Contents

Part I The New World of Economic Thinking

1 Economic Thinking ......... ... i 3
The Meaning of ECONOMICS .......coviiiiiiiiiiii i, 5
Thinking in Terms of Abstractions .............ccccoiiiiiiiiiiinnnn.. 5
Thinking About Values ............coooiiiiiiiiiiiiiiiiiii i, 6
Thinking About People ..........coiiiiiiiiiii i 7
Thinking About Rationality ............cooiviiiiiiiiiiiiiii i, 8
Thinking ADOUL COSt  ...viiutt ittt i 10
Thinking About the Margin of Cost ...........cccciiiiiiiiiiiiiiennn.. 12
Thinking About Demand ...........oooiiiiiiiiiiiiii i 14
Thinking About Markets .............coiiiiiiiiiiiiiii i 18

The Limits of Economic Thinking ... 21
Concluding COmMmMEeNtS  ......veeiiieetiine et e e eiiaeeeenneanns 22

2 Anything Worth Doing Is Not Necessarily Worth Doing Well ....... 25
Anything Worth Doing ... ... 25
Why the Young Go to College ........coovuiiiiiiiiiiiiiiiiiiiai i 28
Why Students Walk on the Grass ...........ccovveiiiiiiiiiineeiinneennnn. 29
The Economic Calculus of Panics ..............cooooiiiiiiiiiin. 32
The Social Dilemma: Conserving Energy ..............coooviiiiiiiaia.. 34
The California Electricity CriSiS ..........uuiiiiiiiiiiiiiiiiiieeeieennnnn. 37
Reckless Driving: Air Bags and Daggers ............cccceeieiiiiia... 39
Concluding COMMENES  ....ooetuuuniit ettt et eeeaaes 41

3 Maslow’s Hierarchy of Needs and Economist’s Demand ............. 43
Maslow’s Hierarchy .........ooooiiiiii i 43
Economics and the Hierarchy ..., 45
The Relevance of Demand ............cocoiiiiiiiiiiiiiiiiiii i 46
Concluding COMMENES  ....eviueeeiin ettt tiie e eiiaeeeiiaeeeeaneanns 49

xi



Xii Contents

Part I The New World of Market Economics

4 Price and the “Law of Unintended Consequences” ................... 53
Hybridnomics: HOV-Lane Economics, California Style ................. 56
Air Travel Safety for Infants and Toddlers .....................ccooeeann. 58
9/11 Terrorists and American Deaths Since 9/11 ......................... 60
Water Crises in Southern California ...............ccoiiiiiiii.. 63
Ethanol Subsidies and World Hunger .............c..ooiiiiiiiiin. 65
Concluding COMMENES  .....ooiuuuniitee ettt eeaaes 67

5 Pricing Lemons, Views, and University Housing ...................... 69
The Pricing of Lemons .........couiiiiiiiiii i, 69
How Prices Adjust to Advantages and Disadvantages of Property ....... 72

Property Inside and Outside Floodplains .....................ccoaane 72
Houses with and Without Views .............cccoiiiiiiiiiiiiii... 76
Houses Owned and Rented ..., 77
Why Retirement Does Not Curb the Retirees’ Food Consumption ...... 78
University MiSPriCing .....ccuuueeeiuinet it eiiie e 79
The University of California Student Housing Subsidies .............. 80
Faculty Housing Subsidies ...........ccooiiiiiiiiiiiiiiiiiii .. 83
Concluding COMMENES  ....oouuneetiine ittt eieeeeiiaeeeeaneaens 89

6 Markets and More Markets ... 91
Why Coal Producers Love OPEC ......... ..., 91
A Market for Bodily Organs? ...........cccoiiiiiiiiiiiiiiiiieiiena .. 93
From Bodily Organs to Tennis COUIS .........coeieeiiiiiiiineeeeeennnnn. 98
Markets and the Abortion Dilemma ... 99
Insider Trading and Nontrading! ..., 102
Concluding COMMENES  .....oouuuuniieeeet i iiaaeenns 106

Part III' The New World of Personal Economics

7 Marriage, Family, and Divorce ................................. 109
The Marriage CONtract ............cooiiiiiiiiiiiiiiiiiiiiiiiaaieeenann.. 109
Holy Matrimony  .....couuuuiieeititiiie i 112

The Costs and Benefits of Marriage ............cccoiiiiiiiiiiiiiennn.. 112
The Costs Of Martiage .......veeeuneeiiineeeiineeeiiaeeeiiineennnnns 113

The Benefits of Marriage .........ooveiiiiiiiiiniiiiiniiiineeianns 114
Spouse Selection  ........iiiiiii s 118
The Relevance of LOVe .......oiiiiiiiiiiii i 119
The Marriage Market .........cooouiiiiiiiieiiiiin i eiineeeiineaans 120

Concluding COMMENES  ....oovunreeiiineeiiee e iie e eiieeeeineeeanes 122



Contents xiii

8

10

11

12

Sexual Behavior ..............co i 123
Sex and the Economist ......... ..ot 124
Economic Characteristics of SeX ........cooiiiiiiiiiiiiiiiiineiiianann 125

SEX @S @ SEIVICE L uutiitite et et tiee et iie et ia e e iaeeeeaaeaennns 125

The Cost of SeX, AGAIN .....ivitiiitiiiii i 128

Sex as a Cooperative EXperience .............coovviiiiieeeiineennnn. 130

Sex as an Exchange Relationship ............coooiiiiiiiiiiinian, 131

Sex as a Marketed Product ... 133
A Model of Sexual Behavior ..........cccoooiiiiiiiiiiiiiiiinniiinnn.. 135
Prostitution ........coooiiuuiniiie e 137
Controlling the Price of Sex with Unintended Effects .................. 139
Sex and Love ... 140
Concluding COMMENES  .....couutetiiettiie i e e 141
Exploitation of Affection ................ ... ... 143
The Affection Model ..........oooiiiiiiiiiii i 143
Romantic Relationships ..........ccooviiiiiiiiiii i 146
Sexual EXploitation ..............iiiiiiiiiiiiiii e 147
Concluding Comments ............cooiiiiiiiiiiiiiiiiiiiiiiiiiiaaaaaaes 149
Dying: The Most Economical Way to Go! ............................ 151
Cheatingand Lying ...t 153
The Prevalence of Cheating ...........coooviiiiiiiiiiiiiiiiini i 153
The Economics of Cheating ..............iiiiiiiiiiiiiiiiiinneeeennnn.. 155
The Economics of Lying ..........ooviiiiiiiiiiiiiiiiiiiiiin i 159
Optimal Lie Detection ..........cveeiuiieiiiiineiiiieeiiineeeiineeennanns 162
Lying in POIItiCS ....ouuuiiiiiii i i 163
Concluding COMMENES  ......c.ueetuieeiiiie i eeennes 164
Fat Economics ....... ... 167
The Relative Price of Food ...........oiiiiiiiiiiiiiii i 169

Cheap Food: In CompariSon ............ooviiiiieiiiiinieiiineeennnnns 169

When Food Costs Less, We Eat More  ............coooiiiiiiiiinnn.. 170

Longer Lives Mean Bigger Gains ...........ccoooiiiiiiiiiiiieiennn... 173

The Great Recession and the Tightening of Americans’ Belts ...... 174
The Real Price of Gasoline ...........ccuvuiiiiiiiiiiiiiiiinneeeennnn.. 175
Growth in Out-of-Home Meals ..........cccooiiiiiiiiiiiiiiiiiiinnn e 178
The Fast-Food Economy ..........cooviiiiiiiiiiiiiiii i 179
The Minimum Wage and Weight Gain .........................oo.. 180
Women’s Place Beyond the Kitchen .....................ooooi 182
Breastfeeding and Weight Gain ............oiiiiiiiiiiiiiiiniiiiinna. 183
Fat Mamas, Fat Babies .........ooiiiiiiiiiiiiii i 186

The War Against Smoking and Weight Gain ........................... 187



Xiv

13

14

15

Contents

Medical Technology and Weight Gain  .............ccooiviiiiiniiinn... 189
Technological Advancements: Plentiful Food in No Time ............. 189
The Allure of Fat Labels and Taxes ..............coiiiiiiiiiiiiiiinn. 193
Concluding COMMENES  ....oeuuutuineet ettt eiiiaaeeeeaes 195

Part IV The New World of Pricing Strategies

Why Sales ... 201
Price Discrimination Theory ............cooiiiiiiiiiiiiiiiii .. 201
Necessary Conditions for Price Discrimination ...................... 202
Price Discrimination Among Buyers .............ccoovviiiiiiiiiin., 202
College and University Scholarships ............ccovvviiiiiiiiinn. 204
Price Reductions Over Time ............oooiiiiiiiiiiiiiiiiinn... 205
Price Discrimination with Individual Units Bought by Buyers ...... 206
Drink Prices at Restaurants ................cccoiiiiiiiiiiiiiiiiea. 206
Other Products  ......oouiniiiii e 206
Market Segmentation ..........c..iiiiiiiii i 207
A Textbook Case of Textbook Price Discrimination ................... 210
The Logic of After-Christmas Sales ..............cooiviiiiiiiiiiiia.. 213
Sales and the Economics of Information ................................ 215
Concluding COMMENES  ....ovutrteiiin et tiee et eiieeetineeaanes 216
Why Popcorn Costs So Much at the Movies .......................... 219
Differential Theater Ticket Prices ................coiiiiiiiiiiiiiiia.. 220
Reasons for Adult—Children Price Differentials ..................... 220
Peak-Load Pricing ........ooiiiiiiiiiii i 222
Concessions SaAIES ...cvuurunitte et 223
Uniform Popcorn Prices ..........coiiiiiiiiiiiiiii i 223
The High Price of Theater Popcorn ...............ccooiiiiiiiiiiiiiin. 224
The Misguided Entrapment Theory of Overpriced Popcorn ........... 226
Pricing Limits for Monopolists .............cooeiiiiiiiiiiiiiiieenn.. 226
Movies as Bundled EXperiences .............ccooveeiiiiiiiiinieinnnnns 227
Movie Screening CONtract ...........uieeeiiieeiiineeeiiineeenineeennnnns 229
The Supreme Court and the High Price of Theater Popcorn ........... 230
The Cost of Theater Popcorn: On the Margin! ......................... 231
Concluding COMMENES  .....oouutnieee ettt iiiaaeeeaaas 233
Why So Many Coupons ............coovviiiiiiiineeereeiiiiiannaeeannns 235
Coupons and Price Discrimination ..................ccociiiiiiiinniiie 237
Coupons and Peak-Load Pricing ...........oooiiiiiiiiiiiiin... 238
Evidence on COUPONING  .....uuuuuuuuiiiiiiiiiiiieeeeeeeenn. 239
Coupon CollUuSION  ....oiiiiiiiii i 240
The Economics of Information and Coupons ................oeevunnnn.. 241

Concluding COMMENES  .....ouuueeiinee ittt iieeeeiineeennnes 243



Contents

16 Why Some Goods Are Free .................ccooiiiiiiiiiiiiiinnniii..
Profits from Zero Prices ..........cooiiiiiiii i
The Nature of Products and Pricing Strategies .........................
The Pricing of Experience Goods ............cooiiiiiiiiiiiiiiiiiinnnn..
The Pricing of Network Goods ...........ccooiiiiiiiiiiiiiiiiinnnnn.
Network Effects and the Microsoft Antitrust Case .....................
Optimum Piracy .....ooouiiiii i
The Pricing of Addictive Goods ............coviiiiiiiiiiiiiiiiiiiinn..
Rational Addiction ...........oiiiiiiiiiiii e
Concluding COMMENES  ....ovuuneeeitinee et tiieeeeieeeeeineeeanns

17 The Question of QUeues ..............ccoiiiiiiiiiiiiiiiiieiiieannnn..
Queues as a Pricing Puzzle ....................
The Easy Solutions for Queues ............coiiiiiiiiiiiiiiniiiinne..

Time for Market Price Adjustments ..............cccooviiiiieieiiienn.
Fairness in Prices ...
Variability in Demand ............oo i
Inventorying CuStOMers ...........coouuuiiiieiiiiiiiiiiinneeeeeennnn.
Queues as Profit-Maximizing Rationing Mechanisms ...............
The Economic Logic of Queues ..............oooiiiiiiiiiiiiiiiiiinn..
The Economics of QUEUES ..........coiiiiiiiiiiiiiiiiieiiiaaiaeannns
Optimum QUEUES ..ttt ettt tie et tie e e iaeeeeineeennnnas
Premium Tickets ...
Contrived Shortages and Buyer Loyalty ...............c...oiie
Bandwagon Effects and Queues ...l
Single Versus Multiple Queues ...........ccoiiiiiiiiiiiiiiiiiiiinniaae
Last-Come/First-Served, a Solution for Queue Length? ................
Concluding COMMENES  ......cuuieeiineeiiiie it iieeeiiaeeennns

Part V. The New World of College and University Education

18 The University Economy ...,
University Pricing .......oooiiiiiiiii i i
Rankings and Championships ................ociiiiiiiiiii i
Faculty Salaries ..........cooiiiiiiii i e
Concluding COMMENES  .....oeuutnieett et eiiiaaeeeeaas

19 The Economics of Learning ...,
The Traditional View of Learning ...
The Rational Student .............oiiiiiiiiiiiii ittt
The Rational Professor ............cooviiiiiiiiiiiiiiiiiiiiiieeiiaeanns
Student Evaluations ...........uuuiiiiiiiiiiiiiiiii e
Real Grade Inflation .........cooiiiiiiiiiii i i
Concluding COMMENES  .....oouureeiineeiiie e etineeennnnes

XV



XVi Contents

20 Does the NCAA Exploit College Athletes? ............................
The Conventional Cartel Argument ..............ccccoiiiiiiiiiiiennnn..
The NCAA asa Cartel .......oooiniiiiiiiiiiii i
Market Inefficiency and Income Transfers ...........................
Cheating on NCAA Rules ........coiiiiiiiiiiiiiiiiiii i
The CounterargUMENES  ........eeernneeeruneeeunneeennneeeenneeennneeens
The Mistaken Presumption of Underpaid Athletes ..................
The Mistaken Interpretation of Cheating .............................
The Mistaken Presumption of Monopsony Power ...................
College Athletics as an Open Market: A Legal Review ................
Concluding COMMENES  ....oeitnreeitineetiee e tiiieeeiieeeeineeeanns
APPENAIX oot
The Legal HiStory .....ooiiuiiiiii i i

21 Why Professors Have Tenure and Business People Don’t ...........
Tenure as Limited Protection .............oooiiiiiiiiiiiiiiinnn..
The Conventional Wisdom of Tenure ................cooooiiii...
The Nature of Academic Employment .......................ooooo..
Why Tenure? ... e

Tenure as a Means of Promoting Academic Integrity in Hirings ....

Faculty Demand for Tenure ...........ccooiiiiiiiiiiiniiiiinennnnnnns
Why Not Tenure in Firms? ...
Tenure TOUrNAMENLS  .....oouuiiiitiit i e
The Abolition of Tenure ..........ooviiiiiiiiiiiii i
Why Tenure Is Under Attack .........cooiiiiiiiiiiiiiiiiiiii i
Optimum TeNUIE  .....ooeiiiitiii e
Concluding COMMENES  ....oviunreeiiineeiiee et et eiieeeeineeenes

Part VI The New World of Contrarian Economics

22 Public Choice Economics ...
The Central Tendency of a Two-Party System .........................
The Economics of the Voting Rule ...............coooiiiiiiiiiinne
Problems of DemocCracy ...........oiviiiiiiiiiiiii i

Median Voter Preferences ...........ccooiiiiiiiiiiiiiiiiiiiiiiiit
The Simple-Majority Voting Rule ...
Political Ignorance ............ooouiiiiiiiieiiiine it
Special INerestS ....oovuueeiii et
Rent Seeking ...
Cyclical Majorities ......cceuueieiuiie ittt
The Economics and Politics of Business Regulation ...................
The Public Interest Theory of Regulation ............................
The Supply and Demand for Regulation .............................
The Efficiency from Competition Among Governments ...............



Contents

23

24

25

26

The Economics of Government Bureaucracy ..................c........
Profit Maximization ............c..iieiiiieiiiineeiiiineeiiineeennnnns
Size MaximizZation ........ceuueeeinnetiiiie et eiiaeeennn.

Making Bureaucracy More Competitive ..............cooeiiuuiiineea.s

The Mathematics of Voting and Political Ignorance ...................

Concluding COMMENES  ....oviunreeitineeiiee e tiieeeeiieeeeieeeennes

In Defense of Monopoly ................oiiiiiiiiiiiiiiiiiiiiiianaan.

The Textbook “Monopoly” .......coiiiiiiiii i
The Real-World Role of Monopoly .............cciiiiiiiiiiiiiinna..
Freedom of Entry as a Barrier to Entry ............coooiiiiiiiiiinn.
The Good from a Bad Monopoly .........cooiiiiiiiiiiiiiiniiiinna..
Concluding COMMENES  .....couuteiiieetiie e eiie et

Behavioral Economics ............ ...

The Overall Dimensions of the Behavioral Challenge .................
Prospect Theory ....c..iiiiniiii i e
Dominance and Invariance .............ccoooiiiiiiiiiiiiiiiiiiiii
Mental ACCOUNLING  ...vunittte ettt
Endowment Effect ..........ooiiiiiiiiii i
Acquisition and Transaction Utility ................ccoiiiiiiiiiiina.
The Matter of Sunk COStS .....ovvieiiiiiiiiiii et
Behavioral Finance .............cooiiiiiiiiiiiiiiiii i
Concluding COMMENES  ......cuueeiiieeiiiie e iieeeees

Problems with Behavioral Economics .................................

The Perfect Rationality Caricature .............ooeevviviiininrernnnnenn.
Reliance on Constrained Laboratory Studies ..................ccoooeee
The Human Brain’s Internal Inclination to Correct Errant Decisions ..
Ecologically Adaptive Environments ..............c...oiiiiiiiiiia..
Subjects’ Overall Rationality ..............cooiiiiiiiiiiiiiiiiiiinaaaa..
Errant Decisions, Entrepreneurs, and Market Pressures ................
The Rational Emergence of Choice Option .............ccooovivinn....
The Irony of Nudges .........oooiiiiiiiiii i
Concluding COMMENES  .....couueeiinietiiiie et

Why Men Earn More on Average than Women—And Always Will .

Conventional Explanations for Gender Pay Differences ...............
A Different Conceptual Framework ..............ccooiiiiiian.
Risky Behavior ...
The Linkages Between Mating and Labor Markets ....................
Evidence from Behavioral Biology and Evolutionary Psychology ..
Evidence from Experimental Economics ............................
Econometrics Evidence ...........cccooiiiiiiiiiiiiiiiiii
Explaining the Narrowing Pay Gap ...............ccoooiiiiiiiiian

Xvii

375
376
377
378
379
381

383
385
387
388
389
390

391
391
395
398
401
402
405
406
407
415

417
417
422
424
426
427
431
435
436
444



Xviii Contents

The Female/Male Wage Gap: Hard Wired or Cultural? ................ 460
A Summary ASSESSIMENT ......uuueeeettttiiieee et et eeeeeaan. 461
Concluding COMMENES  .....couuieiunie it eenes 463
End notes ..........iiiiiii 465
Bibliography ... 525



2 Springer
http://www.springer.com/978-3-642-27363-6

The New World of Economics

& Remake of a Classic for New Generations of
Economics Students

McKenzie, R.B.; Tullock, G.

2012, XV, 559 p. 28 illus., Softcover

ISBM: 978-3-642-27363-6



