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PREFACE Introduction



Welcome to the Student’s Guide to Freakonomics! The purpose of this guide is to help you better understand the analyses presented in Freakonomics by providing a sort of “bridge” between the material covered in a traditional course in economic principles and topics addressed in what we consider to be one of the most fascinating books we’ve encountered in economics literature.



Many students view economics as a very difficult, if not impossible, course to master.This perception is, however, most likely based on observations of the experiences of other students who did not apply the proper approach to learning economics. In many courses, simple memorization is enough. In economics, we would argue, this is not the case.While you need to understand the meaning of basic terms and concepts, you also need to be able to apply economic concepts in specific situations. In other words, you need to develop the ability to think like an economist.The authors of Freakonomics certainly show the reader how to do just that.The material presented here is intended to make the job a little easier. Organization of the Student’s Guide



We organized the material in this guide to help you identify the key points in each chapter and check to ensure that you have a firm grasp of the key concepts presented in the book.The first section of each chapter in this guide consists of an overview that highlights the major topics and points presented in the book.The overview is designed to alert you to the major topics and is not intended to serve, in any way, as a substitute for the material in the text.



The second section of each chapter highlights key economic concepts that are addressed in the corresponding book chapter. In addition, we provide graphical illustrations at various points along the way to help you better understand how to use basic economic models to illustrate certain relationships discussed in the book.The purpose of this discussion is to alert you to the major factors that affect the relationship being illustrated. In order to be able to use graphs to analyze the effects of changes in key economic variables, you must have a clear understanding of how the determinants of the relationship being illustrated in a graph are related. The third section of each chapter consists of a list of what we have termed “core competencies.” How well you are able to respond to each of the questions listed in this section will be a strong indicator of the extent to which you understand the material presented in the book. Using the Student Guide



When using the student guide, remember that the overview and discussions of key graphs and terms are not substitutes for reading Freakonomics. Instead they are designed to “flag” key topics and alert you to specific items you may have missed.When completing the “core competency” questions, we strongly recommend that you avoid using your book or notes to answer the questions on your initial run through. Instead, use the questions as a way to flag topics you have not yet mastered.When you cannot answer a specific question, or you answer it incorrectly, you should take that as a signal to go back and devote more study to the topic in question.



2



Overview of Freakonomics: Themes and Fundamental Ideas



Although, as the authors note, there is no single unifying theme the book is built around, we have identified a number of concepts that recur throughout the book. Positive vs. Normative Analysis



Many of the tales in Freakonomics are intended to challenge the prior beliefs (i.e., the conventional wisdom) of the reader.The conclusions derived from various investigations described in each chapter will often surprise you.They may even irritate your sensitivities.The investigations in these chapters, perhaps like no other quantitatively-oriented book, bring home the differences between looking at the world from the point of view of a moralist and the world view of a scientist. If morality represents the way that people would like the world to work, economics represents how it actually does work. According to the authors: “it is well and good to opine or theorize about a subject, as humankind is wont to do, but when moral posturing is replaced by an honest assessment of the data, the result is often a new, surprising insight.” The Nature of Scientific Inquiry



Freakonomics provides new insights into the scientific process.The investigations in Freakonomics address economic and social issues that are frequently difficult, but not impossible, to quantify. The means of formulating testable hypotheses, the difficulties involved in gathering useful data and the utilization of those data are testaments to the discipline and creative mental processes of true scientific inquiry.



Freakonomics provides concrete illustrations of how unconventional methods of data gathering and “stand-on-your-head” ways of looking at data are often necessary to make sense of the world. Knowing what to measure and how to measure it makes a complicated world less so. Incentives are the cornerstone of modern life



Indeed, incentives have been the cornerstone of human existence. Economics is the study of human behavior as it manifests itself in the sometimes foggy mist of incentives. An understanding of incentives is the key to clearly understanding any human behavior. The conventional wisdom is often wrong



Freakonomics takes pleasure in using the powerful quantitative tools of economic inquiry to turn conventional wisdom on its head.The authors do not argue that conventional wisdom is always wrong, but they do conclude that the conventional wisdom that is used as an explanation for many social issues is unexamined, unquestioned and often not correct. Dramatic effects often have distant, even subtle, causes



As the authors state: “the answer to a given riddle is not always right in front of you.” Of course, positive economic inquiry and gathering and interpreting the data that are necessary to solve a sticky social riddle is often hard. But it is the hard part that makes it worthwhile! If it were easy, everyone would do it.
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Chapter 1 What Do Schoolteachers and Sumo Wrestlers Have in Common? Summary



In this chapter, Levitt and Dubner describe how many people in different cultures and walks of life, who are otherwise inclined to be honest, find subtle ways of cheating to advance their position or increase monetary awards when incentives are strong enough.The authors define an incentive as “a means of urging people to do more of a good thing or less of a bad thing,” and identify three varieties of incentives. Economic incentives are those which a person responds to in the marketplace (broadly speaking). Social incentives motivate people to respond in a certain way because they care (or are worried) about how they will be viewed by others (think “Scarlet Letter”). Moral incentives appeal to a person’s sense of right versus wrong.Three case studies of the effects of incentives dominate the chapter; public school teachers in Chicago, sumo wrestling in Japan, and Paul Feldman’s bagel business.



The first case considers a group of ordinary people, school teachers, performing an ordinary task, testing their students. Recently, standardized testing has become mandatory in public schools.The No Child Left Behind law awards schools that make progress on these standardized tests and punishes schools that chronically lag behind. Levitt and a coauthor developed a computer algorithm to look for strings of suspicious answers on standardized tests. An analysis of data on the test scores of children in public schools in the Chicago Public School system reveals evidence that teachers cheat by substituting the right answers on students tests in about five percent of classes taught. Sumo wrestling in Japan, which is synonymous with Japanese national pride, is practiced by only the most honorable of men.Yet the analysis described is this chapter provides evidence that a significant number of sumo wrestling bouts are actually “rigged” when it really counts.



Finally, data collected by Paul Feldman, an entrepreneur who decided to start a bagel business in the Washington, D.C. area shows that people are not above cheating, even when the gain is very low (95 cents for a bagel). Even more interesting is the observation that cheating appears to be more likely as the income level of customers increases. Basic Economic Concepts



In this section we identify basic economic principles that underlie the analysis presented in this chapter. In addition, we show how basic models economists rely on can be used to help explain some of the authors’ conclusions. 1. Incentives matter. Incentives, and how people respond to them, is a recurring theme in Freakonomics. Levitt and Dubner claim that: “economists love incentives....The typical economist believes the world has not yet invented a problem that he cannot fix if given a free hand to design the proper incentive scheme.”



In fact, the authors consider the study of incentives to be tantamount to the study of economics.



Incentives come in three varieties: moral incentives–by which one acts out of conscience or conviction; social incentives–by which actions are related to shame or glory; and economic incentives–causing people to act in their financial interest.This chapter helps the reader to distinguish among these types of incentives by using an example of a day care center in Haifa, Israel. Once a price is attached to being late to pick up one’s child at a daycare facility, parents
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react in an unexpected way–they show up late more often.The reason is that, before the fine was levied, most parents picked up their kids on time out of a sense of guilt–a social or moral incentive. Once the fine was levied, parents faced only an economic incentive.This, instead of a sense of guilt, was now the price for being late. Parents subsequently reassessed the benefits and costs and decided that the price was worth the extra free time.



In this chapter, we also learn that incentives apply in unexpected ways to stalwart members of the community. Some teachers face possible sanctions if their students don’t perform well on standardized tests.They may see cuts in funding for the school, or worse yet, they could lose their job. So teachers react in a way one would never think a teacher would–they cheat.



There is compelling evidence that sumo wrestlers, whose craft is associated directly with honor in Japanese culture, appear to cheat as well.The Freakonomics data in this chapter suggest that a wrestler might throw a match to help his opponent maintain his current ranking.



2. Consumer Behavior and Cheating. As a student of economics, you have learned that a consumer’s goal is to maximize utility. How do people accomplish this? Will the ordinary person cheat in order to maximize utility? Apparently so, if the examples in this chapter say anything about consumer behavior. As W.C. Fields once said: “a thing worth having is a thing worth cheating for.” In this chapter we see that cheating takes many forms. Sometimes cheating is the mere withholding, manipulation or distortion of important information. Considering the experiences of Paul Feldman–the bagel entrepreneur—apparently for some people even a bagel is worth cheating for.



3. Government Regulation and Unforseen Consequences. As you have undoubtedly learned, the government is sometimes involved in the marketplace. Government involvement in markets can occur either through taxation or regulation.This chapter illustrates the unintended consequences of seemingly benign government regulation. Since the implementation of state and federal laws that require “high stakes testing,” i.e., standardized testing with rewards for schools that show improvement and punish schools that don’t, some teachers have invented creative ways to show improvement without really adding to the education of their students. According to the data cited in this chapter, 35 percent of schoolteacher respondents to a survey in North Carolina said they witnessed their colleagues cheating in some fashion. Government policies and regulations, whether federal, state or local are ubiquitous.The reactions of private firms, institutions and individuals to the incentives created by government regulations may be unintended and unimagined.They may evoke actions that are contrary to the original goal or they may evoke actions that frustrate a goal of an entirely different government policy or regulation.



Core Competencies



This chapter raises a rather odd question, “What do Schoolteachers and Sumo Wrestlers have in common?” Once you have read and carefully studied this chapter you should be able to complete the following tasks which, taken together, answer this and related questions.



1. Explain how the imposition of a fine for tardy parents at a day care center may have altered the motivations of these parents. 2.What is an incentive? How does it relate to the study of economics?



3.What examples can you think of where moral or social incentives and economic incentives are both present? Are the different incentives complementary or competing? For each of the cases you cite, which do you think is the stronger incentive? 5



4. Describe some ways in which a school teacher might be able to improve the scores of his or her students on a standardized test. 5. How has a well motivated and seemingly benign government requirement to administer standardized tests to grade school students had unintended and malicious consequences? Can you think of other examples of government regulations that were imposed to achieve one goal but have had unanticipated consequences? 6. Explain how Levitt devised a means of examining student test scores to uncover evidence of cheating teachers. Explain also why Levitt’s analysis of the data constituted evidence, but not proof, of cheating.



7. Explain what incentives, if any, a university might have to artificially improve the test scores and grades of its athletes.



8. Describe, in general terms, how sumo wrestling tournaments in Japan are arranged and how the rank of an individual sumo wrestler might change as a result of his performance at one of these tournaments.



9. Describe what it means for a Japanese sumo wrestler to be “on the bubble” and what incentives this wrestler and his opponent may have to “throw” a wresting match.



10. How did Levitt construct a means of detecting evidence of cheating among Japanese sumo wrestlers? What evidence does he offer in support of his claim that some Japanese sumo wrestlers probably “throw” some of their matches?



11. How did Paul Feldman set up his bagel business in the Washington, D.C. area? How did it differ from most business models?



12.What do the authors of Freakonomics conclude from an analysis of the Paul Feldman’s bagel sales data? Do these conclusions match with economists’ expectations of human behavior?



13.What window does an analysis of the sales data of Paul Feldman’s bagel business open? Why is this usually a difficult subject for economists and others to analyze? 14. Based on what can be learned from a study of sales data of Paul Feldman’s bagel business, what variables affect the incidence of theft in an office setting?



Chapter 2 How Is the Ku Klux Klan Like a Group of Real-Estate Agents? Summary



This chapter is all about information: the advantages it grants to those who have it, the disadvantages it imposes on those who do not, the ways it can be misused, and the ways it can be abused.The first part of the chapter describes how the Ku Klux Klan first came into being and, how, over time, it was able to exert considerable influence over the lives of those it considered the “enemy,” e.g., blacks, Jews, Catholics.What the discussion also shows very clearly is how the acquisition and dissemination of information that had been known only to members of the Klan–secret coded greetings, the Klan’s organizational structure–took away much of the power the Klan had previously enjoyed. Once the “secret” was out, much of the membership was no longer willing to participate for fear of being exposed to the public. 6



The remainder of the chapter explores how specific individuals can capitalize on an informational advantage by exploiting informational asymmetries, as well as human emotions such as fear and sorrow. Real estate agents have a much better sense of the current condition of local housing markets than do buyers and sellers.They can combine this superior knowledge with the buyer’s (seller’s) fear that he/she won’t be able to find a house (sell his/her house) to achieve a deal which is in the agent’s best interest but not necessarily the best interests of the buyer or seller.The same can be said of funeral directors, and car salesmen.The chapter also considers the effects of misinformation, e.g., misrepresentation on corporation balance sheets, and the potentially discriminatory behavior that can flow from incorrect or biased information.The chapter concludes with a discussion of the misinformation people post on Internet dating sites, and how voters respond to polls. Basic Economic Concepts



In this section we identify basic economic principles that underlie the analysis presented in this chapter. In addition, we show how basic models economists rely on can be used to help explain some of the authors’ conclusions.



1.The economic value of information. The model of supply and demand is used to illustrate how the equilibrium price and quantity of a good or service are determined by the interaction of sellers (supply) and buyers (demand) in a market. One of the underlying assumptions of the model is that buyers and sellers have perfect information. Consider Figure 2.1, which illustrates the supply and demand for housing in City A (all houses are assumed to be the same). If buyers and sellers both have perfect information, and all of the other conditions for a competitive market are satisfied, P1 and Q1 represent the equilibrium price and quantity of houses. However, what if some group of people, say real estate agents, has information other participants in the market, i.e., buyers and sellers, do not. Consider first suppliers. As the authors suggest, real estate agents may convince sellers they are better off selling at a lower price because waiting for a better offer might not pay off.To the extent sellers accept this logic, the supply curve shifts to something like S2. If, at the same time, agents provide information to potential buyers that houses can be had at a lower price than the buyers thought possible, demand is affected as well.To the extent that buyers revise their willingness to pay downward, the demand curve will shift to something like D2.The result is that equilibrium price in the housing market is lower than what it would be if buyers and sellers had perfect information. Note also that, according to available data, real estate agents who sell their own houses get the price of P1 rather P2 (because they have the superior information).



2. Incentives matter. One of the dominant themes in virtually every economics course is “incentives matter.” A rather basic assumption is that buyers and sellers will act so as to make themselves as well off as possible. Consumers try to maximize total satisfaction, while sellers try to maximize profits.This explains why real estate agents don’t work to get the highest price possible for the seller, and why funeral directors sell someone who has just lost a loved one a high-priced casket the
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buyer doesn’t really need. In the first case, selling more quickly makes it easier for the agent to sell more homes, making more total profit. In the second case, the seller can take advantage of the buyers’ vulnerability and, in so doing, increase his profits.



3.Technological change. Over time, technological change has had profound impacts on our lives, ranging from how the goods we consume are produced, to how we communicate and how we travel.The list goes on and on.While technological change takes a variety of forms, one thing that almost all technological changes have in common is their effect on costs, i.e., costs tend to go down. Consider personal computers. Over the past two decades, the computing power of the typical home PC has increased by an astonishing amount. At the same time, the average price of a typical PC has steadily decreased. This chapter focuses on the effects of technological change in the market for information.With the advent of the Internet, the cost of both providing and acquiring information has fallen dramatically for almost everyone. One of the effects of this increased availability of information has been to “level the playing field” for consumers of a variety of goods and services.



This change is very easy to illustrate graphically. Figure 2.2 illustrates the market for information.The curves labeled D1 and S1 represent the demand for, and supply of, information, prior to the advent of the Internet. Under those conditions, the equilibrium quantity of information consumed was Q1. After the Internet became readily accessible to the masses, however, the supply of information rose dramatically as illustrated by the shift of the supply curve to S2. As a result, the equilibrium quantity of information consumed increased to Q2.There is no doubt but that this increased availability of information has affected the market for goods ranging from cars to electronics to real estate.



4. Competition and efficiency. According to the model of supply and demand, so long as certain conditions are satisfied, the market equilibrium ensures that the net benefits from production and consumption of the good in question are as large as possible. As a result, the outcome is efficient. One of the conditions for an efficient market outcome is that both buyers and sellers have perfect information.Thus, the information asymmetry that exists between real estate agents and their clients suggests that the market outcome will not be efficient. In contrast, with the increased information available via the Internet regarding the prices of different term life insurance policies, the outcome in that market is more efficient than it was previously. Core Competencies



This chapter raises a rather intriguing question, “What do the Ku Klux Klan and Real Estate Agents have in common?” Once you have read and carefully studied this chapter you should be able to complete the following tasks which, taken together, answer this and related questions.



1. Describe, in broad terms, how the Ku Klux Klan came into existence and how its level of popularity varied over time. In addition, identify specific factors that caused the Klan’s popularity to rise or fall.
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2. Explain Stetson Kennedy’s role in the Klan’s ultimate decline in popularity in the South, focusing on the role the dissemination of what the Klan believed was secret information played in that process. 3. Explain what is meant by the term “information asymmetries” and give examples of information asymmetries we encounter in everyday life. 4. Explain whether, and if so, how, information asymmetries create a competitive advantage for particular individuals. 5. Explain how such innovations as the Internet have affected the prevalence of information asymmetries.



6. Explain how information asymmetries facilitated the corporate scandals that occurred in the early 2000s.



7. Provide examples that illustrate how the combination of an information asymmetry and fear can lead to inefficient outcomes. Explain how the introduction of the element of fear makes the problem of the information asymmetry even worse.



8. What evidence do the authors offer to support their claim that real estate agents exploit an information asymmetry to their client’s detriment? As more clients become aware of the possibility of such behavior by agents, how might it affect the relationship between the two?



9. Explain how the choice of terms a real estate agent uses to describe a particular property conveys additional information about the property, and hence the price a potential buyer might be able to successfully offer the seller.



10. This chapter examines how the economic incentives of a real estate agent may differ from those of his or her client.What other subject matter experts are often hired by individuals and businesses? Might they have incentives that differ from those of the clients that hire them? 11. Explain how the information a person has can affect his/her propensity to discriminate. As part of your explanation, distinguish between taste-based discrimination and information-based discrimination.



12. According to the voting data from the Weakest Link, which two groups of people are most likely to be discriminated against in that setting.What type of discrimination is being practiced in each case? Explain. 13. What do the data say about the characteristics of men and women who participate in Internet dating sites relative to the characteristics of the broader population?



14. Assuming many of the people who use Internet dating sites are not being truthful when they describe themselves, what could motivate them to do so, knowing that if they ever actually met a date face-to-face, the truth would likely come out?



9



Chapter 3 Why Do Drug Dealers Still Live with Their Moms? Summary



One of the themes of this book is that the conventional wisdom is often wrong. In this chapter, Levitt and Dubner quote from the economist and diplomat John Kenneth Galbraith, who asserts that social behavior is complex and “to comprehend [its] character is mentally tiring.” So, according to Galbraith, conventional wisdom must be simple, convenient, comfortable and comforting, though not necessarily true. Levitt and Dubner cite several examples of conventional wisdom which is demonstrably in error. They go on to note that even though the conventional wisdom may be wrong, it nonetheless may be hard to correct. Conventional wisdom is often created by experts in a field.They make observations and draw conclusions without resorting to the facts.Their conclusions get repeated by the media and by other experts who refer to the previously stated error and thus give credibility to it. Repeated often enough, an error can begin to ring true and thus becomes accepted by society as an unquestionable answer to a tricky social problem. The chapter then goes on to address, and dispel, the conventional wisdom regarding drug dealers, i.e., they are all rich.They do this by describing how Sudhir Venkatesh, a graduate student in Sociology, acquired detailed financial records from a Chicago “crack” gang.Through these records, a significant amount of information has been compiled on the operations, organizational structure and financial dealings of an extralegal American business. Several economic themes emerge from this chapter’s astounding tale.



Many students will find that the tale of the Black Nation Disciples appeals to their voyeuristic nature. This is precisely what is intended. Along this sordid path, students can acquire an understanding of the economic concepts described below.



Basic Economic Concepts



In this section we identify basic economic principles that underlie the analysis presented in this chapter. In addition, we show how basic models economists rely on can be used to help explain some of the authors’ conclusions.



1. Fixed and variable costs of production. This chapter provides an intriguing and simple example of the costs and revenues of a firm.The revenues of J.T.’s chapter of the Black Disciples come from the sales of drugs, dues paid to the gang, and extortion. Expenses include the cost of the drugs, fees paid to the directors, weapons, mercenary fighters and the salaries of the chapter officers, dealers and foot soldiers. Let’s consider how J.T.’s costs might vary at different levels of production. Remember that J.T.’s gang does not manufacture drugs. J.T. is the owner of a retail distribution business. J.T.s costs are summarized in Table 3.1. First, J.T. has fixed costs. Fixed costs are those short-run costs which occur regardless of how many crack deals the gang makes on the streets of Chicago. These likely include many of the miscellaneous costs referred to in this chapter: the death benefits to the families of murdered gang members, legal costs for gang members, bribes to police and government officials, and gang-sponsored community events and the cost of guns.
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Table 3.1 J.T.’s Schedule of Costs at Various Levels of Production Quantity Fixed Produced Costs



Cost Dealers’ Payment Mercenary of Drugs Wages to Board Fighters $0



Total Variable Costs



Total



ATC



MC



$0



$0



$2,700



-



-



0



$2,700 $0



$0



500



$2,700 $833



$1,584 $833



$167



$3,417



$6,117 $12.23 $6.83



1,000



$2,700 $1,667 $3,167 $1,666 $333



$6,833



$9,533 $9.53



$6.83



1,500



$2,700 $2,500 $4,750 $2,499 $500



$10,249



$12,949 $8.63



$6.83



2,000



$2,700 $3,333 $6,333 $3,332 $667



$13,665



$16,365 $8.18



$6.83



2,500



$2,700 $4,167 $7,917 $4,166 $833



$17,082



$19,782 $7.91



$6.83



3,000



$2,700 $5,000 $9,500 $5,000 $1,000



$20,500



$23,200 $7.73



$6.84



3,500



$2,700 $5,833 $11,082 $5,832 $1,167



$23,914



$26,614 $7.60



$6.83



4,000



$2,700 $6,667 $12,664 $6,664 $1,333



$27,328



$30,028 $7.50



$6.83



4,500



$2,700 $7,500 $18,205 $7,497 $1,916



$35,118



$37,818 $8.40



$11.20



5,000



$2,700 $8,333 $23,745 $8,330 $2,499



$42,908



$45,608 $9.12



$15.58



Variable costs include the wholesale cost of purchasing the drugs, wages paid to the street dealers, payments to the gang’s board of directors (remember, these were described as being based on a percentage of sales revenue), and payments to mercenary fighters.The Total Variable Costs column is the sum of these variable costs. Remember that Total Cost = Fixed Cost + Variable Costs. Remember also that Average Total Cost (ATC) = TC/Q. Finally, the marginal cost column in Table 3.1 is calculated as )TC/)Q as one moves from one level of production to the next level. As with the examples of most businesses you have studied, the ATC curve would exhibit a “U” shape. In addition, the MC curve intersects the ATC curve at the latter’s minimum point.



2. A “winner take all” labor market. Economic textbooks often refer to a concept called the “winner take all” labor market.This describes a situation in which many laborers compete for a position in the market, but few actually succeed in finding employment.Those few who do are paid extraordinarily large salaries. An excellent example is professional basketball, a specialized labor market in which a handful of excellent players are paid annual salaries in the millions of dollars. Meanwhile, thousands of young adults devote endless hours and considerable ambition in a vain attempt to find a paying position in this very specialized field.



The market for crack cocaine is another example of a “winner take all” labor market. Levitt and Dubner refer to this labor market as a “tournament.” A tournament, of course, refers to a situation in which many players compete against each other and, one by one, are eliminated. Finally, a victor emerges who takes home the prize.
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Can you think of other examples in which there are few, highly paid positions and many, many willing and able persons who could fill these positions? (Hints: Elected political officials, top management positions in a corporation)



3. Supply, demand and equilibrium price. The example of the Black Disciples street vendors demonstrates an immutable law of economics: whenever there are a lot of people willing and able to perform a job, that job doesn’t pay well.Three dollars and thirty cents an hour to be exact. In a capitalist society, intense competition will drive prices down. If many people are able and willing to sell drugs for a gang, each person ends up competing with everyone else.This drives wages down. Consider Figure 3.1.This figure illustrates the market for labor to perform gang-related work in South Chicago.The supply curve is upward sloping, as you may suspect, but it is far to the right of the origin.This represents the notion that workers, taken together, are willing and able to perform a significant amount of labor at low wages.This occurs because there are many, many people who are able to do the work and, at any wage, many, many of these people offer their services to employers. Given the demand curve, D, this results in a market wage that’s very low:W*.



4. Incentives matter. Given the low wages and the fact that the chance of being violently and ignominiously murdered is one in four, why are so many willing and able to perform the job of dealing crack? The answer is that those who succeed in this tournament labor market are handsomely rewarded, and each budding drug dealer believes he can succeed. According to the data obtained by Ventakesh, the top 120 managers in the Black Disciples gang represented just 2.2 percent of the full-fledged gang membership but took home well more than half the money.



5. The effect of technological change on the market for goods and services. This chapter reveals that technological change can cause significant changes in markets. Prior to the 1980s, cocaine was a “classy” recreational drug. However, cocaine was expensive and alas, the “high” from cocaine was fleeting.The latent demand for a cheap and potent form of cocaine marketers to the laboratory to concoct a better drug. Eventually, “crack” was invented.



Crack cocaine offered a cheap way to get a good (albeit, short-lived) high.This invention constituted a significant technological change in the supply of cocaine. In describing the determinants of supply, economics text books note that technological improvements are supply “shifters.” When a technological advance occurs, it results in a shift of the supply curve to the right. All other things equal, this will lower the equilibrium price of a good.This lower price induces an increase in the quantity demanded.



To illustrate this point graphically, refer to Figure 3.2.The horizontal axis measures the quantity of a cocaine induced “high” (from whatever form of cocaine). Originally, with only historic forms of cocaine available, the supply curve of cocaine is S1.The workings of the market result in an
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equilibrium price of P1 and an equilibrium quantity sold on the market of Q1.The invention of crack is a technological advance in the manufacturing process for cocaine–making the per unit cost of a cocaine high much cheaper.This shifts the supply curve to S2. Suppliers are now willing to supply each quantity of a cocaine high at a lower price.This results in a new equilibrium price, P2–a much lower price.This lower price induces an increase in quantity demanded and the new equilibrium quantity moves to Q2.



6. Conflicting incentives: owners versus labor. This chapter provides a unique insight into the long-standing issue of the divergence of incentives between owners and workers. Owners seek to maximize profits.Workers may not have the same motivation. For example, a worker may seek to maximize his pay, maximize his influence in the company or maximize his responsibility. Seeking these goals may not complement the goal of profit maximization. In fact, the goals of workers may be contrary to the profit maximization goal.



In the example of the Black Disciples, the conflict arises between the franchise owner, J.T., and the street dealer.The franchise owner is interested in maintaining a stable and safe market environment for customers who repeatedly make drug purchases.These conditions contribute to achieving maximum sales and profits.The street dealer’s goals, however, are in conflict with those of the franchise owner.The dealer wishes to distinguish himself from competing laborers and bring his hard work to the attention of the franchise owner to move up in the tournament and earn higher pay. A sure way to distinguish yourself as a crack dealer is to establish a dark reputation by proving to the other members of the gang that you have a proclivity to violent ways. A killer is respected, feared and noticed. A street dealer’s incentive is to make a name for himself, even if that means starting a gang war.



7. The Formation and Operation of a Regional Monopoly. J.T.’s urban street gang has a monopoly over the distribution of crack cocaine within the franchise’s service area. It is not at all coincidental that the service area of this particular franchise is the same as the urban territory claimed by the gang as their “turf.”



How did J.T.’s crack cocaine business become established as a monopoly within this region? By violence and intimidation! Economics text books describe the establishment of monopolies through government license or patent, through the development of a natural monopoly, or due to other barriers to entry by other firms. In the case of this street gang, the barrier to entry by other crack cocaine distribution firms is the barrel of a gun! Other gangs or would-be distributors are well aware of the consequences of sending dealers onto J.T.’s turf to sell crack.The limits of the franchise territory are well marked with gang “tags” and are well patrolled by its members.



For a graphical illustration of a monopolist’s market, refer to Figure 3.3.The monopolist faces the downward-sloping market demand curve.This is the demand for crack cocaine in J.T.’s franchise service area–the gang’s “turf.” Since potential buyers can walk or drive a few blocks and purchase their crack from a different gang, the demand curve that J.T. faces is relatively elastic.The monopolist maximizes profit by producing the level of output at which marginal revenue equals marginal cost. This is the number of units of crack that corresponds to point Q. J.T.’s next decision is to price 13



each unit of crack at the maximum willingness to pay. For quantity Q*, the most consumers will pay is P*.The result is positive economic profit. For each unit of output, P* (which is also the firm’s average revenue) is greater that average total cost, i.e., ATC*. Core Competencies



This chapter answers a surprising question; “Why do drug dealers still live with their moms?” Once you have read and carefully studied this chapter you should be able to complete the following tasks which, taken together, answer this and related questions.



1. What is “conventional wisdom?” What are some ways that “conventional wisdom” comes into being? 2. Explain why challenging the “conventional wisdom” with regard to a sticky social issue may be difficult to do.



3. Considering this chapter’s analysis of the transformation of Listerine from an antiseptic to a cure for halitosis, what can one conclude about the effect of advertising on market demand for a good or service?



4. Explain how the incentives of police departments and the public media gave rise to explanations of the rising crime rate in the 1980s that were totally wrong.



5. Describe, in general terms, the organizational structure of the Black Disciples street gang. How is it similar to the organizational structure of most business? 6. Explain how four years of financial records of the Black Disciples street gang found their way into the hands of a University of Chicago graduate student. 7. How did J.T., a branch leader of a Black Disciples street gang, acquire and maintain a regional monopoly over crack cocaine within the territorial domain of the gang? 8. What are monthly costs incurred by J.T.’s unit of the Black Disciples? Which costs would be considered fixed costs? Which would be considered variable costs?



9. Explain how a “tournament” or “winner take all” labor market works.Why would a street-level drug dealer be willing to accept low pay and poor working conditions?



10. Give your own examples of a “tournament” type of labor market.



11. How do the incentives of the street-level drug salesman differ from those of the gang leader/ franchise owner? Are they both attempting to maximize the profits of the gang? Why or why not? 12. How did the invention of crack cocaine transform the urban street gang?



13.According to the data cited in this chapter, civil rights laws and a shift in the attitudes in the United States regarding race helped to improve the status of black society. How did crack cocaine alter that progress? 14. Based on the examples in this chapter, what does the invention of better and cheaper production methods do to the price and sales of a good or service?
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Chapter 4 Where Have All the Criminals Gone? Summary



This chapter considers a variety of possible explanations for the significant drop in crime and crime rates that occurred in the 1990s. Based on articles that appeared in the country’s largest newspapers, the authors compile a list of the leading, commonly offered explanations.The next step is to systematically examine each explanation and consider whether available data support the explanation. What the authors, in fact, demonstrate is that in all but three cases–increased reliance on prisons, increased number of police, and changes in illegal drug markets–correlation was erroneously interpreted as causation (and in some cases, the correlation wasn’t even that strong).



The last few pages of the chapter focus on an explanation of the crime drop that had not been addressed until much more recently–the effect of legalized abortion.The discussion summarizes the results of a study conducted by Donahue and Levitt that appeared in the Quarterly Journal of Economics in 2001.The upshot of that analysis is that approximately one half of the drop in crime witnessed in the 1990s is attributable to the legalization of abortion in 1973.This conclusion is based on statistical and econometric analysis that focuses on, among other things, the characteristics of criminals, the increase in the number of abortions following its legalization and the characteristics of those women most likely to get an abortion. Basic Economic Concepts



In this section we identify basic economic principles that underlie the analysis presented in this chapter. In addition, we show how basic models economists rely on can be used to help explain some of the authors’ conclusions.



1. Correlation versus causation. Many principle texts like to address certain fallacies that must be avoided when conducting scientific inquiry. One of these is the problem of confusing correlation with causation. For example, drownings and ice cream sales are positively correlated to the extent that both tend to increase in the summer. However, we should not then conclude that the increase in ice cream sales causes an increase in drownings (or vice versa). In a similar manner much has made of the (usually negative) correlation between certain practices, such as the increased use of capital punishment and tougher gun laws, when attempting to explain the drop in crime in 1990s. However, as the authors show through a careful examination of the data, the fact that two things may appear to be correlated does not provide evidence of causation.



2. Supply and demand. Over the past 20 years, efforts have been made to reduce the number of guns in circulation either through legislation limiting gun sales or through gun-buyback programs. There are, however, two markets for guns, one legal and the other illegal and the laws that have been enacted affect primarily the legal market for guns. Consider Figures 4.1a and 4.1b. 4.1a illustrates the legal market for guns, while 4.1b illustrates the illegal market, or black market, for guns. Considering first the legal market, laws that restrict the type of gun sold reduce the supply of guns, as shown by the shift of the supply curve from S1 to S2. In addition, laws that make it more difficult to purchase a gun cause demand to decrease, shown by the shift of the demand curve from D1 to D2.The result is a decrease in equilibrium quantity from Q1 to Q2 and an uncertain effect on equilibrium price (why?).Turning to Figure 4.1b, there are two possibilities.The first is that there is no change in supply and demand because the laws enacted effect primarily the legal market for guns.The second possibility is that both supply and demand increase, to S2 and D2. Supply 15



might increase because certain sellers turn to selling guns in illegal markets in response to the restrictions imposed in legal markets (once again, incentives matter!) Demand might increase because individuals who wish to purchase a gun but find it more difficult to do so in a legal market turn to the illegal market. In this second scenario, the simultaneous increase in supply and demand cause equilibrium quantity to increase, while the effect on equilibrium price is once again uncertain.



3. Competition and economic profit. As part of their discussion of those factors that contributed to the decrease in crime in the 1990s, in particular the bursting of the crack bubble, the authors note that “What did go away were the huge profits for selling crack. . . . Dealers began to underprice one another; profits vanished.” This example nicely illustrates how positive economic profits will attract entry into a market and how that entry will erode excess profits over time. Consider Figures 4.2a and 4.2b, which represent the market conditions faced by a representative firm (i.e., dealer). Initially, the firm is making a positive economic profit.This is shown by the fact that at the level of output at which MR = MC, Qf1 in Figure 4.2a, average revenue, AR1, is greater than average total cost, ATC1.The positive profits attract entry into the market, causing the demand curve faced by each of the existing firms to shift left and become more elastic. Entry continues until price falls to the point where each firm is making a normal profit. Referring to Figure 4.2b, at Qf2 (the level of output at which MR = MC), P2 = AR2 = ATC2 and there are no more positive economic profits.This also illustrates the maxim that “incentives matter.” Once the positive profits disappeared, so did the dealers’ incentives to kill one another in pursuit of greater market share.
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4. Positive versus normative analysis. Not surprisingly, many people find the argument that the legalization of abortion had a large, statistically significant effect on crime to be quite disturbing. Indeed many people find the argument to be morally reprehensible. Nonetheless, the evidence is overwhelming in support of the argument.This in turn highlights the important distinction between positive and normative analysis.The fact that the relationship exists does not then justify the argument that abortion ought to be made readily available, let alone that it should be legal (a normative question). It simply explains a phenomenon that has been observed (an application of positive analysis). Core Competencies



This chapter raises a rather intriguing question, “Where have all the criminals gone?” Once you have read and carefully studied this chapter you should be able to complete the following tasks which, taken together, answer this and related questions. 1. In economic terms, what was Nicolae Ceau_escu’s rationale for banning abortion in Romania, i.e., how did he see banning abortion befitting the Romanian economy? 2. Describe the incentives Ceau_escu used to increase the birth rate in Romania.Were these incentives effective? Explain.



3. As a result of Ceau_escu’s policies, what happened to the average quality of life in Romania? Provide an economic explanation for the change that occurred.



4. Describe the general behavior of the crime rate in the United States between 1970 and 1999, i.e., indicate whether it was increasing or decreasing from year to year.



5. List each of the explanations of the drop in the crime that occurred in the 1990s that are evaluated by Levitt and Dubner. 6. Of the explanations you identified in the previous question, which ones do not appear to in fact be valid? Which ones do appear to in fact be valid? 7. The argument linking the drop in crime to the robust economy in the1990s would seem to be quite strong. Provide a brief explanation of what the data have to say about the viability of this explanation.



8. What rationale do some criminologists offer for the argument that imprisonment rates should be lowered as part of the effort to reduce crime in the United States? Was their logic sound? If not, what fallacy did they commit? 9. What does the available evidence have to say about whether increased reliance on prisons is a viable explanation for the drop in crime in the 1990s? 10.What does the available evidence have to say about whether increased reliance on capital punishment is a viable explanation for the drop in crime in the 1990s?



11. Explain how an increase in the number of police officers could cause the crime rate to decline. Does the evidence support this explanation of the drop in crime in the 1990s? Explain.



12. Many observers maintained that the drop in crime in the 1990s was at least in part due to the adoption of innovative policing strategies. Focusing on the experience in New York City, what do the data tell us about the viability of this assertion? Should we then conclude that smart policing is not a good thing? Why or why not? 17



13.What percentage of homicides in the United States involve a gun? How many guns are there in the United States compared to the number of adults? Based on your answers to the previous two questions, formulate a hypothesis regarding the relationship between the crime drop in the 1990s and laws such as the Brady Act and initiatives such as the various gun buyback programs that were implemented around the country. 14.What do the data tell us about the viability of the assertion that tougher gun laws contributed to the drop in crime in the 1990s? What helps to explain this finding?



15. Summarize the findings of economist John R. Lott Jr. regarding the relationship between “right-tocarry” gun laws and crime. Have other scholars been able to produce similar findings? What does this say about the reliability of Lott’s findings? 16. Is there evidence to suggest that the “bursting of the crack bubble” contributed to the crime drop in the 1990s? If your answer is yes, explain how it happened. 17. Did the “graying of America” help bring down the crime rate in the 1990s? Why or why not?



18. Summarize the argument by Donahue and Levitt regarding the relationship between the drop in crime in the 1990s and the legalization of abortion as a result of Roe v.Wade.Your summary should focus on such factors as the characteristics of the average criminal (e.g., average age, home life), what happened in states that legalized abortion prior to the decision in Roe v.Wade, and the type of woman who is likely to take advantage of Roe v.Wade.



Chapter 5 What Makes a Perfect Parent? Summary



This chapter summarizes the results of studies by Levitt and his coauthors, as well as other studies, that examine the influence demographic, cultural and other variables have on the performance of school-age children on standardized tests. In a now familiar theme, the results are plangently counterintuitive. Based on a mountain of school children’s test scores, a successful child appears to be more “made” than nurtured, more mused than molded.



The chapter begins by reviewing how many parents get educated on raising their children and how parenting experts swing from one extreme position to another in an attempt to get the attention of risk-adverse parents.The authors then consider what motivates parents and others to worry more about certain risks than others, focusing on the effects of fear and a misinterpretation of available data.



The bulk of the chapter is spent exploring various factors most people would expect to be highly correlated with, as well as causes of, student performance on standardized exams. Broadly defined, attention is focused on what parents do versus what parents are.The results of the analyses considered are, to put it mildly, quite surprisingly. For example, having books in the home appears to have a positive effect on performance, while reading to the child does not. Other factors that do not appear to matter include whether the mother stayed at home when the child was an infant, whether the child frequently watches television, and whether the child attended Head Start.The chapter concludes by providing a logical explanation for the empirical results.
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Basic Economic Concepts



In this section we identify basic economic principles that underlie the analysis presented in this chapter. In addition, we show how basic models economists rely on can be used to help explain some of the authors’ conclusions.



1. The Consequences of Imperfect Information. You may have already learned that imperfect information is one of the economic conditions that give rise to what economists call market failure. Market failure is a condition in which markets do not allocate a society’s resources in an efficient manner. In a market for a good or service, the marginal benefit to society from the last unit of the good or service consumed may be equal to the marginal cost of producing it. In any market where this condition is not met, there is an inefficient allocation of society’s scarce resources. Both producers and consumers need to be fully informed regarding their consumption or production decisions for a market to be efficient. This chapter considers imperfect information as it relates to parenting. Parenting experts tout their latest conclusions in books, lectures and on morning news shows. Parents, however, are poorly equipped to critically examine the information presented and thus are prone to follow the latest trend in parenting, not really knowing whether doing so is in the child’s best interest. Another important challenge to parents is how to avoid activities that put their children at risk of death or serious injury. A parent is the caretaker of the lives of his/her children.They must try to understand the risks faced by their offspring.This chapter’s analysis of the risks faced by a child are Freakonomically typical: they are plangently counterintuitive. Consider this: which is more dangerous, sending your child to play with a neighbor’s child who lives in a house where a gun is kept, or sending your child to swim in the neighbor’s pool? Overwhelmingly, the answer lies with the inherent danger of the swimming pool. In fact, children are 100 times more likely to die of drowning in a pool than a gunshot.



Many a childhood hazard which generates media noise and an eye-catching crusade turns out to be far less risky to children than death by swimming pool.These data illustrate the consequences of asymmetric information. In this case, parents do not have access to, or the capability of, absorbing and critically examining the information available regarding risk, while the manufacturer of a new safety-enhancing product has an incentive to promote his product by “talking up” the risk being avoided. Figure 5.1 graphically illustrates this point. An eye-catching crusade to alert parents of risks of death or serious physical or emotional injury is often initiated by a firm who sells a product that reduces the risk.The news media–always interested in scintillating news stories about suffering and pain–pick up on the marketing efforts of these firms and the risk-reducing products they sell.This elevates the perceived hazard of a thing in the minds of the consuming public. Figure 5.1 illustrates the market for a risk-reducing product, e.g., kid’s inflammable pajamas. Before the firm’s marketing of fire prone kids’ pajamas as a significant and imminent hazard,



19



the demand curve for this good is illustrated by D1.The equilibrium price and quantity sold are P1 and Q1, respectively. After the inflammable pajama firm’s campaign to inform the public about this risk, the demand curve shifts to D2.This reflects the newly perceived hazard by the consuming public. Equilibrium price and quantity sold rise to P2 and Q2, respectively.



2. Normative versus positive analysis. Recall the difference between approaches to analyzing data, value-laden or normative analysis and analysis that considers only the facts, i.e., positive analysis. Chapter Four, on crime and abortion, challenged the reader to accept the conclusions wrought by data (an application of positive analysis) and to think about the world as it is, rather than pledging fidelity to notions of the way the world should be (normative analysis).Where Levitt disabused purveyors of the conventional wisdom on the causes of crime in that chapter, he brings the economist’s quantitative skills to the subject of parenting in this chapter. Using data from the U.S. Department of Education, Levitt and his coauthors examined the relationship between a child’s academic success and a variety of personal circumstances related to the child’s life.The personal circumstances and factors analyzed include a plethora of demographic, familial and environmental variables that affect a child’s school work. Race, the economic status of parents, whether a child visits museums and birth weight are among the variables measured.



Levitt et al. conclude that the variables most correlated with academic success tend to be variables which are related more to what a parent is, than what that parent does for the child.This, of course, is counterintuitive. Don’t you think that parental efforts to improve the life of a child should “pay off” in academic performance? Well, they don’t–at least according to the data presented in this chapter.This clearly illustrates the difference between an analytical approach that considers the world as it is–a positive analysis–and an analytical approach that is based on how the world ought to behave.



3. Correlation versus causation. In order to better understand how one is capable of performing an analysis in which hundreds of variables are involved, Levitt and Dubner devote a bit of time in this chapter to describing one of the quantitative tools of the economic trade–“regression analysis.” Most students in introductory classes of economics are unfamiliar with this statistical method.The description in this chapter is brief, but may be enough to describe that those who use “regression analysis” try to sort out the relationships among variables when many variables are present. This chapter also distinguishes between correlation and causation, noting that a finding that two variables move together in some systematic fashion (i.e., positively or inversely) does not describe causation, but only correlation.



4. The incentives of experts. In Chapter Two, Levitt and Dubner demonstrated how subject-matter experts have incentives to withhold, massage or even distort information to promote their self interests. In this chapter, parenting experts are spotlighted. Authors of books about successful parenting are not likely to be those who argue the various sides of issues or refrain from overselling a point of view.This type of parenting-skills expert gets too little attention to sell books. Thus, parenting experts contradict each other (and even themselves).The information on parenting experts in this chapter again illustrates two of the major themes of this book: 1) that incentives are a hallmark of modern society, giving rise to behavior commensurate with these incentives, and 2) subject-matter experts often face incentives that may prod them to act in a less than socially desirable manner. 20



Core Competencies



This chapter helps to answer the age-old question; “What makes a perfect parent?” Once you have read and carefully studied this chapter you should be able to complete the following tasks which, taken together, answer this and related questions. 1. Why are parents more susceptible to “fearmongering” than other people?



2. What market forces give rise to parenting books that appeal to a parent’s fears and inadequacies rather than books which present an objective and evenhanded articulation of the state-of-thescience of good parenting? 3. How does the information in this chapter regarding the contradictory and confusing assemblage of information from parenting experts support the major theme of this book (Hint: incentives matter)?



4. Based on the example of perfect parenting in this chapter, provide examples that illustrate how the combination of asymmetric information and fear can lead to inefficient outcomes. 5. When looking at statistical data over a period of time, what does “correlation” mean? How is it different from “causation?”



6. What tool does an economist use to make sense of data which include many variables? In general terms, how does regression analysis sort out the data? 7. Describe the difference between normative and positive analysis.What can you learn about the utility of this distinction from this chapter on perfect parenting?



8. Describe, in general terms, the Early Childhood Longitudinal Study (ECLS)? Who conducted it, who was the target of the study, and what was the purpose of the study? 9. According to the data in this chapter, what are the main differences between a school which overwhelmingly has black students versus a school which overwhelmingly has white students?



10.Academically, how well does an average black student do in a “bad” school? How is this different from an average white student in a “bad” school?



11.According to the data developed from the ECLS, what is more important regarding a child’s success on standardized tests: what a parent does for a child or what a parent is? In your opinion, what might be an explanation for such a strange conclusion? 12.According to the data developed from the ECLS, having lots of books in the home is correlated with higher scores on a child’s tests, reading to the child nearly every day is not. If a parent were only interested in having his or her child achieve higher scores on standardize tests, what would you imagine his or her benefit/cost considerations to be when it came to the purchase of books and this use of his or her time?



13.According to the data developed from the ECLS, a low birth weight is correlated with lower test scores on standardized tests, but the attendance by a child in the Head Start program is not. If you were a government official with limited financial resources, how would this inform your decisions regarding the allocation of government funds?
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Chapter 6 Perfect Parenting, Part II; or: Would a Roshanda by Any Other Name Smell as Sweet? Summary



This chapter continues to explore the question of what impacts parents have on their child’s success by focusing on the effects, if any, of the child’s name. Considering that baby naming has become big business the question becomes, Does the child’s name matter when it comes to the child’s potential for economic success? The short answer is no. The authors focus primarily on the very different names black and white parents choose for their children and explore whether those differences are a cause of the economic disparity between the two groups or a symptom (building on the work of Professor Roland Fryer Jr.) Citing a considerable amount of analysis of data on names from California, we learn at least three things: (1) the names chosen by black and white parents are extremely dissimilar, (2) a child’s name is not a determinant of success but rather a predictor because of what it conveys about the child’s parents (and what that means for the child’s likely economic success), and (3) names tend to cycle through socio-economic strata over time, moving from higher to lower strata and eventually out of favor with most parents. Basic Economic Concepts



In this section we identify basic economic principles that underlie the analysis presented in this chapter. In addition, we show how basic models economists rely on can be used to help explain some of the authors’ conclusions.



1. Correlation versus Causation. As the chapter title suggests, when we consider the names parents give their children, an important question arises; does a child’s name has any effect on his/her prospects for success? Indeed, a casual examination of the relationship between names and the economic success of the people bearing those names would seem to suggest that in many cases a person’s name really does matter. However, what we’re really seeing is the relationship between the child’s prospects for success and the parent’s socio-economic characteristics. Once again, we have to be careful to avoid confusing correlation with causation (recall the example of ice cream sales and drownings we discussed in Chapter 4). Regarding a child’s name, what the evidence tells us is that it is not the name that matters. Instead, what matters are the characteristics of the parent who gave the child his/her name. On a related note, it is worth considering whether a person’s name could contribute to discrimination against that person. Once again, the data fail to support such a connection. 2. The “snob effect” in consumer purchasing. Text books occasionally refer to the “snob effect,” where a consumer may purchase a higher-priced brand of some item simply to demonstrate their social superiority over others.This is cited as an exception to the law of demand. In this chapter, it is revealed that highly successful parents tend to choose rather unusual names for their children. These children often grow up to be successful, high socioeconomic status people. Subsequently, ordinary parents who reveal high expectations for their children through the names they choose often select names of those people whom they see as successful.The unusual names chosen by highly successful parents then, overtime, come into common usage. Once this happens, the highly successful parents of the next generation find new, unusual names to give to their children.Thus, the “snob effect” is often revealed in the choice of names by the parents of a high socioeconomic status child.
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3. Incentives matter. Careful inspection of the California data set reveals that certain names tend to cycle through the population, being adopted first by people in higher income groups and then filtering down to the lower socio-economic strata. One could argue that this is simply another illustration of the maxim that incentives matter. In this case, the argument is that people in lower income groups have an incentive to select certain names because they associate those names with economic success. As the authors note, how else can we explain the sudden growth in the number of parents who chose to name their daughters Madison?



4. Relative scarcity. Over time, many names become popular for a while and then gradually fall into disfavor.Why? One argument could be that as the use of a name increases and, consequently, it becomes less scarce, its market value decreases, and with it, the willingness of parents to bestow it on their child. If we think about the combined effects of the incentive created when upper-income parents select a particular name and what happens as a name becomes relatively less scarce, the question then is; how might one model the combination of these two effects? First consider the “demand” for a particular name.The demand curve represents the marginal benefits derived from each additional unit of the good in question. In addition, the area under the demand curve represents the total benefit parents, as a group, derive from having chosen the name for their children.



The supply curve for a particular name, on the other hand, is simply a horizontal line.The cost incurred by each additional parent who chooses the name is the same. In fact, the marginal cost of supplying a name is zero. As such, the supply curve for a name coincides with the horizontal axis. Now consider Figure 6.1.The demand curve labeled D1 represents the demand for a name before upper-income parents begin choosing it for their children.When this happens, the demand curve shifts right over time, to something like D2, for two reasons: (1) as a result of the increase in demand by upper-income parents (possibly due, at least in part, to the “snob effect”), and (2) because of the resulting increase in demand by lowerincome parents who want to enhance their child’s chances for success.Thus, for a time the name is in high demand. However, as the name becomes more prevalent, i.e., its relative scarcity declines, and it is no longer associated primarily with upper-income families, its marginal value and hence demand for the name decreases, i.e., the demand curve shifts back to something like D3. Core Competencies



This chapter raises a rather intriguing question, “What’s in a name?” Once you have read and carefully studied this chapter you should be able to complete the following tasks which, taken together, answer this and related questions. 1. What do the experiences of Winner Lane, Loser Lane, and Temptress tell us about the likely relationship between a child’s name and his/her prospects for success in life? Are these examples sufficient for us to draw any definitive conclusions? Why or why not? 2. Explain what Roland G. Fryer was trying to get at when he decided to explore the following question: is distinctive black culture a cause of the economic disparity between blacks and whites or merely a reflection of it?
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3. Why is the California birth certificate data set so valuable from the economist’s perspective? In particular, what type of data does it include that would be of interest to economists? Why are the variables you listed so useful/valuable?



4. What do the California names data tell us about the similarity between the names black parents and white parents gave their children up until the early 1970s and in the period of time since then? 5. Summarize the degree of uniqueness of names given to black girls and black boys revealed in the California names data.What do the authors cite as the most likely cause of this phenomenon? 6. Summarize the characteristics of a black parent who is most likely to give his/her child a distinctively black name.



7. Explain how an “audit study” is used to determine whether having a very “white” name or a very “black” name matters.



8. Are the results of audit studies regarding the effects of a person’s name on that person’s prospects for success reliable? If not, why not?



9. According to the analysis of the California names data, does a person with a distinctively black name have, on average, a worse life outcome than a person with a distinctively white name? If so, is it the fault of the name? If not, explain what the data are telling us. 10. Is there a discernible pattern in how certain names move through the population over time? If so, describe it. 11. Is a low-income parent more likely to choose the name of a celebrity or the child of an upper-income family for his/her own child.Why?



12.According to the California names data, what are many parents trying to signal when they choose a particular name for their child?
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student user guide for psychportal discovering psychology pdf 

Studio International, Study Speaking Cassette A Course In Spoken English For Academic Purposes,. Stylus Curiae Noribergensis Unterschiedliche Iudicia ...
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2014 CAASPP Student Report Interpretation Guide—CAPA (Spanish) 

Las pruebas de lengua y literatura en inglés (English-Language Arts, ELA) y ... rendimiento: avanzado, competente, básic
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2014 CAASPP Student Report Interpretation Guide—CMA (Spanish) 

DEPARTAMENTO DE EDUCACIÓN DE CALIFORNIA ... prueba más de una vez podrían obtener una calificación más alta o más baja d
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Every Student Succeeds Act 

Si el maestro ha cumplido con requisitos de certificación de maestro de Washington para el nivel de grado y áreas temáti
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parent-student handbook 

Equipo de Asistencia y Revisión del Estudiante) o por carta de la política de ..... escuela o bajo la supervisión y cont
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Every Student Succeeds Act 

ORG College Place Public School District is an equal opportunity employer and ... ha cumplido con requisitos de certific










 


[image: alt]





Student Residency Questionnaire - Edl.io 

27 abr. 2009 - Other. Name of person with whom student resides: Address: City: ... In a tent, car, van, abandoned buildi
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Student Card Activation Manual.pub 

3 feb. 2017 - Cuando desee utilizar el equipo de Xerox MFP, pasar su tarjeta de estudiante a ... Por defecto el equipo X
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Student Referral Form 

While observing the health of your child, the teacher and/or nurse have noted ... Medication/ Dosage prescribed. Frequen
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Student Re-Enrollment Packet 

document to Rankin ISD with an original of at least two of the following documents showing name and verifiable current a
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