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Chapter 15

USING THE NUMBERS

17. According to By the Numbers, over what period of time did the gap between the full-
time minimum wage earnings and the poverty threshold expand the most?

18. According to By the Numbers, about how many Americans used food stamps (now
known as SNAP benefits) in the year 20002 How about in the year 20127 (Hint: Use the
approximate U.S. population of 300 million to calculate the answers for both years.)

Checkpoint: The Distribution of Income and Wealth

It would clearly improve (make more equal) the before-tax and benefits distribution of in-
come. The impact on the distribution of income after adjusting for current benefits of such
a policy would depend on the explicit value of current benefits. Murray suggested that his
proposal would cost more for a decade and then begin saving money.

Checkpoint: Poverty

Based on the poverty thresholds, poverty would almost be eliminated by this proposal. In
general, the political left would welcome this redistribution except for the elimination of
the social safety net. Some people would make bad decisions and not save for retirement or
purchase health care coverage, and the political left would still want these services to exist,
defeating the idea of the proposal. The political right would worry that once the redistri-
bution scheme is introduced, enough people would reduce their working hours to harm
economic growth. Further, the political right would worry that after the redistribution, the
safety net would creep back into existence, eroding the benefits of the original idea.
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Section 2: Poverty

Poverty is defined differently by each country and by
organizations such as the World Bank.

The poverty rate according to the U.S. Census Bu-
reau is the percentage of persons with income below
the poverty rate threshold. This includes all money
income (before taxes are deducted) and cash benefits
and excludes capital gains and noncash benefits.
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The poverty rate in the United States dropped in the 1960s
and 1970s, and has stabilized since, with minor drops during
economic expansion and minor rises during recessions.

New Method of Measuring Poverty

m includes after-tax money income

m includes noncash benefits (such as food stamps and
housing subsidies)

= deducts work-related expenditures (such as transportation
and child care) and out-of-pocket medical expenditures

come inequality.

Nozick: This theory

will reduce poverty.

Rawls: Rawlsian theory
states that a society’s
well-being is only as good
as its least fortunate citi-
zen. Therefore, to reduce
poverty it advocates for
the least amount of in-

based on the argument
that property rights (in-
cluding income) must be
protected to provide in-
centives for growth, which

Honggi Zhang (aka Michael Zhang)/

The depth (or severity) of poverty can be measured using
one of two approaches:

Income deficit: How far (in dollars) below the poverty
threshold.

Ratio of income to poverty: Measured as the ratio of income
compared to the poverty threshold.

0.00-0.50: severely poor (about 6% of Americans)
0.51-1.00: poor
1.01-1.25: near poor

Two Solutions to Reduce Poverty

1. Expand welfare and redistribution programs, and make
taxes more progressive.

2. Increase incentives to promote economic growth, which
benefits all people, including the poor.

Considerable movement occurs between income groups
(quintiles). About half of all households in a quintile move to
a different quintile each decade.
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Chapter 6

(W

12.

Critics of marginal utility analysis argue that it is unrealistic to assume that people
make the mental calculus of marginal utility per dollar for large numbers of products.
But when you are making a decision to either go to a first-run movie or to buy a used
DVD of last summer’s blockbuster, does this analysis seem so complex? Is it a reason-
able representation of your thought process? o o o
A common practice at many supermarkets is to show the customer’s total “savings” on
their purchase at the bottom of the receipt. Such savings include the total discounts
from goods purchased along with savings from coupons used. How would listing the
total savings on a receipt influence an individual’s consumption habits? Of what type of
behavioral factor does this strategy take advantage?

In-the News

\L3/

14.

Richard Layard, in his book Happiness: Lessons from a New Science, states that once a
country’s annual income exceeds $20,000 per capita, there is little relationship between
happiness and income. But if you are poor, more money does make you happier. Does
this fact suggest that the marginal utility from more income above $20,000 per capita
is small?

In the summer of 2009, Chrysler announced that beginning with its 2010 models it
was dropping the current lifetime powertrain (engine and transmission parts) war-
ranty and replacing it with a five-year, 100,000-mile guarantee. The Wall Street Journal
(August 20, 2009) reported that “Chrysler spokesman Rick Deneau said that the deci-
sion was driven by market research that showed customers prefer warranties with a
fixed time period” The new five-year warranty was transferable if the vehicle was sold,
while the prior lifetime warranty applied only to the original owner.

Given marginal utility analysis, does it seem reasonable that consumers really pre-
fer a five-year, 100,000-mile warranty to a lifetime warranty? What customers actually
benefit from this new warranty?

Solving Problems

15/

Assume a consumer has $20 to spend and for both products the marginal utilities are
shown in the table below:

Quantity MU, MU,
1 20 30

2 10 1.0

5 2

Assume that each product sells for $5 per unit.
a. How many units of each product will the consumer purchase?

b. Assume the price of product B rises to $10 per unit. How will this consumer allocate
her budget now?

c. If the prices of both products rise to $10 per unit, what will be the budget
allocation?
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16. Suppose the demand and supply for imported Kobe beef is as shown in the figure be-

17.

18.

low. Now assume that the U.S. government imposes an import tax of $10 per pound on
Kobe beef.

S
- 0 + $10 tax

56

Price ($)

50
46 7

Quantity (thousands)

How does the market price change with the imposition of the $10 per pound tax?
Do the buyers or the sellers of Kobe beef bear the greater burden of the tax?

How much tax revenue does the government collect from this market?

ST SR~ A

Calculate the approximate value of deadweight loss created in this market from
the tax.

USING THE |

According to By the Numbers, how much greater is the elasticity of demand for
food in Canada than in the United States? How about Mexico compared to the
United States?

According to By the Numbers, what type of alternative-fuel car generated the highest
sales in the year 20122 Which type of alternative-fuel car generated the second high-
est sales?



"SIOWNSUOD UO Xel e
0 80UBPIDU| By} Jeleasd
ay1 ‘Alddns sy3 ounseld
10 puewsp a8y} dlse|aul
0 alow 8yl ‘sis|es uo
I
I
I
I

*3N|q Ul BaJe 3y} SB UMOYS SNUSABI Xe)} $308](00 JUBWUIBA0S 8] *(Sd) snjdins Jeonpoud pue
(SD) sn|dins JawiNSUOd Ul uolldNpal g yyim Buoje ‘AeJs Ul UMOYS SSO| 1y3lempesp e paiesld Xe} 8yl

fnuenp

Xel B JO 9ousploul ayl
Jo1e048 ay1 ‘Alddns syl
Jlisejaul  Jo  puewsp
3yl onised aJow 8yl

507
Blampesq

‘11un Jad xe3 ay1 st 5d ;r‘-o
pue °d4 UsaMIaq 80UaJaLLIp B "BAI9d3J 22
sia||es 201d ay} sI 4 °d ‘Aed siswns 'Xel e
-u02 8oud ay3 s @ pue ***g Jo Uol108s JO uspJng 21Wou093 8y}
—=isjtil 8Yi-}ot-eur-e-emnd A|ddns au- g / L ; 5 SIe9q OUm Ol Sijed ioly
Xel+ \

S)IUS SI8||S U0 Pajds|[0d Xel mau Y S -exe} Jo @auapioul Y|

f}1o13se|3 pue saxe] :{y UOI}IDS

'sa3ueyo 9, 9ie|
-noJed 0} Pasn [|13s a4e Uyloq spoylaw julodpiw pue aseq syl

901idV % / peijddng Auenov ey = %9

"K13SNPUI 8U1 8ABS| JO J8}UB O} Wil Joj Jo Aloeded jued
J18Y3 Ja1je 01 swu1y Joy ySnous Suo| pouiad Bwiy e :uni Suoq

“98uey0 10U S80P AJISNPUI UE Ul SWUIf JO Jsquinu ay}
pue paxi} si Ayoeded jue|d yoiym ul polsad swil e uni yoys puewWaP JO

"po0S BU3 D13SB|3 BIOW BY] BJ0J8IaY} PUE ‘seolid 1ey} 03 [eanuspl AjjeniiA st ejnw.o) Ajddns jo Ayolised ay |

SuiSueyo o1 isnipe 0} ajge s! Wiy e ajow 8y} ‘polad syl 'sa8ueyd ad1d 0] Joesl sessau
J1e8uo| 8y} :Ajddns jo A1011Se|8 BY] S109)e uozloy awy Byl -ISNq Yolym 0} jua)xe sy} sainsesw Ajddns jo Auonsels syl

fiddng jo Aj1o1358|7 € UOI}I3S

poo3 Jolajul :0 >3

poog Anxnj i1 <43

poog [ewlou :T > 43 >

QWOdU|V % /DV % = 43 :awodul ul sedueyd

pelejeiun ale g pue e spooy 0 = 7 0} spuodsal puewsp A}juenb moy seinseal puewap Jo AH21Ise[d SWodu|

sjusWwa|dwod aJie g pue e spooy) :Q > *7

$81N111SqNs 24k g pue e spooy 0 < 37 fnuenp

*dV %/ 0V % 0z 00L 08 09 Oy 02 0

= ®7 :poog Jeyjoue jo soud syl ul s3ueyd e f T
0} SI Poog suo Joy puewsp Aujuenb saisuods : ; L z
-a) MOY seinsesll puewsp jo A}onse|d ssoi) LI el
*olise|e Aepun Jnseaul | TR e
S| puewsp aJsaym ! Al o
"ol3se|aul S| pood 8y] asned 1i0d 8y} je peziw I :_ 9 §
-9q 9nuUaABJ |10} 3Seasoul pue ssoud ssiel ued e ISy ‘ =
sJa|[es ‘qualsixeuou Apeau si uolHieduwiod Usym l'glol -a,(Jng puew | MO
-op eullysiens e onse|3 Jlrm oL
8uoje fien anusnal -
|e3o} pue Ayiolisel3 gl

'poo3 2dlise|aul ue uo

paJamo| SI 10 POOS J]1SE[S UB U0 S8SII 801id UBYM S3SB8I09p 8NUSASI [J0L
"pood 213se[e ue Uo paid

-MO| SI J0 POOS 013Se|aul Ue U0 $8sll 9od USUM Sesesloul snusAsl [elo]

=
e
<
=
o
g
a
a
=
o
o
=]
=y
7

‘papuewap A}uenb x soud se psie|ndjed si anusA3l jejo)

Adnse|3 jo
S2JNSea\ 19Y}0 pue anudAdy [elo] :Z uoildes




(suojyeb 1o suol|iw ur) Aujueny

0¢ 02 0l 0
| | |
| | |
| | |
a | | |
| | |
| | |
| | |
| | I
Bulie) 891d ' : e =
L 8
e ¥ @
S
9
S

suoed 1ad 9¢ 03 pastex st Juryred aot11d oy J1 ueddey pnom Jeqp P
3Pa1eaId ST SO 1YSromMpeap Yonw MOH 2
‘sndins zeonpoad

pue snpdins Jownsuod ut safueyd Ay Jo surrdy ur £3170d STy JO $39343 Y3 AR[MI[ED °q

s)msa1 pnom aurjoses jo snjdims 10 93e3I0YS € JO YONW MOH "B

"MO[2q 2InS1 3} UT UO]

128 1ad ¢§ ye ourjoseS Jo ofes 3y} uo JuI[rd oouid e saoe[d JuswuraAoS 'g'n Yy asoddng ‘91

;81007 9o11d 310ddns §1S14QqO 10 $378I0APE II2() 2ABY 0] PUS) P[OM dnoig jeym o

-snjdims roonpoid mau oy sndwo) p

‘sn[dins IoWMSU0d MIU 3} amndwon <

“run e 0z e 3onpoid sty uo 100y 2o11d e synd JUSWIUIA0S Jet]) aWNSse MON

-snydans 19onpoid a1 ayndwo) q

*sn[dIns Jowmsuod sy} amndwon ‘e

(spuesnoupy) Ayuenp

($) 901d

‘mo[2q ydeis oy U umoys IIBW ) IPISUOD ‘ST

swia|qoid SulAjoS

i Joydey)

86




0]0Ydb{00}S1/ONBISNBNY |1Ud

£q pesned ui0o snjdins Jo ulelunow [J8ll| Y

ALuenmeﬁ 33aq '3 uesng

fanuenp

'sJ00]} 9014d |einynoLde BUiSa 9L SA0GE

06 10uuBd $3211d

"o8e1ioys e sesned pue
wnugijinba mojeq siesd
-de 3uij190 8014d Bulpuiq
v 'poo8 e Joy 9oLd wnw
-Ixew e s| Suif19d soud v

Bulie) 80ld = = = = ™om = = = % = = = = -

a011d

J00 AMd= = = = /= = = = N == = = -
'sn|dins e sasneo pue

wniqgljinba snoqge siead
-de Jooj} 9o1d Buipulq
v 'poo8 e Joy 8o1d wnw
-luiw e s Jooyy 99ud vy

1004 921id pue sSuljia) 3dlid i€ UoI}I3S

100} 8U) MOJ3(
of Jouue $a9lid

'$1500 |BUJSIX® $B1e40 duoyd UnoA uo Ajpnoj 3upiel

$1q109

"1 Suiulejurew
JO S1S00 8y} 0} SINGIIIUOD JOU SBOP BUO }I UBAS ‘Y WOJ) SHe
-uaq ApogAIans ‘JUSWIUOIIAUS 81 BUIABS 0] S824N0S8I pue swlil
a10nep ajdoad aouQ "pood a1jgnd e S| UoIjeAIaSUOD [2150]003

S1q10/|[3utied Wit

‘1 BuiAofue wol) pepnjoxe
8 10UURD SIBY30 ‘Uosiad auo Jo) papiroid s poo3 B BOUQ ®

*3WNSL00
03 Ayliqe oA ysiuiwip jou saop uoidwnsuod Ay - = '$1500 [BUIBIXS UHIM S1onpoid JO yonw 00} pue ‘s}ijausq [eu
:SUBSLU SIU| "9AISN|OXSUOU PUE [BALILOU /e SPOOS d1jgnd -121%e aey Jey} sponpoid 1o 8j131| 001 8piAcid 0} pus] S1eMIe|
spoos a1jqnd Jo 8sus)sixg $1509 10 S}JAUAQ [BUISIXS JO DUBISIXT
13430 By} U] 19npoid B IN0gE 3I0W SMOUY “soo1id esied 0}
Jo[0S € 10 JBANQ & Jayie USYM SIN300 UOIBLLIOJUI dLjBWWASY SAIJUBOUI LB Sey 11 ‘UoI33edWOo ou 0} B[3H] S30e) Wil B UBUM
UOIELLIOMUI JO OJeWSIW uoniadwos Jo yoeq

:apn|ou| ainjie} Joxdew 1o} suoseay ‘Indino jewido Aj[21o0s 8y} 8onpo.d 0} |1e) SSWIIBUIOS UBD SIMIEN




SL

‘[2AeI) 35D Jo 2011d oferone
3U} UT 358II03P © YIIM SPIOUIOD UED S)O3p2 OM]) 25y} Moy ure[dxy ‘puetap Sursearout
‘szownsuod Juowe paseasour sey Sursiid jo Ayiremndod ot ‘owm swres Y] 1y SIS
jo Ajddns ayy Sursearour ‘(axowr 1o s1aduassed 00‘c A11ed Jeyy asot) sdrys-edow jo
Ioqunu 3y} paseanur A[resrjewrerp aaey saruedwod drys asmid ‘opesap ised ayy oA

soop00 umpuraxd jo 9o1ad o1y 03 uaddey

1M yeym ‘doxd sagoo wnrwaid s[izerg s3JeUTWI[d 9z321) pIey e J] ‘wniiqimba mau e 03
saaouI 1 st Jdprew sty ur uaddey) [im yeym aqLIdSa(T A[[erIuelsqns SISLI PUBUIP O pue
‘spua]q wnrwaid 0) PHIOM 3} SPONPONUT $YONGIL]S SWNSSE MON "WNLIQIMDba Ut a1e
(s8eq punod-auo) saago> wnrwoaid 10 A[ddns pue puewsp Y} Jey) AJ[ENIUI SWNSSY
sspredauta mou ur pajueld sadess yo ad4y o) wo 1oedurr ue

2ABY J1 PNOA 39ULM 0] puewap so1[qnd Y3 1096 Apn3s ® yons P[nom MOJ] 3aesy 3y}
10§ POOS ST UOTIBISPOW UI SULM PaI SUDIULIP J8Y) UMOYS dARY SIIPNIS [BIIPIW [BIIAS

4!

1

0T

fnuenp fnuenp

]
I
I
I
I
I
I
I
I
I
|

30l

fiddng puewag

9014

puewsq pue Addng

sa8ueyp 0} parpddns Aynuenb sosneo jeypy =
s98ueyd oy Ajddns sosnes jeyp, =

-pariddns Ayyuenb ur 9s82109p B MOYS ®
‘parddns Ayryuenb ur ssearour ue moyg =

% 31 [oqe[ pue Ajddns U1 9582109p B MOYS =
*Ig 31 oqe] pue A[ddns ur asearour Ue moyS =

qoued Addng ayp uQ °q

s;98ueyd 03 papuewap Ajnuenb sasned jeyp, =
;98ueyd 0) puBWAp SaSTED JRYM ®
‘papuewap Anuenb ur ases1dop e moyg =




‘Aluenb wnuqi 'spJeoqyins sonpoud o] pasn
-Inba Suilamo] pue 2o1d wniiqijinbs Suisies ‘Ya| SHIYS Spieoqyins Jo Alddng suisaJ Jo 1500 By} asied seoLd |10 JeysiH

fynuenp ‘

id ‘Yol splus §
Td  uBLSYIUS S
Td  CHeIsHlusd
4d bl syus g

:Ayuenp pue
39144 wnuqiinbg
uo syys Ajddng pue
puewsaq jo frewwng

siquo/Aa8ew|

PLIOM BulpieH 1RGOY/UOSIBWILIF 19N

inoA jo juoJy ul dn puey
ey} p|oH "puewsp o4 ,p,,
e 9yew ued puey 1ysu
inoA uo siedul syl AU =
‘Suidojs-psemdn Joy dn,,
piom ayj sufejuoo Ad,dn, s = ‘A|ddns s10eSJ81U1 PUBLISP 8JYM ‘SPIOM JBUJ0 U]
:Aowsw Ul pie 03 sYoL} ‘papuewap Ajiuenb o} |enbs si paijddns Ajuenb

om] jumop sadojs yalym pue dn sadojs 8AINd YOIYM 3yl yolym 1e 9o1d ayj 18 Sind20 wniqijinba RYIen

winiqlinb3 194 4 UoI}d9S

"Jysu sylys A|ddng seipisgng | =

‘18] sylys Ajddng :sexe] | ®m ‘annd Alddns 3uidols

‘Y8 syiys A|ddng ssis|(es Jo Jequiny | = -pjemdn ue 0} spes| 1| "esien 82IA pue ‘siow Alddns o1
48l syius Addng :suoieioedxe 8ol | ® Juem swly ‘asesloul saolid se jeyl seiels Ajddns jo mej sy
‘18| suiys Ajddng :s81}ipoWWod Jayjo Jo 3dld | = fnuenp
‘13| sylys A|ddng :sd0inosal jo 3s0) | =

"1y31 sulys Ajddng :A3ojouyosy uoilonpoid | =

HiYs sanng Aiddng moH :A|ddng jo sjueuiwiaieq

"M3IA 10 Julod S, Wl Y3 WoJy 19yew ayl e 3ul
-}00] INq ‘puewWap S Aem awes sy} syom sisAleue Ajddng

fiddng :¢ uoi}oag

sgqjog/_soi;zud 210Iny/M0|21505) dijiud




