
Solutions for Chapter 1, Economics: The Study of Choice

Concept Problems

1. By definition scarcity is the condition of having to choose among alternatives. A scarce good is one for which the choice of one alternative requires that another be given up. Scarcity is the result of having limited resources and relatively unlimited wants. 

2. No. The relative abundance of a good or service is determined in relation to the wants of people. For any good or service for which the choice of one alternative requires that another be given up, scarcity exists. Sand, for example, is relatively abundant, but the fact that choosing one use of sand (e.g., for making concrete) requires that another use (e.g., leaving it on the beach) be forgone, which means that sand is scarce.

3. No. Scarcity is not determined by who makes choices among alternative uses. The fact that someone must choose among them implies scarcity. 
4. The opportunity cost of a choice is the value of the best alternative forgone in making any choice.

5. The dollar cost of taking an economics course will, of course, vary by institution. Whatever the dollar cost, however, it does not fully reflect the opportunity cost of taking the course. The opportunity cost includes the dollar cost (as a measure of the value of the best alternative goods and services forgone), but it also includes the value forgone of the best alternative use of your time. For example, the opportunity cost for some students’ time might be the income forgone by choosing school over work (or, for other students, the value of leisure forgone).

6. a. Microeconomics

b. Microeconomics

c. Macroeconomics

d. Macroeconomics

e. Microeconomics

7. a. How; positive

b. For whom; normative

c. What; positive

d. How; positive

e. What; positive

f. How; normative

g. For whom; normative

8. Time would still be scarce because it would still have alternative uses. There would still be less of it than would allow you to do everything you wanted. Also, you would still have to choose what to do at any particular moment in time.

9. A younger student has a longer career over which to apply his or her education. Younger students are also likely to have lower opportunity costs, because their earning prospects are lower.

10. When customers are charged a flat fee, the cost of water use at the margin is zero. When water is metered, the marginal cost of each additional unit of water is given by the fee that is charged. Economists expect that people would tend to use more water per person when a flat fee (i.e., zero marginal cost) is used and that they would tend to conserve on the use of water when charged for each additional unit.

11. a. The proposition that a reduction in the availability of heroin (perhaps due to increased law enforcement efforts) will increase total spending on heroin and increase the crime rate could be tested using surveys of users and crime statistics. If, at the same time, there were a change in the level of economic activity in the economy (e.g., a loss of jobs due to the closing of a large employer in the region), the “all other things unchanged” condition would be violated and special consideration would have to be given to that situation. A change in the crime rate or a change in the amount spent on heroin might follow a change in its availability, but it could be that the cause and effect are the other way around. If the crime rate increases, and with it the degree of law enforcement also increases, that may make heroin suppliers less willing to make it available in a particular community.

b. The proposition that higher income makes people happier could be tested by looking at statistics on the relationship between, say, suicide rates and income or between divorce rates and income. To avoid the “all other things unchanged” problem, the researcher would want to devise the test in such a way as to identify other factors that might be involved, such as age, education, marital status, job satisfaction, region of the country, season of the year, etc. The fallacy of false cause might be that happier people are more productive workers and, therefore, more likely to earn higher incomes.

c. Statistics on community populations and their characteristics could be used to test the proposition that higher incomes make people live longer (perhaps because of access to health care or because of better nutrition). There are many other considerations that would have to be accounted for to avoid the “all other things unchanged” problem, including race and ethnicity, pollution levels in the community, smoking habits of individuals in the study, etc. The fallacy of false cause is involved because it may be the case that people who are healthy are also more likely to have jobs that pay higher incomes.

12. The assumption of a perfect vacuum simplifies the analysis. The test of such models is whether they yield useful predictions; experience has shown that they do.

13. You would certainly want to collect data on grades in situations with and without the publication of teacher evaluations. You would also want to evaluate grading practices of teachers who have not yet achieved the status of tenure and compare them to those who have (and, perhaps, are therefore less apt to be influenced in their grading practices than other, less experienced teachers). Observing the same students and teachers in the same classes and at the same point in their respective “careers” under controlled conditions would probably not be possible; any such test would require having a sufficiently large population to avoid making judgments based on a small sample.

14. Presumably, being bald doesn't cause heart disease. There may be a third factor that is responsible for both balding and heart disease. One possible factor that researchers are considering is high levels of testosterone in some men.

15. It may be that people who suffer from arthritis are more likely to have heart problems as well.
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