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Election campaigns bring out the best and the worst economic ideas. Virtually every can-
didate promises a “chicken in every pot,” without regard to the supply of chickens. They
will clean up the environment, fix our schools, put more police on the streets, build more
affordable housing, and, of course, guarantee every American access to quality health care.
And they’1l do this while cutting taxes, subsidizing alternative energy sources, and rebuild-
ing America’s infrastructure.

Don’t you wish you lived in such a utopia?! I know I do. And our students overwhelm-
ingly embrace these promises.

The problem is, of course, that there is no such thing as a free lunch. Nor free health
care, free environmental protection, or free infrastructure development. As economists, we
know this; we know that resource scarcity requires us to make difficult choices about com-
peting uses of those resources. We know that politicians can’t place a chicken in every pot
without allocating more resources to poultry production—and fewer resources to the pro-
duction of other desired goods and services.

Our first task as instructors is to convince students of this basic fact of life—that
every decision about resource use entails opportunity costs. If we can establish that
beachhead early on, we have a decent chance of instilling in students a basic appreciation
of economic theory.

The other challenge for us as instructors is to instill in students a sense of why the eco-
nomic problems we analyze are important. We know that inflation and unemployment
cause serious hardships. But most of our students haven’t experienced the income losses
that accompany unemployment or seen their retirement savings decimated by inflation. We
have to explain and illustrate why the macro problems we seek to solve are politically, so-
cially, and economically important.

The same reference gap exists in micro. Formulas and graphs illustrating external-
ities or lost consumer surplus are meaningless abstractions to most students. If we
want them to appreciate these concepts, we have to illustrate them with real-world
examples (e.g., the death toll from second-hand smoke; the higher airfares that result
on monopoly airplane routes). For most students, this course is their first exposure to
economics. If we want them to understand the subject—maybe even pursue it
further—we have got to relate our concepts and theories to the world that they live in.
This has been the hallmark of Essentials from the beginning: introducing the core
concepts of economics in a reality-based, policy-driven context. This tenth edition
continues that tradition.

WHAT, HOW, FOR WHOM?

The core theme that weaves through the entire text is the need to find the best possible
answers to the basic questions of WHAT, HOW, and FOR WHOM to produce. Students
are confronted early on with the reality that the economy doesn’t always operate optimally
at either the macro or micro level. In Chapter 1, they learn that markets sometimes fail to
generate optimal outcomes, but also that government interventions can fail to improve
economic performance. The policy challenge is to find the mix of market reliance and
government regulation that generates the best possible outcomes. Every chapter ends with
a Policy Perspectives feature that challenges students to apply the economic concepts they
have just encountered to real-world policy issues. In Chapter 1, the policy question is, “Is
‘Free’ Health Care Really Free?’—a question that emphasizes the opportunity costs
associated with all economic activity. In Chapter 10, the issue is “Is Another Recession
Coming?”—which challenges students to think about the causes and advance indicators of



Preface

economic downturns. And Chapter 16 is devoted to explaining the perennial contrast
between theory and reality, with a mixture of institutional, political, and theoretical factors.
Students love that macro capstone.

FOCUS ON CORE CONCEPTS

It’s impossible to squeeze all the content—and the excitement—of both micro and macro
economics into a one-semester course, much less an abbreviated intro text. But economics
is, after all, the science of choice. Instructors who teach a one-term survey of economics
know how hard the content choices can be. There are too many topics, too many economic
events, and too little time.

Few textbooks confront this scarcity problem directly. Some one-semester books are
nearly as long as full-blown principles texts. The shorter ones tend to condense topics and
omit the additional explanations, illustrations, and applications that are especially impor-
tant in survey courses. Students and teachers alike get frustrated trying to pick out the es-
sentials from abridged principles texts.

Essentials of Economics lives up to its name by making the difficult choices. The
standard table of contents has been pruned to the core. The surviving topics are the es-
sence of economic concepts. In microeconomics, for example, the focus is on the polar
models of perfect competition and monopoly. These models are represented as the end-
points of a spectrum of market structures. Intermediate market structures—oligopoly,
monopolistic competition, and the like—are noted but not analyzed. The goal here is
simply to convey the sense that market structure is an important determinant of market
outcomes. The contrast between the extremes of monopoly and perfect competition is
sufficient to convey this essential message. The omission of other market structures from
the outline also leaves more space for explaining and illustrating how market structure
affects market behavior.

The same commitment to essentials is evident in the section on macroeconomics. Rather
than attempt to cover all the salient macro models, the focus here is on a straightforward
presentation of the aggregate supply—demand framework. The classical, Keynesian, and
monetarist perspectives on aggregate demand (AD) and aggregate supply (AS) are discussed
within that common, consistent framework. There is no discussion of neo-Keynesianism,
rational expectations, public choice, or Marxist models. The level of abstraction required
for such models is neither necessary nor appropriate in an introductory survey course.
Texts that include such models tend to raise more questions than survey instructors can
hope to answer. In Essentials, students are exposed to only the ideas needed for a basic
understanding of how macro economies function.

CENTRAL THEME

The central goal of this text is to convey a sense of how economic systems affect economic
outcomes. When we look back on the twentieth century, we see how some economies
flourished while others languished. Even the “winners” had recurrent episodes of slow, or
negative, growth. The central analytical issue is how various economic systems influenced
those diverse growth records. Was the relatively superior track record of the United States
a historical fluke or a by-product of its commitment to market capitalism? Were the long
economic expansions of the 1980s and 1990s the result of enlightened macro policy, more
efficient markets, or just good luck? What roles did policy, markets, and (bad) luck play in
the Great Recession of 2008-2009? What forces deserve credit for the economic recovery
that followed?

In the 2016 presidential elections, economic issues were at the forefront (as Yale
economist Ray Fair has been telling us for years). Democratic candidates claimed credit
for the economic recovery, pointing to their support of President Obama’s stimulus pro-
gram, unemployment assistance, financial regulation, and health care reform. Republican
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candidates pointed to soaring federal budgets and deficits as harbingers of economic
collapse and faulted the Democrats for not giving greater priority to short-term job crea-
tion. How are students—and voters—supposed to sort out these conflicting claims? Es-
sentials offers an analytical foundation for assessing both economic events and political
platforms. Students get an initial bird’s-eye view of the macro economy that relates
macro determinants to macro outcomes. Then they get enough tools to identify cause-
and-effect relationships and to sort out competing political claims.

A recurrent theme in Essentials is the notion that economic institutions and policies mat-
ter. Economic prosperity isn’t a random occurrence. The right institutions and policies can
foster or impede economic progress. The challenge is to know when and how to intervene.

This central theme is the focus of Chapter 1. Our economic accomplishments and insa-
tiable materialism set the stage for a discussion of production possibilities. The role of
economic systems and choices is illustrated with the starkly different “guns versus butter”
decisions in North and South Korea, Russia, and the United States. The potential for both
market failure (or success) and government failure (or success) is highlighted. After read-
ing Chapter 1, students should sense that “the economy” is important to their lives and that
our collective choices on how the economy is structured are important.

A GLOBAL PORTRAIT OF THE U.S. ECONOMY

To put some meat on the abstract bones of the economy, Essentials offers a unique portrait
of the U.S. economy. Few students easily relate to the abstraction of the economy. They
hear about specific dimensions of the economy but rarely see all the pieces put together.
Chapter 2 fills this void by providing a bird’s-eye view of the U.S. economy. This descrip-
tive chapter is organized around the three basic questions of WHAT, HOW, and FOR
WHOM to produce. The current answer to the WHAT question is summarized with data
on GDP and its components. Historical and global comparisons are provided to underscore
the significance of America’s $18 trillion economy. Similar perspectives are offered on the
structure of production and the U.S. distribution of income. An early look at the role of
government in shaping economic outcomes is also provided. This colorful global portrait
is a critical tool in acquainting students with the broad dimensions of the U.S. economy
and is unique to this text.

REAL-WORLD EMPHASIS

The decision to include a descriptive chapter on the U.S. economy reflects a basic
commitment to a real-world context. Students rarely get interested in stories about the
mythical widget manufacturers that inhabit so many economics textbooks. But glim-
mers of interest—even some enthusiasm—surface when real-world illustrations, not
fables, are offered.

Every chapter starts out with real-world applications of core concepts. As the chapters
unfold, empirical illustrations continue to enliven the text analysis. The chapters end with
a Policy Perspectives section that challenges the student to apply new concepts to
real-world issues. The first Policy Perspective, in Chapter 1 (Is “Free” Health Care Really
Free?), highlights the difficult choices that emerge when we try to offer “free” health care.

AR SRE-TIVES Is “Free” Health Care Really Free?
Everyone wants more and better health care, and nearly everyone agrees that even the poorest
members of society need reliable access to doctors and hospitals. That’s why President
Obama made health care reform such a high priority in his first presidential year.
Although the political debate over health care reform was intense and multidimensional,
the economics of health care are fairly simple. In essence, President Obama wanted to ex-
pand the health care industry. He wanted to increase access for the millions of Americans
who didn’t have health insurance and raise the level of service for people with low incomes
e wasn’” «
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NEWS WIRE | INSATIABLE WANTS

Never Enough Money!

A public opinion poll asked Americans how much money they would need each year
to be “happy.” In general, people said they needed twice as much income as they had
at present to be happy.

Ve VAU U e VA YN

The real-world approach of Essentials is reinforced by the boxed News Wires that
appear in every chapter. The 73 News Wires offer up-to-date domestic and international
applications of economic concepts. Some new examples that will particularly interest your
students include:

* The opportunity cost (famine) of North Korea’s rocket program
* The impact of lower gas prices on sales of electric vehicles

* The diversity in starting pay for various college majors

» The incidence of passive smoking deaths

* 2014-2015 tuition hikes

e The impact of the 2013 payroll tax hike on consumer spending
* How the strong dollar has made European vacations cheaper

This is just a sampling of the stream of real-world applications that cascades throughout
this text. Twenty-eight of the News Wires are new to this edition.

THEORY AND REALITY

In becoming acquainted with the U.S. economy, students will inevitably learn about the
woes of the business cycle. As the course progresses, they will not fail to notice a huge gap
between the pat solutions of economic theory and the dismal realities of occasional reces-
sion. This experience will kindle one of the most persistent and perplexing questions stu-
dents have. If the theory is so good, why is the economy such a mess?

Economists like to pretend that the theory is perfect but politicians aren’t. That’s part of
the answer, to be sure. But it isn’t fair to either politicians or economists. In reality, the
design and implementation of economic policy is impeded by incomplete information,
changing circumstances, goal trade-offs, and politics. Chapter 16 examines these re-
al-world complications. A News Wire on the “black art” of economic modeling, together
with new examples of the politics of macro policy, enliven the discussion. In this signature
chapter, students get a more complete explanation of why the real world doesn’t always live
up to the promises of economic theory.

NEW IN THIS EDITION

The dedication of Essentials to introducing core economic principles in a real-world con-
text requires every edition to focus on trending policies and front-page developments. As in
earlier editions, this tenth edition strives to arouse interest in economic theories by illus-
trating them in the context of actual institutions, policy debates, and global developments.

vii
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The following list highlights both the essential focus of each chapter and the new material
that enlivens its presentation:

Chapter 1: The Challenge of Economics—The first challenge here is to get students to

appreciate the concept of scarcity and how it forces us to make difficult choices among
desirable, but competing, options. That is really the essence of economic thinking. How
we make those choices is also critical. The 2016 presidential campaign seemed to imply
that we can have it all, without higher taxes or other sacrifices. That created a great chance
to emphasize opportunity costs. The opportunity costs of North Korea’s stepped-up rocket
program and the implied costs of “affordable” health care also make for good illustra-
tions. Chapter 1 includes 10 new Problems, one new Discussion Question, and three new
News Wires.

Chapter 2: The U.S. Economy—The purpose of this chapter is to give students an accu-
rate picture of the size and content of the U.S. economy, especially as compared to other
nations. Most students have no sense of how large the U.S. economy is or what it produces
or trades. The description here is organized around the core questions of What, How, and
For Whom output is produced. The portrait includes the latest data on U.S. and global out-
put, income distributions, and government sectors. A new News Wire on manufacturing
jobs versus output helps put the changing answers to the What question into perspective.
There are 6 new Problems.

Chapter 3: Supply and Demand—This is the introduction to the market mechanism, that
is, how markets set both prices and production for various goods. Interesting new News
Wires include the shortages that accompany new iPhone launches and the impact of falling
gasoline prices on sales of electric vehicles. Five new Problems and two new Discussion
Questions are included.

Micro

Chapter 4: Consumer Demand—This chapter starts by looking at patterns of U.S. con-
sumption, then analyzing the demand factors that shape those patterns. The elasticity of
demand gets a lot of attention, as illustrated by consumer responses to iMac prices, price
hikes at Starbucks, and higher gasoline prices (all new News Wires). There are 6 new Prob-
lems and 3 new Discussion Questions.

Chapter 5: Supply Decisions—The key point of this chapter is to highlight the differ-
ence between what firms can produce (as illustrated by the production function) and what
they want to produce (as illustrated by profit-maximization calculations). The importance
of marginal costs in the production decision gets its proper spotlight. The Tesla decision to
build a “gigafactory” to produce lithium batteries for electric cars is used to contrast the
long-run investment decision and the short-run production decision. The addition of 5 new
Problems and 3 new Discussion Questions keep the topic lively.

Chapter 6: Competition—This first look at market structure emphasizes the lack of
pricing power possessed by small, competitive firms. Perfectly competitive firms must
relentlessly pursue cost reductions, quality improvements, and product innovation if they
are to survive and prosper. Although few firms are perfectly competitive, competitive
dynamics keep all firms on their toes. Those dynamics affect even the behavior of such
giants as Apple (relentlessly trying to stay ahead of the pack)—not just the small T-shirt
vendors on beach boardwalks (both in new News Wires). How firms locate the most prof-
itable rate of production with the use of market prices and marginal costs is illustrated. The
chapter includes 3 new Problems and 1 new Discussion Question. The chapter-ending
Policy Perspective considers how competition helps rather than hurts society.

Chapter 7: Monopoly—As a survey introduction to economics, Essentials focuses on the
differences in structure, behavior, and outcomes of only two market structures, namely, per-
fect competition and monopoly. This two-way contrast underscores the importance of market
structure for social welfare. The monopoly produces less and charges more than a competi-
tive market with the same cost structure, as illustrated with a step-by-step comparison of
market behavior. The various barriers monopolies use to preserve their position and profits
are illustrated as well. The chapter includes 3 new Problems and 1 new Discussion Question.
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Chapter 8: The Labor Market—The 2016 presidential campaign highlighted very differ-
ent views about income equality, minimum wages, unions, and mandatory workforce regu-
lations. This chapter delves into these issues by first illustrating how market wages are set,
and then examining how various interventions alter market outcomes. Highlighted stories
include Dale Earnhardt’s earnings, Nick Saban’s salary and benefits at Alabama, mini-
mum-wage proposals, and the Swiss rejection of CEO pay caps. Of special interest to stu-
dents is the latest data on salaries for college grads in various majors. There are 6 new
Problems and 3 new Discussion Questions.

Chapter 9: Government Intervention—Another focus of every election is the appropri-
ate role for government in a market-driven economy. This chapter identifies the core ra-
tionale for government intervention and offers new illustrations of public goods (Israel’s
“Iron Dome” anti-missile program) and externalities (the Keystone XL Pipeline). There is
also new poll data on trust in government. The chapter includes 1 new Problem and 2 new
Discussion Questions.

Macro

Chapter 10: The Business Cycle—This introduction to macro examines the up and down
history of the economy, then looks at the impact of cyclical instability on unemployment,
inflation, and the distribution of income. The goal here is to get students to recognize why
macro instability is a foremost societal concern. The latest macro data are incorporated,
along with 3 new News Wires, 9 new Problems, and 4 new Discussion Questions.

Chapter 11: Aggregate Supply and Demand—This chapter gives students a conceptual
overview of the macro economy, highlighting the role that market forces and other factors
play in shaping macro outcomes. Aggregate supply (AS) and aggregate demand (AD) are
assessed, with an emphasis on the distinction between curve positions and curve shifts (the
source of instability). The bottom line is that either AS or AD must shift if macro outcomes
are to change. There are 3 new News Wires highlighting shift factors, 6 new Problems, and
2 new Discussion Questions. The Policy Perspectives section summarizes the broad policy
options that President Obama’s successor will have to work with.

Chapter 12: Fiscal Policy—This chapter highlights the potential of changes in govern-
ment spending and taxes to shift the AD curve. The power of the income multiplier is illus-
trated in the context of the AS/AD framework and operationalized with analysis of the
2009 Economic Recovery Act and the 2013 payroll tax hike. The implications of fiscal
policy for budget deficits are also examined. Updated budget data are included, along with
9 new Problems.

Chapter 13: Money and Banks—ApplePay and Bitcoins are used to illustrate differ-
ences between payment services and money. A new News Wire focuses on the methods of
payment consumers utilize. The core of the chapter depicts how deposit creation and the
money multiplier work, using a step-by-step illustration of each. The new Policy Perspec-
tives section assesses why Bitcoins aren’t really “money.” There are 8 new Problems and
2 new Discussion Questions.

Chapter 14: Monetary Policy—In this chapter, students first get an overview of how the
Federal Reserve is organized, including an introduction to Janet Yellen. Then the 3 basic
tools of monetary policy are illustrated, with an emphasis on how open-market operations
work. The narrative then focuses on how the use of these monetary tools shifts the AD curve,
ultimately impacting both output and prices. News about China’s cut in reserve requirements
helps illustrate the intended effects. The 2008-2015 spike in excess reserves is also dis-
cussed, along with the Fed’s new policy targeting. The chapter includes 6 new Problems.

Chapter 15: Economic Growth—The challenge of every society is to grow its economy
and lift living standards. This chapter reviews the world’s growth experience, then highlights
the factors that affect growth rates. Of special interest in today’s policy context is the role of
immigration in spurring growth. The chapter’s Policy Perspectives section examines whether
economic growth is desirable, a question students often ask. There are 5 new Problems.

Chapter 16: Theory and Reality—This unique capstone chapter addresses the perennial
question of why economies don’t function better if economic theory is so perfect. The
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chapter reviews the major policy tools and their idealized uses. Then it contrasts theoretical
expectations with real-world outcomes and asks why macro performance doesn’t live up to
its promise. Impediments to better outcomes are explored and the chapter ends by asking
students whether they favor more or less policy intervention. Lots of new data are incorpo-
rated, along with 4 new Problems and 2 new Discussion Questions.

International

Chapter 17: International Trade—Students are first introduced to patterns of global trade,
highlighting international differences in export dependence and trade balances. Then the
question of “why trade at all?” is explicitly addressed, leading into an illustration of com-
parative advantage. Of importance is also a discussion of the sources of resistance to free
trade and the impact of trade barriers. In addition to updating all data, 2 new News Wires,
5 new Problems, and 2 new Discussion Questions are included.

ASSURANCE OF LEARNING READY

Many educational institutions today are focused on the notion of assurance of learning,
an important element of some accreditation standards. Essentials of Economics is de-
signed specifically to support your assurance of learning initiatives with a simple yet
powerful solution.

Each test bank question for Essentials of Economics maps to a specific chapter learning
objective listed in the text. You can use Connect Economics or our test bank software, EZ
Test Online, to easily query for learning objectives that directly relate to the learning
objectives for your course. You can then use the reporting features of Connect to aggregate
student results in similar fashion, making the collection and presentation of assurance of
learning data simple and easy.

AACSB STATEMENT

The McGraw-Hill Companies is a proud corporate member of AACSB International. Un-
derstanding the importance and value of AACSB accreditation, Essentials of Economics,
10e, recognizes the curricula guidelines detailed in the AACSB standards for business ac-
creditation by connecting selected questions in the text and the test bank to the six general
knowledge and skill guidelines in the AACSB standards.

The statements contained in Essentials of Economics, 10e, are provided only as a guide
for the users of this textbook. The AACSB leaves content coverage and assessment within
the purview of individual schools, the mission of the school, and the faculty. While Essen-
tials of Economics, 10e, and the teaching package make no claim of any specific AACSB
qualification or evaluation, we have within Essentials of Economics, 10e, labeled selected
questions according to the six general knowledge and skills areas.

MCGRAW-HILL CUSTOMER CARE CONTACT INFORMATION

At McGraw-Hill we understand that getting the most from new technology can be chal-
lenging. That’s why our services don’t stop after you purchase our products. You can
e-mail our product specialists 24 hours a day to get product training online. Or you can
search our knowledge bank of frequently asked questions on our support website. For Cus-
tomer Support, call 800-331-5094 or visit www.mhhe.com/support. One of our technical
support analysts will be able to assist you in a timely fashion.

INSTRUCTOR’S RESOURCE MANUAL

The Instructor’s Resource Manual is designed to assist instructors as they cope with the
demands of teaching a survey of economics in a single term. The manual has been fully
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updated for the tenth edition by Larry Olanrewaju of John Tyler Community College. Each
chapter of the Instructor’s Resource Manual contains the following features:

e What is this chapter all about? A brief summary of the chapter.
*  New to this edition A list of changes and updates to the chapter since the last edition.

* Lecture launchers Designed to offer suggestions on how to launch specific topics in
each chapter.

e Common student errors To integrate the lectures with the student Study Guide, this
provides instructors with a brief description of some of the most common problems
that students have when studying the material in each chapter.

*  News Wires A list of News Wires from the text is provided for easy reference.

* Annotated outline An annotated outline for each chapter can be used as lecture notes.

e Structured controversies Chapter-related topics are provided for sparking small
group debates that require no additional reading. Also accessible on the website.

° Mini-debates Additional chapter-related debate topics that require individual stu-
dents to do outside research in preparation. Also accessible on the website.

* Mini-debate projects Additional projects are provided, cutting across all the chap-
ters. These include several focus questions and outside research. Also accessible
on the website.

e Answers to the chapter questions and problems The Instructor’s Resource Manual
provides answers to the end-of-chapter questions and problems in the text, along
with explanations of how the answers were derived.

*  Answers to Web activities Answers to Web activities from the textbook are provided
in the Instructor’s Resource Manual as well as on the website.

* Media exercise Provides a ready-to-use homework assignment using current news-
papers and/or periodicals to find articles that illustrate the specific issues.

Test Bank

The Test Bank has been rigorously revised for this tenth edition of Essentials. Digital
co-author Karen Gebhardt and Nancy Rumore of University of Southwestern Louisiana
assessed every problem in the Test Bank, assigning each problem a letter grade and identi-
fying errors and opportunities for improvement. This author team assures a high level of
quality and consistency of the test questions and the greatest possible correlation with the
content of the text. All questions are coded according to chapter learning objectives,
AACSB Assurance of Learning, and Bloom’s Taxonomy guidelines. The computerized
Test Bank is available in EZ Test, a flexible and easy-to-use electronic testing program that
accommodates a wide range of question types, including user-created questions. Tests cre-
ated in EZ Test can be exported for use with course management systems such as WebCT,
BlackBoard, or PageOut. The program is available for Windows, Macintosh, and Linux
environments. Additionally, you can access the test bank through McGraw-Hill Connect.

PowerPoints

Digital co-author Karen Gebhardt and Gregory Gilpin of Montana State University have
prepared a concise set of Instructor PowerPoint presentations to correspond with the tenth
edition of Essentials. Developed using Microsoft PowerPoint software, these slides are a
step-by-step review of the key points in each of the book’s chapters. They are equally use-
ful to the student in the classroom as lecture aids or for personal review at home or the
computer lab. The slides use animation to show students how graphs build and shift.

Web Activities

To keep Essentials connected to the real world, Web activities, updated by Charles Newton
of Houston Community College, appear in the Instructor Resources section in Connect for
each chapter. These require the student to access data or materials on a website and then use,
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summarize, or explain this external material in the context of the chapter’s core economic
concepts. The Instructor’s Resource Manual provides answers to the Web-based activities.

Digital Image Library

A digital image library of all figures from the textbook is available on the Instructor’s
Resource section in Connect. Professors can insert the exact images from the textbook into
their presentation slides or simply post them for student viewing on their course manage-
ment site.

News Flashes

As up-to-date as Essentials of Economics is, it can’t foretell the future. As the future be-
comes the present, however, we will provide new two-page News Flashes describing major
economic events and related to specific text references. These News Flashes provide good
lecture material and can be copied for student use. They are also available via the Instructor
Resource Material in Connect. Four to six News Flashes are sent to adopters each year.
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The Challenge of
Economics

Source: Courtesy of Library of Congress Prints and Photograph Division
LEARNING OBJECTIVES
After reading this chapter, you should be able to:

1. 1 Explain the meaning of scarcity.

2. 2 Define opportunity cost.

3. 3 Recite society's three core economic questions.

4. 4 Discuss how market and command economies differ.
5. 5 Describe the nature of market and government failures.
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he twentieth century was very good to the United States of America. At the beginning of that century, life was
hard and short. Life expectancy was only 47 years for whites and a shockingly low 33 years for blacks and other
minorities. People who survived infancy faced substantial risk of early death from tuberculosis, influenza,
pneumonia, or gastritis. Measles, syphilis, whooping cough, malaria, typhoid, and smallpox were all life-
threatening diseases at the turn of the last century.

Work Then:
Source: Library of Congress Prints and Photographs Division [LC-DIG-nclc-01133]

Work was a lot harder back then, too. In 1900 one-third of all U.S. families lived on farms, where the workday
began before sunrise and lasted all day. Those who lived in cities typically worked 60 hours a week for wages of
only 22 cents an hour. Hours were long, jobs were physically demanding, and workplaces were often dirty and
unsafe.

People didn't have much to show for all that work. By today's standards, nearly everyone was poor back then.
The average income per person was less than $4,000 per year (in today's dollars). Very few people had
telephones, and even fewer had cars. There were no television sets, no home freezers, no microwaves, no
dishwashers or central air conditioning, and no computers. Even indoor plumbing was a luxury. Only a small
elite went to college; an eighth-grade education was the norm.

Work Now: Technology has transformed work.
Source: © Yuri_Arcurs/Getty Images, RF

All this, of course, sounds like ancient history. Today most of us take new cars, central air and heat, remote-
control TVs, flush toilets, smartphones, college attendance, and even long weekends for granted. We seldom
imagine what life would be like without the abundance of goods and services we encounter daily. Nor do we
often ponder how hard work might still be had factories, offices, and homes not been transformed by technology.
[



HOW DID WE GET SO RICH?

We ought to ponder, however, how we got so affluent. Billions of people around the world are still as poor today
as we were in 1900. How did we get so rich? Was it our high moral standards that made us rich? Was it our
religious convictions? Did politics have anything to do with it? Did extending suffrage to women, ending
prohibition, or repealing the military draft raise our living standards? Did the many wars fought in the twentieth
century enhance our material well-being? Was the tremendous expansion of the public sector the catalyst for
growth? Were we just lucky?

Some people say America has prospered because our nation was blessed with an abundance of natural resources.
But other countries are larger. Many others have more oil, more arable land, more gold, more people, and more
math majors. Yet few nations have prospered as much as the United States.

Students of history can't ignore the role that economic systems might have played in these developments. Way
back in 1776 the English economist Adam Smith asserted that a free market economy would best promote
economic growth and raise living standards. As he saw it, people who own a business want to make a profit. To
do so, they have to create new products, improve old ones, reduce costs and prices, and advance technology. As
this happens, the economy grows, more jobs are created, and living standards rise. Market capitalism, Adam
Smith reasoned, would foster prosperity.

Karl Marx, a German philosopher, had a very different view of market capitalism. Marx predicted that the
capitalist system of private ownership would eventually self-destruct. The capitalists who owned the land, the
factories, and the machinery would keep wages low and their own lifestyles high. They would continue
exploiting the working class until it rose up and overthrew the social order. Long-term prosperity would be
possible only if the state owned the means of production and managed the economy—a communist system.

Subsequent history gave Adam Smith the upper hand. The “working class” that Marx worried so much about
now owned their own homes, a couple of cars, flat-screen TVs, and smartphones, and they take expensive
vacations they locate on the Internet. By contrast, the nations that adopted Marxist systems—Russia, China,
North Korea, East Germany, Cuba—fell behind more market-oriented economies. The gap in living standards
between communist and capitalist nations got so wide that communism effectively collapsed. People in those
countries wanted a different economic system—one that would deliver the goods capitalist consumers were
already enjoying. In the last decade of the twentieth century, formerly communist nations scrambled to
transform their economies from centrally planned ones to more market-oriented systems. They sought the rules,
the mechanisms, the engine that would propel their living standards upward.
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Even in the United States the quest for greater prosperity continues. As rich as we are, we always want more.
Our materialistic desires, it seems, continue to outpace our ever-rising incomes. We need to have the newest
iPhone, a larger TV, a bigger home, a faster car, and a more exotic vacation. People today seem to think they
need twice as much income as they have to be really happy (see News Wire “Insatiable Wants™’). Even
multimillionaires say they need much more money than they already have: People with more than $10 million of
net worth say they need at least $18 million to live “comfortably.”

How can any economy keep pace with these ever-rising expectations? Will the economy keep churning out more
goods and services every year like some perpetual motion machine? Or will we run out of goods, basic
resources, and new technologies? Will the future bring more goods and services — or /ess?

THE GREAT RECESSION OF 2008-2009 Anxiety about the ability of the U.S. economy to crank out more
goods every year spiked in 2008-2009. Indeed, the economic system screeched to a halt in September 2008,
raising widespread fears about another 1930s-style Great Depression. Things didn't turn out nearly that bad, but
millions of Americans lost their jobs, their savings, and even their homes in 2008-2009. As the output of the
U.S. economy contracted, people's faith in the capitalist system plunged. By the end of 2009, only one of four



American adults expected their income to increase in the next year. Worse yet, one of four Americans also
expected their children to have fewer goods and services in the future than people now do (see the News Wire
“Future Living Standards?””). Could that happen?

NEWS WIRE INSATIABLE WANTS
Never Enough Money!

A public opinion poll asked Americans how much money they would need each year to be “happy.” In general,
people said they needed twice as much income as they had at present to be happy.

Amount of Income Needed
1o be Happy (median}
$60,000

$127.000
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NOTE: People always want more than they have. Even multimillionaires say they don't have enough to live
“comfortably.”

Page 5

People worry not only about the resilience of the economic system but also about resource limitations. We now
depend on oil, water, and other resources to fuel our factories and irrigate our farms. What happens when we run
out of these resources? Do the factories shut down? Do the farms dry up? Does economic growth stop?

An end to world economic growth would devastate people in other nations. Most people in the world have
incomes far below American standards. A billion of the poorest inhabitants of Earth subsist on less than $3 per
day—a tiny fraction of the $75,000 a year the average U.S. family enjoys. Even in China, where incomes have
been rising rapidly, daily living standards are below those that U.S. families experienced in the Great Depression
of the 1930s. To attain current U.S. standards of affluence, these nations need economic systems that will foster
economic growth for decades to come.

Will consumers around the world get the kind of persistent economic growth the United States has enjoyed?
Will living standards here and abroad rise, stagnate, or fall in future years? To answer this question, we need to
know what makes economies “tick.” That is the foremost goal of this course. We want to know what kind of
system a “market economy” really is. How does it work? Who determines the price of a textbook in a market
economy? Who decides how many textbooks will be produced? Will everyone who needs a textbook get one?
And why are gasoline prices so high? How about jobs? Who decides how many jobs are available or what wages
they pay in a market economy? What keeps an economy growing? Or stops it in its tracks?

NEWS WIRE FUTURE LIVING STANDARDS?
Will Your Kids Be Better Oftf?





