarine, honey and

sugar, water 4nd soft drinks, heating oil furnaces and wood stoves. Try to

think of substitutes that exist for your favorite purchases. They play an

important par{ 1n your decision making. Almost all economic goods have
subst:tute»., TO economize 18 to choose among substitutes. There is a larger ‘.
range of avallable substitu.es than we usually realize, so it 1s important for
consumers to nvestiy e this subject and develop an awsreness of these
alternatives.
Example VI

(onsider this familiar situation. You uome raciog into the kiuchen on a
school~day morning, and say: "My alarm clock didn't go off, and I'll be late
for scheul. You bave to give me B ride to school today.”™ 1Is this an accurate
statemert? Do you have to be driven? Are there any possible substitutes for a
rtde o scnowl this morning? Actually, there are quite a few, For instance!
dressiny more quickly; skipping breakfast; walking very fast; beiug late,

Students are not the only people who don't recognize available substitutes.
Consider Lhe answer your parent might give: "I can't take you this morning. I

don't have time,” That reply isn't quite accurate elther, becguse the parent q

docs 11 fact “"have time." But the parent is saying that time spent going past

P school would be time not cvailable for some other more highly valued use.

BERIC - 11,
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Individual Differences

Here's an important point to keep in mind ac you develop an economic way of
thinking. People differ in the values they assign to the satisfaction of
particular wants. "Not being late to school” and "not being late to work" are
both valued differently by student and parent. People's choices among
substitutes are based on their own set of values. As a student, you don't have
a clear sense of what it means for your paren. to be late to work. But you know
very well why you don't want to be late for school. WNow this does not mean
pecple are completely selfish and refuse to empathize with others. Individuals
usually d¢ consider the vaiues of others, 80 the parent may decide to use the
scartce time to drive past the school so you won't be late. In like manner, you‘
will be more careful to plan your time so you doa't iantrude on your parent's
scarce time very often., The important lesson here is that individuals,
considering the same alternatives (substitutes), will make different choices,
reasonable, rational choices, because they value the alternatives differently.
This difference does not arise from meanness, ignorance or lack of intelligence.
It 2rises from different values held by individuals.

Implied throughout these examples is anolher important realization that one
acquires yhen using the Economic way of thi king. All choices involve costs.
For everything gained, something must be sacrificed. The real cost of a choice
is not the money given up, »ut the value of the opportunity foregone
(sacrificed) by making that choice. Remember the examples used earlier. What
was the cost of chooging the Bruce 5j.ingsteen record? The cost to the traveler
of ordering a hamburzer? What will be the cost to the student with the
unreliable alarm clock of choosing to eai breakfast? In each case, the cost is
the value of the satisfaction that bqs to be sacrificed, or foregone, or given
up. The real c¢ost of a choice i8 the vglue of the opportunity that would have
been seized had tnat particular choice not been made. And 80 economiste 8ay

that real coste ore "opportunity costs," defined as the value of the opportunity

sacrificed or foregone by an ecomomizing choice.
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Take some time now Lo identify some opportunity costs in your life. What

18 the "cost" of attending class? What is the cost ol a summer job? What is

the cost of babysitting on a Saturday night? The costs depend upon the

alternative ways you would have spent your time in those three circumstances.
When do you make the right consumer decision? When the choice you make i8 worth
more to you than the opportunity (altermative) you sacrificed, 8o, if you buy a
new Bruce Springsteen record for $8 because you value :he new record more than
two old $4 albums by Bruce Springsteen, you made the right decision. On the
other hand, if you bought the new album, but really preferred to buy two older

ones at the $4 price, you made the wrong decision. Two people will consider

those same.allernatives, make different choices consistent with their values,

and both will have made the "right" decision.
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LECTURE Il

R, Economic Generslizationg

- 1) Scarcity forces consumers to choose amorg alternatives Lo gain
satisfaction.
2) By purchasing products and services, consumers encourage suppliers
to produce proﬁucts and services consistent with consumer de;ires,
3) Price is a rationing device used to allocate products and services
to consumers who are willing to pay the most for them (have the
greatest demand for them).

4) Price measures the relative scarcity of different products and

services in the marketplace.

Maior Concepts

Interdependence Scarcity Incentives
Resources Consumers Demand
> Choice Suppliers
) Price Product
Public goods Service

- Lecture Narrative

How happy are we? Do we have a good job? Do we look right in the clothes

we wear and the homes we live in? The answers to these questions and many

others depend in large part on what other people do and say. We depend upon
others to influence and reinforce our ideas of happiness, pleasure and rewards.
But we also depend on other people in 8 more basic way. All of us, rich or

poor, get a lot of help from other people. That's pretty obvious, even though

i it's often forgotten. For iustance, just to get a simple pencil, thousunds of

people must help by cutting trees, making steel, growing rubber trees, making

glue, mining graphite, selling pencils, and 80 on and on.

How is this cooperation organized in a society such as ours with its
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incredible specialization .nd division of labor? To enswer this question, first

you must realize that the resources svailsble to us as we make our economizing

choices depend extensively upoﬂ the eﬁonomiziﬁg choices that others make.
Exempl I

Other examples are more cdmplex than this. They demonctrate how dependent
we are upon other people. Ask yourself why someone even hes the opportunity to
choose between a Springsteel and a Ronstadt record. How are the resources used
in these records made availatle? Husical records are not "natural resources."
They are resources made available through the effoits of people. They are the
products of chcices by people.” Which pecple? 4n endless iist of people, when
one starts to think about it: the record stor. clerk; the employees of the
recording company; the performers; the people who manufacture vinyl from which
records are made; those whose activities made the resources available from which
the vinyl factory and machinery was produced; the truck drivers who moved all
these necessary resources into the proper places at the sppropriatc times; all
the people without whose cuoperation tiucks would not exist; and 80 on and on in
every direction. What caused them all to cooperste in just the right manner so
the records were available to you?

They c¢hose Lo cooperate to satisfy their own wants; this cooperation
promised te deliver more satisfaction than any other choice available to them.
Suppliers cccnomize just as consumers do: They use their available resources
trying to achieve the greatest possible satisfaction of their own wants.

What holds ciie system together? Whet prompts people to supply what others
want, al the righi times, in the right places, and in the right quantities? 7o
best see huw 1t all works, coneider what happens if people change their minds
about what they want, What will induce suppliers to change their behavier in
turn? ¥hy won't suppliere go on doing whatever they're accustomed to doing?

Example 11}

Let's think about an imaginary example. What would happen if millions of
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dedicated golfexvs gave the game up in order to play tennis? To begin with, )
these consumers would now want fewer golf balls and more tennis ballis. But how
cap suppliers be persuaded to cut produccivn of gblf Lballs and expand proluction
of ternis balls? <he answer 18 that as consumers Purchase more tennis balls and
fewer golf balls, suppliers end up with wany unsold golf balls and a ghortage of
teanis balls. This shortage represents miéﬁed oppcrtunities to s2ll tennis
balls. Suppliers must change their ways and start offering fewer golf balls and
more tennis balls. They will want to do this because unsold golf balls aren't
as valuasle & resource to supplie;s as tennis balls that sell quickly.

Think about it., What are the real costs (oaportunit; costs) to the owner
of & sporting goods‘store of atocking golf balls at & time when customers want
tennis balls instead? What are the valusble opportunities foregone? When a
customer is turned away, it i; a profitable pale foregone. Even 3if the

salesperson says, "We're all out of tennis balls, but we've got some more

ordered, and we expect them next week,” the sale is probably lost, The customer
will most likely go elsewhere rather than return next week. In addition, those
unsold golf balls represent money and shelf space tied up in products with no

Value to the supplier. That money and shelf space could ba used for alternative

goods which add to the store owner's wealth.**

Example 1V

What are some other comsequences of cunsumers' changing from golf to

tenniz? You would eXpect to see emptier golf coutrses and more crowded tennis

**(Special note to teachers: The claim is not made above that tennis ball
prices will rise while golf ball prices will fall in the circumstances
described. That is a highly misleading claim at best, albeit ome into which
economics teachers often rush in their eagernmess to taik about prices. The
initial result of the change in demand will be excessive and inadequate
inventories. Relative prices may or may not change subsequeutly; but if they
do, it will be in respomse to actions triggered by these inventury changes.
Meanvhile, excesaive and inadequate jnventories are themselves an incentive to
adjust behavior, becauae they represent legs than optimal economizing of scaxce
resources. )
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courts. Does that mean suppliers of golf courses will close them down while
tennis court suppliers will build ﬁore tennis tourts?

The apswer will depend on who the suppliers sre and whether rhe crowded
courcs and empty links change their incentives. Suppose the city government,
through its parks department, vwns and operates the available tennis courts and
golf ‘ JUrses. Will deserted courses and crowded courts persuade the city
officials to shift resources out of one into the ther? That angwer ady depend
--on the political parties in power and how these changes influénce their
satisfaction. How long will it take before it 1§ in the interest of the
"suppliers" to supply a*different mix ¢f courts and courses? Do suppliers
ad just more quickly when they can make more money reaponding quickly to shiftiug
consumer preferences?

There is no single, simple and correckt answer to any of those questions,
but casual observation suggests some overall tremds. Where do we see pore
overcrowding and underuse of 2 reaource? Is it when resources are privately
supplied, or when they are supplied by government agencies! Consider your
D> you expect to wait in line longer st the post office or at the

. experience,
supermarket? Js railroad passenger service or,airplane gervice under used?.

Let's 29 back ro the original example of éolf and tennia. ¥hat will be the
cffects vl crowded tennis courts and deserted golf courses where these resources
are owned and provided by an individual owner or company?

In the case of golf courses, the uvvnera will quickly realize their land {a
resource} is bringing in less income than before. They'll look for ways ro use
the land to obtain more income from it. What are their alternstives? They may
51l it to a Jand developer who offerg a high price because he knows consumers
are eagper to purchase houses irc the area. Such economizing choices by resource

owners (golf course owners and real estate developers) will result in less land

tor golferrs and wore iand {or housneholds.

In the case uvf Leunis courts, private tennis club owners will find they can

11/
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raise their ra;es and gtill keep the courts full. They may consider expanding
the facilities. They'll try to buy land (bid the resoirce awsy from other uses)
h’ for more courte, thereby making more land evailable for tennie¢ players and less
for other purpuses.

Many different prices help these chanées to occur. For examplé, the higher
prices that private tennis club owners charge when tennis players begin to crowd
the courts have two effects. In the first place, they persuade tennis buffs to
play less often than they otherwise would. Secondly, higher price; induce club
owners to provide more facilities than they otherwise would.

Economizing consumers purchase less of sny good when the price they must

pey for it riaes. Listen to & typical conversation from a tennis player. ‘'When

I started playing tennis, I used to play twice a week. But the hourly rate has
goné up, aand I've cut back. Cen't afford to play that much." What does "can't
afford" mean? It means thet the consumer expects to obtain more satisfaction
from spending the court fee on gomething other than tennis. Notice thst this

economizing effect reduces crowding on the courts. It rations the courts to the

"

players who value playing tennis most highly.

Economizing suppliera produce more of any good when the price Ehey can
obtein for it risea. Listen to & typical conversation from & Eennis club owner.
"Wish I owned ten more courte. I could keep them all in use. What we've done
i8 bire more people, though. Now we open up at six in the morning every day and .
stay open until midnight.”" Notice that there are even ways to supply more to )
consuméra without actually "comstructing" more courts. Migher prices for ;he
product or service make it worthwhile for the owner to pay people overtime
wages, which means the courts can be available longer.

To summatrize: In this economic system, when people's wants cyange or when
other conditions change, incentives also change.‘ Consumers and suppliers then
begin adjusting their behavior to takﬂ sccount of the new incentives they're

confronting. That's basically how wéforganize cooperation ir our specialized

and interdependent economy. —147-
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LECTURE 11~

D Criteria For Choices

Economic Generalizations

1} Price is a rationing device. It allocates & product to consumers who
place the highest money value on, or have the greatest demand for,
that product,

2) Price is an incentive device. It indicates the relative value of
supplying different products/services in the marketplace.

3) By purchasing products/services, consumers try to increase their
personal satisfaction.

4) Consumers individually determine what gives them satisfaction in the
marketplace. Satisfaction varies from individual to individual.

_.—-"_-'—"\‘I R
5) The criteria for judging satisfaction change as people age, change

lifestyles, and assume different responsibilities.

Major Loncepts

Price Satisfaction
Products Criteria
Services

Consumers

Jecture Narrative — individual Differences

People come in an infinite variety-~different sizes, shapes, colors and,
most important, ahilities and preferences. You and I are as different in our
interests as we are in our ability to run a mile, fix a car, read a book or
endure rock and roll music. Another iﬁteresting fact is that we don't stay the
same as individuals. People at 16 who enjoyed "cruising" the main drag every

Friday night may, at age 30, enjoy fishing, at age 40, watching their sons or
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daughters play bashetball, and at age 50, spending the evening square dancing or
disco dancing. People's abiﬁ;ties and preferences change over time, as they
become vlder, galn new asxperience, azquire different skills or assume additional
resporsibilities. "Satisfaction” is consequently achieved by people in
endlessly varying ways. And satisfaction is the criterion consumers use to make

their choices.
Example I
Consider this problem. No one enjoys being cold. How do people achieve
-the satisfaction of being warm? A poment of reflection will remind you how much
people difier. Older people may more often turm up thextherﬁﬁstat, because they
have a less effective internal circulatery system than younger people. Some
pevple rarely go outside when it's cold; but others will refuse to give up the
satisfaction of observing the changing seasons. Others buy fur coats while some
people pubstitute fast walking for warmer clothes. Many people have chosen to
wnsulate theix houses, install electric heaters, or put in wood-burning stoves;
while others, fearing the side-cffects of insulation, the d-nger of electric
heaters, or the air pollution from burning wood, may simply choose to put on
more clothes while they';é‘indoors.' A1l these consequences are the result of
people's economizing activities.
i
Often people speak of the needs they have for particular things such as
tood, clothing and shelter. Using neceds as & criterion for guiding choices 18
not -ery helpful. People using an economic way of thinking are skeptical about
the things we "need" because statements about people's "needs" tend tu overlook
the differences among people and the many dif ferent ways in which people can
economize. The word "needa" implies that al} people reyuire the same basic

goods. That assumption ig very misleading.




Example 11

For example, everyone "needs" food to survive; but now the economizing
questions begin. How much foou is needed? What kind of food is needed and what
congitutes aurvi#al? For most of us, "survival® means eaiing.far more food and
more high quality food than m;re good health requires. A dier that satisfde
all nutritional requirements could be purchased for far les; than what most
Americans spend on food. Our food costs and calorie iétake would be lower if
people stayed with a nutritionally minimum diet. But people'don't just eat for
nutrition; they also eat because they enjoy eating. And what food pecple enjoy
varjes tremendously.

Let's try another example. If tﬁe nation gets into another "o1l crises,"
should the govermnment gtart retioning gasoline? Before answering, remember that
gasoline has always been rationed. The usual system is to ration it exclusively
to those people willing L; pay the price. As a consequence, some people get
more than others. Is that a defect in the rationing system? In a "crisis,"
should everyone be entitled to the same amount of gasoline? Would such an
allocation fit our “needs” better?

That position is hard to defend. "Equal amounts for everyone" is even hard
to define. What is "the game amount of gasoline for everybody?" How much
gasoline is needed? TIs it seven times a#¢ much for a family of seven as for a
person living alone? Is it the ssme amount per licensed driver or per person
over gixteen? Or is it the same amount per automobile? What about people who
uge their cars in their jobs? Shouldn't they get more gasoline than those who
don't or people who have convenient bus service available? How about
businesses? Should they get all the gasoline they want? ‘What about

recreational vehicles, motor boats, and private airplanes? Should we allocate

legs gasoline to someone who owns a motorcycle and can get around on it, so that
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more gasoline 1s available for very timid people who only feel gafe in a-large
car? Maybe a0 one under the age of 19 should be allowed to use Basoline because
"théy .d/on't really need it."
Example I

hese examples crystallize the problem. It is impossible to allocate
gasoline on the basis of people’s needs because we can't assess accurately and
fairly what people's needs are,

A method which by-passes this problem is to ration gasoline {or any
product/service) according to people's ability and willingness to pay fgr it,
Some people may object Lo this plan because it doesn't seem fair thAt rich
people would have all the gasoline they want while the poor must g0 without.

That situation may be unfair, but doe; it describe what would happen if the
Middle Easl suppliers cut back oil supplies by 20%? Would the rich take

everything while the poor got nothing if prices were sliowed to 1ise? Actually,

evervope tends to purchase less at high prices than at lower prices. Both rich

.and poor would cut back on their purchases of gasoline because of the

opportunity cost imvolved. Momey paid to cover hiéher gagoline prices cannot be
useéd for other valued opportunities. Neither rich nor poor people desire to
give up those opportunities, so they will reduce gasoline purchases. Most
scarce goods, irom lobsters through concért tickets to automobiles, are rationed
by willingness and ability to pay. BuL the rict don't take agll the lobaters or
theater tickets or automobiles.

The standard system used for distributing scarce goods in this changing
economic environment is to let the wants of consumers and the offers of
suppliers adjust to one another by changing the money prices.

This price system works more or less automatically. when demand (what

consumers are willing and able to pay) increases relative to supply (what

152~ 122




producers are willing and able to provide), competition among consumers tends to
¥
bid prices up. 48 a result, consumers econcmize more on the now scarcer goods,
while suppliers receive “additional incentive to duv what they can to make more of
these products available. When oply increaces relative to demand, competition
among sellers eager to reduce their inventories tends to lower prices. 46 a
consequence, economizing consumers will tend to ug more of the good. Think of
the price of elcctronic games before and after Christmas. The price is high
before Christmas and usually falls after Christmas a4s stores hold sales to move
excass:merchandise. Can you gee how the relationship between supply and demand
has changed? .
The price system pays attention to the enormous variatiosn in people’s wants
ad abilities. A sales reprecentative whose income depends on driving wil)l make
the decision to pay a very high price for gasoline rather than sacrifice sales
and income. On the other haind, someone who drives because it ie a minor
convenience will choose to sacrifice that convenience rather than pay so much
| ¢

money for gasoline that they are forced to give up more valuable satisfaction.
In this way, convenience drivers, responding to the price system of r;tioning,
make more gasoline available for drivers who must use their cars for work.

Still you may not be satisfied. What about "non-essential” uges of
gasoline? Shouldn't these uses be banned in an "oil crisis?" VYell, that
returns us to the old problem of definition. What is a "non-essential?” use of
gasoline? Maybe gasoline should not be sold to boats for water skiing. Many
would insist that it is )less important to supply fuel to water~skiers than to
gupply ic to trucking companies. That makes sense only until we start thinking
about it more ca;efully. What if the truck i§ transporting water skis from the

factory to the ret.il store?! Maybe fuel should only bz allocated to

"esgential" goods. But the word "essential” is like the word "needs." Both
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words tend to obscure the vast possibilities for economizing when an increased
scarcity problem arises. Remember that goods in themselves cannot be essential
or non—essential. What counts are the uses to which people put the gonds. In
practice, a non—essential use turns out too often to be amy use to which the
person speaking doesn’t want gasolime put,

A non-essential use usually means whatever you, as an individual, think
gasoline should not be used for. Unfortunately, other individuals, with
different tastes and values, will not agree with your decision. Pricing golves
this problem by letting each individual decide what is essential to them and
what "non-essential™ uses to forego.

Rationing products/services according to price also provides a comparative
meseage Lo comsumers as they decide how to use their scarce resources. The
money price that must be paid to obtain a good i8 a measure of that good's
scarcity relative to gll other goods.

look at it from the consumer's point of view. The different prices on all
items in a grocery store are important information to shoppers who must choose
what goods they want to consumer. They consult their own taste gnd what they
must give up to satisfy those taétes, as indicated by the prices of variocus
goods. If a pound of steak is twice the price of a pound of fish, the shopper
knows that the steak must yield twice as much satisfaction ss the fish or it
sheuvldn't be purchased.

Prices are important messages to suppliers also as they decide what
products to produce and how to produce them. For example, if the price of wood
ri.es relative to the price of steel, suppliers of bookcases will produce fewer
wood bookcases and more metal ones.

If consumers decide that they much prefer wood bookcases to metal ones,

they’ll continue to buy wood bovkcases even at a higher price. In this way
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they'll bid wood away f{rom other uses. Tﬁe{r willingness to ray a higher price
for the sake of the greater satisfaction arforded by a wood bookcase will mean &
higher price must be paid¢ for wood by suppliers of other wooden produets. These
other suppliers will consequently economize in their use of wood.

In short, the price Bystem transmits information about relative scarcities
throughout the economy. In turn, that information encourages people to act in
ways that pay attention to other people‘’s preferences. As goods become more
Bcarce, higher prices persuade consumers to purchase less and leave more for
others. Higher prices on goods that have become more scarce simultaneocusly
tempt suppliers to enrich themselves by making more available, if they éan, and
thereby to reduce the Bcarcity. Prices allow consumers and Producers to
recognize which products are most scarce, most valued, and to adjust voluntarily

to the scarcity problem.
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LECTYRE 1V

Economic Uncertainty: How It Influences Consumer Choices

Economic Generslizaetions

1) Consumers avoid impulse-buying when the cost of msking & mistake is
grester than the coat of acquiring information,

2) <(unsumers buy on impulae when the cost of making & pur;hasing wisteke
ie less than rhe -cost of acquir.ng informsation,

3) Acquiring information on & purchassble product or service requires the
us. of acarce resources and involves an opportunity cost.

4) Information specisliats provide vasluable services to consumers if
they enable consumers to use their scarce resources more economically.

5) Advertising is one device used by suppliers to provide consumers
with information about products snd servicea,

Maior Concepts

Uncertainty Scarce Resources Advertising
Cost of Informstion Opportunity Cost
Impulse Suying Middle-wan (go-between, information

specislie*, broker)

Lecture Narr=tive

So far, this analysis of corsumer choices has been rather tidy. You have
learned that everyone economizes and that in the process of making choices, you
should identify the alternatives, weigh them according to your individual
criteria, and then do what is most satisfying to you, Seems easy., So why do
people have so meny problems? Why do people become over—-extended or why do
buainesseslfile for bankruptcy? Are people atupid or ill-informed or both?
Actually, snother gnswer gives us wnozre insight, The anawer is uncertainty. We

never know exactly what will happen in the future and that uncertainty can cause
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problems.

- It 15 difficult to overestimate the complications that uncertainty
Lptr\dqggs_into_ﬁhe consumer 's world., Economizing means sacrificing one valued
opportunity in the expectation of achieving more gatisfaction in another way,
giving up one thing for another. But, in an uncertain world, expectations often
turn out to be mistaken. Now, suddenly, every decision is 2 risk and consumers
spend much of their time and energy (scarce resources) trying to control this
risk.

Consider some of these examples. Have they every happened to you? A
person decides to buy a Bruce Springsteen record, takes it home, plays it, and
18 terribly disappointed, realizing that & Linda Ronstadt record would be more
en joyable.

A student signs up for an elective course (Economice -or Physics), and then

discovers he/she is learning very little or working harder than expected.
Consequently, the student wishes he/she had chosen auto mechanics instead.

You chooge to spend Friday evening on a movie date, buf the date and the
movie are boring. Now, you wigh you had made a different decision.

Lawyers conclude in the middle of their careers that engineering would have
pnid much better or provided more personal job satisfaction.

A couple buys a house t0 live in and decides within a shorxt time that it is
a very unpleasant place to live,

Mistakes upset our satisfaction and make us wary consumers. Because
mistakes reduce satisfaction, people try to avoid them by acquiring more or
better information before they mnke their choices., While there are many ways to
acquire information, most of them share & commmon characteristic. They are

costly.

For example, record buyers attend concerts, read reviews, talk to friends,
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or even listen to the records they're thinking of buying before they make their
purchases. Acquiring information by these methods all have costs. |

Concerts cost time and money. Time apent reading reviews,‘fﬁlging witﬂ
frienda and listening to recorda is 2 scarce reaource., How wany scarce
reaourcesa 8hould be used to acquire information ia an important question for
consumers to apawer. Somelimea it makes sense to &cquire pore information
before choosing. And sometimes it doea pot. Conaider some of the costs
involved ip acquiring information.

Before chooaing an elective course, students talk to counselors and to
other students. But, aince people differ and circumstances constantly change,
the information gathered in this way may not‘be reliable. The most reliable
information about & course can be obtained by auditing it, but this is a very
costly way to acquire information. The information may not be worth the ;ost'of
the time and effort.

People considering purchasing a house usually spend time and energy
acquiring information prior to making a decision: Most likely, they will go
through the house carefully geveral timeé and may even pay & knowledgeable
builder to inspect the house for them. Theae information-acquiring activities
are costly in time and money. Why do they do it? Becsuse the cost of making a
miatske i8 very great when purchaaing a house. That's why people usually don't
buy houses "on impulse.” It is quite different when buyiﬁg some clothing or &
record, because the cost of a mistake i8 much less.

How much ipformation ahould we acquire before meking decisions? There's no
right way to answer tha: question because it varies from individual to
individual and circumstance to circumatance. You can waste 2 lot of time

acquiring useless information. Unfortunately, consumers uswally don't know that

until it's too late, and they've waated their time acquiring useless
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informat ion.

The pfobfem is illutrated by thia question: .ﬁow puch time should you apend
scarching for a $10 bill that you've logt? No time at all if you aren't going
to find it. But what if you are unsure of finding? What do you do? If you
have .0 idea where it was lost, you will not .earch very long. Why? Because
your expectation 18 that Yot will not find it, But what if you lost it im your
bedroom? Then you will search longer because you believe you have en excellant
chance of eventually finding it,

Another way to gain valuable information is to acquire it from other
pecple. Some people specialize in providing information to consumers. It's
economical to use their services if we believe that the information they offer
will enable us to use our own scarce resources more econgmically.

Example

People buying c¢lothes usually don't know exactly what they want. They io;k
around at the clothing stores to aee what ig on display and, by learning what's
available, get 2 better idea of what they want. They're acquiring valuable
information. The store owner specislizes in providing that kind of informationm.
Stoure owners don't maintain large inventories out of kindness——they do it to
attract potential customers.

Store owners offer other kinda of information, too. "Will this shrink?"
you ask the store owner, '"No, it won't," is the answer. Can you trust that
answer? What if the owner is trying to cheat you by giving out false
wnformation? Well, is this likely to be the case? Not usually. Dissatisfied
(ustomers tend to bring items back and demgnd a refund. Moreover, store owhers
don't want potential customers to think they deceive cuatomers. That's bad for
their business., S0 they do tend to tell the truth.

Remember, gellers typically have more accurate information about the
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quality of guvods than buyers have. Remember also that sellers are more likely
to tell the truth when they're interested in future business. That suggests a
good rule for consumers to heed: Have more confidence in the information
provided by aellers who plan to atuy in business at that location for a long
tinme.

People who specialize in putting buyers and sellers in contact with one
another are called "middlemen"™ or "brokers." These people provide a service to
buyers and aellera by telling buyers what aellers have to offer and telling
sellers what buyers are interested in purchasing. 4 clothing store owner is
just such a broker between people who design and produce clothing and consumers
who finally wear it.

Another kind of broker ie the real eatste agent. Real estate agents gerve
house aellers by finding people who are intereated in buying that house, and
they serve buyers by finding homes fof‘them to purchase. Real eatate agents
find people interested in the particular homes that sellers wish to sell. The
agenta know about houses for sale all throughout the area and, by providing this
information to buyers, ensble them 'to get more satisfaction for their money than
the buyera could obtain by acting on their own. As a result; a8 real estate
agent may ensble aellera to obtain higher pricea and buyera to obtain lower
prices. Of course, if the right geller and the right buyer had found each other
on their own, they could have saved the real estate agent'a fee. Such an
occurrence ig unlikely though, which is why most peoplz use real estate agents
when buying or selling houaes. Good information is hard to acquire.

Advertiaing
Is advertising information? DPoes it provide valuabie information? The

answer is that aome advertising provides valuable infurmation, and some

undoubtedly doea not.
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Consider sowe 0f the advertising that is obviously considered veluable by
consumers, because they choose Lo use it. éeople look in the Yellow Pages.
They consult the movie advertisements in the newspaper. They read announcements
of sales. This information helps them get more satisfaction for their time and
money.

0n occasion, advertising can be valuable information to aome people and &g
distracting nuisance to others. A highway billboard which mars the view for one
driver tells another about a good spot to have lunch. Remember, people differ
and react differently to the same circumstances.

Truth In Advertising

Shouid advertising tell "the whole truth?" Everyone agrees that
advertisers ought not deliberalely deceive people. But do we really want to
insist that advertising tell the whole truth? Won't that often be more than we
want to know”? Who wants to know absolutely everything sbout & product prior to
purchasing it? Do you want to know whether your Bruce Springsteen record will
charm a cobra? Whether your designer jeans would be suitable material for a
parachute? Information of that sort could save your life,‘under the right
circumstances. But those circumstances are a0 unlikely to arise that most of us
will agree we don't want t¢ be bothered by information of tne adequacy of
records for calming cobras or of jeans for making parachutes. Too much
infornat 1on overwhelms us, and we end up more confused than informed. Mereover,
there will inevitably be important facts about some 8cods that the aeller or
" adverriser doega't kunow about, either.

Valuable information 18 a scarce good for aellers as well ga for buyers.
Sullers wonld prefexr to supply goods that will fulfill gll the expectations of
buyers, because they know that satiafied customers mean future business. But

sellers can't know all the qualities of the goods they sell or all the
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expectationa of buyera. They don't have infallible crystal balls to see the

future any more than consumers do.

Once again, however, you'll want to notice how people (suppliers and —

conaumers) differ. Some‘storea, auch as prestigious clothing atores, acquire
careful information about the goods they sgell, reveai what they know to o
shoppers, take time to aacertain the tastes and preferences of potential
customers, and offer full refunds in the event of dissatisfaction. Does that
enable cuato;ers to economize more effectively? It does for some, but not for
all. Those services sre costly to the stores, and are only likely to be

-

provided if their cost can be recovered through higher prices. Some consumers
are willing to pay-for those services, and 80 they receive them. Others don't
find them worth the cost and 8o shop somewhere else, where prices zare ]ower.

To sum it all up: We can economize more effectively when we have better
information. But information itgelf 18 a scarce good, As a result, we all makg
mistakes at times, mistaskes that we could have avoided had we gotten more
information. But we didn't Zet the informstion because we decided it just
wasn't worth our while. If we decided, on the other hand, never to act until we
had enough information to be aure we weren't making a8 mistake, we would almost
never act. We wouldn't get much done or find very much satis:action in life.

What we can do a8 consumers and what we in fact do is use the information
provided by suppliers. Some suppliers are information-providing apecialis:;.
Aud almost all suppliers provide some kind of information about their producta,
whether through advertising, carrying inventories, or offerimng advice. Of

course, thia information won't be altogether reliable, But that's the way the

world is. Uncertainty is an ineacapable fact of life.
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LECTURE V

Economic Generalizations

1) Econowic satisfaction is individually determined by consumers and
varies from individual to individual.

2) One person's criteria for wise consumer purchases are not always
appropriate for judging the actions of other people.

3) Consumer protection laws and enforcement procedures impose costs

’

and benefits on suppliers and consumers, but the costs and benefits
arep't always what we think they are.

Economic Concepts

Costs Benefits

Shared costs . Cost/benefit comparisons
' Unintended consequences

Lecture Narrative 3

Consumer protection and improvements in consumer products are important
issues in today's world. As citizens, we insist that consumers not be treated
in a fraudulent ganner or sold defective, dangerous products. It seems
unquestionable that these goals should be pursued, but even here, the economic
way of thinking, the economizing perspective, should warn you that things are
not as easy Or clear-cut as they seem.

Almost anything can be improved. Almost everyone could use more
protection. Those are not the economic issues, The important question here is
whether the benefits from the improvement or protections are worth the costs of
improvement or protection. Most high school basketball players would prefer to
be an inch taller, but how many of them are willing to spend ten hours on the
torture "rack™ being stretched by mechanical devices until their joints were

more loose and bodies slightly elongated? Very few would see the benefits worth
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the cost. q
; .

So 1L is wilh consumer decisions. Consumers pay close attention tO costs
and benetits when they pay the full costs of the improvement. For example, we
may buy improved sterec equipment but only when we expect the added listening
pleasures to be worth more than the additional costs. We informally weigh the
cbsts ‘and bemefits before we make. aur decision and rarely buy the very best
system available., For most people, the cost is gzeater than the benefit
re;eived. Under special conditions our attitude changes on the subject, We
ns1st strenuously on some improvements when we expect someone elsw: to pay the

costs for the benefits we intend to receive.

Example 1

Here's a simple example close to home. When parents pay the full cost of
improving their children's wardrobe, the children sre more likely to cqnclude
that ghey "need" a better sweater than when the children themselves must pay. ‘I
Example 11 | . ’ .
Adults a;t in the same manner. If every local neighborhood received the
"“improved police protection” its residents demand, the total city budget for
police protecticn would be far in excess of what those neighborhoods are willing
to pay in taxes. When we state our wants through the political process, we
* usually assume that all taxpayers will share the cost 8o that we will only have
~“ Lo bear a tiny portion. Sensing that the cost to ourselves is very low, we
insist thatL we "need"” much more than we're currently receiving.
IL isn'; just selfishness operating here, Sometimes we're just badly
mnfermed., We call for improvements because we don't realize that these
E improvenent s will mean bearing increased future costs. The result is often
S "improvements” Lhat don't really improve the situation for anybody because the

‘ ’
kencfits did not outweigh the costs. ‘
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Let's consider 8 series of consuzer choices where the cost/benefit
questions are méat obvious.

Would it be sn improvement if physicisns never prescribed surgery in coses
where the surgery might have worse side effects than the condition it cured?
Not necesssrily. We just csn't know for certsin sbout side effects. True, we
could lesrn about some possible side effects through sdditionsl testing. But
tests 8re s cost to the patient. They cost in money, inconvenience, discomfort
and even danger associsted with the testing procedure. Suddenly sn issue that
seemed essy to resolve, becomes & more complex problem ss we carefully assess
the costs snd the benefits.

Do we wsnt manufscturers of rotsry blade lswnmowers to make them g0
operators cannot get their hsnd in contsct with the moving blade no matter what
foolish thing they do? Would this be an improvement in the product? The cost
of manufacturing would rise and mowers would become £8r more expenaf%e. The
mowers would probably slso run less well becsuse the improvements would hinder
operstion and make them bulkier snd harder to use, HNow, how do we decide if the
improvements were worth the sdded cost to consumers? We can't do it by only
paying sttention to the benefits from the so-called improvements. The gquestion
we should ask is whether consumers vslue those benefits enough to give up the
required money and ease of operation required to obtsin them.

Should the Food and Drug Administration mske certain that all prescription
drugs sre ssfe before they can be sold in the U.S5.?7 To determine safety, tests
are required. Additional tests reduce the risk of suffering or deétg from
unanticipated side effects. But additionsl tests also involve higher costs and
keep the drug out of use for s long time, thereby incressing the amount cf
suffering and psin éhat occurs smong patients who would be helped by the drug

when it becomes available. Consider the consequences to people who are sllergic
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to bee stings if a drug was available to prevent guch an allergic réaction.
Consider the consequences to them if the drug cannot be sold because complete
test.1g has not been finished. Who is most likely to favor early availability
of this drug--someone allergic to bee atings or people who have no reaction to
bee stings?

Because people differ enormously in what they know, in what they prefer, in
what they can do, and in so many other respects, it's extremely difficult for
anyone, no matter how wise and benevolent, to make the best decisions for
everyone,

Congsumer Protection Laws

The 1970 Poison Prevention Packaging Act required that potentially
dangerous drugs be sold in containers with "child~proof" caps. Children were
intendeé to benefit from this protection. Did this law impose a significant'new
cost on anyone? In analyzing this case, we find the cost of making the
child~proof caps is negligible. However, the cost to an elderly patient with
agthritic fingers of getting the cap off may be quite high., This person may
evade the law by shifting the drugs to another conteiner with 8 1id that could
be easily remvved. But is this an evasion of the purpose of the law? Is it an
evasion if there are no children livin% in the elderly person's home? Difficult
questlons to answer. Each new consumer law solution will tend to bring with it
ncw questions or problems to wrestle with, For instance, gshould the Consumer
Product Safety Commission permit reversible medicine caps, 80 that households
with children can have a child-proof cap while elderly people can enjoy the
convenience of twist—off caps? Or should the Commission prohibit reversible
caps on the grounds thst everyone will use the twist- off cap and thereby

endanger more children? Is there a s%ngle best answer to that question? The

problems seem endless. Should a hundr%d sensible people be penalized with

L]
1
1
1
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child-proof caps to prevent one foolish person from doing harm?

ﬁach protection issue raises important questions about costs, benefits,
choices and imposed solutions.

Swould all mattress manufacturers be required to construct mattresses from
flame-resistant material 80 that a lighted cigarette laid on the mattress will
g0 oput without igniting the mattress? This wiil impose costs, in the form of
more expensive mattresses, upon non-smokers while they receive no ben;fits from
the action. I8 the cost worthwhile as long as it saves some lives each year?
But if that question i8 answered Yes, couldn't we save even more lives at lower
cost by prohibiting all smoking in bed? Certainly, although such a law would be
almost impossible to enforce. The golttion we have chosen is to impose costs on
many safety-conscious people to protect the lives of a few other people who
don't pay enough attention to safety.

If we require all owners 0f apartment buildings to install smoke alarms,
will all apartment dwellers be protected by smoke alarms? It's not that simple.
Some tenants ;ill disconnect the alarms 8o they won't g0 off in response to
heavy cooking or tobacco smoke. Is that foolish of theam? Don't such people
value their own lives? Actually, they are deciding that they prefer to accept a
slight additional risk to their lives in order to cook smokey dishes or have a
party with the windows closed. They are economizing and making choices based 2n
their own individual criteria. Laws don't always change behavior in the ways
that we hoped for when we passed them. /

A law can require that manufacturers describe the dangers associated with
the use of a power tool and suggest the best procedures for safe operation. But
is that enough? Some p;Ople won't re~d the sagéty rules. Should people who

want to buy a power saw, therefore, not be allowed to leave the store with it

ungil they have passed some kind of exam, such 2¢ the one peseple must take to
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.get a driver's licenase? This is peaaible, of courae; but it is highly unlikely
that consumers would accept this type of reatricfion on their behavior.

A hard fact of life may be that people who behave fooliahly cannot be fully
protected by law or by other people againat the consequencea of their own
fooliahness. Remember, too, that people don't sgree on what ia foolhardy or
dangerous. People differ. To‘aome people, it is alwaya abaolutely auicidal to
hurtle down an icy mountain with feet atrapped to long, thin boards. Others
love to ski. Many conaider it intolerably fooliah to ride a motorcycle without
a helmet; others think that riding a motorcycle under any circumstancea ia too
dangerous; but some find the excitement, the convenience, and perhaps the
economy of the motorcycle well worth the added danger. Some people won't fly in
airplanes, even though atatistics show most tripa are more dangerous by
automobile. Some people even believe that atudying a course of thias type is a
total waste of time. They will act on the baaia of their own opinion, even if

it is a foolish, ignorant oune.

To summarize: A change is not an improvement if its coata are greater than
its benefits. Keep in mind that the consequences ¢f change, which we can never
accurately predict, will affect people in very different ways. That's why laws
and regulations, which are across-the~board rules, can never be an_adequate _ _ .

substitute for the good aense and intelligent choicea of individual consumers.
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