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Preface

Economic thinking is all about making difficult choices. Critical economic 
thinking is all about being aware of how you think about economic issues so 
that you can make the best decisions possible. All of us engage in economic 
thinking whether it is shopping for ourselves, making business decisions that af-
fect our fellow workers, or deciding on government policies that affect the entire 
nation. Of course such decision making is not done solely from an economic 
perspective. Shopping decisions are affected by a variety of cultural influences.  
Many business decisions such as in the area of marketing or human relations are 
based on applied psychology. And, of course, government policies are typically 
the result of complex political calculations. Nonetheless, economics has a lot to 
contribute to such decision making. Economics provides a wealth of general 
principles and empirical results that serve as a foundation for decision making 
in a wide array of areas and helps people understand how their decisions fit into 
the broader economic environment in which they act.  

The purpose of this book is to help you to become a more effective eco-
nomic thinker regardless of whether your interests are focused on personal is-
sues, business affairs, or government policy.  This book looks at how economists 
think and can be used either as a complement to a standard economics textbook 
(which focuses on the subject of economics) or as a standalone text for those 
who already know something of economics and wish to improve their ability to 
use and apply that knowledge. To that end, this book lays out for you a descrip-
tion of the thinking process typical in economics and provides suggestions and 
rules of thumb to help you make that thinking process your own. In addition, 
because thinking is a skill, and because skills can only be learned with practice, 
this book provides a number of exercises that give you the chance to learn and 
to hone the skills discussed in this book.

This book is the product of nearly thirty years of studying, teaching, and 
conducting research in economics. It could not have been completed without 
the help of many people. The germ for this book began nearly a decade and a half 
ago when, with the aid of a summer research grant from the Bryan School here 
at UNCG, I developed a rudimentary workbook that many years later became 
the inspiration for writing this book. This book has also benefited from hav-
ing participated many years ago in an AEA-NCEE-Kazanjian Active Learning 
Workshop in Chapel Hill, North Carolina and being introduced to theories 
of learning. To the staff of that workshop, Michael Salemi, Phillip Saunders, 
William Walstad, Ann Velenchik, and especially Patrick Conway, I offer my 
thanks. And here at UNCG, I owe a debt of gratitude both to my colleagues in 



vi prefaCe

the Department of Economics and to the thousands of students whom I have 
had the privilege and enjoyment of teaching over the years. The countless con-
versations I have had with my colleagues have helped me to clarify my thinking 
about economics, teaching, and critical thinking; and the interactions with my 
students both inside and outside the classroom have been crucial in keeping me 
connected to the realities of the classroom and in motivating me to continually 
look for better ways to help my students become intelligent thinkers.

At on more personal level, my abiding interest in, and enjoyment of, the life 
of the mind can be traced to a childhood in which thinking for oneself was a 
moral imperative, and for that I am grateful to my mother Anne T. Leyden and 
my late father Dennis R. Leyden, who, incidentally was also an economist (at 
West Virginia University and Mississippi State University) and who was instru-
mental in putting me in touch with the critical thinking literature. And I would 
be remiss if I did not express my thanks to my wife Peggy and children Ben and 
Sarah who have provided me with support, encouragement, and feedback.

Lastly, I want to thank my editor Kyler Ferguson and copy editor Kimberly 
Burwick for having faith in this project, providing valuable guidance, and being 
patient throughout the process of bringing this book to fruition. Their support 
has been greatly appreciated.    

Dennis Patrick Leyden
Department of Economics

The University of North Carolina at Greensboro
October 8, 2010
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Chapter 

1

INTRODUCTION 
economic thinking is all about making difficult choices. Critical economic thinking is 
all about being aware of how you go about making those choices so you can make 
the best choices possible. Success in today’s global economy requires an ability to 
continually reevaluate your circumstances so that you may make the best decisions 
you can. Critical economic thinking allows you to do that.

FOUR STEPS TO THINKING CRITICALLY ABOUT ECONOMICS
to think critically about issues in economics, you need to begin by figuring out exactly 
what the issue is that you want to think about. next take stock of “where you’re 
coming from”, and then gather relevant information and look for possible answers 
to the specific question you seek to answer. finally, evaluate all the material you have 
gathered and decide what the best answer to your question is and what that implies. 

CRITICAL DISCUSSIONS
Discussion is in many ways the most effective way to engage in critical thinking be-
cause it involves the whole person.  In a classroom setting, a particularly useful way to 
engage in critical thinking is to focus on the analysis of a case study.  to get the most 
out of a case, prepare ahead of time for the discussion and be ready to share your 
thinking with the rest of the class. In case discussions there are no wrong solutions, 
just solutions that must be compared and evaluated.

CRITICAL READING AND WRITING 
the results of economic thinking are of little value if you can’t communicate your 
thoughts to others and others can’t communicate their thoughts to you. Because 
reading and writing is more detached than discussion, it requires a special effort to 
stay engaged.  the solution is to pretend that the author of the work you are reading 
or the audience you are writing for is there in the room with you.

Fundamentals
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1.1

Box 1.1

INTRODUCTION

Critical thinking is thinking about your thinking while 
you’re thinking in order to make your thinking better.

 Richard Paul1

Economic thinking is all about making difficult choices. Is this the best time 
to buy a house? Should I expand my business overseas? How should I respond 
to a new competitor? Is it worth cutting tax rates to stimulate the economy if 
this drives the deficit up? Critical economic thinking is all about being aware 
of how you go about answering such questions so that you can make the best 
choice possible.  

If you want good answers to economic questions, you need to understand 
the nature of economic forces around you, gather the best information you 
can, and figure out the best answer to the question at hand. Only purposeful, 
clear-headed, rational thinking will give you the best answer to your question.   
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promotion on the spot.  “But Mary, I need you,” her boss told her.  Mary looked troubled.  
“Can I sleep on it?” she asked.  Later that day, Mary went home early for the first time since 
she began working at august Bovin & Co.

When Mary got home, she was still troubled though not sure why.  “after all,” she 
thought to herself, “I could handle it.  this is a great opportunity, especially for someone still 
under 30 and with a company that’s on its way up.  and I have no attachments or family to 
get in the way.  this would be the perfect time to go after such an opportunity.  and yet...”  

Later that evening Mary called her parents.  It seems Mary was going to college and 
working to help pay her own way.  not that her family didn’t have money.  But the first time, 
at an expensive, private liberal arts school in pennsylvania, things hadn’t worked out, and 
her parents were greatly disappointed.  Still, her parents had offered her a deal.  they would 
provide some support but in return Mary had to go to school full time and maintain at least 
a C+ average.  When she told her parents what had happened that afternoon, they were 
non-committal about what she should do, but firm in their position.  If the grades fell below 
a C+ average or if the number of hours in college was reduced to less than full time, no 
support now or ever again. Mary understood her parents when they argued for the value 
of a college degree. She could see there would be limits to her ability to move up in the 
company without a degree.  She would never be able to become an office manager, and the 
idea of higher positions, well, it wasn’t even imaginable.  and, yes, there was the risk that the 
company could fold or be bought out (august Bovin & Co. was in a business notorious for 
failures and buyouts). But august Bovin & Co. was well run, and there was every prospect 
that it would be an industry leader some day. and the money! Boy, it would be nice to not 
have to worry about getting to the next paycheck and being able to get a new car and take 
an occasional vacation like her friends. Maybe she should take the promotion.  after all, her 
co-workers had told her on numerous occasions that she’d succeed in anything she did.  
and her boss, who had taken a big risk in hiring her 2 years ago, was depending on her.  “But 
Mary,” Mary recalled her boss saying, “I need you.”

At this point, you may be thinking that critical economic thinking is just com-
mon sense, and you’d be right. Unfortunately, common sense is often not very 
common, and the level of thinking used by people to answer such questions 
is often quite shallow. In part, this is because many have never been formally 
exposed to economics. However, even those who have studied economics often 
continue to have problems. The reason for this is that often times they learned 
the material by rote rather than understanding the logic of the material they 
have studied. To memorize what a supply and demand diagram looks like is 
not the same as understanding how market prices are determined. To be able 
to repeat back the definition of a recession is not the same as understanding the 
causes of economic downturns and the policies that might mitigate the damage 
they cause. And even if rote learning were acceptable in the past, it clearly is 
no longer. The nature of the workplace today no longer allows important deci-
sions to be made by a select few at the top while the rest engage in standardized,  
repetitive activities that, while perhaps involving high levels of skill, do not 
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require active problem solving and decision making. As a result of the faster 
pace of technological innovation and the increased level of competition that has 
come about as a result of market globalization, companies today must be flexible 
and able to adapt quickly to the demands of the marketplace.  Such flexibility 
and adaptability requires employees who can solve problems, who can think on 
their feet, and who are allowed to make important decisions on a daily basis.  
Clearly, success in the global economy today requires being able to think criti-
cally about economic issues.

this book provides you with the opportunity to learn how to think critically about 
economic issues.  Like any skill, learning to think critically about economics requires 
both understanding the basics and plenty of practice.  this handbook provides you 
with a description of these basics and a number of exercises that will allow you to 
practice your skills.

Students in introductory economics courses sometimes treat the definition of 
economics as if it were fixed and never changing. But the definition of econom-
ics is far from fixed, and over time different economists have characterized it 
differently.  Consider the following definitions of economics that have been sug-
gested by two famous economists:

Writers on Political Economy profess to teach, or to investigate, the nature of 
Wealth, and the laws of its production and distribution :  including, directly or 
remotely, the operation of all the causes by which the condition of mankind, 
or of any society of human beings, in respect of this universal object of human 
desire, is made prosperous or the reverse.  •  John Stuart Mill (1848)2

Political Economy or Economics is a study of mankind in the ordinary busi-
ness of life; it examines that part of individual and social action which is most 
closely connected with the attainment and with the use of the material requi-
sites of wellbeing.  • Alfred Marshall (1920)3

 1.  Reread the two quotes carefully and try to make sense of them. If you 
are confused by the odd use of words, feel free to discuss these definitions 
with fellow students or your professor. Then rewrite each of the above defi-
nitions in your own words so that its meaning would be clear to a bright 
high school student.

 2.  Explain in what way Mill’s definition and Marshall’s definition are different.
 3.  Explain what is common to Mill’s definition and Marshall’s definition.

exerCISe 1.1

2The quote is from John Stuart Mill’s famous Principles of Political Economy book (Mill (1891, p. 13)), which 
was a standard text for learning economics for at least half a century.
3Marshall (1948, p. 1).
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Box 1.2

 4.  Which definition of economics is likely to be of greater value to a business 
person? Why did you conclude that?  

 5.  Which definition of economics is likely to be of greater value to a govern-
ment policy maker? Why did you conclude that?

 6. Which definition of economics is likely to be of greater value to a consumer?  
Why did you conclude that?

 7. Read the box that contains some details about the lives of Mill and of 
Marshall. Based on their personal histories, provide a possible explanation 
for why each chose the definition that he did.

JOHN STUART Mill

Born in London in 1806, John Stuart Mill was the son of a Scottish intellectual who home 
schooled his son with the intent of creating a brilliant philosopher who would further the 
cause of Utilitarianism. at age three Mill began learning ancient Greek and reading the clas-
sics in that language. at age eight, he began learning Latin and reading the classics in that 
language as well. finally, at thirteen, he began an intensive study of various modern subjects 
including economics and the sciences (he knew the famous economist David ricardo per-
sonally). according to Mill, this resulted in a nervous breakdown at the age of 20. he did 
not marry until the age of 45. Unfortunately, his wife harriet taylor, a philosopher and early 
advocate of women’s rights, died seven years later. Mill never remarried and spent the 
remainder of his life as a writer of philosophy and economics, as a member of the British 
parliament, and as an advocate for women’s rights, labor unions, and extension of the right 
to vote. he died in 1873 at the age of 66 in avignon, france where he was buried beside 
his wife.5

AlFRED MARSHAll

alfred Marshall was born in an industrial section of London in 1842, the son of working class 
parents who aspired to membership in the higher classes. after his studies at Cambridge 
University, he launched a long and successful academic career as an economist. Marshall is 
noted for being the author of the first modern principles of economics text and for working 
to make economics more scientifically rigorous through the use of mathematics (though in-
terestingly he believed that textbooks should focus on verbal translations of the mathematics 
to make the material accessible to a broader audience). he was married at the age of 35 to 
Mary paley.  Mary paley was one of the first women to study at Cambridge University and an 
economist with whom he collaborated on a number of works, though not all of those works 
bear paley’s name. he had an especial interest in the economics of industry.7

4

4Photograph of John Stuart Mill courtesy of the Library of Congress, cph 3b23680.
5This biography is based on John Stuart Mill (2010). Interested students are encouraged to consult that source 
for access to links that provide details about Mill’s life and his work. 
7This biography is based on Alfred Marshall (2010) and Coase (1984). Interested students are encouraged to 
consult the first source for access to links that provide details about Marshall’s life and his work.
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Box 1.3

1.2 FOUR STEPS TO THINKING CRITICALLY IN ECONOMICS

Despite what may seem like a difficult task, clear and effective economic think-
ing can be accomplished by taking four basic steps:8

 1. DECIDE WHAT THE ISSUE IS  •  If you have ever done any type of research, 
you have probably experienced the problem of spending enormous amounts 
of time and energy on some problem only to discover that you don’t know 
what you’re trying to do and that all your efforts have been wasted. Almost 
always, this problem of “spinning wheels” can be traced to not having a 
clear idea of what the issue is all about. To avoid that sinking feeling that 
comes from realizing all your efforts have been wasted, invest some time at 
the beginning of the thinking process to defining the question clearly and 
precisely and to noting why you care (that is, what your purpose is).

 “WHAT DO YOU MEAN, MR. PRESiDENT?”

I had only been Chair of the Council of economic advisors for two days when the president 
burst into my office.  “I need a report on international trade by Monday!” he exclaimed 
before running out of my office.

“excuse me, Mr. president.  excuse Me!  exCUSe Me!”  I yelled as I ran down the hall 
after him.  Luckily, he had stopped at the receptionist’s desk for a doughnut, and I was able 
to catch him.  “excuse me, Mr. president, but could I ask you a few questions before you go?”

“no problem,” he replied.  “What do you want to know?”

“first,” I stammered trying to catch my breath, “do you want a status report on current 
trade activities or do you want a policy report?”

“a policy report.”

“Second, do you want a list of possible policies, or do you want us to simply give you 
a recommendation on what we think should be done?”

“Just a recommendation.”

“third, should this recommendation deal with a comprehensive trade policy, or do you 
have something more specific in mind?”

“What do you mean?”  It was clear the president wasn’t aware of exactly what he 
wanted.

“are you concerned with our trade with europe?”  “no.”

“Japan?”  “no.”

8The nature of this four-step process and its general value is explored further by a variety of critical thinking 
authors.  See, for example, Paul (1993) or Ruggiero (1996).  
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“then with whom?”

“actually, now that I think about it...,” he paused to take a bite of his doughnut, “...it’s 
China.  I just got back from there, and it’s clear to me that we need to develop a formal 
economic policy to deal with the Chinese government.”  

finally, we were getting somewhere.  “So you need a position paper on a China trade 
and investment policy?” I asked him.

“Yeah, that’s it.”  he replied.

“and is this an overall trade policy or should we focus on a specific area?”

“What do you...,” he took another bite of the doughnut, “...mean?”

“Well, is the issue one of stimulating or of restricting trade and investment?”

“Stimulating trade and investment, of course.”

“and is this in general or do you have a specific industry in mind?”

“What did you say?”  the president had turned away from me to grab another doughnut.

“are you interested in a general increase in trade and investment with China or are 
you concerned with a particular industry?”

“With fast food,” he mumbled as he ate the new doughnut.  “When I was in China, I 
noticed that there are hardly any fast food restaurants over there.  What can we do to get 
good ol’ american fast food over there?”

“Great!” I responded.  “I think I know what you need.  We’ll have the position paper 
by Monday.”

“thanks!”

“You’re welcome, Mr. president.”  

 2.  BECOME AWARE OF YOUR INITIAL FRAME OF REFERENCE • In try-
ing to answer an economic question, many people are under the mistaken 
impression that they begin with no particular view and that thinking sim-
ply means gathering information and constructing (or choosing) the view 
that makes the most sense. In reality, even if we have no initial opinion on 
the issue, all of us begin with a set of prior experiences, information, ways 
of thinking, and values that make up our initial frame of reference. While 
some of this initial frame of reference may be valuable in thinking about the 
issue at hand, some of it may actually get in the way of clear, effective think-
ing. What is important is to recognize that we all have an initial frame of 
reference and that after you have defined the issue, the next step to thinking 
effectively about that issue is being aware of “where you’re coming from”.  
To become aware of your initial frame of reference, ask yourself what, if 
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Box 1.4

anything, you already know about the issue.  Have you already come to any 
conclusions about this issue? What important values do you hold that are 
connected to this issue?  Have you already come to any conclusions about this 
issue?  What important values do you hold that are connected to this issue?

A ROSE BY ANY OTHER NAME... (PART 1)

there is no good, single word to describe the set of prior experiences, information, ways 
of thinking, and values that we start with when trying to answer an economic question.  
one possibility is to use the word viewpoint (the point from which a person views the 
world).  Unfortunately, however, many people use that word to indicate a person’s conclud-
ing opinion about an issue and not the point from which one begins to think about an issue.  
another good candidate, the word perspective, suffers from the same problem.  the phrase 
where you’re coming from seems a good description but is too long to be generally useful. 
as a result, this book uses the somewhat awkward phrase frame of reference to indicate 
that set of prior experiences, information, ways of thinking, and values with which we view 
the world and think about an issue.  

 3.  GATHER RELEVANT INFORMATION AND SEARCH FOR A VARIETY 
OF POSSIBLE ANSWERS • Having decided what the issue is and having  
become aware of your initial frame of reference, you are now ready to look for  
relevant information and possible answers to your economic question.  
There are a number of sources for such material. The popular press, for ex-
ample, includes a number of respected newspapers (such as The New York 
Times or The Financial Times of London) and magazines (such as Business 
Week or the international news magazine The Economist) that contain well 
written economic analyses of current issues. There are also a large number 
of academic journals (such as the Journal of Economic Perspectives and the 
Journal of Economic Literature) that provide a wealth of in-depth economic 
analysis of virtually every topic that comes under the definition of econom-
ics. Finally, there are a number of research institutes (such as the American 
Enterprise Institute, the Brookings Institution, and the Urban Institute) and 
government agencies (such as the Bureau of Economic Analysis and the 
Bureau of Labor Statistics) that publish short books and statistics on issues 
of contemporary interest. For basics facts about a variety of economic ac-
tivities, the annual edition of The Economic Report of the President and the 
annual edition of the Statistical Abstract of the United States are especially 
valuable places to start. 
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Box 1.5 CAVEAT lECTOR!*

In the old days, the primary source of economic information was found in books and  
periodicals located in libraries. Because of the expense of running libraries and of publish-
ing books and periodicals, librarians and publishers had a strong motivation to assure that 
the information was accurate and reliable. as a result, librarians and publishers acted as the 
information police for us. But with that protection, library users became relatively passive 
and often did not think critically about whether the information they were encountering 
was accurate or reliable.  they simply trusted the libraries and publishers.

nowadays, libraries still provide access to all sorts of information. But for most of us, 
our first place to look is on the internet. and that has in many ways been for the good – 
economic information is now shared much faster and in much more convenient forms than 
ever before. But there is one downside – libraries and publishers no longer filter all the 
information we see.  and as most students already know, while there is a wealth of accurate 
and reliable information on the internet, there is also a lot that is inaccurate, unreliable, and 
at times deliberately misleading.  

So how do you separate the trash from the treasure?  the key is to develop a general 
skepticism about everything you read, hear, or see and to not accept information just be-
cause it’s on the internet or presented with assertive authority.   

“that sounds fine,” you may be thinking, “but I can’t do original research to verify 
everything I come across.”  that’s right, you can’t.  You do need to trust what you find.  the 
problem, then, is to develop a method for figuring out when to trust and when not to trust.  

to figure that out, first always ask who is providing the information. If it’s a person, 
who are they? Do they have a name? (nameless sources are always a bit suspicious.) Do 
they have a degree in the subject area? What type of degree? Is it from a reputable institu-
tion? Do they have work experience in the subject area? What is that experience? how 
long have the worked in this area? Is there reason to believe they are objective, or are they 
interested in advocating some particular position? If it is an organization, what is the name of 
the organization? Who runs it? Where is it located? Is it affiliated with other organizations?  
What is the organization’s mission?  

 the second step to figuring out whether the information can be trusted is to look 
for additional sources that confirm that information. Search the internet, talk to people you 
trust, and use the library and established publishers (they still act as information police).  In 
terms of talking to people, there are, of course, your professors. But you may want to search 
out others as well – professionals in the subject area who have more experience sorting 
through valid versus bogus information. and don’t be shy. Most people love to talk about 
their work. Just be polite, introduce yourself, and explain why you need their help. and don’t 
forget about using the phone or email to contact strangers whom you have reason to trust. 
they may not respond, but then again they may. and if you ask nicely and don’t overdo it, 
it can’t hurt!

*have you figured out what “Caveat Lector” means? It is Latin for “reader Beware”.
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 4.  COME TO A CONCLUSION  • 1. Once you have gathered your informa-
tion, decide what the best answer to your question is and what that means 
(that is, what the implications and consequences would be) if you are  
correct. You may find that the best answer is none of the answers you 
found but rather some more complicated, and perhaps unique, combina-
tion of several views that you have put together. Be careful that you don’t 
too quickly dismiss any possible answers that conflict with initial views 
that you may have held. Consider the conflicting views honestly before  
deciding whether to keep them or toss them out. 

A FINAL POINT • As you go through this process of thinking, do yourself a 
big favor and be sure that you put your thoughts down in writing. Write the  
question you’re working on in a single sentence.  Make note of why you’re trying 
to answer this question. Jot down notes on relevant prior experiences, informa-
tion, ways of thinking, and values that you bring to this issue. Summarize the 
material you come across in looking for more information and different views.  
Sketch out the answer that you finally decide is the best and note the implica-
tions and consequences of that answer were it true.

Don’t be afraid to put things down because they might be silly or fool-
ish. This is writing for yourself, not for others. Writing for yourself is a  
time-honored way to make sure that you don’t lose that brilliant thought when 
your mind turns to the next task. It also is a way to make sure that your ideas 
really do make sense. Sometimes the mind plays tricks on itself. In writing your 
thoughts down, you give your mind the chance to reexamine its thoughts at a 
deeper level. 

Reading maketh a full man, conference a ready man, 
and writing an exact man.

 Francis Bacon   (1561-1626)9

The purpose of this exercise is to give you a chance to practice three of the four 
basic steps that make up critical economic thinking (the choice of the issue has al-
ready been done for you!). Be sure to note that giving reasons for your views is just 
as important and necessary a part of the exercise as the views themselves.

For each of the issues listed below, think critically about each issue by an-
swering the following questions (Special note:  If you are using this book as part 
of a course, your professor may want to restrict your attention of those topics 
that are relevant to your course or to give you other issues to work consider.):

9The quote is from the essay “Of Studies” in Bacon (2003).  Francis Bacon is considered by many to be the father 
of modern science and the scientific method.  See Francis Bacon (2010) for an introduction to his life and links 
to further details.

exerCISe 1.2
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 1. Become aware of your initial frame of reference. 
a) What do you believe the purpose of the policy to be?
b)  Do you think this purpose is an appropriate function of government? 
c)  Do you already have any data that shows that the policy achieves or 

doesn’t achieve this purpose?
d)  Do you have an initial opinion about whether the policy is a good one?  

If so, what is that opinion and why do you believe that?

 2.  Look for a variety of possible answers and empirical evidence.
a)  Find at least two sources that take different views of the policy.
b)  Using the box Caveat Lector as guidance, describe your sources and 

explain on what basis you have decided to trust the information that it 
provides.  

c)  What is the overall conclusion of each source?
d)  What is the main argument or line of reasoning that each source uses 

to support its conclusion? If it provides no clear reasoning, be sure to 
note that.

 3.  Decide what the most reasonable answer is.
a)  Having researched this issue, what do you now believe is most reason-

able answer to this question?
b)  If this answer is different from your initial opinion, what led you to 

change your mind? If this answer is the same as your initial opin-
ion, why were you not persuaded by the source(s) that argued for the  
opposite answer?

ISSUE 1:  The Minimum Wage. The Fair Labor Standards Act established a na-
tional minimum wage of $0.25 per hour in 1938. In 2007, the US Congress 
passed legislation to gradually increase the minimum wage from $5.15/hour to 
$7.25/hour by July 2009. Do you think the US Congress should have raised the 
minimum wage?

ISSUE 2:  Health Care Reform. The purpose of the Patient Protection and  
Affordable Care Act and with Health Care and Education Reconciliation Act, 
both passed in 2010 by the US Congress, was to expand health care coverage 
and slow the growth in cost of health care in the US. Do you think the US 
Congress should have passed those acts?

ISSUE 3:  Student Aid. The purpose of the Student Aid and Fiscal Responsibility 
Act of 1999, which was passed in 2010 as part of the Health Care and Education 
Reconciliation Act, was to increase the size and number of Pell Grants (used to 
help support students pay for post-secondary education). Because of that bill, 
the Federal government will no longer subsidize private higher-education loans.  
Should the US Congress have passed this act?
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ISSUE 4:  The Bank Bailout of 2008. The Emergency Economic Stabilization Act 
passed by the US Congress in fall 2008 was intended to keep financial markets 
from collapse. Do you think that this act kept financial markets from collapse?

ISSUE 5:  The Stimulus of 2009. The American Recovery and Reinvestment Act 
passed by the US Congress in early 2009 was intended, in part, to reduce the 
level of unemployment associated with the recession occurring at the time. Do 
you think that this act succeeded in reducing unemployment?

ISSUE 6:  Length of the Work Week. In part because of a desire to help families 
spend more quality time together and in part out of a desire to reduce unem-
ployment, some countries have shortened the work week below the traditional 
40 hours. Should the US do the same?

CRITICAL DISCUSSIONS

So far, it would seem that critical thinking is by its very nature an individual (and 
perhaps lonely) activity. Nothing could be further from the truth. If you have 
ever talked with a close friend about some shared concern and been unafraid 
to examine your deepest thoughts, you have engaged in critical thinking that 
involved more than one person. Indeed, great thinkers through the ages have 
argued that because face to face discussions involve the whole person (intellec-
tually, emotionally, and physically) they are the best way to engage in critical  
thinking and are the stuff that true friendships are made of.

Of course, the critical discussions that you have had are not likely to have 
centered on economic issues.  Nonetheless, discussions can and do play a large 
role in making sense of economic issues. Policy makers from the President of the 
United States down to your local city council often make decisions on the basis 
of discussions between various advisors, experts, and citizens. And in business, 
the team approach is now a time-honored method for developing strategies to 
solve problems or exploit new opportunities.  

In college, such discussions can happen in a variety of ways. Perhaps the 
simplest way is through casual conversation among students or between a stu-
dent and a professor. However, professors often use more formal methods to 
incorporate critical discussion into the classroom.

Truth springs from argument amongst friends.
 Attributed to David Hume (1711-1776)10

10Hume (n. d.). The source of this quote is not clear, and it may be a paraphrase of Hume’s writings rather  
than an actual quote. However, it is consistent with Hume’s work, and encapsulates the social nature of 
critical thinking. See David Hume (2010b). Hume is one of the giants of modern philosophy and a rough  
contemporary of Adam Smith. For an overview of Hume’s life and work, as well as links for further details, see  
David Hume (2010a).

1.3
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QUESTION AND ANSWER SESSIONS • The simplest form of discussion occurs 
through some sort of question and answer session. It may be as simple as the 
professor entertaining questions during a lecture. Or the professor may take a 
more active role by asking questions of students. In either case, however, the val-
ue of the discussion depends on the student. To get the most out of a question-
and-answer session, don’t settle for just asking the professor what something 
is or telling the professor what the answer is. Be assertive and insist on more.  
Follow up by asking why – Why is it important? Why is it true? Etc. Thus, for 
example, if you want to know what scarcity is, don’t just ask for the definition.  
Follow up by asking why it is an important concept in economics. And if the 
professor is the one asking the questions, answer as best you can, and then fol-
low up by asking the professor why it is important. Economic thinking is more 
than facts – it is about reasoning and making sense of things.      

ECONOMIC CASE DISCUSSIONS • Informal discussions and question-and-answer 
sessions can be quite useful. But they have their limits. Often times, there is not 
enough time to fully explore an issue. And often times, informal discussions and 
question-and-answer sessions don’t have enough structure to help students work 
methodically through an issue. As a result, professors sometimes use case dis-
cussions to engage in more structured, extended discussions. If the class is small 
enough, the whole class can be part of the discussion. If the class is larger, it can 
be done with several breakout groups (typically less than 10 students each) which 
discuss the case separately before presenting summaries of the results of their 
discussions to the whole class.  

In either situation, an economic case discussion typically begins with a sto-
ry that raises questions to be answered or problems to be solved. Accompanying 
the story may be related materials such as newspaper articles, tables, or graphs.  
The task for students is to analyze the situation, determine what the issue (or is-
sues) is, and argue how to address the issue. Unlike working on problem sets or 
writing papers, however, cases require in-class discussion to identify the issue 
and to analyze the issue posed by the case. And because the case emphasizes a 
stylized real-life situation, it provides us with an example from which we can 
learn more general lessons.  

Many students feel uncomfortable when first asked to participate in a case 
discussion. Common problems expressed by students include:

Preparing for a case discussion is frustrating • As in situations faced by 
real decision-makers, the information supplied in a case is frequently 
partial and, at times, even misleading. And sometimes students may 
find themselves overwhelmed by the volume of information. To com-
plicate matters further, the problems presented are both ambiguous  
and complex. But that’s the point – a case typically has no single  
“correct” answer.  The purpose of the case is not to learn what answers 
to memorize; it about coming up with a variety of possible answers and 
then discussing the relative merits and faults with those answers.  
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Class discussions are intimidating • Learning through case discussions not 
only calls for your active participation, it demands it. Few people can 
learn how to ride a bicycle by reading a manual or listening to an ex-
planation, and few can carry out effective economic thinking without 
participating in the process. Case discussions are useful because they 
force a level of participation and involvement that is not always present 
when students attend a lecture or study outside of class. Unfortunately, 
many students are initially unsure of themselves or don’t like calling 
attention to themselves. As a result, they are often hesitant to jump into 
the discussion.

These problems, however, are not insurmountable. If you want to get the most 
out of an in-class case discussion, you should:

Read the case material before going to class • Conversation often moves 
quickly in a case discussion. As a result, there is little time for more 
than a quick glance at the case materials. To get the most out of the 
in-class case discussion, you should read all the material beforehand.  
Be sure to follow any instructions, and try to master the content of the 
case material.

Pay attention to any data that are presented in the case • This information, 
which may be included in the narrative but often is found in tables or 
graphs with no mention in the narrative, may have an important bear-
ing on the case. Try to work out any quantitative analysis that might 
help you understand the problem. Make whatever calculations you 
might need and bring them to the in-class discussion.

Ask how economic analysis might help •  Remember, the purpose of the class 
is to help you learn about how economic thinking can be useful in real 
world economic decision making. It may be useful to keep a short list 
of economic principles and concepts that you have learned and ask 
yourself while reading the case whether any of those concepts can be 
applied to the material you are reading.

Be prepared to share your analysis in the classroom • The purpose of the case 
is to learn how to critically think about economic issues. You may have 
the key that helps a fellow student, or you may be the one having prob-
lems thinking the issue out. In either case, by sharing your thinking, 
flaws and all, with the class, everyone in the class can benefit.  In many 
case discussions, your role is simply to think out the case with the rest 
of the class. In other case discussions, however, you may be asked to 
role play by taking on the identity of a particular character in the case.  
This often takes a bit of imagination but can have big payoffs because it 
allows the class to consider a broader set of ideas than would otherwise 
be discussed.
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So, how do you know if you did well in the case discussion? Don’t worry about 
whether you solved the problem; the key is that you were an active, contributing 
part of the discussion:

You understood the case’s content • You contributed relevant information 
from the case. Your comments indicated that you read the case care-
fully, that you understood the situation, and that you understood how 
the case connects to previous material in the course.

You supported the thinking of others • Your comments showed that you  
listened to others by building on the ideas of others, responding to their 
questions, providing constructive criticism of those ideas when you 
disagreed, and asking questions of your own when you were confused 
or thought additional clarity was needed.

You offered quality arguments of your own • Your comments were reasonably 
clear, accurate, relevant, logical, and exhibited some understanding of 
the breadth and depth of the issue being discussed.

And how will you know if things didn’t go well? Your participation resulted in 
only one- or two-word answers to questions without elaboration, in making re-
marks that were irrelevant, that showed insensitivity to others, or that rambled 
incoherently. But it’s not hard to do well. Try to participate even if you do not 
feel what you have to say meets the criteria of a good contribution. And re-
member that sometimes the best contribution to a discussion is simply asking 
a question. You’ve heard it before, but it is true – sometimes a “dumb” ques-
tion or answer may advance the discussion and clarify things in other people’s 
minds far more than a brilliant speech. Don’t hesitate to admit confusion, ask for 
clarification, or simply be wrong. In short, don’t worry! You’re among friends.   
Speak up. If you were already an expert in critical economic thinking, you 
wouldn’t be taking the class. Case discussions are one of the few places where 
you can try out new ideas and ways of thinking without penalty.  

In case discussions there are no wrong solutions – there are only solutions that 
must be compared and evaluated.  Your contribution to identifying and evaluating 
solutions is the important feature of a case study.

Case discussions range from very simple discussions that only take up part of a 
class to elaborate, extended discussions that take place over the course of several 
classes, if not an entire semester. This exercise gives you the opportunity to practice 
participating in a relatively simple case discussion.  

Analyze one or more of the cases below (your professor may have further 
instructions about this) by discussing them with your fellow students. Each case 

exerCISe 1.3
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CRITICAL READING

Gathering information and understanding the arguments of others is an impor-
tant part of thinking critically. In economics much of that process takes place 
through reading. Particularly at the introductory level, most students think in 
terms of textbooks, but even at that level a course can often be enhanced by the 
inclusion of economic monographs (shorter, single topic essays or books) or 
economic articles written for an intelligent lay audience. Many students find 
economic writing to be difficult to make sense of, and it not uncommon for a 
frustrated student to give up trying.

Like the writing in any area, some economic literature is better written than 
others. However, often times it is not so much the writing as it is the reading 
strategies used by the student that are the problem.  

Economic writing is not intended for pleasure.  It is not something that one 
can casually read while watching TV, playing on the computer, or being actively 
involved in texting friends. Rather, it is a complex argument that is intended to 
lay out a claim and to persuade you through conceptual argument and empirical 
evidence that the claim is worth believing.  To make sense of an economic argu-
ment, you need to approach it like an attorney interrogating a hostile witness or 
a food critic attacking a plate of food. In short, it has to be read critically.

So what is critical reading? Critical reading is essentially a form of critical 
discussion with whoever wrote the material. The only problem is that you can’t 
directly talk to the author. Instead, everything the author has to say is already 
in front of you, and so it is up to you to carry the conversation. That may sound 
difficult, and it certainly requires more energy than an actual conversation.  But 
the returns to those efforts are enormous. Just follow the following Five Steps to 
Reading Critically, and if they remind you of the Fours Steps to Thinking Critically 
described earlier in this chapter, you’ve already started reading critically!

 1. DETERMINE THE PURPOSE OF THE WRITING  •  The first step is to figure out 
what the purpose of the writing is.  Is it to answer a question? Then what is 
that question? Is it to persuade you to believe something?  Then what is that 
something? To figure out what the purpose is, read carefully the beginning 
of the material (the introduction, the first few paragraphs, or the first sec-
tion). If that doesn’t tell you what the purpose is, skim through the reading 
(don’t ignore the headings that accompany the text) and look for a conclu-
sion or summary at the end. This first step is a bit of a detective problem. 
And don’t be concerned with making a mistake. As you work through the 
reading in more detail later, if you’ve made a mistake, you’ll have time to 
revise what you think the purpose is. But don’t move to step two until you 
have some working hypothesis as to what the author is trying to do.

 2. FIGURE OUT THE CONTEXT OF THE WRITING  •  The next step is to figure 
out who the author is and what the author assumes is already in your head.  
Is the author an economist? Or does the author have some other profession? 

1.4
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Where does the author work? Why, as best you can figure out, was the mate-
rial written? Keep all that in mind later when you read the material in detail.  
Remember, this is a conversation, and it helps to know whom you are talking 
to. Once you’ve got a reasonable grip on the author, think a bit about what 
the author is assuming about you. Does the author assume that you already 
have a certain level of education? Does the author assume you already have 
a certain level of mathematical ability, or already have a particular set of 
personal or professional experiences? Does the author assume that you 
have a specific purpose in reading the material?

 3. BREAK THE WRITING UP INTO PARTS • The heart of economic writing 
is focused on fulfilling the overall purpose that you determined in Step 1.  
And typically, fulfilling a purpose is done through a sequence of arguments.  
So, now that you have a sense of the purpose of the material and its context, 
break the writing up into manageable parts. Sometimes the parts are easy 
to see because they are divided by headings that introduce each part. But 
sometimes it takes a bit more detective work. Skim through the material 
again and see if you can identify where the author moves from one argu-
ment to the next. Again, don’t worry if you later discover you’ve made a 
mistake or two. You can always revise as you discover your mistakes. And 
don’t forget to do this with smaller pieces of writing. Although you may be 
tempted to skip this step, even smaller pieces of writing progress through a 
sequence of arguments. It’s just that the arguments are now a paragraph or 
two rather than longer pieces of writing separated by headings.

 4. MAKE SENSE OF EACH PART • Now (finally!) you can dig in and make sense 
of each part.  What is the author trying to tell you? (Remember, this is a 
conversation.) Pay attention to the reasoning of each part (that is, figure 
out each time the author says, “This is true because …”).  Look for empirical 
evidence (data, examples, anecdotes, etc.).

 5. PUT IT ALL TOGETHER • Once you have made sense of each part, step back, 
take a look at all the parts in the order they were presented, and figure out if 
they work together to fulfill the overall purpose of the writing. If not, figure 
out what the problem is.
• If you didn’t understand certain parts, go back to those parts and work 

through them again. You may find it useful to talk to others (for example, 
your fellow students or your professor) about those parts that you are 
having difficulty with.  

• If you understand the parts, but don’t see how they fit together, try going 
step-by-step from one part to the next to see if the connections start to 
make sense. It could be you missed something. But it could also be that 
the author left something out. Again, talking with someone may help.

• Finally, don’t rule out the possibility that the author has made a coherent 
argument, but you disagree. If you think this is the case, first think of 
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11Photograph of Adam Smith courtesy of the Library of Congress, LC-USZ62-17407.

the argument from the author’s perspective, keeping in mind what you 
figured out in step 2 above. Then ask yourself what are the reasons you 
disagree. Is it a mistake in reasoning? Do you have empirical evidence 
that doesn’t fit with the author’s argument? Do you have a different set of 
values than the author?    

This exercise gives you the chance to practice your critical reading skills with 
a classic piece of economic writing. The writing is a bit old fashioned, but if 
you’re methodical about it, you may be surprised how much you end up under-
standing. And the payoff will be worth it. Not only will you learn a bit about a  
fundamental principle of economics, you will also learn how to read the works of 
the person who in many ways created the modern science of economics.

Adam Smith published The Wealth of Nations in 1776. There are a 
number of places where you can find a copy of that work.  See for 
example, Smith (1937) in the reference list at the end of this book. 
However, a little bit of searching in bookstores, in libraries, and 
on the web (just do a web search for “Adam Smith” and “Wealth 
of Nations”) will reveal how easy it is to find a copy. Smith divid-
ed The Wealth of Nations into sections that he called “Books”, and 
within each Book he included several chapters. Find Book I which 
has the long title: “Of the Causes of Improvement in the produc-
tive Powers of Labour, and of the Order according to which its 
Produce is naturally distributed among the different Ranks of 

the People”. Then in Book I, find Chapter 1 (with the short title: “Of the  
Division of Labour”), and begin following the instructions below.

 1. Using the Five Steps to Reading Critically, begin by determining the pur-
pose of Book I, Chapter 1, and then write down that purpose. You may 
want to skim Smith’s introduction (“Introduction and Plan of the Work”) 
that immediately precedes Book I, Chapter 1. And don’t forget to look at 
the headings. Smith’s headings are often rather long by modern standards.  
But they contain important information for those who want to understand 
what Smith is saying. Especially in those headings, every individual word 
has importance, so you may find you want to first consider the meaning of 
each word separately.

 2. Now that you have a sense of where Smith is going with Book I, Chapter 1, 
figure out who Smith was and who he thinks you, his reader, is. Then write 
your conclusions down. The preface(s) to The Wealth of Nations may help.  
But you are also likely to need to look elsewhere for a brief biography. If you 
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need to, refer back to the third step of the Four Steps to Thinking Critically  
(“Gather Relevant Information and Search for a Variety of Possible Answers”).  

 3. The next step is to break Book I, Chapter 1 into parts. It’s a relatively short 
piece of writing, so you may find that each part is a single paragraph. Write 
down a description of how you divided up the material along with a brief 
explanation for why you did it that way.

 4. Read each part, make sense of what Smith is trying to tell you, and then 
write down a brief summary of that part. Refer back to the fourth step of the 
Five Steps to Reading Critically if you need a reminder of how to do this.

 5. Finally, look at the sequence of summary statements you wrote for each 
part. Then, using the fifth step of the Five Steps to Reading Critically, com-
pare that sequence to the overall purpose of Book I, Chapter 1 that your 
wrote down in part 1 of this exercise. If you need to revise what you wrote in 
part 1 of this exercise, go ahead and do so. Then ask yourself if you under-
stand what Smith is talking about and whether he has succeeded in fulfill-
ing the purpose of that chapter. Write down a brief explanation of why or 
why not.

CRITICAL WRITING AND SPEAKING

One of the most important purposes of critical economic thinking is to focus 
your thinking so that you can clearly and effectively communicate with others.  
And that communication often requires writing your thoughts down or mak-
ing presentations. Projects need to be completed. Problems need to be solved.  
Planning needs to take place. The communication may involve arguing for a 
particular strategy with your boss or explaining the importance of a project to 
subordinates. It may involve negotiating with a supplier or trying to sell your 
product to a customer.  It may even involve defending your company against 
charges in the press or by government officials.  

There are two types of critical writing and speaking. The first type is in-
formal and intended only for yourself or for close associates who already un-
derstand the context of what you are working on. Exercise 1.4 in the previous 
section provides an example of informal writing. And if you had reported your 
results verbally to someone, that would have been informal speaking. Such 
communication is typically used not to report final thoughts and arguments, 
but to keep track of things while you are working things out. In short, it is an aid 
to the process of thinking critically.  

The other type of critical thinking, and the main subject of this section, is 
more formal and is intended to communicate the results of your thinking clear-
ly, effectively, and persuasively. It is the form of writing and speaking used for all 
the examples described above in the introductory paragraph. And to engage in 
formal communication, you need to do five things:

1.5
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 1. COMPLETE THE THINKING PROCESS FIRST • Very few of us can think 
out loud and make sense to others. It is even more difficult when writing.   
Do yourself and your reader a big favor - don’t start writing until you have 
thought the issue out and know what you want to say.

 2. MAKE yOUR CONCLUSION THE MAIN POINT • It may seem obvious, but 
many people fail to make their final position on the issue the main point.  
As a result, the reader is often left wondering what the point is. Make your 
conclusion the main point. Be sure that everything you write contributes 
to persuading your reader that you are correct. Often, the problem is that 
you don’t know what your final position on the issue is. If you can’t write 
your final position down as a single sentence, chances are that you haven’t 
completed the thinking process (in which case, go back to step 1 above!).  
After you have written your final position as a single sentence, make it the 
dominant, controlling idea in your writing. Don’t let minor issues or unre-
lated material clutter your writing. Remember, the point is to connect with 
your readers, not confuse them or drive them off.

 3. CHOOSE A SUITABLE ORGANIzATION FOR yOUR WRITING • The best orga-
nization for a piece of writing depends on how much you have to say and 
with whom you wish to communicate. A standard, useful form of organiza-
tion common in economics and in business is to break your material into 
three distinct parts:
• Introduction – Describe the subject matter, explain why it is important 

(so that your reader doesn’t toss your work in the trash), and state your 
conclusion clearly and directly. In other words, tell your reader what you 
are writing about, grab the reader before they drift off, and hit the reader 
between the eyes with the point you wish to make!  In economics and in 
business, readers are often impatient. If you don’t tell them immediately 
what the subject is, explain to them why they should care, and give them 
the bottom line, your readers are likely to give up on you and move on to 
some other piece of writing that is clearly important and focused. 

• Body – Offer your empirical evidence and conceptual arguments as to why 
your conclusion (which you have already stated in the introduction!) is 
the correct one. You may also find it useful to present arguments why al-
ternative views are not as good.

• Conclusion – Briefly restate your conclusion (remember, that’s what you 
first stated in the introduction), and finish with a brief discussion of the 
implications and consequences of your view.
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Box 1.6

13

A RiSiNG STAR iN ECONOMiCS:  ESTHER DUFlO

ester Duflo, a french economist, is the abdul Latif Jameel professor of poverty alleviation and 
Development economics at the Massachusetts Institute of technology, and 2010 recipient 
of the John Bates Clark Medal awarded by the american economic association to the one 
economist under forty who has made the most significant contribution to economic thought 
and knowledge. She is also the winner of a number of other awards include a Macarthur 
“Genius award” in 2009. Duflo’s research focuses on the economics of developing countries, 
with emphasis on household behavior, education, access to finance, and health and policy 
evaluation. She has been especially instrumental in bringing field experiments to better un-
derstand the nature of economics in developing countries. She is also an active and well 
respected writer, is co-editor of the Journal of Development Economics and of the Review of 
Economics and Statistics, and current and founding editor of AEJ: Applied Economics.14 

SUMMARY

Critical economic thinking is about thinking about your economic think-
ing while you are thinking in order to make your economic thinking better.   
There are four basic steps to critical economic thinking – figuring out what the 
purpose of your thinking is, becoming aware of your initial frame of reference, 
collecting information and developing possible answers, and choosing the best 
answer. In critical thinking, communication is key, whether it is in face-to-face 
discussions, reading the works of others, or writing and speaking.

KEY CONCEPTS 
Body  Case Discussion
Conceptual Argument Conclusion
Critical Thinking Critical Reading
Critical Discussion Critical Writing
Empirical Evidence Four Steps to Thinking Critically
Five Steps to Reading Critically Frame of Reference
Implications and Consequences Introduction
Issue at Hand Logic
Purpose Question-and-Answer Session
Skepticism Subject
Why It Is Important

13Photograph of Esther Duflo, AFP, Getty Images
14This biography is based on Esther Duflo (2010) and 2010 John Bates Clark Medal Winner:  Esther Duflo (2010). 
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REVIEW QUESTIONS

 1. What is the difference between economic thinking and critical economic 
thinking? 

 2. What is Mary’s difficult choice problem in the story “The Curse of Good 
Fortune”?

 3. Explain what is meant by the phrase “frame of reference.”
 4. Explain the four steps to thinking critically about economics.
 5. Why do you think Hume believed that “Truth springs from argument 

amongst friends”?
 6. What is the value of a case study?
 7. How should you prepare for a case if you wish to get the most from the  

in-class discussion?
 8. Explain why it is important to complete your thinking process before  

beginning to communicate with others in writing.
 9.  Describe the standard way to organize your economic writing in order 

to effectively communicate.
 10.  Why is it important to put the subject, an explanation of why the sub-

ject is important, and a statement of the main point you wish to make in an 
introductory paragraph?
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Chapter 

2

INTRODUCTION 
this chapter examines the process of defining economic questions, explains how to 
distinguish good economic questions from poor economic questions, and explains 
why it is important to be aware of the purpose behind those questions.

FACTS, TASTES, AND REASONED JUDGEMENTS
Knowing the distinction between facts, tastes, and reasoned judgments gives you the 
ability to make good economic arguments and make sense of the arguments of others.

TYPES OF ECONOMIC QUESTIONS
economic questions are either positive or normative. positive questions deal with 
figuring out what was, is, or will be.  normative questions deal with figuring out what 
is good or bad, desirable or undesirable, or should or should not be done.

NUMERICAL DATA QUESTIONS 
Many economic questions involve, or ask for, numerical data. one of the simplest 
and useful ways of employing economic data is to describe economic behavior, and 
the primary way descriptive economic data are presented is in the form of tables 
and graphs.  Like non-quantitative economic thinking, economic data can be facts, 
reasoned judgments, or tastes.

POSITIVE AND NORMATIVE DATA 
Just as the concepts of facts, taste, and reasoned judgment are relevant when thinking 
about questions involving numerical data, so too the concepts of positive and norma-
tive thinking are relevant. 

What’s the Question?
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WRITING FOR CLARITY  
the key to keeping your reader’s attention is making it easy for the reader to make 
sense of your writing. Being careful about how you motivate your economic thinking 
and breaking your writing into well-defined sections separated by headings are useful 
ways to help make it easy for your reader to care about what you write and to follow 
your argument. 

INTRODUCTION

The wise man doesn’t give the right answers, he poses the 
right questions.

              - Attributed to Claude Lévi-Strauss (1908-2009)1

The first step to clear, effective economic thinking is defining what the issue is 
that you want to think about. Sometimes it’s easy because the issue is given to 
you, as it is when a boss gives us a task. However, often times the issue is up to 
you.  In either case, you need to reduce the issue to a single question that you 
want to answer.  

So what makes a good question? In general, a good question is one whose 
answer will fulfill some purpose, that is, one whose answer you care about. If 
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Box 2.1

of marketing plan. Or it could be that your company is in a fierce fight with a 
competitor, and that this new product is simply an attempt to open up another 
front in the competition and thereby make it harder for the competitor to func-
tion. That would lead to still another type of marketing plan. So, even if the task 
was given to you, it is important to ask why the task is important. What benefit 
does your boss expect to get from an answer to the question? Until you can 
answer those questions, it’s hard to put the question in proper context, and that 
makes it hard to answer the question properly.

this chapter is a guide to the types of questions that you will encounter when 
dealing with economic issues and how to know what the difference is between a 
good and a bad question.  this material is useful because it can help you become a 
clearer, more effective economic thinker who is able to distinguish good economic 
thinking from bad.

THE NOBEl PRiZE FOR GOOD QUESTiONS

the nobel prize in economics is not awarded to individuals who are just excellent at eco-
nomic analysis.  Instead, it is awarded to individuals who ask and answer penetrating and 
profound economic questions that change the way those who follow see the world.  two 
economists who received awards for particularly profound questions are Gary Becker and 
elinor ostrom.

GARY BECKER 

Gary Becker received the nobel prize in economics in 1992 for asking how people make 
decisions in non-market situations.  While that may not seem like a remarkable question, 
it had not been methodically investigated by economists until Becker.  Born in 1930 to 
Canadian and eastern european immigrants, his childhood was filled with family discussions 
about politics and justice that led him to an interest in doing something useful for society.  
he completed his undergraduate degree at princeton (in three years!) before studying un-
der Milton friedman at the University of Chicago where he earned his phD in economics.  
Since then, he has spent his time as professor and researcher at such places as Columbia 
University, the University of Chicago, and the national Bureau for economic research.  the 
breadth of his work is quite remarkable.  he developed what is now the general theory for 
understanding why worker incomes are distributed the way they are and the role that such 
things as education and job training play in determining that distribution. he has investigated 
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the economic determinants of marriage, divorce, and having children, thus explaining for 
example why birthrates in europe have declined over the past half century. and he has 
asked how we might better deter crime, finding for example that increasing the amount of 
prison time has less of an effect on reducing crime than increasing the probability of being 
caught.  though his work has been considered controversial by many (and still is by some), 
his contributions have fundamentally expanded the range of subjects that economists inves-
tigate and even changed the way many sociologists and political scientists approach issues.  
the best seller book freakonomics is the product of a student of Becker and likely would 
not have been written in the absence of Becker’s work and influence.3 

EliNOR OSTROM

elinor ostrom won the nobel prize in economics in 2009 for asking how people dealt 
with natural resource problems in the absence of markets or government.  Born in 1933 
into a family where serious discussions and a wide range of experiences were the rule, 
she attended the University of California, Los angeles where she earned her bachelor’s 
degree, master’s degree, and phD in political science, and then joined the faculty at Indiana 
University and began her career as a professor and researcher with a focus on natural re-
source use.  at the time, the conventional wisdom was that people when left to their own 
devices would inevitably over-exploit natural resources.  examples of this include fishermen 
who catch so many fish that eventually there are no longer enough fish to sustain the in-
dustry, ranchers who over-graze common pasture land until the land is barren, and farmers 
who suck underground aquifers dry.  the only solution to this outcome, so the conventional  
argument went, was to make the natural resource into private property so that users would 
have to pay to use it, or to put government regulations into place to control the problem.  
ostrom’s research, however, by carefully modeling the way people actually behave, found 
that people can in fact be quite ingenious at figuring out how to deal with the conflicts of 
interest that the conventional thinking had believed always led to over-exploitation of natu-
ral resources.  the implications of her work are quite startling.  Sometimes the best solution 
to natural resource problems is neither privatization nor government regulation, but rather 
letting those involved work out their own solution.  and that idea, that there is a third way 
between government regulations and private markets, has transformed the way economists 
think about issues beyond natural resources.5 

3This biography is based on Frängsmyr (1993), Gary Becker (2010), and Nobelprize.org (1992). Freakonomics 
was written by Steven Levitt, the student of Becker who is now a professor of economics at the University of 
Chicago, and the journalist Stephen Dubner.  See Levitt and Dubner (2005).
4Photograph of Elinor Ostrom courtesy of the Nobel Foundation. Photo credit: U. Montan.
5This biography is based on Elinor Ostrom (2010), Herald-Times (2009), and Nobelprize.org (2009).

4
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Box 2.2

FACTS, TASTES, AND REASONED JUDGMENTS

Before turning to a discussion of the types of questions that you will encounter 
when dealing with economic issues, it is useful to look at the distinction be-
tween facts, tastes, and reasoned judgments.  

The key to the ability to think clearly and effectively about economic issues, 
whether it concerns a personal matter, a production or marketing problem, or 
an issue of governmental policy, is being able to separate truth from fiction.  
There is a belief in the common culture today that there are no truths and that 
what people call truths are personal and up to the individual to choose. But 
clearly, simply believing something does not make it true. You may believe,efut 
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Statements that describe the truth are called factual statements. Factual state-
ments are either true or false. The statement, “The earth is round” is a true fac-
tual statement; the statement, “The earth is flat” is a false factual statement. The 
statement, “The use of fossil fuels has resulted in climate change” is either true 
or false, but we do not know which.

Not all statements, however, are factual ones. Some statements deal with 
personal preferences (or what economists call tastes). “I like anchovies on my 
pizza” is a statement of taste.  Unlike a statement of fact which is either true 
or false, statements of taste are all true (assuming the speaker is honest!).  
Much of the confusion over whether truth is relative or not comes from confusing  
factual statements with statements of taste. In part, this occurs because many 
people make taste statements in the form of a fact. “Anchovies are good on  
pizza” sounds like a factual statement. However, it is clearly one of personal 
preference presented in the form of a factual statement.

Finally, some statements, like the one about fossil fuels causing climate 
change, are neither facts nor expressions of taste but are instead what may be 
called reasoned judgments. Most of the interesting questions in economics can 
only be answered by reasoned judgments. Unlike factual statements, however, 
reasoned judgments cannot be categorized as either true or false. And unlike 
statements of taste, reasoned judgments are not all equally valid. Rather, rea-
soned judgments must be ranked according to whether they are better or worse 
depending on the standards for good reasoning (clarity, accuracy, relevance, 
depth, breadth, and logicalness).6 Take, for example, the question of whether 
you should pursue a graduate degree in economics. Clearly, the answer to this 
question is debatable. Good arguments can be made both for and against the 
decision to get a graduate degree in economics. As a result, there is no sin-
gle, objective answer to the question, which is why this is an issue of reasoned 
judgment. Of course, some answers are better than others. If I tell you that you 
should pursue a graduate degree in economics because individuals with graduate 
economic degrees have higher salaries than individuals who do not have graduate 
degrees, this is a reasoned judgment. But it is not as good a judgment as one that 
takes account of your ability to actually earn that graduate degree, your profes-
sional goals, and the time and monetary cost of getting the degree.

6The specific list of the criteria that can be used to judge how good a reasoned judgment is varies a bit according 
to who puts the list together.  This list is based on the writings of Richard Paul (see, for example, Paul (1993)) 
and Vincent Ruggiero (see Ruggiero (1996)). 
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Box 2.3 A ROSE BY ANY OTHER NAME ... (PART 2)

the word opinion is used in a variety of ways and, as a result, often obscures the distinction 
between factual statements, statements of taste, and reasoned judgments. the most common 
mix-up is between statements of taste and reasoned judgments. If, for example, you say, “that’s 
your opinion” in response to someone saying that the restaurant down the street has the best 
pizza, the opinion that you refer to is a statement of taste. on the other hand, when a judge 
issues an opinion about some trial, that opinion is a reasoned judgment based on conceptual 
arguments and evidence. as a result, when someone identifies something as an opinion, stop 
and think for a moment: Is it a factual statement, a statement of taste, or a reasoned judgment?

While the distinction between facts, tastes, and reasoned judgments is in gen-
eral fairly clear, in particular situations it is sometimes difficult to figure out.   
This exercise gives you a chance to reflect on the distinction between facts, tastes, 
and reasoned judgments in a variety of situations.

Indicate for each statement below whether it is a:
• Factual statement,
• Statement of taste expressed as a statement of taste,
• Statement of taste incorrectly expressed as a fact or as a reasoned judgment, or 
• Reasoned judgment.

Then go back through the statements and do the following:
• For the factual statements, note a source where you would look for verifica-

tion of the statement.
• For the statements of taste incorrectly expressed as a fact or as a reasoned 

judgment, re-write them correctly as statements of taste.
• For the reasoned judgments, provide a conceptual argument in support of 

that statement or note a source where you would look for support for that 
statement. 

 1. Today the price of a share of IBM stock is higher than the price of a share of 
Xerox stock.

 2.  The US would be economically better off were NAFTA to expand to 
include all the countries in the western hemisphere. 

 3.  Foreign investment has been good economically for North Carolina.
 4.  The Federal Reserve accurately predicted the financial crisis of 2008.
 5.  I like the upright seating of Toyotas more than the low seating of Hondas.
 6.  Pasta made in Italy tastes better than pasta made in the United States.
 7.  Businesses fail because of mismanagement.
 8.  The minimum wage creates unemployment.
 9.  Spending on health care has risen as a share of total income over the 

past two decades.
10.  Most Americans believe government is too big.

exerCISe 2.1
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TYPES OF ECONOMIC QUESTIONS

Despite the wide variety of economic questions that people think about each 
and every day, all economic questions can be grouped into two broad categories 
that depend on whether the question is concerned with figuring out what was, 
is, or will be; or is concerned with figuring out what is good or bad. You may, 
for example, want to know what caused housing sales to fall last month (what 
was going on), or want to know how much interest rates will change in the next 
6 months (what will be going on). On the other hand, you may be interested  
in determining whether you should have opened that new store on the other 
side of town (was it a good decision?), or in determining whether a baseball 
stadium will be a net benefit to the community (would it be a good thing for  
the community?).

These two types of questions (that is, figuring out what was, is, or will be, 
and figuring out what’s good or bad) reflect two different purposes or goals.  
When you ask what’s going on with no concern for whether the situation is 
good or bad, you are asking a positive economic question. Good thinking 
about a positive economic question is accurate. Ideally, for matters concerning 
the past or present, positive thinking is about making true factual statements.  
“The US has fifty states” is a true factual statement and an example of a positive  
statement. Unfortunately, not all of the past, not all of the present, and certainly 
none of the future, can be known with certainty. As a result, thinking about pos-
itive questions often takes the form of making reasoned judgments despite the 
fact that it often deals with past, present, or future facts. Reasoned judgments 
cannot be characterized as true or false, but must instead be characterized as  
better or worse depending on the conceptual arguments and empirical evidence 
you use to arrive at your reasoned judgment. Suppose, for example, you are 
interested in managing a local business’s retirement fund and are currently ne-
gotiating a contract to do that with the business. Suppose further that as part of 
that negotiating process you want to know whether the business would accept 
a particular offer that you are thinking of making. Clearly, you don’t know for 
sure what will happen. However, based on the business’s current circumstances, 
based on the current state of the financial services industry, and based on your 
experience with prior negotiations involving other businesses, you can come to 
a reasoned judgment as to whether the business will accept the offer.

Normative questions, on the other hand, ask how well a situation or deci-
sion conforms to standards of desirability or proper behavior. Is the situation 
good or bad? Should the action be taken? Is one circumstance better or worse 
than some other circumstance? Thinking about normative questions involves 
making value judgments based on conceptual arguments and empirical evi-
dence. Thus, all normative questions, like many but not all positive questions, 
require reasoned judgments. Particularly important to thinking about norma-
tive questions are the values that define what is desirable/undesirable, good/
bad, or better/worse. Take for example the normative problem of determining 

2.3



Chapter 2      What’s the Question?            37

Box 2.4

whether you should lay off 10% of your workers. The solution to that problem 
depends on your values. If you primarily value making profits, then the decision 
will be based on what happens to your profits if you lay those workers off. On 
the other hand, if you value being part of the community and providing work 
for local people, you may decide not to lay off any workers even if that results 
in lower profits. Note, finally, that normative thinking requires that you first do 
some positive thinking in order to understand the situation that is being judged.  
Thus, for example, a positive analysis of the effects of laying off 10% of your 
workers would be the first step to engaging in the normative task of deciding 
whether such layoffs are a good thing.

THE BiG DEBATE

one of the big debates currently taking place in the US focuses on capitalism, socialism, and 
the US economy.  there are many “flavors” of capitalism and socialism. But in brief, capitalism 
is an economic system in which the means of production are privately owned, decisions are 
primarily made by people in the private sector who participate in markets, and incomes 
accrue to the owners of the means of production commensurate with the price they can 
get for selling those means of production. Socialism, by contrast, is an economic system in 
which the means of production are owned by some form of public organization, decisions 
are made primarily by those organizations, and income accrues to people based on some 
publicly established criterion such as the amount of labor time contributed. 

as recent elections and protests over legislation have shown, this is an issue that many 
people feel passionately about.  the question here is whether this is a positive or normative 
issue, and why does our answer make a difference.

If the question is whether the US has a capitalist or socialist economy, then it is a posi-
tive issue.  You might think that it is a factual positive issue at that.  after all, given a particular 
definition of capitalism and socialism, we should be able to look at how the economy func-
tions and quickly determine the answer. the problem is, however, is that economies are 
complicated. as a result, it is likely that there will some aspects of the economy that match 
up with our definition of capitalism, and other aspects that match up with our definition of 
socialism.  as a result, we are going to have to balance these conflicts to come up with an 
answer to our positive question, that is, we are going to have to make a reasoned judgment.  
Moreover, this is all based on a given definition of capitalism and of socialism.  It turns out 
that there is considerable disagreement about the details of what capitalism and socialism 
are, and the solution to that disagreement is itself a normative issue:  how should we define 
capitalism and socialism? and that leads us to an extended exploration as to why we care, 
that is, what the purpose is of defining those terms.

If we return to the original question of whether the current debate is a positive or 
normative one, we can also think of it in normative terms if we define the question as be-
ing whether the US economy should be capitalist or socialist. If that is the question that we 
care about, then we clearly need to think in reasoned judgment terms. and that requires 
us to think about why we care about the issue, what our fundamental values are, and what 
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particular definitions we wish to use. as this discussion of the capitalism/socialism debate 
shows, there is ultimately no way to avoid the normative question of what definitions we 
wish to use regardless of whether we are thinking in positive or normative terms.

finally, how has the above discussion helped us? It has helped us by narrowing the is-
sue to two key problems that must be dealt with if we are to make any progress with the 
current debate.  We must decide what definitions we want to use, and we must figure out 
why we care, that is, what we want the ultimate purpose of the economy to be.

Understanding the difference between positive and normative issues is crucial 
to thinking in economics. Sometimes the difference between the two is obvious:

The Dow-Jones Industrial Average rose last year.

This is a positive statement because it describes a factual situation that is either 
true or false. In contrast, consider the statement:

The government should eliminate the minimum wage.

This is a normative statement because it makes a value judgment concerning 
what is good for the government to do, that is, it states what should happen.  

Sometimes, however, it is more difficult to tell the difference. Consider the 
statement: 

The Federal government’s budget deficit fell between 2009 and 2010.

This statement is not true, but is factual in form and therefore a positive state-
ment. While the Federal government did run a deficit, it was actually larger in 
2010 than it was in 2009. Positive statements may be true or false! Likewise, 
consider the statement:

The Federal government’s budget deficit will be smaller in the coming year 
than it was this year.

Because the coming year is not here yet, this clearly has to be evaluated as a rea-
soned judgment. You might think, therefore, that it cannot be a positive state-
ment. But no sense of desirability, no sense of good or bad, is contained in the 
statement. Eventually, the statement will be proven to be either true or false. As 
a result, this too is a positive statement (whose truth is currently unknown).  

Now consider the statement:

Air pollution is a major problem in many US cities.

This is a normative statement, but because so many believe it to be true, 
many consider it to be a positive statement. To see why it is normative,  
notice that the word problem often implies the notion that a situation is bad, 
undesirable, or should be dealt with in some manner. Essentially, this statement 
makes the claim that urban air pollution is bad (and needs to be dealt with in 
some manner). 
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On the other hand, if this statement had been written:

Many people believe that air pollution in many US cities is a major problem.

we would have a positive statement, not about the nature of air pollution, but 
about the beliefs of people.

Finally, consider the statement:

You should get out of the restaurant business.

This is clearly a normative statement because it makes a value judgment 
about your behavior, that it would be good for you to get out of the restaurant 
business. On the other hand, if it had read:

You have to get out of the restaurant business if you want to put a stop to  
your losses.

then you would be dealing with a positive statement. Why? Because it makes no 
judgment about what you ought to do.  Instead, it makes the positive claim that 
there is no other way for you to stop losing money except to get out of the res-
taurant business. While this positive reasoned judgment may not be accurate, 
it makes no normative judgment about what you should do. It takes no stand 
based on a set of values as to what is good or bad for you.

the value of being able to distinguish positive thinking from normative thinking is 
that it allows you to focus your mind on the appropriate set of tools and standards 
needed to make good arguments and evaluate the arguments of others. positive 
thinking is all about what simply is and requires sound reasoning and evidence 
for support. normative thinking is all about what is better or worse and requires 
sound reasoning based on values.

As with the distinction between facts, tastes, and reasoned judgments, the differ-
ence between positive and normative statements is clear enough in the abstract, 
but may be hard to figure out in particular situation. This exercise gives you a 
chance to reflect on the distinction between positive and normative statements in 
a variety of situations.

For each of the following statements, indicate whether the statement is a pos-
itive one or a normative one, and briefly explain why you came to that conclusion. 

 1.  Major league baseball teams generate millions of dollars in additional 
income for the local economies they are located in.

 2.  Trade restrictions hurt the nations that impose them.
 3.  Normalizing international trade between Cuba and the US is unlikely 

to happen.

exerCISe 2.2
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 4.  Minimum wage laws are the result of labor unions interested in pro-
tecting their position by driving up the cost of hiring non-union labor.

 5.  Government has no business regulating the sale of medicine.
 6.  If you want to increase the return to your investments, then you will 

have to switch your investments to no-load mutual funds.
 7.  China has the right policy when it comes to foreign trade.
 8.  North Korea will have to improve its human rights record if it hopes to 

increase trade with the rest of the world. 

The statements in Exercise 2.2 are relatively simple. But sometimes the distinc-
tion between positive and normative thinking can be quite hard to determine.    
This exercise gives you a chance to test your skills by looking at more subtle  
examples of positive and normative statements.

For each of the following statements, indicate whether the statement is  
a positive one or a normative one, and briefly explain why you came to  
that conclusion. 

 1.  [S]tate capitalism may be the only viable system in low-trust soci-
eties, in places where decentralized power devolves into gangsterism.  
• David Brooks7

 2.  Individualism … is the most powerful instrument to better the future.  
• John Maynard Keynes8

 3.  Democracy is the road to socialism. • Attributed to Karl Marx9

 4.  The greatest improvement in the productive powers of labour, and the 
greater part of the skill, dexterity, and judgment with which it is any where 
directed, or applied, seem to have been the effects of the division of labour.  
• Adam Smith10   

 5.  There should be a standard phrase for the construction of anti-straw-
men — for attributing to your intellectual opponents sophisticated, reason-
able positions they do not in fact hold, ignoring the nonsense they actually  
espouse. • Paul Krugman11

 6.  And so, my fellow Americans: ask not what your country can do for 
you—ask what you can do for your country.  • John F. Kennedy12

7The quote is from the New York Times columnist David Brooks. See Brooks (2010, June 14).     
8Keynes (1936, page 380).  If you are looking for the quote in an ebook version of this source, it is located in 
Chapter 24, Section III. 
9This quote is, as noted in the text, said by many to be from Karl Marx. See, for example, Marx (n. d).   
However, I have yet to be able to find it in an original source.
10Smith (1937, page 3). If you are looking for the quote in an ebook version of this source, it is located at the 
beginning of Book I, Chapter 1.
11The quote is from the Nobel Prize winning economist Paul Krugman.  See Krugman (2010, June 12).  
12This famous quote is from President Kennedy’s inaugural address. See Kennedy (1961).  

exerCISe 2.3
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NUMERICAL DATA QUESTIONS

Many economic questions involve, or ask for, numerical data. Because this is 
often a sticking point with students, let’s begin by talking about how economists 
use such data as part of their critical thinking process.  Then we can turn to the 
issue of how the notions of facts, tastes, and reasoned judgments show up in the 
case of numerical data questions.

Numerical data are used in a variety of ways by economists ranging from 
simply expressing the quantity of something (the price of a good, the marginal 
cost of production, the inflation rate, nominal GDP, etc.) to engaging in so-
phisticated statistical methods (called econometrics in economics). For all that, 
however, one of the simplest and useful ways of employing quantitative data is 
to describe a given economic situation, that is, to employ descriptive economic 
data.  And the primary way of representing such descriptive quantitative data is 
with tables (sometimes known as schedules) and graphs.  

In microeconomics these tables and graphs tend to focus on snapshots  
(or what economists call cross-sectional data) that describe how consum-
ers, firms, and other individual decision-makers are acting at any given time.  
Thus, for example, we have demand schedules that describe the quantity of a 
good that consumers would buy at various market prices, supply schedules that  
describe the quantity of a good that firms would produce at various market 
prices, and cost curves that describe the nature of the costs that a firm would 
incur were it to produce various quantities. 

In macroeconomics, by contrast, we construct tables and graphs to describe 
how an entire economy behaves over time (or what economists call time-series 
data). Thus, for example, we have tables of real and nominal Gross Domestic 
Product (GDP) over time, charts (another way of saying graphs) of the unem-
ployment rate over time, and tables of the levels of private aggregate investment 
over time.  

Of course, microeconomics sometimes looks at time-series data (I might, 
for example, care very much about what has happened to the price of gasoline 
over time), and macroeconomics sometimes looks at cross-sectional data (for 
example, inflation rates across different countries in a given year). And both 
may even want to look at panel data, that is, data that is both cross-sectional 
and time-series in nature (for example, annual income data for a large number 
of individuals over a number of years). But generally speaking microeconom-
ics is more concerned with cross-sectional data, and macroeconomics is more 
concerned with time-series data.

In all these situations, the concepts of fact, taste, and reasoned judgment 
apply just as much as they do when thinking more conceptually about econom-
ics. Take, for example, the economic problem of how you might spend $10 in 
a candy store that sells jawbreakers at a price of $0.50 each and bubblegum at 
a price of $0.25 each. There are clearly four facts here: (1) you have $10, (2) the 
store sells jawbreakers and bubblegum, (3) the price of a jawbreaker is $0.50, 

2.4



42 Chapter 2      What’s the Question?

and (4) the price of a piece of bubblegum is $0.25. From these facts we can de-
duce the following table:

and its associated graph (which is known as a budget constraint because it tells 
you what the maximum amount of various goods is that you can buy given your 
budget):

Because the table and its associated graph accurately reflect how the $10 can 
be spent, they are types of factual statements, and true ones at that. However, 
if I tell you that you ought to spend half your money on jawbreakers and half 
your money on bubblegum, this would be a reasoned judgment. There is, after 
all, no objective best way to spend $10 on candy. And if you reply that you hate 
jawbreakers, you would be engaged in making a statement of taste.
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Box 2.5 TABlES VERSUS GRAPHS

Did you notice an important difference between the table and the graph that we used to 
describe the various ways to spend $10? the table did not actually contain every possible 
way to spend the $10, but the graph did. We could, of course, try to list every possibility 
in the table, but as a general matter that is often unworkable because there are too many 
possibilities to list. hence, the advantage of graphs is that they can efficiently describe the 
complete set of possibilities. But that advantage comes at a price because with graphs we 
cannot easily figure out specific numbers. and so tables have their advantages as well. So 
which should you use? that is a critical thinking question, and the answer will depend on 
why you care, that is, what your purpose is in describing the data. It always comes down 
to purpose!

Of course, data analysis can become more complicated. Consider, for example, 
a company that has just purchased a machine that can make either 1,000 pizza 
shells or 10,000 tortillas in an hour, and suppose that you have been asked to 
determine what its production capabilities are for an eight-hour day. Clearly, 
there are three facts here: (1) the machine can make pizza shells and tortillas,  
(2) it can make 1,000 pizza shells in an hour if all it does is make pizza shells, 
and (3) it can make 10,000 tortillas in an hour if all it does is make tortilla shells.  
These facts would seem to support the following factual conclusions:
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The table and its associated graph are certainly factual and true. However, they 
both miss the point that the machine, if it can make either pizza shells or torti-
llas, can also probably make both products by making pizza shells for part of the 
day and making tortillas for the remainder of the day. As a result, the machine 
might be able to make, for example, 4,000 pizza shells and 40,000 tortillas over 
an eight-hour day if it spent hour hours making pizza shells and four hours 
making tortillas. If we wish to describe all the possible combinations of pizza 
shells and tortillas that might be possible under this scenario, we could do so 
with the following graph (which is called a production possibilities frontier or 
production possibilities curve because it tells you what combination of produc-
tion outputs you can make):

Notice, however, that except for points A and B, the graph is not factual, it is 
a reasoned judgment: We have reasoned to get the line in that graph.  

To see that it is a reasoned judgment, notice that there are other possible 
reasoned judgments. One possible, alternative judgment is based on the as-
sumption (called a premise in philosophy) that the more the machine is used  
to make either output, the more the machine gets clogged with dough, and 
eventually the less productive it becomes.  This is what is known in economics 
as diminishing marginal productivity, that is, the machine is more efficient at 
the beginning of making a batch of a particular output than it is as total produc-
tion of that output goes up. If we hold that assumption about the production 
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process, then our reasoned judgment about the tradeoff between pizza shells 
and tortillas can be described the concave production possibilities curve below:

And, of course, there are other assumptions that might reasonably be made 
and that result in still different reasoned judgments about the tradeoffs between 
pizza shells and tortillas. Thus, to give just one example, it could be that there 
is no diminishing marginal productivity, but that it takes time to convert the 
machine from making pizza shells to making tortillas. As a result, every time we 
change from making pizza shells to tortillas or vice versa, the total amount of 
time available for production is cut. The result, then, is the graph below where, 
except for points A and B (which do not require the conversion process), the 
ability to produce is somewhat less than our original reasoned judgment:
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Box 2.6 SO WHERE DiD TASTES GO?

In all this discussion about economic data, facts, and reasoned judgments, you might get the 
sense that tastes are irrelevant. and strictly speaking, you are right:  the analysis of economic 
data is not an issue in which tastes play an important role (except perhaps to the extent 
you use your own tastes to write down tables or sketch graphs that are “pretty”!). But eco-
nomic data are used all the time to represent the tastes of the economic decision makers 
like consumers and firms, and it is common to use reasoned judgment to determine what 
the tastes are for those decision makers.  thus, for example, in the story about how to 
divide $10 between jawbreakers and bubblegum if you were asked to note on the diagram 
the actual quantity of jawbreakers and bubblegum that you would buy, that would be a 
matter of taste.  and if you were asked to do the same for some other person in the same 
situation, that would be a matter of a reasoned judgment about the tastes of that other 
person. finally, not all choices on a diagram are matters of taste. thus, for example, if you 
were asked to note what combination of pizza shells and tortillas to make, it is unlikely that 
you would make that decision based on taste.  rather, it is more likely that you are produc-
ing those products to make a profit, and so the quantities of pizza shells and tortillas that 
you would choose to make would depend on the nature of the market you were selling 
them in, who your customers were, and how much those customers were willing to pay.

It’s one thing to appreciate an argument such as that made above. It’s another 
to actually use that reasoning. This exercise gives you a chance to reflect on the 
distinction between facts, tastes, and reasoned judgments when thinking about 
questions involving economic data.

 1.  Suppose that you have just inherited a chemical manufacturing com-
pany and are trying to figure out what to produce. You talk to the plant 
manager and discover that the company can produce formaldehyde and 
sulfuric acid. You also find out that the maximum amount of formaldehyde 
that the company can produce in a month is one million liters, while the 
maximum amount of sulfuric acid it can produce in a month is 5 million 
liters. Finally, you learn that the production of both products is character-
ized by diminishing returns.  
• Given these facts, graphically represent the production possibility fron-

tier for your chemical company, and label that frontier with the letter A.
• Now suppose that you invent a process for making formaldehyde more 

efficiently from the same amount of raw materials and human ef-
fort. Given this fact, graphically represent on the same graph the new  
production possibility frontier for your chemical company and label that 
frontier with the letter B.  

exerCISe 2.4
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• Does your first frontier (labeled A) represent facts, reasoned judgments, 
or some combination of the two? Justify your answer with reasoning that 
involves the definitions of what facts are and reasoned judgments are. 

• Does the second frontier (labeled B) represent facts, reasoned judg-
ments, or some combination of the two? Again, justify your answer with 
reasoning that involves the definitions of what facts are and reasoned 
judgments are.

 2.  Suppose that your favorite aunt has just given you a $100 gift certificate 
for your birthday that can be used at a local bookstore. Suppose further that 
you have decided to divide the money between books and coffee, that the 
price of a book is $20, and that the price of a cup of coffee is $2. 
• Given these facts, graphically represent your budget constraint, and label 

that frontier with the letter A.
• Now suppose that a year later your aunt informs you that she is go-

ing to send you another gift certificate for use at the same bookstore.  
However, she does not tell you how much the certificate will be worth.  
Furthermore, you know that the price of a book and the price of a cup 
of coffee have not changed. Given these facts (and there is no other  
information available), do your best to graphically represent on the same 
diagram the budget constraint that you will have when the gift certificate 
arrives and label that frontier with the letter B.   

• Does the first budget constraint (labeled A) represent facts, reasoned 
judgments, or some combination of the two? Justify your answer with 
reasoning that involves the definitions of what facts are and reasoned 
judgments are.

• Does the second frontier (labeled B) represent facts, reasoned judg-
ments, or some combination of the two? Again, justify your answer with 
reasoning that involves the definitions of what facts are and reasoned 
judgments are.

• Explain how tastes might come into play in the graph above.

POSITIVE AND NORMATIVE DATA

Just as the concepts of facts, taste, and reasoned judgment are relevant when 
thinking about questions involving numerical data, so too the concepts of posi-
tive and normative thinking are relevant.  Consider, for example, a textile manu-
facturer that can produce denim and twill (two different types of fabric), and 
suppose that you know from past experience that the firm can produce 100 
bolts of denim an hour, 500 bolts of twill an hour, or a combination of 75 bolts 
of denim and 400 bolts of twill in an hour. Your job is to determine what pro-
duction possibilities this firm has and how much of each fabric the company 
should produce. 

2.5
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To accomplish this job, the first step is to represent the facts of the situation.  
Because this first step is not an issue of better/worse, good/bad, or should/
shouldn’t, this first step is clearly an act of positive economic thinking with the 
result being the following table:

The next step is to determine what output levels are possible.  To do that you 
have to make a reasoned judgment about the entire production possibilities 
curve. As mentioned earlier in this chapter, there are a variety of possible out-
comes here depending on what other reasonable assumptions you decide to use 
(and clearly you have to make some or you can’t complete this step!). One such 
outcome is represented by the graph below.

denim

twill

100

500

75

400

Notice that despite having made a judgment about the production possibilities 
frontier, the graph above is still a result of positive thinking and not normative 
thinking.  There are no value judgments embodied in the graph above, just judg-
ments concerning the actually physical production capabilities of the firm.  

So is there any role for normative thinking? In fact, there is. Given all the 
above, we may next be interested in what level of production would be in the 
best interests of the firm. But this is an issue in which we are being asked to 
make a reasoned judgment about what the firm should do, that is, we are now 
thinking in normative terms. There are lots of possible answers here, one such 
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possibility being represented by the graph below where we have made the rea-
soned judgment (based on our own sense of what is best for the firm) that the 
best thing to do would be to produce 37.5 bolts of denim and 450 bolts of twill 
(point A in the graph). That point A is a normative judgment!13

13Some of you who know something about the rules used to determine the profit maximizing level of output for 
a firm may wonder why point A isn’t the result of positive thinking.  The reason that isn’t the case here is that we 
never specified what the objective of the firm.  As a result, choosing point A requires that we make a normative 
judgment as to what the objective of the firm should be.  If the problem had been to determine the profit maxi-
mizing levels of denim and twill (and we knew something about the types of markets the firm participates in), 
the problem would have been a positive economic issue.  This is, to be sure, a fine point.  But the distinction is 
important, because recognizing that a question is a positive versus a normative one tells us what type of thinking 
will be needed to answer the question.  The question presented in the text is normative and demands that we 
make a value judgment about the values of the firm; if the problem were one of determining the profit maximiz-
ing levels of denim and twill, the values of the firm would have already been determined and our problem would 
have been the positive one of using logic to figure out those profit maximizing levels of output.

Practice makes perfect!  This exercise gives you a chance to reflect on the distinc-
tion between positive and normative thinking when it comes to questions involving 
economic data.

 1. Suppose that your neighbor has a $60 gift certificate from a local pizza par-
lor that can be used for pizza and soft drinks. Suppose further that pizzas 
cost $10 each and that soft drinks cost $5 a pitcher. Given all this, follow 
the directions below, and then note whether you were engaged in positive 
or normative economic thinking. In noting that, be sure to justify your an-
swer with reasoning that involves the definitions of what facts are and what 
reasoned judgments are. And if you engage in normative thinking, describe 
the values/norms that you used in doing your analysis, and explain how 
those values/norms led to your response.  

exerCISe 2.5
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• Graphically analyze what combinations of pizza and pitchers of soft drinks 
that your neighbor can purchase. Label your budget constraint with the 
letter A, state whether you used positive or normative thinking, and justify 
your answer.

• Now suppose that before your neighbor has a chance to use your gift cer-
tificate, the pizza parlor raises the price of a pizza to $12. Given this fact, re-
analyze the situation and label the new budget constraint the letter B, state 
whether you used positive or normative thinking, and justify your answer.

• Finally, note on the diagram the combination of pizzas and soft drinks that 
your neighbor would be best to choose, state whether you used positive or 
normative thinking, and justify your answer. 

WRITING FOR CLARITY

To finish this chapter, let’s take a look at the issue of writing and clarity.   
In Chapter 1, we learned that the purpose of critical economic writing is to  
communicate the results of your thinking to others, and that to communicate 
clearly and effectively it is important for your writing to have a well-defined and 
separate introduction, body, and conclusion.  In addition, because your reader 
is likely to be impatient, we learned that your introductory paragraph must  
contain a brief description of the subject, an explanation of why that subject is 
important and worth reading about, and a direct and clear statement of your 
main conclusion, that is, a direct and clear statement of what you want the read-
er to believe by the end of your writing. Finally, we learned that to make sure 
your reader gets the main point, your writing should end with a final paragraph 
that restates your main conclusion and notes the implications and consequences 
of that conclusion.

All of the above goes a long way to making sure that your reader understands 
your main point.  However, sometimes it is not enough. Consider two issues.

The first issue centers on the requirement that the introduction include an 
explanation of why the subject of your writing is important and worth reading 
about. Now that we understand how defining a good economic question requires 
being aware of why we are asking the question (that is, being aware of its pur-
pose), we can see that providing an explanation of why the subject of your writ-
ing is important is all about linking your writing to a purpose that your reader 
believes in.  Ideally, your reader shares your purpose for asking the question so 
that all you have to do is to describe it and why answering your question will be 
beneficial. But sometimes this requires a bit of persuasion. And always it requires 
trying to see the issue from your reader’s perspective. 

2.6
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Consider, for example, the parents of a child trying to persuade their four-
year-old child to eat vegetables. From the parents’ perspective, the purpose of 
raising this issue might be to further the child’s nutrition so that the child grows 
up to be a healthy adult. So if the parents were writing to other parents, that 
would be what they would write to explain why eating vegetables is important.  
But the four-year-old is unlikely to understand or share this motivation. So what 
do parents often do? They resort to cajoling the child with reasons that they 
think will resonate with their child:  eating an airplane full of vegetables, attrac-
tive color, sweetness, etc. Your writing is like feeding vegetables to a child. Your 
first task is to figure out what will motivate your reader to stick with you.

The second issue centers on the overall structure of your writing. Many 
economic analyses are sufficiently complex that even the above structure is not 
enough to keep your reader from getting confused. Suppose, for example, that 
your boss asks you what your company should charge for some new product.  
In order to persuade your boss, you decide to first describe all the relevant op-
tions (that is, give a positive analysis of the situation), and then to argue why 
one of those options is best (that is, give a normative analysis). Given the length 
of what you wish to say, it is unlikely that a brief introductory paragraph and a 
short concluding paragraph will be enough to keep your boss’s attention long 
enough to make your point.

This problem can be solved by separating your positive arguments from 
your normative arguments, putting those positive arguments first, and breaking 
the entire work into distinct sections separated by headings. For people used 
to writing in outline form, this may seem a natural way to write. However, for 
many used to the more elegant flow of English literature, this structure is like-
ly to appear choppy. Remember, however, that economic writing is function-
al writing that seeks to convey information and persuade people of particular 
points through rational economic arguments. By separating your positive ar-
guments from your normative arguments analysis, putting your positive argu-
ments first, and breaking your work into labeled sections, you break your overall  
argument into smaller pieces that will be easier for your reader to follow.   
And, of course, an easier argument is a more understandable and therefore a 
more persuasive argument.

The number of sections you divide your work into and the particular head-
ings you use will, of course, depend on the subject matter and for whom you are 
writing.  However for the situation discussed here, a minimum of four would be 
needed to let the reader know where the introduction, the positive analysis, the 
normative analysis, and the conclusion are located. 
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Box 2.7

14

A RiSiNG STAR iN ECONOMiCS:  ROlAND G. FRYER, JR.

roland fryer Jr. is the robert M. Beren professor of economics at harvard University, Ceo 
of harvard’s education Innovation Laboratory, and a research associate at the prestigious 
national Bureau of economic research. the recipient of numerous awards including a Sloan 
research fellowship and the inaugural alphonse fletcher award, he is particularly insightful 
in raising questions others never have and teasing answers from data through the use of 
psychology, sociology, and even behavioral genetics mixed with economics. among the wide 
array of topics he has researched include the racial achievement gap, affirmative action, the 
impact of the crack cocaine epidemic, acting “white”, and the consequences of distinctively 
black names. What unifies all these topics is his desire to understand the causes of black un-
derachievement.  the issue is a sensitive one that raises strong emotions, but fryer believes 
that economics with its insistence on precise, logical modeling and data analysis is ideally 
suited to making progress.15 

Now’s the chance for your to show your stuff. This exercise gives you a chance to 
practice putting together a sophisticated economic analysis in which positive and 
normative thinking is required and to communicate the result of your analysis 
clearly and effectively.

You are the special assistant to Dr. Greta Tayshunn, the President of  
Itzaphour University. As is detailed in the memorandum below, Dr. Tayshunn 
has asked three administrators at IU for help in putting together a proposal:
• Dr. Dora Torey, Dean for Residential Life – Dr. Torey is in charge of the 

residence halls as well as all non-academic student activities, includ-
ing cafeterias, recreational facilities, university sponsored student social  
activities, etc.

• Mr. O. Penn Dadors, Director of Admissions – Mr. Dadors is responsible 
for recruiting students, processing applications, and deciding who is admit-
ted to IU. Admission is based on SAT scores and high school GPAs.

• Dr. Stan Dhards, Vice-President for Academic Affairs – Dr. Dhards is  
responsible for the quality of all academic programs as well as the require-
ments that students must meet to graduate.  

Finally, President Tayshunn is responsible for the entire university. Her par-
ticular concerns are alumni donations, making sure the university maintains 
its accreditation with the national accreditation agency, the overall size of the 
university’s budget, and keeping the IU Governing Board happy.

14 Photograph of Roland Fryer, Bloomberg, Getty Images
15This biography is based on Dubner (2005, March 20), Emerging Economists: International Bright Young 
Things (2008, December 30), and Roland Fryer Bio (2010).

exerCISe 2.6
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SUMMARY

Defining economic questions is the first step to engaging in good critical  
economic thinking. Good economic questions are precise, focused, and linked 
to a higher purpose or goal.  In asking (and answering) economic questions it is  
important to know the distinction between facts, tastes, and reasoned judg-
ments because knowing these distinctions gives you the ability to construct 
arguments that properly address the question you have raised and to make 
sense of the arguments of others. Economic questions may be either positive 
or normative. Positive questions deal with figuring out what was, is, or will be.   
Normative questions deal with figuring out what is good or bad, desirable or  
undesirable, or should or should not be done.  And all this is true as well for economic  
questions that involve numerical data. Numerical data are used in a variety 
of ways in economics, but perhaps the most common is to describe econom-
ic behavior. Descriptive data are typically presented in the form of tables and 
graphs. And like non-quantitative economic statements, economic data can 
be facts, tastes, or reasoned judgments. Finally, good economic thinking isn’t 
of much value if you can’t communicate it to others. The key to keeping your 
reader’s attention is making it easy for the reader to make sense of your writing.   
Being careful about how you motivate your economic thinking and breaking 
your writing into well-defined sections separated by headings are useful ways 
to help make it easy for your reader to care about what you write and to follow 
your argument.

KEY CONCEPTS
Assumptions Budget Constraints
Capitalism Charts 
Cross-Sectional Data Descriptive Economic Data
Econometrics Facts
Good Economic Questions Graphs 
Content of an Introduction Normative Economic Questions
Opinion Panel Data
Paper Structure Personal Preferences/Tastes
Positive Economic Questions Premises
Production Possibilities Purpose/Goal
 Curves/Frontiers Schedules
Reasoned Judgments Tables
Socialism Time-Series Data



Chapter 2      What’s the Question?            57

REVIEW QUESTIONS

 1.  What makes an economic question a good question?
 2.  Explain why understanding the purpose of a question is important to  

defining and answering an economic question.
 3.  Explain the difference between facts and reasoned judgments.
 4.  Explain the difference between reasoned judgments and tastes.
 5.  Explain the distinction between positive and normative thinking.
 6.  Why is it important to separate your positive analysis from your nor-

mative analysis when engaged in critical economic writing?
 7.  Explain how economic data can be facts, reasoned judgments, or tastes.
 8.  What are the most common forms of presenting descriptive economic 

data?  Give a few examples.
 9.  What factors are important in deciding how to motivate the impor-

tance of economic writing?
 10.  Describe the typical structure of a piece of economic writing, and ex-

plain why it has that structure.





      59

Chapter 

3

INTRODUCTION 
Your frame of reference is the foundation of experiences, information, ways of think-
ing, tastes, and values from which you think about other things. Individuals who are not 
aware of frames of reference are limited in their ability to effectively answer economic 
questions or understand the thinking of others.

POSTIVE THINKING FRAMES OF REFERENCE
frames of reference for answering positive economic questions are based on facts, 
assumptions, and theoretical models.  a good positive frame of reference is relevant to 
the question, is accurate and logical, and allows you to think both deeply and broadly.  

NORMATIVE THINKING FRAMES OF REFERENCE
frames of reference for answering normative economic questions are commonly 
based on notions of efficiency, fairness, and ethical behavior. a good normative frame 
of reference is relevant, accurate and logical, and allows you to think both deeply  
and broadly.

THE MATHEMATICAL FRAME OF REFERENCE 
Mathematics is commonly used in economics to supplement positive thinking frames 
of reference. the mathematics can take a variety of forms ranging from numerical 
analysis to more sophisticated forms such as equations and graphs. While a math-
ematical frame of reference cannot be used in all cases of economic thinking, it is 
quite useful and even has been used to represent normative economic concepts.

WRITING TO PERSUADE 
persuasive economic writing requires that you make a connection between what 
your reader believes initially and what you want your reader to believe. organizing 
your writing clearly and supporting your claims with conceptual arguments and em-
pirical evidence will increase your chance of success.

Thinker, Know Thyself
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INTRODUCTION

Gnothi seauton.
 - Inscription at the Temple at Delphi1

In thinking about any issue, we all begin with a set of prior experiences, infor-
mation, ways of thinking, tastes, and values that form the foundation of our 
thinking. If, for example, you start thinking about whether to go to graduate 
school, you begin with a set of values. You may, perhaps, come from a family 
that encourages getting as much education as possible or that places a great 
emphasis on increasing your income. You may also know people who went to 
graduate school. If so, your knowledge of their experiences is also part of your 
beginning mindset. Likewise, an economist asked to evaluate a state’s current 
mix of taxes begins with a set of economic models that explain the workings 
of taxes in an economy. That economist also begins with knowledge about the 
experiences of other states. Moreover, that economist may have strong views on 
the relative merits of different types of taxes. In short, we all begin our economic 
thinking with an initial frame of reference that guides and colors much of our 
later thinking about issues.

The importance of a person’s frame of reference can be seen in the carica-
ture of the absent minded professor. The absent minded professor’s frame of 
reference is narrow. While he may be brilliant in his field, he hasn’t a clue when 
it comes to anything else. We laugh at the caricature because it points to his 
imperfections.  Clearly, he would be a better person, a better thinker, if he could 
learn to switch from his “professor” frame of reference to a “normal person” 
frame of reference when the situation called for it. Unfortunately, the absent 
minded professor hasn’t a clue to his imperfection. As a result, he is trapped and 
unable to interact with others.

So how do we avoid being narrow minded in economics? The key is to 
become aware of our frames of reference so that we may broaden them in ways 
that are appropriate to the issue we are thinking about. It is for this reason, 
for example, that a number of businesses today require that their upper man-
agement spend time working abroad. Clearly, working abroad is not to simply 
gather information, for if it were, there are much more efficient ways to gather 
information without the cost and disruption of moving abroad for months or 
even years. The real value of living abroad is that it provides you with the op-
portunity to broaden your frame of reference. Travel abroad, especially if you 
are immersed in other cultures, gives you new ways of looking at the world and 
forces you to examine your old frame of reference. Executives who have worked 
abroad think differently and, most would agree, make better decisions that they 
would have in the absence of the experience. They have a broader, more insight-
ful frame of reference and more clearly recognize the importance that a frame 
of reference plays in decision-making.
1The phrase means, “Know thyself ” and has been attributed to a number of ancient Greeks.  See Scholtz (2006).

3.1
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Box 3.1

3

This chapter describes the variety of frames of reference commonly used in eco-
nomic thinking. It turns out that just as there are significant differences between 
positive and normative thinking, there are also significant differences in the 
types of frames of references used for positive and normative thinking. So we 
will look at each in turn, being sure to also develop some standards so that you 
can judge for yourself the quality of the frames of reference that you use. This 
material is useful both because it allows you to think more clearly and effectively 
about economic issues and because it allows you to better distinguish good eco-
nomic thinking from bad economic thinking when listening to or reading the 
economic arguments of others. 

A society incapable of exploring the roots of its own 
thought and action is not a free society.

- Richard Paul2

iT All DEPENDS ON HOW YOU lOOK AT iT

Sometimes profound insights come from looking at the same questions from different per-
spectives.  two economists who have done just that are amartya Sen and George akerlof, 
both of whom are recipients of the nobel prize in economics.

AMARTYA SEN

amartya Sen was born in 1933 in Dhaka (now the capital of Bangladesh but then part 
of British India) to a chemistry professor and a college educated mother who was from 
a well known family of academics.  though his early life was economically comfortable, he 
was deeply affected by the economic misery of such things as the Bengal famine of 1943 
(three million people died) and the sectarian violence leading up to the partition of British 
India and the creation of the independent states of India and pakistan.  as a result, he has 
dedicated his entire adult life to trying to understand and ameliorate the type of extreme 
poverty that he argues results in its victims falling prey to others who violate their funda-
mental freedoms.  he has engaged in research at some of the world’s most prestigious 
universities (Cambridge University’s trinity College, Delhi University, the London School of 
economics, oxford University, and harvard University to mention a few). however, what 
has made his work special is not his interest in poverty and famine.  Many others have also 
been concerned those problems.  rather, his work is special because of his ability to look at 
those issues from remarkably different perspectives, an ability that he traces to the breadth 
of experiences he had growing up and to the rigorous exposure to different points of view 

2Paul (1992, p. 64).
3Photograph of Amartya Sen, The India Today Group, Getty Images
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that he got in his formal education.  from all this he has developed a rich frame of reference 
that makes more sense of the problems of poverty and famine than standard economic, 
political, and philosophical perspectives can do individually.  and as a result of this rich frame 
of reference, he has developed an economically rigorous understanding of poverty and 
famine that recognizes the political realities of policy making and that is based fundamentally 
on notions of morality and ethics.4 

GEORGE AKERlOF

Born in 1940, George akerlof is the son of a Swedish immigrant father and a mother of 
american and German Jewish background.  early on, his interests gravitated toward eco-
nomics because of his father losing his job a few times and toward history perhaps due to 
his mother’s influence.  he earned his undergraduate degree at Yale University where he 
majored in economics and mathematics and took a wide array of liberal education courses.  
Interestingly, he also had the opportunity to serve as a reporter for the student newspaper 
and as a result interviewed a number of civil rights leaders in the South during the early 
part of the sit-in movement.  after Yale, he went to graduate school at the Massachusetts 
Institute of technology where he earned his phD, after which he took a faculty position at 
the University of California Berkeley.  early in his career he also had the opportunity to 
join a research project in India for a year and credits that experience as a significant one 
because it solidified his view that one could not rely on conventional economic thinking to 
make sense of many economic decisions.  Since then, he has continued to work at Berkeley 
as well as numerous other prestigious institutions such as the London School of economics, 
the federal reserve Board in Washington, and the Brookings Institution.  What distinguishes 
his work are his insights that come from the broad perspective he uses to think about 
economic behavior.  Whether it is the use of psychology and sociology to make better 
sense of macroeconomics or the use of psychological theories of identity to understand 
labor markets better, his insights have transformed how economists think.  and in recent 
years he has also taken the time to share his thinking with popular press books such as  
Animal Spirits and Identity Economics.6

FRAMES OF REFERENCE FOR ANSWERING POSITIVE QUESTIONS

Answering positive economic questions requires using positive thinking, which 
you may recall from the prior chapter is all about determining what is, was, or 
will be.  Occasionally, positive thinking may simply entail accurately describing 
some event, that is, in determining the facts of a situation.  More often, however, 
positive thinking involves constructing reasoned judgments about what caused 

4This biography is based on Frängsmyr (1999) and Nobelprize.org (1998).  See also Amartya Sen (2010) for an 
introduction to his life and work as well as links to further details.
5Photograph of George Akerlof courtesy of the University of California-Berkely. Photo credit: Peg Skorphinski.
6This biography is based on Frängsmyr (2002) and Nobelprize.org (2001).  The two books mentioned at the end 
of the biography are Akerlof and Shiller (2009) and Akerlof and Kranton (2010). 
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Box 3.2

some past event or about what will happen in the future as a result of some set 
of events.  Regardless of the particular problem, however, constructing reasoned 
judgments always begins with some sort of frame of reference, that is, with a 
particular perspective.

In thinking positively about economic issues, frames of reference can be 
grouped according to the set of facts, assumptions, and theoretical models that 
are employed in that positive thinking.  Some of the more common frames of 
reference that economists use are those based on: 

MICROECONOMICS • A microeconomic frame of reference focuses on the econ-
omy from the bottom up with particular emphasis on the individual behavior 
of buyers and sellers. Depending on what assumptions we use when using a 
microeconomic perspective, we may engage in a partial equilibrium frame of 
reference (which typically looks at an individual market or two in isolation 
from other connected markets), a general equilibrium frame of reference (which 
looks at the complete set of connected markets), or even a game-theoretic 
frame of reference (which focuses on the strategic thinking of decision makers).   
Most microeconomic frames of reference are based on the assumption that 
the people making economic decisions are interested in maximizing their own  
wellbeing and that these same decision makers make their decisions using  
marginal thinking. 

WHAT iS MARGiNAl THiNKiNG?

Students new to economics sometimes have difficulty getting their brain around the notion 
of marginal thinking.  after all, in common language the word “margin” refers to the blank 
edge of a piece of paper, and the world “marginal” means it is not important.  But for the 
economist, the word “marginal” refers to a way of thinking that helps the decision maker 
get the most out of a situation.  take, for example, eating grapes.  You could estimate how 
many you want to eat, pull that number off the bunch, and eat them.  But often times you 
don’t know how many you want to eat.  Marginal thinking solves the dilemma.  Just pull 
one off, eat it, and repeat until you are satisfied.  and that’s the way economists think about 
how consumers decide how much to buy and how firms decide how much to produce.   
of course, consumers and firms aren’t always conscious of this process, but it turns out that 
economists are pretty good at predicting the decisions of consumers and firms using this 
theory of marginal decision-making.

MACROECONOMICS • A macroeconomic frame of reference focuses on the econ-
omy as a whole and typically ignores the individual behavior of consumers and 
firms. There are in fact a number of macroeconomic frames of reference that 
differ according to their assumptions about how the economy as a whole works.  
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Some of the better known perspectives include the Keynesian, the Classical, 
the Monetarist, and the Real Business Cycle frames of reference. Compounding 
this variety, macroeconomics as a subject matter can be divided according to 
whether it focuses on short-term fluctuations or long-term sustainability and 
economic growth. Hence, each of the above macroeconomic frames of refer-
ence has both a short-term and a long-term variant.

THE BUSINESS SCIENCES • Economic issues can also be viewed from a busi-
ness frame of reference, that is, through the lens of the various business  
sciences such as accounting, finance, management, marketing, and information 
systems. The overlap between these business sciences and microeconomics is 
quite large. Finance, for example, at many universities is part of a joint econom-
ics/finance department. The difference between microeconomics and the busi-
ness sciences is in part one of emphasis. Microeconomics tends to place greater 
emphasis on developing an understanding of the general behavior of individual 
firms and consumers. The business sciences tend to place a greater emphasis on 
an understanding of the specific tactics employed by those individual firms and 
consumers. Thus, for example, finance focuses on the management of a business 
enterprise’s wealth in financial markets, while microeconomics focuses less on 
the specifics of managing a business’s wealth and more on the general behavior 
of businesses in financial markets and the implications of that behavior on the 
overall levels of investment, prices, and interest rates. It should also be noted that 
while the business sciences have a strong foundation in economics, they also 
borrow from other academic disciplines, though economics itself is increasingly 
doing that as well. Thus, for example, marketing has a strong foundation in psy-
chology and information systems have a strong foundation in computer science.

OTHER NON-ECONOMIC PERSPECTIvES • Although the microeconomic, mac-
roeconomic, and business science perspectives are the most common ones used 
by economists to think about economic issues, they are not the only ones. And 
sometimes (as the biographies of Amartya Sen and George Akerlof above dem-
onstrate) they are not enough if we are want good answers to our economic 
questions. As a result, microeconomic, macroeconomic, and business science 
perspectives are supplemented with other perspectives:
• Psychology – Psychology studies the functioning of the human mind both 

from a behavioral perspective and from a biological perspective. Given the 
importance to economics of such things as human behavior, preferences, 
and assessment of risk, psychology has a lot to offer economists in making 
sense of economic questions.  Indeed, there is even a new area of economics 
called neuroeconomics!

• Sociology and Anthropology – Although the subjects of sociology and 
anthropology overlap that of economics, they are in many ways broader 
in their focus. From an economic perspective, what these disciplines offer 
is a richer understanding of human social activity and culture. A society’s 
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culture is the set of behaviors that are shared by individuals in that soci-
ety. Typically, culture shows up in a variety of ways including language, re-
ligion and values, and manners and customs. From a positive economic 
thinking perspective, sociology and anthropology have, for example, given 
economists a richer understanding of the process of human immigration.   
And from a more practical perspective, analyzing an economic issue from 
the appropriate cultural frame of reference may make the difference be-
tween business success and failure. Thus, for example, it is well known that 
soft drink companies alter their formulas in different countries to suit the 
tastes of the local culture.

• History – While not all economic questions involve the past, many do. And 
some economic subject matter, such as macroeconomics, almost by defini-
tion has a significant historical dimension to it. Whenever the economic 
issue has a historical dimension or has occurred in the past, a historical 
perspective can be a valuable complement to standard economic thinking.  
Thus, for example, in thinking about whether the gold standard is a good 
idea, an understanding of how the gold standard actually functioned in the 
19th and early 20th centuries provides a useful complement to economic 
theories of the gold standard.

• Law and Politics – It is not uncommon to find a legal frame of reference 
when examining economic issues that have legal implications. Thus, for ex-
ample, if two large corporations are interested in merging, an analysis from 
a legal perspective will often be asked for. Moreover, when economic deci-
sions require governmental action, a political frame of reference may be 
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Box 3.3 WHY DO i HAVE TO TAKE All THOSE OTHER COURSES?

a common complaint of many college students is, “Why do I have to take all those other 
courses?  they’re boring, and I just want to take courses in my major.”  Whether the specific 
course requirements at your own institution are good ones is a separate issue, but in gen-
eral, one of the purposes of these general education requirements is to give you a variety 
of perspectives that you can use in the future. Indeed, because the ability to think from a 
variety of perspectives can be liberating, these requirements are sometimes known as liberal 
education requirements.  and certainly in economics having some understanding of psychol-
ogy, anthropology, sociology, history, law and politics can be quite useful.

IS YOUR POSITIVE FRAME OF REFERENCE A GOOD ONE?

So how do you know if you have a good frame of reference for thinking about 
positive economic questions? A good frame of reference is one that is useful in 
coming to the best understanding possible of the issue at hand. Different issues 
are likely to require different frames of reference. Thus, for example, if you are 
interested in figuring out the effect of an increase in the government’s budget 
deficit on the national unemployment rate, a macroeconomic frame of reference 
is likely to be the most valuable, while if your interest is in figuring out the effect 
of an increase in the government’s budget deficit on a local restaurant’s profits, 
you’ll want to supplement that macroeconomic perspective with a microeco-
nomic perspective (What will be the effect on the demand for the restaurant’s 
product?), a business-science perspective (How can one manage any changes 
caused by the increased deficit?), and a legal and political perspective (What are 
the relevant tax and subsidy implications for the restaurant?).  

So if the choice of frame(s) of reference is so important, how do you  
know when you’ve made good choices?  It turns out that there are some basic 
standards for making that judgment:

RELEvANCE • Clearly the first and most important standard is relevance.   
After all, if the frame of reference isn’t relevant, there’s no sense considering 
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case, clearly a microeconomic frame of reference will be relevant, while a mac-
roeconomic one will not. But what about a psychological perspective?  It is true 
that with the new runway, there may psychological issues (for example, the local 
community’s feelings about the economic changes that occur), but if what we are 
interested in are changes in such things as local employment, average incomes, 
and the mix of businesses, then a psychological frame of reference probably isn’t 
going to be terribly valuable. But notice that this is a reasoned judgment, not a 
finding of fact. Often, determining the relevancy of a frame of reference is one of 
degree rather than being simply right or wrong.  

ACCURACy & LOGICALNESS • Assuming that the frame of reference is rele-
vant, the next standard to apply is accuracy and logicalness. Does the frame of  
reference make sense? Is it free of mistakes? Are its assumptions valid?  
Thinkers who have illogical or inaccurate frames of reference often find  
themselves embarrassed when their mistakes are revealed. 

One example of an inaccurate frame of reference arises from the fact that 
businesses are sometimes taxed on the value of their assets, and to calculate 
the value of those assets, tax law defines depreciation schedules that are used 
to convert past, original asset values into current, taxable asset values. But be-
cause these depreciation schedules are sometimes changed, an example of an 
inaccurate accounting frame of reference would be one that uses an outdated 
depreciation schedule. And for an example of an illogical frame of reference, 
consider the macroeconomic hemline theory of business cycles. In years past, 
some economists observed that hemlines tended to rise during booms and fall 
during recessions. Hence, so the theory argues, one can use hemlines to pre-
dict the business cycle.  But a little bit of thinking reveals that this is illogical.   
Even if the observation that hemlines are correlated with the business cycle is 
true, it is likely to be a result and not a cause of the business cycle because of the 
fact that people tend to become more cautious in bad economic times (so they 
dress more conservatively) and tend to take more risks in good economic times 
(and so dress more daringly). Hence, as a macroeconomic frame of reference for 
predicting the business cycle, it is clearly not worth using despite its relevance 
to the issue.  

DEPTH • Assuming that the frame of reference is relevant, accurate, and logi-
cal, the next step is to ask whether it will allow you to develop significant, or 
only trivial, conclusions. A good frame of reference has the depth to allow you 
to look at the important aspects of the matter at hand. Thus, for example, John 
Maynard Keynes is famously quoted as saying, “In the long run, we are all 
dead.”  However, the context of that quote is his criticism of what is known as 
the Quantity Theory of Money where he says, “Now ‘in the long run’ this is prob-
ably true.... But this long run is a misleading guide to current affairs. In the long 
run we are all dead. Economists set themselves too easy, too useless a task if in 
tempestuous seasons they can only tell us that when the storm is long past the 
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Box 3.4

ocean is flat again.”  In other words, Keynes was arguing that using the Quantity 
Theory of Money as a macroeconomic frame of reference when dealing with 
immediate concerns is wrong because it is shallow and only allows us to make 
trivial conclusions.7

BREADTH • Finally, you should also consider the breadth of the frame of refer-
ence. Does the frame of reference allow you to examine the issue from more 
than one relevant perspective or is your frame of reference so narrow that 
you fail to assess important aspects of the issue? Often breadth requires using  
several frames of reference simultaneously. In international business, for  
example, this is often of great importance.  The economic question of what will 
happen if a business relocates one of its manufacturing plants abroad requires 
several frames of reference. Obviously there is the management perspective.  
However, there are also likely to be significant accounting and information  
system aspects to the problem. Finally this decision has implications for the 
business’s general ability to compete, thus requiring a microeconomic perspec-
tive.  Failing to evaluate this issue from all these perspectives may make the dif-
ference between success and failure.

iS THERE A PERFECT FRAME OF REFERENCE?

You may have noticed that there is still considerable ambiguity in deciding which frame of 
reference is best.  So what happens if you and a friend use different frames of reference?  
Who is right? In many cases it depends on how you interpret the question. Suppose, for 
example, that you and your friend have been hired by your city to determine the effect 
on the area of building a new highway. after some reflection, you decide that microeco-
nomic and legal/political frames of reference would be best. Your friend, while agreeing 
that a microeconomic frame of reference would be appropriate, believes that a cultural 
frame of reference would be better than the legal/political perspective. In discussing why 
the difference, it turns out that you were thinking that political and legal issues associated 
with building the highway would be important, while your friend was thinking in terms 
of the longer-term disruption of the communities where the highway would be located.   
In other words, you and your friend had a disagreement about the appropriate breadth 
of the issue. Why not just include all three perspectives? In fact, that might be a solution.   
however, remember that economic thinking is purposeful, and there is limited time and 
resources to address the issue.  If those limits are sufficiently tight, you and your friend may 
not have the luxury of analyzing the issue from all three perspectives, and therefore will 
have to choose which perspective(s) to ignore.  and because this problem is essentially due 
to not having defined the question precisely enough, you may want to go back to the city 
to ask what exactly they mean by the effect of the highway.

7If these criteria look familiar, you’re right. They are drawn from the same general list that we used in  
Section 2.2 of Chapter 2 to evaluate how good reasoned judgments are. 
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Learning to identify and evaluate different frames of reference for thinking about 
positive economic issues requires practice. This exercise gives you the chance to do 
some of that by using material from a variety of internationally reputed newspa-
pers that range politically from conservative to liberal.

Choose an opinion column from each of the following sources that focuses 
on an economic issue, read the article, and follow the directions that follow.  
Note that the subject of each article does not have to be the same, though you’ll 
get a better sense of their different perspectives if they do.

• The Economist (http://www.economist.com/leaders/). This self-styled 
newspaper (Americans would call it a news magazine) has a 19th century, 
free market liberalism editorial perspective. In modern terminology, most 
people would describe it as conservative leaning with a libertarian slant.  
Note also that its major opinion pieces are called “Leaders”.

• The Guardian (http://www.guardian.co.uk/commentisfree). This newspaper 
has the most left-wing editorial policy of the four here.

• The New York Times (http://www.nytimes.com/pages/opinion/index.html).  
This newspaper also has a left of center editorial policy but not as much as 
The Guardian.  It might best be described as having a liberal editorial policy.

• The Wall Street Journal (http://online.wsj.com/public/page/news-opinion-
commentary.html). This newspaper has a conservative editorial policy that 
is more in keeping with what people think of as traditional and business 
oriented.  It differs from The Economist in not necessarily adhering to 19th 
century liberal views.

 1.  Describe the economic question/issue that the column addresses.
 2.  Describe why, according to the author, this subject is important. Make 

sure that this is what the author says, not what you think is a reason why this  
issue is important.

 3.  Describe what the main conclusion of the article is, that is, what point 
is the author trying to persuade you to believe.

 4.  Now your analysis gets more difficult. It is possible that the main con-
clusion of the article is normative. If it is, think about what positive eco-
nomic conclusion is used to provide support for that normative point.  Now 
describe that positive economic conclusion.  (If the main point described in 
(3) above is already a positive statement, simply state that here.)

 5.  Describe the frame(s) of reference that the author uses for looking at 
the positive economic issue that you described in (4) above and provide an  
explanation of what the author says that leads you to conclude that.

 6.  Now evaluate the author’s frame(s) of reference. To what extent is it/are 
they relevant, accurate and logical, deep, and broad.

 7.  Finally, describe an additional frame of reference that would be rel-
evant to the positive economic issue described in (4) above but which the 

exerCISe 3.1
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author did not use. Explain why it is relevant, and evaluate the extent to 
which it is accurate and logical, deep, and broad. Finally, decide whether 
this additional frame of reference should have been used by the author and 
explain why or why not.

FRAMES OF REFERENCE FOR ANSWERING NORMATIVE QUESTIONS

Answering normative economic questions requires making value judgments 
about what is good or bad, desirable or undesirable, or what should or should 
not be done. The values and standards (that is, the norms) that you use when 
doing normative thinking make up your frame of reference and play a dominant 
role in the conclusions that you come to. Thus, for example, if your normative 
frame of reference includes the norm that government should not interfere with 
markets that work efficiently, you may conclude through a process of reasoned 
judgment that the minimum wage should not be raised. On the other hand, 
if you believe that every individual has a right to receive a minimum amount 
of compensation for their efforts, you may conclude that the minimum wage 
should be raised.

Differences in the normative judgments that people make can sometimes be 
traced back to disagreements about fundamental values. Interestingly, however, 
there are a surprising number of norms that most people share. More often than 
not, differences in normative judgments are due not so much to disagreements 
about fundamental values as to disagreements about the specifics of those norms 
and the relative importance of those norms. You and I may agree, for example, 
that our company should pursue profits and help out the local community yet 
disagree on the extent of that community involvement or how much in the way 
of profits should be sacrificed to pay for that community involvement.

In broad terms, the norms that most people use when thinking about  
economic issues can be divided into two broad categories:

EFFICIENCy • In general, efficiency requires that resources be used with minimal 
waste to produce the goods and services that are desired. Thus, for example, a 
business concerned about production would be efficient if it produced as much 
as possible from a given set of inputs. Of course, if the business wishes to produce 
two goods, the notion of efficiency becomes more complicated.  In general, ef-
ficiency in the production of two (or more) goods requires that it be impossible 
to increase the amount of one good without having to cut back on the produc-
tion of the other good. An examination of virtually any publication in economics 
reveals that the desire for efficiency is quite common in the normative analysis of 
economic and business issues.

FAIRNESS • While efficiency may or may not involve others, fairness by its very 
nature is concerned with the relative treatment of different individuals. Virtually 

3.4
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everyone believes that fairness is an important norm. What disagreements there 
are center on the fact that there are sometimes considerable disagreements about 
how to define fairness.

Fairness can be thought of as either a process or an outcome. Thought of as a 
process, fairness focuses on such things as how people are treated, what opportu-
nities they have, and what restrictions are placed on their actions. Two examples 
of a process view of fairness are the conflicting views that businesses have a right 
to refuse to sell to potential customers, and that customers have a right to buy 
any product that is for sale if they are willing to pay the price. Likewise, thinking 
of fairness in terms of an outcome, fairness focuses on what people eventually 
get in the way of goods, or services, or even happiness. Believing that everyone 
who works has a right to some minimum level of food, clothing, and shelter is an 
example of an outcome based notion of fairness.

Most of us tend to have views of fairness that are both process and outcome 
based. This combination of views results, for example, in a court system where 
we expect that people for whom there is evidence that demonstrates that they 
are guilty are in fact declared to be guilty (outcome fairness) and that all people 
are tried using the same rules (process fairness). Interestingly, and despite the  
sometimes heated debates about economic policy, Edward Zajac argues that 
there is a surprising amount of agreement about what fairness means in the US.  
In particular, his research finds that the following five norms are common to 
most individual’s notion of fairness:9

• Right to Necessities – People have a right to the necessities of life (such 
as food and clothing). Thus, society has an obligation to make sure such  
necessities are provided.  

• Horizontal & Vertical Equity – Equals should be treated the same; unequals 
should be treated differently according to the way they differ. Thus, for 
example, higher income people should pay more tax than lower income 
people.  

• Right to the Status Quo – People have a right to continue to enjoy any ben-
efits they currently have. Thus, businesses should not be allowed to pollute 
a currently clean stream.

• Right to Insurance – People have a right to be insured against economic 
losses that are not their fault. Thus, for example, society has an obligation to 
help those hurt by natural disasters or recessions.

• Right to Competitive Markets – The fewer the substitutes there are for a good 
produced by one firm, and the more the good is considered a necessity, 
the more society has a right to control its production. Thus, for example, 
society has a right to regulate the production of electricity which is not 
produced in competitive markets and which is a necessity for which there 
are only poor substitutes.

9Zajac (1995).
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Box 3.5

Beyond these basics, however, there may be as noted above considerable dis-
agreement about exactly what these general views of efficiency and fairness 
mean. Moreover, you may have noticed that all the norms that Edward Zajac 
found to be commonly held by most people in the US are all outcome notions 
of fairness. But there are also process notions of fairness that many consider to 
be important. One that is strongly held by many people in the US is the norm 
of liberty. In simple terms, liberty can be thought of as an absence of coercion.  
Most people believe in some degree of liberty for themselves and others, but 
there are often strong disagreements over the appropriate amount of liberty and 
where it should be exercised. Thus, for example, there is considerable disagree-
ment about the appropriate level of liberty with respect to purchasing health 
care insurance, to owning and using guns, and to the ability to get married.

Often times when thinking about a normative issue, there are several norms 
that could apply.  Sometimes, these norms don’t conflict and, if we are lucky, will 
actually reinforce each other. Thus, for example, in the economic question of 
whether we should impose stricter zoning laws on a residential neighborhood, 
the norm of a right to the status quo and the norm of a right to liberty reinforce 
each other. On the other hand, there are many situations where the norms come 
into conflict. Thus, for example, in the economic issue of whether to regulate the 
price of gasoline, the consumers’ right to necessities comes into conflict with the 
gasoline stations’ right to the status quo.

UTiliTARiANiSM AND liBERTARiANiSM

two ethical philosophies that are at the heart of current debates about economic policy 
are Utilitarianism and Libertarianism.  

Utilitarianism, which comes from the works of two early economists Jeremy Bentham 
and John Stuart Mill, argues that people are ultimately motivated by a desire for a type of 
outcome based happiness which can be called utility.12 hence, because the utility of one per-
son is tied to the utility of another, the proper goal for society is to seek to maximize some 
measure of the total utility of all people or, as it is sometimes described, “the greatest good 
for the greatest number”.  an example of this principle in practice is the Compensation 
principle. also known as the Kaldor-hicks Criterion, the Compensation principle is a 
commonly used standard for evaluating economic policies and argues that economic  
policies that are a net benefit in the aggregate should be adopted even if there might be 
some individuals who are worse off as a result of the policy. 

Libertarianism, by contrast, argues that individuals and not groups (families, communi-
ties, societies, governments, etc.) are primary from a moral standpoint and that individuals 

12A good source for learning about Utilitarianism is Mill’s Utilitarianism first published in 1861. It is available in 
a number of forms, both hard copy and online. An example of a free, online version that is available in a number 
of formats is Mill (2007).
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have the right to not be coerced so long as they do not try to coerce others.13  Libertarians 
do not believe that the Compensation principle is a proper standard for deciding on eco-
nomic policy because it can sometimes result in individuals being harmed (which they argue 
is a form of coercion) by an adopted policy.  as a result, Libertarians argue that society 
needs to have a system of property rights and guarantees of economic liberty to avoid such 
problems. from an economic perspective, these two views of ethics present a problem.  If 
we follow a Utilitarian perspective and adopt the Compensation principle, the aggregate 
utility may increase but possibly at the expense of particular individuals; if we follow the 
Libertarian perspective, no individual will be hurt, but possibly at the expense of the rest of 
society foregoing a potential benefit.

Finally, a few words about the notion of ethics.  Ethics can be thought of as a set of 
rules (often embodied in habits) that help people to achieve whatever is the fun-
damental goal or purpose of being human. Virtually all people share the belief 
that there are certain ethical habits that are good and desirable. However, exactly 
what those ethical habits are is often debated and may vary from one person 
to another, may vary across cultures, and may be based on religious or secular 
foundations.  Religious traditions typically derive their ethics from supernatural 
beings and the fundamental truths that those beings reveal. Thus, for example, 
Judaism, Christianity, and Islam base their ethical systems in part on the Ten 
Commandments. Secular traditions typically derive their ethics from human 
reasoning and intuition. Aristotle is a particularly interesting person with regard 
to the issue of religiously versus secularly based ethics.  The ethics that Aristotle 
developed in his Nicomachean Ethics is decidedly secular.10 Arguing that the fun-
damental characteristic that distinguishes human beings from other animals is 
the ability to reason, Aristotle develops a system of ethics in which norms such 
as truthfulness, courage, and self control play a significant role. However, it turns 
out that Aristotle’s ethics have been used by later thinkers as a foundation for 
both religiously and secularly based ethical systems. Thus, the medieval scholar 
Thomas Aquinas is famous for using Aristotle to develop a Christian system of 
ethics, while the 20th century writer Ayn Rand used Aristotle as the foundation 
of a secular ethical philosophy she called Objectivism.11 

13Libertarianism today is often times subject to heated debate and strong feelings.  For an overview of Libertari-
anism, see Vallentyne (2009).
10Aristotle’s Nicomachean Ethics has been translated and published by a number of people and is available both 
in traditional book form and online.  A particularly nice translation for the modern reader is Aristotle (2002).  
An example of a free, online version is Aristotle (2007).  
11For general information about Thomas Aquinas’s life and work, as well as links to more scholarly sources, see 
Thomas Aquinas (2010).  For background on Ayn Rand check out Ayn Rand (2010).  Many, including Rand 
herself, point to her novel Atlas Shrugged (Rand (1992)) as being the fullest exposition of her ethical philosophy.  
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Understanding the subtleties of different economic norms and how those norms 
sometimes conflict is an important part of knowing how to engage in good norma-
tive economic thinking. This exercise gives you the chance to think a little deeper 
about some of those economic norms and the conflicts that can sometimes arise in 
applying them. 

 1. For each of the following situations, identify relevant norms from the 
set of norms discussed in this chapter and explain whatever conflicts ex-
ist between them. Note that this question does not ask you to answer the  
question or resolve the issue.

a) A paper mill has been located on the banks of a river for more than 150 
years, and for that entire time has been discharging its waste water into 
the river.  In recent decades a town has developed downstream from 
the mill, and the river is that town’s only source of water. As a result, it 
has been proposed that the mill be prohibited from polluting the river.

b)  You and your neighbor have the same income and pay the same amount 
of income tax. However, you have large medical bills associated with 
the care of your elderly parents and are currently paying college tuition 
for your two children, while your neighbor has no children and no sig-
nificant medical expenses. Is it right that you pay the same income tax 
as your neighbor?

c) Typically, individuals can collect unemployment insurance for some 
fixed period of time, and if they are still unemployed after that period 
of time has passed, they are no longer eligible to receive unemployment 
insurance. If a recession occurs that results in the unemployment rate 
being much higher than normal for a time period longer than the pe-
riod for which people are eligible to receive unemployment insurance, 
should the period for receiving unemployment insurance be extended? 

d) Many state and local governments prohibit the resale of tickets for such 
things as performances and sporting events. Should such restrictions 
on “scalping” be eliminated?

 2. For each of the five norms that Zajac argues are commonly held by people 
in the US, state whether you agree or not, and explain why you do or do not 
agree. If you agree in general but have concerns, explain what your con-
cerns are.  

 3. Using the set of norms discussed in this chapter, describe the advantages 
and the disadvantages of Utilitarianism.

 4. Using the set of norms discussed in this chapter, described the advantages 
and the disadvantages of Libertarianism.

exerCISe 3.2
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IS YOUR NORMATIVE FRAME OF REFERENCE A GOOD ONE?

Good normative thinking requires a set of norms that allows the thinker to come 
to the best judgment about what is good and what is bad. As with positive think-
ing, different issues may mean a need to employ different norms. Thus, for ex-
ample, in thinking about the best way to manufacture a computer, it is probably 
only necessary to consider the issue from an efficiency perspective. However, if 
you have decided to expand your business to a foreign country, efficiency, fair-
ness, and ethical behavior may all be important norms to keep in mind if you are 
to be successful. Good normative thinkers are aware of the different normative 
frames of reference that can be used to analyze a situation (whether they agree 
with them or not) and make their choice based on a set of accepted standards 
for good thinking. As with positive thinking, the most important standards are:

RELEvANCE • Does the frame of reference have a significant and demonstrable 
bearing on the issue at hand? This is often a difficult standard to assess because 
so many frames of reference have some bearing on the subject being stud-
ied. The key is that the connection is close and important. If, for example, we 
are concerned about the poor level of economic growth in our state and are  
debating whether to give tax breaks to attract business investment, an efficiency 
frame of reference is a better frame of reference than a right to insurance frame 
of reference. But in this situation it is less clear whether a right to the status quo 
ought to be part of our normative perspective. As with standards for good posi-
tive thinking frames of reference, relevancy is often one of degree rather than 
being simply right or wrong. 

ACCURACy & LOGICALNESS • Does your frame of reference make sense? Is it 
free of mistakes?  Is it internally consistent or there conflicts between the norms 
that make up the frame of reference? A good frame of reference is both free 
of mistakes and is internally consistent. Thinkers who have conflicting norma-
tive frames of reference are often criticized for wanting it “both ways” and for  
confusing the people they talk to.

DEPTH • Will your frame of reference allow you to come to significant findings, 
or will it only allow you to develop trivial conclusions. Is your frame of reference 
based on fundamental notions of good and bad or is it based on superficial and 
poorly thought out norms?

BREADTH • Does your frame of reference allow you to examine the issue from 
more than one normative perspective? While such breadth is not always neces-
sary, those who can argue from several perspectives are often more successful at 
persuading others. Thus, in a large, diverse country such as the US, the adoption 
of national governmental policies often requires being able to argue the case 
from a variety of perspectives based on region, level of education, economic 

3.5
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interest, religion, etc. When a policy cannot be described as advantageous from 
a variety of perspectives, it is more likely that there will be significant conflicts 
and even stalemate.

Just as was the case with positive economic frames of reference, learning to identify 
and evaluate different frames of reference for thinking about normative  economic 
issues requires practice. This exercise gives you the chance to do some of that by 
using material from a variety of internationally reputed newspapers that range 
politically from conservative to liberal.

Return to the newspapers that you used in Exercise 3.1 and choose  
a new opinion column from each newspaper, being sure this time that each 
column focuses explicitly on a normative economic issue. Read each article, and 
for each article follow the directions that follow. As a reminder, here are the four 
newspapers:
•  The Economist (http://www.economist.com/leaders/). This self-styled 

newspaper (Americans would call it a news magazine) has a 19th century, 
free market liberalism editorial perspective.  In modern terminology, most 
people would describe it as conservative leaning with a libertarian slant.  
Note also that its major opinion pieces are called “Leaders”.

• The Guardian (http://www.guardian.co.uk/commentisfree).  This newspaper 
has the most left-wing editorial policy of the four here.

• The New York Times (http://www.nytimes.com/pages/opinion/index.html).  
This newspaper also has a left of center editorial policy but not as much as 
The Guardian.  It might best be described as having a liberal editorial policy.

• The Wall Street Journal (http://online.wsj.com/public/page/news-opinion-
commentary.html). This newspaper has a conservative editorial policy that 
is more in keeping with what people think of as traditional and business 
oriented. It differs from The Economist in not necessarily adhering to 19th 
century liberal views.

 1.  Describe the normative economic question/issue that the column addresses.
 2.  Describe why, according to the author, this subject is important. Make 

sure that this is what the author says, not what you think is a reason why this  
issue is important.

 3.  Describe what the main conclusion of the article is, that is, what point 
is the author trying to persuade you to believe.

 4.  Now your analysis gets more difficult. All normative arguments 
use positive thinking as a foundation from which they make their point. 
Describe the positive economic issue(s) that lie behind the normative issue 
that is the focus of the article. Why is that positive economic issue(s) neces-
sary to making the normative argument that the author makes?

 5.  Now return to the normative issue and evaluate the author’s normative 
frame(s) of reference. To what extent is it/are they relevant, accurate and 
logical, deep, and broad?

exerCISe 3.3
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 6.  Finally, describe an additional normative frame of reference that would 
be relevant to the normative economic issue but which the author did not 
use. Explain why it is relevant, and evaluate the extent to which it is accurate 
and logical, deep, and broad. Finally, decide whether this additional norma-
tive frame of reference should have been used by the author and explain 
why or why not.
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 1.  For each economist, what is the primary focus of economics? In an-
swering this question, you may want to consider the following dimensions:
• Is he more focused on the individual or society? Why do you conclude 

that?
• Is he more concerned with economic outcomes or economic processes?  

Which outcomes or processes? Why do you conclude that?
• Does he seem to think of economics as caring about people, or does he 

think of economics in more distant, scientific terms? Why do you con-
clude that?

• Does he seem to think of economic decision making as a rational or an 
irrational process? Why do you conclude that?

 2.  Given your responses above, describe for each economist what val-
ues, norms, or normative philosophies might be behind his notion of what  
economics is. If you are finding it difficult to answer this question,  
you may want to do a little quick research on each of these economists and 
their background. 

 3.  Finally, think about your own values and what purpose economics as 
an area of study might have in serving those values. Then write down what 
you think the definition of economics ought to be and explain why you 
chose the definition that you did as a function of your own values.

THE MATHEMATICAL FRAME OF REFERENCE

As you know, economics uses mathematics in a variety of forms (for exam-
ple, numerical data, equations, and graphs) to represent economic ideas and 
to facilitate the process of economic reasoning. As a result, mathematics can 
itself be thought of as a type of positive frame of reference. However, while the 
other positive frames of reference can stand on their own (so that you can, for 
example, think about an economic question using a microeconomic perspec-
tive or using a psychological perspective), a mathematical frame of reference is 
never used on its own, and always is used to facilitate or help one of the primary 
frames of reference.  

There are many examples of the use of mathematics as a “helping” 
frame of reference. Consider two such examples, the first associated with the  
microeconomic task of understanding how competitive markets function, the 
other associated with the macroeconomic task of understanding the nature of 
aggregate demand.

To understand how competitive markets function, economists typically use 
a microeconomic perspective. Demand is thought of as reflecting the willing-
ness of consumers to purchase some good, supply is thought of as reflecting 
the willingness of firms to sell that same good, and the concept of equilibrium 
is used to explain how buyers and sellers interact with each other and come 

3.6
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to a decision as to how much will be traded and at what price. All this can be 
done verbally, as it was done initially in the development of economic thought.  
However, most students today typically learn about this with the help of a math-
ematical perspective. Thus, demand and supply are represented by schedules 
containing numerical data or by lines in a graph, the concept of equilibrium is 
interpreted numerically or graphically, and economic reasoning is then used to 
make conclusions about the behavior of the competitive market.

Turning to the macroeconomic example, aggregate demand is typically 
taught with the aid of a mathematical perspective even though it was initially 
developed without formal mathematics. Aggregate demand represents the total 
willingness of all members of the economy to purchase final and investment 
goods, and at its simplest aggregate demand is reduced to the consumption pur-
chases of households and the investments of businesses. In this simplest form, 
consumption and investment are represented by schedules containing numeri-
cal data or by lines in a graph. The behavior of those data or the lines is then 
investigated using macroeconomic thinking.
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Box 3.6 liMiTATiONS TO THE MATHEMATiCAl FRAME OF REFERENCE

the use of a mathematical frame of reference in economics has led to significant improve-
ments in our understanding of economic issues.  however, there are limits to the ability to 
use mathematics to express economic concepts or to answer economic questions. thus, 
for example, you may have noticed that the examples of mathematics in representing nor-
mative ideas were restricted to the outcome notion of efficiency and outcome notions of 
fairness. however, it is much more difficult to represent process notions such as liberty.  as a 
result, economists, such as those who adhere to Libertarian views and who believe that the 
process of economics is a significant normative issue, tend to have less use for mathematics.

Finally, while the above examples focus on the use of mathematics as a  
positive frame of reference, mathematics can also be used to represent a number 
of normative economic concepts. Among those normative concepts are:

EFFICIENCy • As was discussed earlier in this chapter, efficiency is a common 
outcome normative concept used by economists to assess how well people are 
doing in production, consumption, or distribution. For a single individual, 
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the norm is simply based on the preferences of that individual. But when we 
use the concept of efficiency to assess how well a whole market or economy is  
doing, it is typically based on some notion of Utilitarianism. Mathematically, 
the simplest way to represent efficiency is with a schedule or graph that repre-
sents a Production Possibility Frontier.

CONSUMER AND PRODUCER SURPLUS • These concepts represent a particu-
lar application of the concept of efficiency in the context of individual markets 
and are used to assess the impact of such things as market failure and govern-
ment policies. In brief, they do that by calculating the total net benefit to market 
participants. Mathematically, consumer surplus is defined as the total utility of 
consuming a good minus the total cost of purchasing that same good, and it can 
be represented numerically or graphically. Producer surplus is defined as total 
revenue minus total variable costs and likewise can be represented numerically 
or graphically. Although these concepts can be applied to individual consumers 
or producers, typically they are applied to all the consumers or all the producers 
in a given market. As a result, the underlying normative frame of reference is 
that of Utilitarianism. 

INCOME DISTRIBUTIONS • Income distributions describe the level of incomes 
for people in an economy. For example, we might note mathematically that the 
poorest 20% of the population have 5% of all income while the richest 20%  
of the population have 40% of all income. These data, which can also be  
represented by graphs called Lorenz Curves or by a single number called a Gini 
Ratio (which is a type of summary statistic) are, strictly speaking, positive eco-
nomic concepts. However, they are often used as part of a larger normative in-
vestigation into the fairness of income distributions.

Recognizing the value and the limitations of mathematics in economic thinking is a 
valuable skill.  This question helps you to reflect on that value and those limitations.

 1.  Identify three economic concepts from your economics course that can 
be expressed mathematically. Verbally define each concept, explain the cir-
cumstances that each concept is used to investigate, describe verbally how 
each can be expressed mathematically, and provide an example for each of 
how it is expressed mathematically.

 2.  (More difficult) For one of the three economic concepts that you ana-
lyzed in the prior question:
• Discuss how the use of mathematics allows the concept to be more  

useful or to provide additional insight, and
• Discuss how this mathematical representation seems incomplete or 

seems to over-simplify the verbal version of the concept.

exerCISe 3.5
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WRITING TO PERSUADE

When a particular answer to an economic question makes sense to you, it 
“connects” to other things that you already believe are true. As a result, we say 
that the answer seems reasonable to you and that it has a certain “logic” to it.   
Economic writing is all about getting others to accept our “logic” as their own, 
that is, economic writing is all about persuading others to accept our answer to 
some economic question. To do that, you need to make a connection between 
what your reader believes initially and what you want your reader to believe.  
Persuasive economic writing is, as a result, fundamentally writing that con-
nects. Persuasive economic writing makes sense to others.

Because the rules for analyzing the economic writings of others that we  
developed in Chapter 1 reflect the way many people think about economic 
questions, and because the easiest way to communicate with people is to speak 
their language, the rules for critical reading can be used to construct a set of  
Five Rules for Persuasive Economic Writing:

RULE 1:  DIvIDE yOUR WORK INTO SECTIONS • In particular, make sure that 
you divide your work into an introductory section, a section that contains the 
body of your thinking, and a concluding section, and that each section is sepa-
rate from the other two and clearly identifiable. The length of each section will, 
of course, vary with what needs to be said.  At a minimum, however, each should 
be a separate paragraph. In longer works, it is often very useful and is certainly 
common to give the different sections headings to help guide the reader.

RULE 2:  STATE SUBJECT, IMPORTANCE, AND THE MAIN QUESTION IN THE  
INTRODUCTION • Because readers are busy and have little time for long-winded 
arguments, get to the point. Tell your reader what the subject is, explain to the 
reader why this is worth reading about, and then state the question you wish 
to answer. It is very common in economics to not state the question direct-
ly, but rather to assert the final conclusion at the very beginning of the paper.   
Although you may find this rather awkward at first, you will find that this will 
make your paper even more focused and persuasive.

RULE 3:  EXPLAIN IN THE BODY WHY THE ANSWER TO THE QUESTION MUST 
BE TRUE • Don’t clutter the introduction with arguments and reasoning; tell 
your reader what is to come. Save your explanations for the body. The body 
should contain a sequence of claims that if accepted show why your main point 
is true. You may also want to consider including arguments why other answers 
are not correct. But remember that showing other answers are not correct is not 
enough to show that your answer is correct. So be sure to focus first and fore-
most on explaining why your answer is correct.

3.7
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Box 3.7

RULE 4: SUPPORT CLAIMS WITH REASONABLE ASSUMPTIONS, CONCEPTUAL 
ARGUMENTS AND EMPIRICAL EvIDENCE • Don’t expect your reader to accept 
your claims simply because you say so. Explain why your claims are true by  
giving conceptual arguments and empirical evidence to support your claim.

RULE 5: STATE THE ANSWER TO THE QUESTION IN THE CONCLUSION• Don’t 
leave the success of your writing up to chance.  At the end of your writing, state 
your answer to the question that was posed at the beginning of the paper to 
make sure your reader has gotten the point. And if you included that answer in 
your introduction, make sure that your statement of the answer in the conclu-
sion matches your statement of the answer in the introduction. Finally, finish 
the conclusion with a more casual description of the consequences and implica-
tions of your main point.

A RiSiNG STAR iN ECONOMiCS:  JESSE SHAPiRO

Jesse Shapiro is an assistant professor of economics at the University of Chicago’s Booth 
School of Business and a faculty research fellow in Labor Studies at the national Bureau 
of economic research.  the recipient of numerous awards and grants including an inaugural 
Becker fellowship, he can, in the words of a 2008 article in The Economist, “already boast 
a collection of eye-catching findings worthy of a sequel to Freakonomics.”  Shapiro earned 
both his bachelor’s (in economics) and master’s (in statistics) from harvard University in 
2001 before completing his phD in economics at harvard University in 2005.  his research 
has already developed a reputation for using a variety of perspectives in imaginative ways 
to find answers to issues as wide ranging as predicting elections (he finds people are 
better at predicting outcomes if they watch the candidates on television with the sound 
turned down), the effect of jail conditions (harsher conditions do not deter recidivism and 
may encourage it), and the effect of television on preschoolers (more television is associ-
ated with better academic performance especially if their parents have little education or  
poor english).19

19This biography is based on Emerging Economists:  International Bright Young Things (2008, December 30), 
Jesse Shapiro (2010), Prof. Jesse Shapiro (2010), and Shapiro (2010).
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Having completed this chapter, now you have the opportunity to put all the lessons 
together by writing a persuasive piece of economic writing using a microeconomic 
or a macroeconomic perspective. If you are reading this book as part of a course, 
your professor might want to provide more specific directions. 

Choose one of the topics below and the follow the instructions associated 
with the topic that you have chosen:

MICROECONOMIC TOPIC • With the advent of television and then the internet, 
newspaper readership, and therefore newspaper company revenues, have de-
clined significantly over the past fifty years. The purpose of this assignment is 



Chapter 3      Thinker, Know Thyself            85

and the more general guidance on economic writing from prior chapters, 
write a paper that argues for your plan of action. In doing that, be sure to 
divide the body of your paper into at least two parts, the first part being 
positive analysis, the second being normative analysis. 

MACROECONOMIC TOPIC • It is argued that hindsight is always 20-20. But is 
it? The purpose of this assignment is to assess the 2009 stimulus package that 
Congress passed and decide whether that package was too small, too big, or 
just right.

 6. Learn What Others Think – Consult at least one article from each of the four 
newspapers that we have previously above (The Economist, The Guardian, 
The New York Times, and The Wall Street Journal) to get a sense of what oth-
ers have been thinking on this topic. Write a brief summary of each article 
consulted and attach to each summary a copy of the article. 

 1. Positive Analysis (part 1) – Next, using a macroeconomic model that was 
developed in your class, illustrate with a diagram what happened in 2008 
that led to the decision to adopt the stimulus package. (Note: Different in-
troductory macroeconomic courses develop different types of macroeco-
nomic models. A partial list of possibilities include an Aggregate Supply/
Aggregate Demand Model, a Keynesian-Cross Aggregate Demand Model, 
and a combined Phillips Curve/IS-MP Model.)  

 2. Positive Analysis (part 2) – Now, based on your own understanding of 
the situation from Step 2 as well as what you discovered others think in  
Step 1, predict what you think would have occurred had the stimulus pack-
age not been adopted. Jot down those thoughts along with an explanation 
as to why you believe that, and use your macroeconomic model diagram  
to illustrate.

 3. Normative Analysis – Now that you have completed your positive analysis, 
think about what the goal of the federal government should be (that is, 
what its norms should be). Once you have done that, decide whether the 
stimulus package was useful in pursuing that goal. Jot down a summary 
statement of what the goal of the federal government should be, how well 
or how poorly the stimulus package worked, and why the stimulus package 
had the effect it did.  

 4. Persuasive Writing – Finally, you are in a position to tell the public how 
well the federal government handled the situation. Using the Five Rules for 
Persuasive Economic Writing and the more general guidance on economic 
writing from prior chapters, write a paper that argues for your normative 
assessment. In doing so, be sure to divide the body of your paper into at 
least two parts, the first part being positive analysis, the second being nor-
mative analysis.
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SUMMARY

Frames of reference are the foundation of experiences, information, ways 
of thinking, tastes, and values from which you think about other things.   
Being aware of frames of reference improves your ability to effectively think 
about economic questions and make sense of the economic thinking of others.  
Frames of reference can be divided into two broad groups, those for thinking 
positively and those for thinking normatively. Positive thinking frames of refer-
ence are based on facts, assumptions, and theoretical models. Normative think-
ing frames of reference are commonly based on notions of efficiency, fairness, 
and ethical behavior.  For both groups, a good frame of reference is relevant to 
the question at hand, is accurate and logical, and allows you to think both deep-
ly and broadly. Mathematics, in this regard, is a type of supplementary frame of 
reference that, while not applicable to all forms of economic thinking, is gener-
ally quite useful when doing positive economic thinking and can even be used 
to represent normative economic concepts. Finally, your economic thinking, 
no matter how good it is, will generally not be of much value if you cannot 
persuade others that it is correct. As a result, persuasive economic writing is a 
necessary skill to assuring the value of your thinking. To write persuasively, you 
need to make a connection between what your reader believes initially and what 
you want your reader to believe. Organizing your writing clearly and supporting 
your claims with conceptual arguments and empirical evidence will increase 
your chance of success.

KEY CONCEPTS
Accuracy and Logicalness
Breadth
Business Frames of Reference
Classical Frame of Reference
Depth
Efficiency
Fairness
Five Rules for Persuasive Economic  

Writing
Frame of Reference
Classical Frame of Reference
Ethical Behavior
Game-Theoretic Frame of Reference
General Education
General Equilibrium Frame  

of Reference
Gnothi seauton
Horizontal and Vertical Equity
Keynesian Frame of Reference

Liberal Education
Libertarianism
Liberty
Macroeconomic Frames of Reference
Mathematical Representation of 

Positive Economic Concepts
Mathematical Representing of 

Normative Economic Concepts
Microeconomic Frames of Reference
Marginal Thinking
Monetarist Frame of Reference
Other Noneconomic Perspectives
Partial Equilibrium Frame  

of Reference
Real Business Cycle Frame  

of Reference
Relevance
Right to Competitive Markets
Right to Necessities
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Right to the Status Quo
Right to Insurance
Standards for Assessing Normative  

Frames of Reference

Standards for Assessing Positive  
Frames of Reference

Utilitarianism
Utility

REVIEW QUESTIONS
 1.  What is a frame of reference composed of, and what purpose does it 

serve in critical thinking?
 2.  What are the characteristics of a good frame of reference for answering 

positive economic questions?
 3.  Explain why individuals may differ in their normative judgments about 

some issue.
 4.  What does efficiency mean? How is it represented in economics?
 5.  What does fairness mean? Explain in what way and to what extent peo-

ple share fairness norms.
 6.  Compare and contrast Utilitarianism and Libertarianism. What rel-

evance do these philosophies have to economic thinking?
 7.  What is the basic principle for persuading people that your economic 

thinking is correct?
 8.  Describe what should be in a good introduction.
 9.  Explain why it is important to use conceptual arguments and empirical 

evidence to support your claims.
 10.  Why is it important to restate your main point in your conclusion?
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Chapter 

4Searching for Answers

INTRODUCTION 
Because the answers to most economic questions are reasoned judgments, it is 
difficult to know if a proposed answer is the best without comparing it to other  
possibilities. as a result, critical economic thinkers gather a variety of views and em-
pirical evidence about the question they are interested in.  

SEARCHING BEGINS AT HOME
In searching for answers, always begin by taking stock of yourself and be particu-
larly aware of possible initial biases that may hamper a full search. But don’t overdo  
the searching. the amount of searching should be proportional to the importance of 
the question.  

DESIGNING A SEARCH STRATEGY
Searching for answers to economic questions can be a difficult and frustrating task.   
to make sure that your time is spent productively, be sure you know what the ques-
tion is before you begin searching. then conduct a springboard exercise to identify 
what you need to know in order to answer the question. finally, before you begin 
your search, invest some time identifying potential sources of information so that you 
don’t waste your time looking for sources.

READING CRITICALLY
Critical reading requires an ability to analyze (that is, break apart) the author’s mate-
rial.  to do that, begin by skimming the material to determine where the introductory 
material, the body, and the conclusion begin and end. next, analyze each section using 
the components of logical thought. finally, write a summary in your own words to 
ensure that you understand the material and to make it yours.
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CREATE YOUR OWN SOURCE
In addition to searching for what others have written about, consider making yourself 
a source as well by using the theories, models, and methods of analysis that you have 
learned in your economics courses to analyze the issue at hand.   

KEEPING TRACK OF EVERYTHING
Keeping track of what you find, where you found it, and who wrote it is one of the 
keys to being a good researcher.  You’ll get more out of your sources, and others will 
thank you for it!  

INTRODUCTION

It is the mark of an educated mind to be able to entertain 
a thought without accepting it.

- Attributed to Aristotle1

Thinking critically about an economic question ultimately means weighing the 
pros and cons of various conceptual arguments and evaluating empirical evi-
dence to arrive at the best possible reasoned judgment. Before the weighing and 
evaluation process can begin, however, you first need to collect the conceptual 
arguments and empirical evidence. On a personal level, we do this every day.  
Thus, for example, when asked, “What do you want to eat tonight?” we often re-
spond with, “I don’t know. What do you want?” Such a simple response is, in fact, 
a request for ideas and information about the other person’s preferences. Why? It 
might be that you care about the person who asked you the question, or it might 
be that you would rather have the other person make the decision. But in either 
case, the purpose of your response is to arrive at a good outcome (that is, a good, 
normative, reasoned judgment) about what you should eat tonight. 

When confronting economic issues, of course, the process is more formal, 
but the basics are the same. Economists, for example, are famous (or is it infa-
mous?!) for debating alternative policy recommendations. And in business, it 
is common to see large corporations spend considerable sums on consultants 
and focus groups to help them formulate alternative business strategies that 
can then be evaluated. For example, when Mitsubishi Motor Manufacturing of 
America was charged, in a famous case, with sexual harassment by the US Equal 
Employment Opportunity Commission in the summer of 1996, it hired Lynn 

1A search of the internet will quickly reveal several sources that claim that this as a quote of Aristotle.  See, for 
example, Aristotle (n. d. a) or Aristotle (n. d. b).  However, the validity of the quote has recently been called into 
question.  See the discussion at the end of this chapter for a fuller treatment of the issue and the reasoning that 
led to the judgment to include the quote at the beginning of this chapter.  

4.1
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Box 4.1

3

Martin, former US Secretary of Labor, to advise it on strategies to address the 
problem within the corporation.2

Of course, collecting various arguments and evidence is not an end in itself.  
Such material is not gathered because all ideas are equally valid and therefore 
should be represented. Critical thinking is not an exercise in democracy; it is an 
exercise in finding the best possible reasoned judgment. It is precisely because 
not all ideas are equal that we need to search for a variety of ideas. In that way 
we are more likely to be able to find the best ones out there.

This chapter provides you with a guide to searching for alternative ideas 
and data about economic issues. And because making sense of what you find is 
so important to that process, it also takes a more detailed look at the notion of 
critical reading that was first examined back in Chapter 1. The primary value 
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of the american economic association and the american Statistical association, and he was 
an active member of numerous other professional organizations including the econometric 
Society, the american philosophical Society, and the British academy.  In 1971, in recognition 
for his numerous contributions, he was awarded the nobel prize in economics.4

VERNON l. SMiTH

Vernon Smith’s early childhood was, despite the economic hardships of the Great 
Depression, full of the adventure and delight that comes from growing up on a farm. Born 
in 1927 in Wichita, Kansas, his early education was in a classic rural one-room school house.  
though his high school performance was not the best, he decided to set his sights on the 
California Institute of technology for college, and so, after a year of dedicated preparatory 
study at friend’s University in West Wichita, he was admitted to Caltech and received  
a BS in electrical engineering in 1949.  three years later, he earned his master’s in econom-
ics from the University of Kansas, and three years after that his phD (again in economics) 
from harvard University. his first year as a professor, at purdue University, led to frustra-
tion trying to get his students to understand basic microeconomic theory. as a result,  
he began running experiments with his students and gradually began to realize that  
experiments were an excellent way of gathering information about how individuals really 
act in various market and non-market situations. his work spanned several decades and 
several universities, most notably the University of arizona where he spent most of his time.   
then in 2002 he was awarded the nobel prize in economics for providing, in the words of 
the nobel prize citation, “the foundation for the field of experimental economics” through 
the development of methods and standards for using economic laboratory experiments 
to learn about empirical economic behavior. he is currently a research fellow at George  
Mason University, an adjunct scholar at the Cato Institute, and founder of both the economic 
Science Institute at Chapman University and the International foundation for research in 
experimental economics.6 

SEARCHING BEGINS AT HOME

Before searching for conceptual arguments and empirical evidence that can be 
used to construct an answer to the economic question at hand, remember the 
lesson from Chapter 3 and take a moment to think about what is already in your 
head.  Are you interested in answering a positive question or a normative ques-
tion?  What prior experiences, information, ways of thinking, tastes, and values 
do you have that will affect your ability to search for alternative ideas? Do you 
have an initial opinion about the question you are thinking about? If you have an 
4This biography was based on Lindbeck (1992a) and Nobelprize.org (1971). For a fascinating biography that 
speculates on the connection between Kuznet’s work and his East European Jewish roots, and the impact of 
Kuznet’s work on economics, see Weyl (2010, March).
5Photograph of Vernon Smith, Getty Images News. Getty Images.
6This biography was based on Chapman University (2010), Frängsmyr (2002), International Foundation for 
Research in Experimental Economics (2010), Nobelprize.org (2002), and Vernon L. Smith (2010).
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initial opinion, is it the result of prior critical analysis based on conceptual argu-
ments and empirical evidence or is it simply an opinion you have latched onto 
without serious thought? As perhaps can best be seen in small children who 
mimic the views of their parents, many people unthinkingly accept the opinions 
of others simply because they are fond of them. And we all know people who 
take a contrary view simply because they dislike a person and not because they 
have thought the issue out.

While reflecting on your initial state of mind, it is of course important to 
keep a sense of proportion. Opinions that are simply matters of taste (such as 
watching basketball because your mother liked to watch basketball) are fine.  
Likewise, there’s not much harm in holding unreflective views about relatively 
trivial issues (such as whether it is best to pull into a parking space by going 
forward or by backing in). After all, life is too short to engage in critical think-
ing about every little issue. However, for the big issues, it is important to take 
stock of your initial beliefs about the question at hand. If you are ignorant of 
what is already in your head, you may unconsciously censor your search for  
additional ideas that conflict with your unrecognized view.  It is a natural human 
instinct to be hesitant to look for alternative ideas, especially if you already have 
come to an initial judgment. However, if your objective is to make sure that you 
have made the best reasoned judgment, it is important to be able to withhold 
judgment until you have finished gathering ideas and evidence concerning the  
question at hand. After all, if your initial idea is a good one, it will ultimately 
stand the comparison with other ideas. And if it isn’t the best idea, wouldn’t you 
like to know rather than hold on to an inferior one?    

So how do you figure out what you believe about an issue that you have nev-
er critically thought about? A simple but useful device is to write your thoughts 
down on paper or using a computer.  It is unfortunate, but we often have thoughts 
that seem clear until we try to write them down. It is only after trying to write 
an idea down that we realize our idea is less clear or complete than we thought.   
By writing your opinion down along with why you hold that belief, you give 
yourself the opportunity to clarify your views and increase their value. 

Finally, before beginning to search for possible answers to the question, think 
a bit about how much effort to put into that search. This is sometimes an issue that 
creates the most anxiety for students and leads to them putting off the task until 
there is no longer enough time to do the job well. How much searching should 
you do? How will you know when to stop searching and begin evaluating that 
information? Like many skills, the more you do it, the better you can become. 
However, it also helps to recognize that these are not objective (that is, positive) 
questions. These questions are normative ones, and the answers are themselves 
reasoned judgments. In broad terms, the searching should be in proportion to the 
importance of the question. If your boss has asked you to purchase a single box 
of continuous-feed computer paper, a quick call to a few office supply companies 
should be sufficient. You don’t want the cost of your time spent searching to over-
whelm any cost savings from finding a better buy.  However, if your boss asks you 
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to decide whether your company should begin importing millions of dollars of raw 
materials from abroad, a deeper search for alternatives should be made because 
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• If the issue is a normative one, what values do you hold that you think are 
relevant to it.

 3.  Now return to the article, finish reading it, and reflect on the author’s  
argument:
• Describe what the main conclusion of the article is, that is, what point is 

the author trying to persuade you to believe.
• Describe the positive frame(s) of reference that the author uses for look-

ing at the positive aspects the issue.  
• If the issue is normative, describe the normative frame(s) of reference 

that the author uses for looking at the positive aspects the issue. 

DESIGNING A SEARCH STRATEGY

Having taken stock of your own initial thoughts and beliefs, you can start looking 
for ideas and information that will eventually help you figure out the best answer 
to the question at hand. But just as an Olympic track team isn’t made up of who-
ever happens to show up first, so too critical economic thinkers don’t blindly ac-
cept whatever answer to an economic question that they first come across. They 
look for alternative answers, and they look for supporting reasons and evidence. 

Many people find this part of the thinking process especially tedious.  
Typically, the anxiety is the result of not knowing where to look and what to 
look for. While to some extent knowing such things comes with experience, 
there are Three Searching Strategy Rules that can keep you on track and help you 
move up the learning curve more quickly.

RULE 1:  KNOW THE QUESTION • This may seem like a trivial point if you  
remember the material in Chapter 2, but in practice this is often a difficult rule 
to follow and is therefore worth emphasizing. Before searching, you need to 
know what the question is all about. Often times, we only have a vague sense 
of what the question is. As a result, we don’t know where to look for ideas and 
end up wasting considerable time in unproductive activities. To ensure that you 
have a clear understanding of the question, write it down. What exactly and 
specifically do you want to know? Unemployment, for example, is a poorly de-
fined issue. What is it about unemployment that you want to know? Are you 
interested in the positive issue of what causes unemployment, the positive issue 
of what effect unemployment has on wage rates, or the positive issue of what  
effect unemployment has on the nation’s growth rate? Or perhaps your inter-
ests are normative. If that’s the case, are you interested in the issue of whether 
government should have programs to reduce unemployment, or the more nar-
row issue of whether current unemployment programs should be expanded?   
Every one of these questions is different and will lead you in a separate direc-
tion. You can’t look for information about a question until you know what the 
question is.

4.3







98 Chapter 4      Searching for Answers

Sources for more specific information • For more specific information about an 
issue, you will have to work a bit more to identify good sources. 

• If it’s information about recent economic events, there are a number of 
highly respected publications in the popular press. Among the weekly mag-
azines, perhaps the best is The Economist.  Despite its name, The Economist 
is a general news magazine on world politics, business, finance, science, 
culture, and (yes!) economics. Other, more specialized, news magazines 
that focus on business and economics include Business Week, Fortune, and 
Barrons. Among daily newspapers, The New York Times, The Wall Street 
Journal, and The Financial Times are perhaps the best sources for infor-
mation about economic and business issues. All of these magazines and 
newspapers have websites, though some of them charge for full access to 
their content. And of course, there are more and more sources that can 
only be found online and that provide news about current economic events.  
Some, such as the Associated Press (http://www.ap.org), Bloomberg (http://
www.bloomberg.com), and Reuters (http://www.reuters.com), are news 
services that traditionally sold their information to newspapers but now 
provide information directly to the general public. Others, such as Google 
News (http://news.google.com), MSN (http://www.msn.com), Yahoo News 
(http://news.yahoo.com), are simply distillations of material provided by a 
wide range of other sites. As a result, they do not have the depth of editorial 
control that the news services have and therefore may include sources that 
are unreliable.

• For information about what professional economists think about the 
question you’re investigating, your sources are likely to be a mix of books 
and other monographs (that is, a shorter piece written about a single  
subject), online sources, and journal articles. These sources are unlikely to 
provide much in the way of up-to-date about events currently happening.   
What they can provide, however, are deeper and broader perspectives  
on economic issues that may help you make more sense of your topic.  
Books and other monographs are still published mostly in hard-copy form, 
though that is starting to change. As a result, you will need to check both 
online and in your library for these materials. In addition to the usual  
assortment of publishers, many books and monographs about economic 
issues are published by university presses and countless economic research 
institutes, among the latter of which include such places as the American 
Enterprise Institute (http://www.aei.org), the Brookings Institution 
(http://www.brookings.edu), the Urban Institute (http://www.urban.org), 
and the National Bureau for Economic Research (http://www.nber.org).    
Finally, there are hundreds (if not thousands!) of economic journal ar-
ticles that are published every year. To search for journal articles, your  
best strategy is to start with a searchable database such as EconLit (http://
www.aeaweb.org/econlit), JSTOR (http://www.jstor.org), and RePEc 
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(http://ideas.repec.org). While it is possible to gain access to such databases 
on your own, they are sometimes restricted and may charge a fee for ac-
cess. Your best strategy is therefore to access them through your college 
library’s website if possible. You should also be aware that the articles you 
find through such databases, because they are typically written for other 
professional economists, are likely to be more technical than the other  
materials described. But that should not stop you from doing at least a little 
searching. You never know what you will find, and developing the ability to 
search more technical economics literature is a useful skill. 

Sources for facts, statistics, and data • While the above sources often have data 
and statistics, there are a number of publications that specialize in the reporting 
of such factual material. Perhaps the first place to stop is the Statistical Abstract 
of the United States. Published annually by the US Bureau of the Census, this 
book is available both in hard-copy and online (http://www.census.gov/com-
pendia/statab/) form and contains a wealth of information ranging from basic 
population numbers to data on foreign trade and commerce. It is also valu-
able because it provides information on where to search for more detailed in-
formation. Another good starting point, especially if you are interested in a 
macroeconomic question, is the Economic Report of the President. This pub-
lication is issued every January in hard-copy form and online (http://www. 
gpoaccess.gov/eop/) and includes a large number of tables that describe the 
range of economic activities in the US and the world. Finally, there is an in-
creasing amount of economic data available on the internet.  While the material 
is sometimes difficult to find, there are a number of online sites that economists 
use frequently. Among the most commonly used are the Federal Reserve Bank 
of St. Louis’s economic data site FRED (http://research.stlouisfed.org/fred2), 
Cambridge University Press’s Historical Statistics of the United States (http://
hsus.cambridge.org/HSUSWeb/toc/showPart.do?id=A), the US Department 
of Commerce’s Bureau of Economic Analysis website (http://www.bea.gov), 
and the US Department of Labor’s Bureau of Labor Statistics website (http://
www.bls.gov). Like some of the economics literature databases, the Cambridge  
University Press’s site charges for full access, and as a result your best strategy is 
to access it through your college library’s website if possible.
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Box 4.3

Box 4.4

DON’T FORGET THE FOOTNOTES!

In looking for statistical or other numerical data, be sure to read all headings, footnotes, 
and other labels carefully when looking at tables and graphs. Data are often presented in 
a variety of ways, and so things may not be what they seem like at first glance. thus, for 
example, numbers may be in billions or millions, they may be in real or nominal values, they 
may be seasonally adjusted or unadjusted, etc. and if some of the labeling or footnotes 
don’t make sense, don’t be afraid to ask for help or look it up. Sometimes it doesn’t make 
a big difference, but sometimes it does.  and if you don’t figure that out, you could make 
some big mistakes.

People • Finally, don’t overlook the value of talking to real people! Particularly 
at the beginning of your search, a simple conversation with someone who is 
knowledgeable about the subject may save you enormous time figuring out 
where to start. While not everyone is going to be helpful, if you can state your 
question clearly and briefly, it is amazing how many people will take the time to 
talk about the issue, give you their views, and point you toward valuable sources 
of information. If, for example, you are looking for information about a pro-
posed change in the laws governing individual retirement accounts, try contact-
ing a local accountant or financial analyst, explaining what you want to know, 
and asking whether you could talk about the issue sometime. The key is to be 
clear, courteous, and not waste their time.

DON’T BEliEVE ANYTHiNG YOU HEAR, AND ONlY HAlF OF 
WHAT YOU SEE! 

My grandmother’s advice may be a bit cynical, but it speaks to an important issue:  how do 
you know which sources to trust?  as first noted in Chapter 1, you can’t do original research 
on everything.  to a fair extent, you have to trust others and build on what they have already 
written about.  the key to separating good sources from bad sources is to develop a healthy 
skepticism about everything you read, hear, or see.  Don’t simply accept information because 
it’s in print or on the internet.  Instead, use the following Four Questions for Evaluating Source 
Reliability for each source:

If you can identify the authors (if you can’t but it comes from a well established or-
ganization, that’s also fine), have evidence that they know their stuff (education or train-
ing in the area, work or research experience in the area), and you can find other credible 
sources that say the same thing, it’s generally going to be a good source. and as for motiva-
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tion, be aware that all people and organizations do what they do out of some motivation.   
the key is that you are aware of it so that you know how to put what they say in the proper 
context.  So, for example, if you come across two studies about the effects of the minimum 
wage, one from a labor union organization and the other from an industry trade group, you 
should know that the labor union study is likely to be motivated by a desire for higher wages, 
while the industry trade group will be motivated by a desire for lower costs. as a result, their 
analyses of the minimum wage are likely to focus more on how the minimum wage affects their 
desires and tend to ignore (or at least de-emphasize) other aspects of the minimum wage. 

finally, you should be aware that there is considerable disagreement among professors 
over the value of internet sources such as Wikipedia.  While there are studies that indicate 
that Wikipedia in particular is generally as reliable as traditional encyclopedias, its reliability 
also seems to depend on the particular entry, with those that focus on controversial issues 
being much more likely to be biased.8 and if you think about the those four questions used 
to test reliability, the who question will be answered by answering the related question, 
“Who would care enough to contribute to a Wikipedia entry?”  With neutral subjects such 
as how to calculate price elasticity of demand, it’s likely to be altruistic professors or stu-
dents who have no ax to grind.  But if it’s a more controversial subject, it’s likely to be those 
who feel passionately about the issue and therefore have a strong bias. as a result, if you 
use Wikipedia, or sources like it, do so with caution and be sure to look for confirmation 
from reliable other sources.  and if you are doing course work, talk to your professor before 
spending too much time on such sites to see if such material will be allowed. 

Now is your chance to try out using springboarding to figure out what’s needed  
to answer an economic question. As you do this exercise, let your imagination 
wander and relax. Remember that this is ultimately writing for yourself.

For each of the following economic questions (your professor may wish  
to give you a different set of questions or restrict which one you do), do a  
springboarding exercise to explore the various aspects of the issue which the ques-
tion addresses. Then use the results of your springboarding exercise to generate  
an outline list of sub-issues that you would have to investigate to answer  
the question.
• Should college students work while they are in college?
• Should a carbon tax adopted by the US government?
• Does antitrust policy improve the efficiency of markets?
• Was the fiscal stimulus passed by Congress in the Spring of 2009 effective?
• Has the Federal Reserve acted properly in response to the latest financial 

crisis and ensuing recession?
• What are the effects of deflation?

8For a flavor of the debate about the accuracy of Wikipedia, see the original study that argues in favor of Wiki-
pedia (Giles (2005, December 15)), a description of the debate that followed (Wikipedia study “fatally flawed” 
(2006)), and a more recent but narrower study that provides additional support for Wikipedia (Study finds 
cancer information on Wikipedia is accurate, but not very readable (2010)). 

exerCISe 4.2
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• Does aid to developing countries help them develop?
• How should a retailer position itself in a recession?

Part of knowing where to look for economic information and possible answers 
to economic questions is being familiar with standard sources of information.   
This exercise gives you the chance to become familiar with some of those sources.

 1.  Bloomberg – Bloomberg is an example of a private, for-profit company 
that specializes in providing economic news and data. Go to http://www.
bloomberg.com, look around, and then answer the following questions:
• Briefly describe the type of information that can be found on the homepage.
• List the links that make up the navigation menu at the top of the 

homepage.
• What would be the Bloomberg webpage address where you would find:
• The current exchange rate between the US dollar and the British pound?

• News about recent court cases?
• Opinion columns?
• The current interest rate on 3-month US Treasury bills?

 2.  NBER – The National Bureau of Economic Research is a private, non-profit, 
non-partisan research organization that engages and shares research on eco-
nomic issues. Go to http://www.nber.org, look around, and then answer the 
following questions:
• How is the NBER governed?
• Where does it maintain offices?
• What is the NBER Digest?  
• What is the NBER Reporter?
• Find an NBER working paper that was issued since 2010 that deals with 

China, and write down the authors’ names, where they work, the title of 
the working paper, and the NBER Working Paper number.

 3.  EconLit – EconLit is the American Economics Association’s electronic 
bibliography. If you have access through your college library, go to EconLit 
and search for an article on tax saliency written by Raj Chetty and pub-
lished in the American Economic Review:
• Who are the authors?
• What is the title of the article?
• When was it published?
• Read the abstract that describes the content of the article. Then describe 

the conclusion of the article in a single sentence.

 4.  Statistical Abstract of the United States – The Statistical Abstract of the 
United States is a statistical summary published annually by the US Census 
Bureau. Go to http://www.census.gov/compendia/statab/, look around, and 
then answer the following questions:

exerCISe 4.3
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• What would be the webpage address for finding information about hous-
ing sales?

• What would be the webpage address for finding information about crime 
rates?

• What would be the webpage address for finding information about state 
and local government employment and payroll?

• What would be the webpage address for finding information about the 
stock of money in the US economy?

 5.  BEA – The Bureau of Economic Analysis is an agency of the US 
Department of Commerce and is charged with collecting and sharing mac-
roeconomic data. Go to http://www.bea.gov, look around, and then answer 
the following questions:
• What is the vision of the BEA? What is the webpage address where you 

found that information?
• Finding data takes a little bit of work until you become familiar with the 

website. Look for the link “Current-dollar and ‘real’ GDP (Excel)”. Open 
that link, and find what GDP was in billions of current dollars for the 
first quarter of 2009. What was it? What was the name of the Excel file in 
which you found that information?

 6.  BLS – The Bureau of Labor Statistics is an agency of the US Department 
of Labor and is charged with collecting and sharing economic data about 
labor markets. Go to http://www.bls.gov, look around, and then answer the 
following questions:
• List the types of jobs that are available with the BLS. What is the webpage 

address where you found that information?
• Finding data takes a little bit of work until you become familiar with the 

website. Click on the tab “Databases and Tables” that can be found at the 
top of the BLS homepage. Scroll down the page until you find links to the 
databases that have information on unemployment. Then click on the 
“Top Picks” link for the category “Labor Force Statistics including the 
National Unemployment Rate (Current Population Survey – CPS).” Find 
the box for the statistics “Unemployment Rate – 16-19 Yrs.”, click on that 
box, and then retrieve the data using the link at the bottom of the page. 
What was the unemployment rate for 16-19 year olds in December 2000? 
What was it in December of 2009?

READING CRITICALLY

Having established a plan for searching so that you can find materials to help 
you answer your economic question, the next step is to actually gather the  
materials. But then what do you do? Unfortunately, dissecting complex economic 
thinking and being able to separate good economic thinking from poor economic 

4.4
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Box 4.5

thinking is a difficult task. If you don’t know how to analyze the arguments of oth-
ers, you are likely to read the material haphazardly and only get a poor sense of 
what the author was writing about. It’s no wonder, then, that many find this pro-
cess as difficult and confusing as the process of finding materials in the first place.  

To make sense of all those materials you have gathered, you need to be able 
to analyze, that is, “pick apart” the reading material. But how do you do that?

All thinking can be thought of as being composed of nine basic building 
blocks called “elements of thought”.9  When you think critically about (1) a ques-
tion, you do so with (2) a particular purpose in mind (that is, why you care about 
the question), and you do so from (3) your own frame of reference. That frame 
of reference includes, among other things, a collection of (4) assumptions and 
(5) concepts that you use to think about the issue. Using your frame of refer-
ence, you can make (6) inferences from (7) empirical information that eventually 
lead to a (8) conclusion. Finally, your conclusion leads to further (9) implications  
& consequences.

ElEMENTS OF THOUGHT

Question – the point of the thinking, the issue that needs to be resolved.
purpose – Why the thinking is occurring, the importance of the question.
frame of reference – the perspective used to do the thinking, the particular lens through 

which you work to answer the question.
assumptions – Ideas that are used as a foundation for answering the question but which 

you don’t prove.
Concepts – Ideas and thoughts that are used as building blocks to make inferences which 

lead to the conclusion.
Inferences – Ideas that follow logically from concepts, assumptions, and empirical evidence.  
empirical Information – observations, descriptions, and data about what is.
Conclusion – the answer to the question.
Implications & Consequences – Ideas that must be true if the conclusion is true or which 

will follow as a result.

When writing about economic issues, writers often present these elements of 
thought in three major sections, the Introduction, the Body, and the Conclusion:

•  INTRODUCTION – People who read about economic issues are often impatient 
and have little patience for poorly written material that does not get to the point.  
As a result, the introductory material must tell the reader quickly and directly 
what the material is about and why the reader should continue reading rather 
than put it aside and move on to more important matters. Introductions typically 
contain:

9There are a number of sources for learning more about these elements of thought. See, for example, Paul (1993).
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• a general statement that describes the subject matter,
• a statement of that persuades the reader that the material is important 

and worth sticking with (here is the Purpose), and
• a statement of the question to be answered by the written material (here 

is the Question).

While this is a common structure, styles do differ from author to author, and as 
a result, some of this material (particularly the main point) may be buried later 
in the work. It may also be possible to figure out what the author’s overall frame 
of reference is (here is the Frame of Reference). However, more often than not, 
figuring out the author’s frame of reference is more of a detective problem and 
may not be apparent until you have read the entire work.

•  BODy – The purpose of the body is to answer the question and persuade the 
reader that the answer that is proposed is in fact true. Persuasion is a tricky art, 
and what persuades one person may not persuade another. However, in general, 
a persuasive argument is composed of a number of claims and some sort of sup-
port to prove those claims. Thus, for example, to persuade someone that using 
a restaurant tax to pay for a major-league baseball stadium is bad, you might do 
so by claiming that such a tax would be unfair (here is a Concept) and inefficient 
(and here is another Concept). How, then, would you support those claims? For 
the fairness claim, you could begin by asserting that most people believe that 
taxes should be proportional to the benefit received and then argue conceptually 
that (here comes an Inference) because people who go to a stadium typically buy 
their food at the stadium, there would be few if any benefits for local restaurants. 
Likewise, for the inefficiency claim, you could support your view (here comes 
some Empirical Evidence) by showing what has happened to restaurants in com-
munities where a restaurant tax has been imposed. Claims generally require some 
combination of conceptual argument and empirical evidence as support. Writers 
who provide a variety of support for their claims are typically more persuasive 
than those who simply bluster through with a series of unsupported claims.

• CONCLUSION – At a minimum, the written material must finish with a clear 
answer to the question initially posed (here is the Conclusion). However, many 
authors (here come some Implications & Consequences) go beyond that to in-
clude comments about what that answer means in the larger scheme of things 
and why that is important. For a long piece of writing, it may also be useful to 
briefly outline the logic that was used to come to the answer so that you are sure 
that the reader understands what has been shown and why it is important.

Good critical reading looks for these various elements of thought when reading 
the works of others. A useful way to ensure that you are reading critically is to 
follow the Five Rules for Good Critical Reading listed below:
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Box 4.6

RULE 1: SKIM THE READING MATERIAL • Begin the reading process by 
skimming the reading material to get a sense of the structure of the article.   
After skimming the material, you should have a sense of where the introduction 
ends and the body begins, and where the body ends and the conclusion begins.

RULE 2:  ANALyzE THE INTRODUCTION • Next, return to the introduction and 
identify the subject of the reading material, see if the author tries to persuade 
you that this subject is important and worth reading about, and whether the 
author states the question (perhaps implicitly by asserting the conclusion) at the 
beginning of the material. While not all authors are so clear, make out as best 
you can the subject, importance, and especially the question from the introduc-
tory material. Remember that until you identify what the author’s question is, it 
is hard to make sense of the arguments. This is an important step!

RULE 3:  ANALyzE THE BODy • Identify the basic claims that the author uses to 
persuade you that the conclusion is correct. A useful way to make sense of the 
body is to actually list those claims and note for each whether any assumptions, 
conceptual arguments, or empirical evidence were provided in support.

RULE 4:  ANALyzE THE CONCLUSION • Determine whether the author provides 
an answer to the question and whether the author extends the material by talk-
ing about the consequences or implications of the material.

RULE 5:  SUMMARIzE yOUR THINKING • Finally, before you lose your insights, 
write a summary of what you have discovered through your analysis. This is not 
a condensation of what the author wrote. This is a summary of your analysis. 
Make note of the various parts you have identified. In addition, be sure to write 
the summary in your own words. If you find yourself groping for words or sim-
ply linking up a series of quotes from the reading material, chances are that you 
have not yet grasped the material fully.

CAN YOU ANAlYZE THiS KNOT FOR ME?!?

people use the word analyze all the time. Sports commentators “analyze” a quarterback’s 
performance during a football game. political commentators “analyze” the latest rumors 
about the Congress and the president. even people on the street “analyze” the behav-
ior of their friends and acquaintances. But what does the word “analyze” really mean?   
In many cases, it just seems to be a fancy word for “describe” or “explain.” actually, the word 
“analyze” comes from an ancient Greek word meaning to “loosen up,” to “pull apart,” or to 
“undo.” hence, in economics to “analyze” means to take something complex and break it 
up into smaller, recognizable parts in order to identify its essential nature.10

10For an in depth analysis (?!) of the word “analysis”, check out Beaney (2009). 
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This exercise takes you through the Five Rules for Good Critical Reading so that 
you have a better understanding of how to use those rules and how those rules can 
help make sense of the economic thinking of others.  

For this exercise, choose a substantive article from one the following publi-
cations (your professor may wish to point you to a specific article) and analyze 
it as described below:
• The Economist (http://www.economist.com/leaders/). 
• The Guardian (http://www.guardian.co.uk/commentisfree) . 
• The New York Times (http://www.nytimes.com/pages/opinion/index.html).  
• The Wall Street Journal (http://online.wsj.com/public/page/news-opinion-

commentary.html). 

 1.  Rule 1: Skim the Reading Material – Skim the article to get a general 
sense of what it is about. Then look for where the introduction, body, and 
conclusion begin and end and state which paragraphs contain the introduc-
tion and which paragraphs contain the conclusion. For example, the intro-
duction is in the first X paragraphs; the conclusion is in the last Y paragraphs.

 2.  Rule 2: Analyze the Introduction – Reread the introduction, and look 
for the subject, why the subject is important, and what the question investi-
gated by the article is. Then answer the following questions:
• What, according to the introduction, is the subject of this article?
• What reasons does the author give to try to persuade you that this  

subject matter is important?
• If the question examined by the article is stated explicitly in the introduc-

tion, what is it? If it is not explicitly stated in the introduction, what do 
you think it is? Note that the question may be stated implicitly by assert-
ing the answer in the introduction.

 3.  Rule 3: Analyze the Body – Reread the body, and follow the instruc-
tions below.
• Is the body divided into sections? If so, what are those sections?
• List at least two claims/assertions that are made in the body.
• What assumptions (if any) are used to support these claim?
• What conceptual arguments (if any) are made in support of these claims?
• What empirical evidence (if any) is provided in support of these claims?

 4.  Rule 4: Analyze the Conclusion – Reread the conclusion, and answer 
the following questions:
• Does the author answer the question (stated implicitly or explicitly in the 

introduction) in the conclusion?  
• Does the author extend the material by writing about the consequences 

or implications of the material?  State at least one consequence or impli-
cation that the author describes.

exerCISe 4.4
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 5.  Rule 5: Summarize your thinking – Much of your thinking has already 
been summarized above. Now consider the bottom line. If you were per-
suaded by the article, explain what was key in persuading you. If you were 
not persuaded by the article, explain why you weren’t persuaded.

CREATE YOUR OWN SOURCE

Looking for the various sources of information described above and making 
sense of what they say is an important part of answering economic questions.  
However, there is still another source that may not have occurred to you:  your 
own economic thinking based on the economic theories, models, and methods 
of analysis that you already know. In many ways, this is at the core of what it 
means to be an economist:  thinking for yourself using all the economic tools 
that you have learned and that are at your disposal.  

The set of tools that are at your disposal will obviously depend on what 
economics courses you have already taken. The more economics courses you 
have taken, the wider the variety of tools that you will have and the greater will 
be your ability to use those tools.  But even for introductory economics students 
with only a couple of months of study under their belt, there are a number of 
tools at your disposal.

The tools that you learn in a Principles of Microeconomics course, for ex-
ample, typically include the basic model of supply and demand, the basic model 
of monopoly, and the concept of price elasticity of demand. (There are others, of 
course!) As a result, if you were investigating the effect of the minimum wage, 
you could work up your own theory by sketching out a model of the market 
for labor using the basic model of supply and demand. Then, if you wanted to 
push your thinking further, you could note the effect of the minimum wage 
on the wage rate, and use that observation to predict using another supply and 
demand diagram what effect the minimum wage would have on the prices of 
goods that are produced with workers who are paid the minimum wage. Finally, 
if you really want to do a comprehensive analysis, you would then repeat this 
last step using the basic model of monopoly (because, after all, not all markets 
are perfectly competitive).  

Likewise, in a Principles of Macroeconomics course you develop a set of 
tools for making sense of macroeconomic issues. Because there is less con-
sensus among economists about the appropriate models for understanding 
macroeconomics, the specifics will vary according to your textbook and what 
your professor thinks is best. However, in general, this typically includes the 
concepts of gross domestic product and of circular flow; various theories of 
unemployment, aggregate demand, and aggregate supply; and definitions for 
calculating real and nominal changes in prices and gross domestic product. 
Thus, for example, if you were investigating the impact of the Federal Reserve 
lowering interest rates, you could work up your model of aggregate demand 

4.5
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Box 4.7

and supply and, using the logic of that model, figure out how lower interest 
rates affects the macroeconomy.  

In both the examples posed above, the result of your own economic analysis 
of the question at hand would provide you with an important source of infor-
mation that you could use along side the other sources you gather. And even if 
you end up concluding that your analysis wasn’t quite right, your engaging in 
your own independent analysis has deepened your understanding of the issue 
and helped put the thinking of other sources in a better context.

WHAT’S THE DiFFERENCE BETWEEN A THEORY AND A MODEl?

the distinction between a theory and a model is one on which economics students get 
confused. there seems to be a general sense that a theory is somehow more important, 
more fundamental, or more general than a model, while a model is, again in some general 
sense, more in the way of a specific realization of a theory or even just a simplified but 
specific description of some economic circumstance or behavior. thus, for example, we 
might talk about the theory of supply and demand as being the general statement that the 
market price a competitive market is determined through the haggling of buyers and sellers 
and results in a price that is equal both to the value that buyers place on the marginal unit 
and to the marginal cost that sellers incur in making that marginal unit. By contrast, then, a 
model of supply and demand would be a specific diagram or set of equations that embodies 
the theory and illustrates what price will occur in a competitive market. having noted that, 
however, it is important to note that economists as a rule do not pay much attention to the 
distinction between the two words, and indeed for those who do, there is no agreement 
as to how to define the terms.  from a practical perspective, economists treat the words 
“theory” and “model” as essentially the same.  So you were right to be confused!11

This exercise gives you the chance to put on your economist hat and actually do 
economics. The two issues below allow you to do so from a microeconomic and 
from a macroeconomic perspective. If this book is part of a course, your professor 
may wish to give you another issue or refine the nature of the issues below.

For each of the issues below, work up an analysis of that issue.

 1. Who pays the sales tax on a good traded in a perfectly competitive market?
• Start by sketching a supply-and-demand diagram for a perfectly com-

petitive market. Then, sketch the effect of the tax assuming that the legal 
obligation for the tax falls on the firm who is producing and selling the 

11Some economists do care about the distinction.  See for example Klein and Romero (2007).  However, as the 
following references indicate, this is far from a settled issue (Warning:  The following references may be a bit 
difficult to understand):  Frigg (2006), Koperski (2006), and Mayes (2005).

exerCISe 4.5
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taxed good. Next, determine whether consumers are better or worse off 
as a result of the tax by comparing the price they pay before and after 
the tax, and by comparing the quantity they buy before and after the tax. 
Lastly, determine whether firms are better or worse off as a result of the 
tax by comparing the price that they receive – after subtracting anmp6  
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will help you to think more clearly and effectively.  In addition, for those whose 
livelihood depends on the thinking, analyzing, and developing new ideas, cred-
ibility is a terribly important asset, and once it’s lost it’s very difficult to get it 
back. Think, for example, of how you would react if you discovered that some 
favorite song writer/performer of yours was in fact stealing songs from other 
writers. Admittedly, doing a sloppy job on a college paper may not mark you 
for life, but it may have serious repercussions for your grade (most professors 
take the issue of plagiarism very seriously). And in any event, isn’t college about 
taking the opportunity to develop those skills and habits that you can draw on 
later in your life? So take the time to invest in yourself rather than simply go for 
what is expedient.     

In addition to personal reasons why you might care about this issue, there 
are also social reasons why it is important to keep track of your references and 
document them properly. Your thinking and writing does not occur in a vac-
uum. Your work both in college and beyond is part of a long conversation that 
has been going on long before you arrived on the scene and will continue long 
after you are gone.You build on the ideas and thinking of those who came before 
you, and those who come after you, in big ways and in small ways, will build on 
what you do. Just like an online chat room where things would fall apart if the 
various comments did not come with a label to indicate who said what, so it is 
important for the sake of the conversation that you document your work prop-
erly. And don’t forget the value of courtesy. Suppose, for example, that you were 
talking directly to a group of friends about something that you did, and one of 
those friends had given you the inspiration to do it. Would you make note of 
that in the conversation? Perhaps not, but many would. It’s just a small thing, 
but friendship is built on such small things. Indeed, the current slang “props” 
which is short for proper respect is recognition of that small but important con-
nection between people. Economic thinking is, believe it or not, quite similar.  
You may not have personal friendships with the people whose work you have 
used (indeed some of them may be dead!), but you, all the people whose work 
you read, and all the people who read your work are part of a kind of virtual 
community. And just as you like to be recognized for your contributions to the 
conversation, so others do too.

So, how do you keep track of your research and cite the work of others 
properly? In part, it’s a matter of context. In conversation, it might be a simple 
passing reference or, if the person is there, a simple nod of the head in that 
person’s direction. In an informal blog, it might involve again a simple pass-
ing reference or pasting a link that would allow readers to find the material 
for themselves. And in a formal paper, there is typically a standard format that 
is expected. In economics, the generally acceptable style is based on the one 
developed by the American Psychological Association (hence, “APA Style”).12  

12A description of the APA style can be found in numerous places, and college libraries often write up their own 
summary and make it available to students on their websites or in hardcopy form.  See, for example, APA Style. 
(2010, May 5) for a site produced by Purdue University.
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Box 4.8

But what they all share is a way of recognizing the work of others and helping 
the reader or listener find those other works. In conversation it can be more 
informal because you have the chance to explain further if there is interest. In 
writing, you have to be more formal because your reader can’t talk directly to 
you. Using a specific style (such as the APA Style) is just a way of making it as 
easy as possible for the reader. Because all the parts of the citation or reference 
(author, title, date, etc.) are always in the same place, the reader can more easily 
find the information desired.

WHEN REFERENCES GET COMPliCATED

referencing printed materials are, for the most part, pretty straightforward.  Internet sourc-
es are a bit more difficult, but standard referencing styles are slowly developing efficient 
ways to reference such material. But then what do you do when you come across some-
thing that just doesn’t fit the standard case? a good case in point is the quote at the begin-
ning of this chapter :

It is the mark of an educated mind to be able to entertain 
a thought without accepting it.  

--- Attributed to Aristotle

I was already familiar with the quote before writing this book. Because it is a nice, succinct 
statement of an important point of the chapter, I wanted to include it in the chapter. But 
when I went looking for a source, I couldn’t find one. Sure, I could find lots of online sites 
that claimed it was from aristotle, but none of them told me where. I began to get suspi-
cious, so I started roaming through some ebook versions of aristotle. Still no luck even al-
lowing for the fact that aristotle wrote in ancient Greek and I was search through different 
english translations. finally, I happened upon a blog by Jeremy McGinniss at Davis College 
and an attached comment by robin Smith in the philosophy Department at texas a&M 
University.13 after investigating their credentials, I concluded that the quote was in fact a 
corruption of something aristotle wrote, but not quite what he originally seems to have 
intended. So what to do? I decided that whether the quote was from aristotle or not, it 
still had something important to say, it said so clearly, and therefore I would keep it in the 
chapter. But I also realized that I had to document the nature of the quote and give due 
credit to Jeremy McGinniss and robin Smith. 

13Both references (McGinniss, J. (2009, February 22) and Smith (2009, November 20)) are located at the same 
website. 



Chapter 4      Searching for Answers            115

Box 4.9 A RiSiNG STAR iN ECONOMiCS: RAJ CHETTY

raj Chetty received tenure and a full professorship in economics at harvard University in 
2008 at the age of twenty-nine, one of the youngest to do so in the department’s history.  
Before coming to harvard as a professor, he earned his bachelor’s degree (2000) and 
phD (2003) from harvard, and was a professor at the University of California at Berkeley.   
he is also the director of harvard’s Lab for economic applications and policy, co-director 
of the public economics program at the national Bureau of economic research, and recipi-
ent of numerous awards including the 2008 Young economist award from the american  
enterprise Institute. his research focuses on measuring the effect and effectiveness of public 
policies of all sorts:  tax policy, unemployment insurance, education, etc.  What distinguishes 
his work is his masterful use of economic theory and his ability to tease out of limited data 
the answers to questions that others may have asked but could not answer.  and if the data 
aren’t there, he designs the experiments to generate the necessary data.  In a novel, recent 
study, for example, he found evidence that high quality teaching at the kindergarten level (!) 
results in substantial increases in adult earnings even if the effect of that teaching does not 
show up in higher tests sores in middle school or high school.15

The final exercise for this chapter gives you a chance to practice writing references 
in a proper format.  Enjoy!

Using the APA Style or an alternative style defined by your professor, write 
a list of references for the material you found and worked with in Exercises 4.1, 
4.3, and 4.4. 

SUMMARY

The answers to most economic questions are reasoned judgments. As a result, 
it is difficult to know if a proposed answer is the best without comparing it 
to other possibilities. Critical economic thinkers gather a variety of views and 
empirical evidence about the question they are interested in to assure that they 
end up with the best possible answer. In searching for answers, always begin 
by taking stock of yourself. Be particularly aware of possible initial biases that 
may hamper a full search, but don’t overdo it. The amount of searching should 
be proportional to the importance of the question. To make sure that your time 

15This biography was based on Emerging Economists:  International Bright Young Things (2008, December 
30), Chester (2007, September/October), Chetty (2010), Chetty, et al. (2010), and Zhang (2008, December 9).

exerCISe 4.6
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is spent productively, be sure you know what the question is before you begin 
searching. Then conduct a springboard exercise to identify what you need to 
know in order to answer the question. Finally, invest some time identifying po-
tential sources of information before you start so that you don’t waste your time. 
Once you have the sources, read them with a critical eye. To do that, begin by 
skimming the material to determine where the introductory material, the body, 
and the conclusion begin and end. Next analyze each section using the elements 
thought. Finally, write a summary in your own words to ensure that you under-
stand the material and to make it your own. Also be sure to include yourself as a 
possible source. You can do that by using the theories, models, and methods of 
analysis that you have learned in your economics courses to do your own analy-
sis of the issue at hand. Finally, keep track of what you find, where you found it, 
and who wrote it. Good researchers get the most out of their sources by keeping 
accurate and full records, and others will appreciate your doing so. 

KEY CONCEPTS
APA Style
Assumptions
Concepts
Conclusion
Creating Your Own Source
Elements of Thought
Empirical Information
Five Rules for Good Critical  

Reading
Four Questions for Evaluating  

Source Reliability
Frames of Reference
Good Record Keeping
How Much to Search
Inferences

Initial Opinion
Implications and Consequences
People as Sources
Plagiarism
Purpose
Question
Skepticism
Sources for Basic Information
Sources for More Specific 

Information
Sources for Facts, Statistics, and Data
Springboarding
Three Major Sections of Economic 

Writing
Three Searching Strategy Rules

REVIEW QUESTIONS
 1.  Why is it important to search for alternative answers to an economic  

question?
 2.  Why is it important to be aware of your own frame of reference before 

searching for answers to an economic question?
 3.  Why is it important to spend time making sure you know what the 

question is before beginning to search for possible answers?
 4.  What role does springboarding play in searching for possible answers 

to economic questions?
 5.  What good is the Statistical Abstract of the United States?
 6.  What is the meaning of the word “analyze”?
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 7.  Why is important to write a summary when you analyze the writings  
of others? 

 8.  Describe what should be in a good introduction.
 9.  Explain why it is important to use conceptual arguments and empirical 

evidence to support your claims.
 10.  Why is it important to restate your main point in your conclusion?





      119

Chapter 

5Finding the Best Answer

INTRODUCTION 
the last step in thinking critically about an economic question is to sift through the 
various views and empirical evidence collected in order to put together the best 
possible answer to the question. In going through that process, it is important not to 
allow hidden biases and prejudices to cloud your ability to weigh the various argu-
ments honestly.

INTELLECTUAL COURAGE
Intellectual courage means considering seriously and fairly all ideas, even those that 
you or others may find repugnant. While a noble ideal, it is sometimes difficult to put 
into practice because of our emotional attachment to ideas and to other people. the 
key is to recognize those attachments so that you can begin thinking how to deal with 
any conflict that you might have.  

RESOLVING CONFLICTS
If you have done your work, the best answer to your economic question will be 
contained within the various views you have collected and analyzed. If there is no 
disagreement among those views, the task of putting together your best answer to 
the question is relatively straightforward. however, if there are disagreements, it is 
important to sort through the various views in a methodical way. Spreadsheets are a 
useful device for helping you conduct that process.

CRITICAL WRITING (REDUX)
Because so much economic thinking requires that you communicate the results of 
your thinking to others, it is important to be able to do so effectively. the first step 
is to make sure you have completed you thinking process first. then, keeping your 
purpose always in mind, present your material in a clear and logical manner so that 
you have the greatest chance of getting your point across to your reader.



120 Chapter 5      Finding the Best Answer

INTRODUCTION

When the facts change, I change my mind; What do 
you do?

- John Maynard Keynes1

Finding an answer to an economic question is, of course, the point of criti-
cal economic thinking. Well-run businesses, for example, don’t work up lists 
of possible answers for the fun of it. They work up such lists in order to come 
up with the best answer that can be used to take action. Ultimately, that is the 
point of your engaging in critical economic thinking – to answer economic 
questions through reasoned judgments that are based on the best logic and evi-
dence can you can muster so that you can use those answers to get on with your 
life. Unfortunately, two problems often arise in deciding which answer is the 
best. The first problem is that otherwise reasonable people sometimes revert to  
hidden biases when they make decisions, despite honest efforts to develop a 
good frame of reference and to search for answers without prejudice. In such 
cases, the ultimate decision is not the result of weighing all the gathered ma-
terials honestly and with an open mind. Despite all their initial efforts, their  
decision is predetermined. It is not the result of critical thinking. 

The second problem arises out of how to sort through the confusion of con-
flicting answers and information. Suppose, for example, that your company’s 
sales in South Korea are falling because of increased competition. Your market-
ing department may argue strongly for starting up an advertising campaign. On 
the other hand, the production department may argue for getting out of South 
Korea and concentrating on South Africa where it may be possible to establish 
some production facilities that could provide the foundation for future expan-
sion throughout southern Africa. The marketing department responds by claim-
ing to have numbers that show the South African option just won’t work. You 
know that both the marketing department and the production department are 
filled with bright, hard working individuals. But you also know that while they 
care about the company, they care more about the success of their own depart-
ment and so may have a biased view of the issue. How do you sort the issue out? 
If you make the right decision, your company prospers; if you make the wrong 
decision, your entire global strategy may be in jeopardy, and you may be out of 
a job!

Overcoming the first problem requires a certain degree of intellectual cour-
age to pursue ideas wherever they lead, even if it means having to alter your 
initial view of the issue. While such virtue may sometimes be difficult to put into 
practice, the more you are aware of your own frame of reference the more likely 
you will avoid making decisions that are not supported by good reasoning and 

1The quote is from taken from Alfred Malabre’s history of the complicated relationship between business people 
and politicians on the one hand and influential economists on the other.  See Malabre (1994, p. 220).

5.1
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3This biography is based on Bloomsbury Group (2010), John Maynard Keynes (2010), and New York Times 
(2010). Keynes has been the subject of a number of biographies.  Two recent books include Clarke (2009) and 
Skidelsky (2005).
4Photograph of Arthur Lewis, Hulton Archive, Getty Images.
5This biography was based on Arthur Lewis (economist) (2010), Lindbeck (1992b), and Nobelprize.org (1979). 

Box 5.2

4

macroeconomics. Soon thereafter, his health deteriorated as a result of a heart attack. 
however, with the advent of World War II, he turned all his energies to the problem of 
how to finance the war effort and how to deal with the eventual transition to a peace-
time economy. among the institutions that came about as a result of his work was the 
International Monetary fund and the World Bank. In 1946 he died at the age of sixty-two 
as a result of another heart attack.3

ARTHUR lEWiS

arthur Lewis was born in 1915 in St. Lucia to antiguan parents who both taught school.  
though his father died when he was only seven, leaving his mother to raise him and his 
four brothers alone, he was a bright child and finished high school at the age of fourteen.   
after working several years as a civil service clerk, he won a scholarship in 1932 to study 
at a British university. that, however, created a dilemma for him. he wanted to study en-
gineering, but only careers in law or in medicine were open to blacks in British colo-
nies at the time. Colonial governments and white firms would not hire black engineers.   
Determined to follow his mind, he decided to study business administration at the London 
School of economics (an area that blacks could get jobs in and that kept future career  
options open).  however, he did remarkably well at the London School of economics, and in 
1937 upon graduation he was offered a scholarship to continue on for a phD in economics.   
By 1940 he had completed his phD, and by 1948 he was a full professor at the University 
of Manchester. after that, his career accelerated with him eventually writing several books, 
numerous articles, and holding a number of academic and professional positions:  econom-
ics professor at princeton University, president of the University of the West Indies, founder 
of the Caribbean Development Bank, and several other positions with the United nations.  
In 1963 he was knighted by Queen elizabeth II, and in 1979 he received the nobel prize in 
economics. his contributions to economics are in several areas:  industrial economics, world 
economic history, and development economics. one contribution in particular is telling of 
his intellectual courage. In his work on world economic history and economic develop-
ment, one of the things that perplexed him was the fact that the early industrial revolution 
in Britain was characterized by rising profits for capitalists but stagnant wages for workers. 
the reason for the confusion was that standard economics argued this couldn’t happen, 
that economic growth would inevitably lead to a gradual fall in profits and a rise in wages. 
eventually it occurred to him that the accepted theory was wrong because it failed to take 
account of the enormous population growth that had occurred at the same time. and 
though many were outraged by his view when he published his thinking in 1954, he stuck 
to his argument.  eventually, the economics profession came around to his view and now 
sees it as one of several lasting contributions to economic understanding.  In 1991 he died 
and was buried on the grounds of the St. Lucian community college that bears his name.5
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iNTEllECTUAl COURAGE

Intellectual courage in the words of Richard Paul can be defined as, “the willing-
ness to face and fairly assess ideas, beliefs, or viewpoints to which we have not 
given serious hearing, regardless of our strong negative reactions to them.”6  It all 
sounds good. Who wouldn’t argue for the fair assessment of all ideas, beliefs and 
viewpoints? But putting it into practice is more difficult than one might realize.  

 Perhaps a short story will help illustrate. When I was very young, my moth-
er used to remark occasionally that the soda Dr. Pepper had a disgusting taste.  
As is typical of small children, I accepted this opinion of my mother’s as fact and 
without question. Indeed, I even adamantly argued the point with friends despite 
the fact that I had never actually tasted Dr. Pepper. Then one day at some sort of 
Scouting event where I was visiting with my family at the local National Guard 
armory, I got thirsty. So I went off to a side room where there were vending 
machines, and on a lark bought a Dr. Pepper. I opened the can and with some 
trepidation tasted it. At first I wasn’t sure what it tasted liked.  So I took another 
sip. It wasn’t bad. In fact, it tasted pretty good! Wow, I thought – my mother was 
wrong! Later on, mustering up my courage, I told my mother who remarked 
rather casually (this was after all not really that big a deal in the larger scheme of 
things) that she disagreed and repeated her view that it was disgusting.  

This issue was obviously a trivial one, and I know now that it is simply an 
example of a difference in taste (literally!) which as we know is not relevant to 
reasoned judgments. But the fact that I have such a strong memory of the event 
(I even recall the soda room had yellow walls) points to its real significance – it 
was one of my first experiences with intellectual courage.

The difficulty with intellectual courage is that it requires considering seri-
ously and fairly ideas that others (perhaps even yourself) find repugnant. And 
with that comes the fear of losing the approval of others like parents, friends, or 
colleagues whose opinions you care about. And that fear is not without reason. 
Think about the repercussions of deciding (through reasoned judgment) that the 
“wrong” political party is actually advocating the better policies. Or, consider the 
hostility or even ostracism that might greet your decision (again after reasoned 
judgment) to leave the religion of your childhood. Clearly, there are issues where 
following the logic of one’s own mind, if it leads to a conclusion that is different 
from the one that others whom you care for hold, can create significant conflict.  

Of course, economic issues typically don’t rise to the level of political or re-
ligious identity, but it is still common for people to have strong economic views 
that they have never really thought out. Examples of such views include being 
in favor of or against free markets, government regulation, labor unions, and 
taxation. And while there may be conflicts with loved ones, it is more likely with 
economic issues that the conflicts are with friends or with co-workers. The case 
of whistleblowers is a classic example. What do you do if after critical thinking 
you conclude that your company is doing something that is seriously wrong, 
6Paul (1993, p. 470).
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either for the company’s economic future or for society? To become a whistle-
blower is to risk alienating co-workers and losing your job. But to say nothing 
can create enormous internal conflict and stress as well.

So what’s a clearheaded critical thinker to do? Many hide from the problem 
by never thinking about potentially controversial issues. A better solution is to 
recognize that the problems stems from the fact that you have two potentially 
conflicting values – arriving at the best solution to the issue at hand and main-
taining ties (which may include employment) with people whose opinions you 
care about. To solve the problem, take stock of your views about the issue (this 
was the lesson of Chapter 3) as well as the views of others (that was the lesson 
of Chapter 4); determine as best you can where those views come from and to 
what extent they are based on reasoned judgments; and finally put the issue in 
the broader context in which you weigh the importance of coming up with the 
best solution to the economic issue versus your relationship with those whose 
views you care about. In short, the solution is to realize that the problem that 
you need to think critically about is bigger than originally realized. But having 
made that realization, you can then begin thinking out the answer to that bigger 
issue, of which the original economic question is now just a part.

This exercise asks you to think about the nature of intellectual courage in an  
economic thinking context and why it is sometimes a difficult issue. This exer-
cise only asks you to explore two fictitious cases. However, if you are interested in  
developing further insights about the nature of intellectual courage, you may want 
to reflect at a later time on your own experiences with conflicting values and intel-
lectual courage. 

Case 1:  Personal Circumstances – Suppose a healthy, recently retired couple 
has approximately $800,000 in retirement investments with 75% of it in stocks 
and the remaining 25% in bonds and money market funds. Because of recent 
macroeconomic problems, they are adamant that they should reduce their hold-
ings in the stock market to 10% so that 90% will be in bonds and money market 
funds. Suppose further that you are the child of this couple, have recently gradu-
ated with a master’s degree in finance, and believe that your parents’ decision is 
a foolish one based on your knowledge of how financial markets work and the 
fact that it is likely your parents will need retirement income for at least another 
twenty years. Finally suppose that your parents are set in their ways and don’t 
take kindly to criticism about how they manage their affairs. 

• What is the argument for raising this issue with your parents? What would 
be gained by doing so? What would be the cost of doing so?

• What is the argument for not raising the issue with your parents? What would 
be gained by not saying anything? What would the cost of not saying anything?
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• Given the conflict, describe a plan for thinking out whether to raise the  
issue or not.

Case 2:  At Work – Suppose you work for a major corporation in its marketing 
division. Without any internal discussion, the head of marketing has chosen to 
launch a new ad campaign, has informed the CEO of the campaign, and chosen 
you to present the details of the campaign to the CEO. There are, however, some 
in the division whom you respect and who are arguing that the campaign is 
wrongly focused, poorly designed, and therefore likely to fail.

• What is the argument for you seriously looking at this issue before your 
presentation? What would be gained by doing so? What would be the cost 
of doing so?

• What is the argument for not investigating this issue? What would be gained 
by not investigating the issue? What would be the cost of not investigating 
the issue?

• Now suppose that you go ahead and investigate the issue and become con-
vinced that that the campaign would do serious damage to the company.  
What are your options at this point? Which option sh