ORIENTATION

PACKET

July 11, 2023
Dear EFT Vanderbilt University Teacher Participant,

Enclosed please find the orientation materials for the Economics for Teachers program being held July
24-29, 2023 at Vanderbilt University. This packet should prepare you for the program and answer any
questions you may have.

We have included the following items:

e Program Orientation Information including registration, residence hall, meeting room locations and
a program overview.

A campus map

A tentative program schedule

Ground transportation information

Information regarding registering for college credit through our university partner, University of
Colorado, Colorado Springs

You are required to attend all teacher activities, complete the short reading assignments, and go to the
accompanying meals outlined in the schedule. If there is an anticipated conflict, please let us know
immediately.

Prior to the start of the program, contact FTE directly at (530) 757-4630 (Pacific Standard Time) with any

questions. For a travel change or emergency ON MONDAY, JULY 24, please call our staff person on site,
Josh Dalton, at (520) 343-9026.

We look forward to your participation in EFT Vanderbilt.

Sincerely,

Holeyy, Sisler
Haley H. Sisler

Director, Planning + Outreach

Foundation for Teaching Economics



TEACHER ORIENTATION

INFORMATION

ECONOMICS FOR TEACHERS (EFT) - July 24-29

Vanderbilt University - Nashville, TN

Registration/Check-In:

Monday, July 24, 2023 between 2:00 - 4:00 PM at the front desk of E. Bronson Ingram Hall, located at 2211 West
End Avenue, Nashville, TN 37240. Room keys and meal cards will be distributed during this time. FTE staff will be
on site from 2:00 PM on Monday, July 24th through 5:00 PM on Saturday, July 29th.

Parking:

Overnight parking is available in the 25th Avenue Garage. In order to receive a parking permit, please email me at

hsisler@fte.org_to let me know of your need for one. With a permit, attendees can park in any NON-PAY spaces,

which are spaces located above the 3rd floor of the parking structure. The entrance to the University spaces if of
Highland. Once you enter the garage, you should immediately turn right and proceed to the 3rd floor or above. The
address to the 25th Avenue Garage is 2401 Highland Avenue, Nashville, TN 37212.

Housing;
Participants will stay in E. Bronson Ingram Hall and will be housed individually in suite style single dorm rooms
with a shared bath. No smoking is allowed in the residence hall.

Meals:
Participants will eat their meals together throughout the program in Rand Dining Hall. Any extra snacks, outside of

the program meals, will be at the participant’s expense.

Meeting_ Room:
The large meeting room for the week in the mornings will be in the Engineering & Science Building Room: 044/048.
Teachers will meet in room 001 if the Engineering & Science Building for afternoon breakout sessions.

Recreation Options:

Recreation facilities at Vanderbilt are not available to outside groups. Program staff will have recreation options
planned for rec times in the schedule.



Expenses:

Participants are responsible for arranging their own travel plans and paying for any travel expenses to and from
EFT. They are also responsible for any additional incidental (optional) expenses. Housing, all other meals, and
program materials are covered by FTE. It is your responsibility to have enough cash to handle incidentals. Neither
FTE staff nor Vanderbilt can cash any checks. Please do not bring a large amount of cash to the program.

Personal Supplies:

Bring items that will make your stay comfortable, including personal hygiene items and shower slippers/flip flops.
All bedding, linens and towels are provided by Conference Services. All classroom supplies will be provided by FTE.
Neither Vanderbilt nor FTE can assume responsibility for your personal belongings - Laptop computers are not
required and bringing them is at the discretion of the participant.

Dress Code:
Classroom-appropriate, casual, comfortable, easy-care clothing is the rule on campus. Shorts, T-shirts, and jeans
are acceptable. Shoes, sandals, or flip flops must be worn to the classroom and dining hall. You may wish to pack a

light sweater or pullover for the classroom sessions, since the air conditioning can be chilly.

Emergency Phone Numbers:
Campus Safety: Police: 911 or 615-322-2745

Program Overview:

The Economics for Teachers and Economics for Leaders programs represents a unique experience in economics
education that brings together two groups: rising high school juniors and seniors selected for their leadership
potential who want to study economics, and high school economics teachers who wish to enhance their teaching
skills in the subject. The EFT one-week program encompasses 30 hours of instruction plus small group sessions and
workshops. The combination of classroom instruction, question and answer sessions, small group discussion, and
workshops presents information in a rich and varied format, encouraging active student and teacher participation.
Economics professors selected nationwide for their expertise and teaching effectiveness lead classes using case
studies to illustrate economics principles and leadership concepts.

EFT is designed to create a diverse learning environment for the students while teachers can observe, in action,
the types of teaching methods advocated by FTE. In addition to study sessions, the program also includes
leadership components which emphasize self-exploration through teamwork exercises. These activities provide a
physical outlet and an enjoyable diversion from the economics lessons.

Teacher Goals:



Improve classroom effectiveness in the teaching of economics.

Exploration of an economic way of thinking, with numerous classroom applications.

Introduction to effective instructional materials and methods for use in the secondary school classroom.
Foster an environment for teachers to share ideas with their peers.

AP DNP

Pre-Program Assignment:

To prepare for the Monday night discussion that will follow the opening activities and dinner, please read chapters
1 and 4 of The Economics of Public Issues (20th edition) before arriving at the program. FTE is providing
participants with a copy of this book at the program, but the pre-program assignment is included in the following
pages of this orientation packet.

UCCS Graduate Credit:
Registration is optional and is completed directly through UCCS online. Directions on how to enroll in this credit are

included in this packet.

Schedule:
A final schedule will be distributed at program registration on Monday. The start and finish times of the program

will not change whatsoever.

Questions:
Prior to the start of the program, contact the FTE directly at (530) 757-4630 with any questions. For a travel change

or emergency on MONDAY, JULY 24 ONLY, you can call the on-site Mentor Teacher, Josh Dalton, at
(520) 343-9026.
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Monday

Check-In Location:
E. Bronson Ingram Hall
2:00-4:00 pm
Registration
& Check in

ESB 044/048

4:00 - 6:00 pm
Welcome &
Introduction

6:00 - 7:30 pm
Dinner

ESB 001

7:30-9:00 pm
Program Preparation
Hypothesis for the Week
& Readings Discussion

9:00 pm ---
Free Time

ECONOMICS FOR TEACHERS - Vanderbilt University - Nashville, TN
July 24-29, 2023

Tuesday

8:30 - 9:40 am
Econ Topic #1
Ec. Growth & Scarcity

9:50 - 10:30 am
Econ Activity #1
Magic of Markets

10:40 - 11:50 am
Econ Topic #2
Opportunity Cost

1:00 - 1:10 pm
Activity 1# Debrief

1:10- 1:45 pm
Econ Topics 1 & 2
For Teachers

2:00 - 3:00 pm
Readings Discussion

3:10-4:00 pm
Econ Topic A
Poverty & Ecn Grwth

6:30 pm ---
Free Time

Wednesday

8:30-9:20 am
Econ Activity #2
In the Chips

9:30 - 10:30 am
Econ Topic #3
Open Markets

10:40 - 11:50 am
Econ Topic #4
Markets in Action

1:00 - 1:10 pm
Activity #2 Debrief

1:10- 1:40 pm
Econ Topics 3&4
For Teachers

1:50 - 2:40 pm
Econ Activity #8
Market for Thingamajigs

2:50-3:20 pm
Econ Topic B
Supply, Demand,
MC & MB

3:20-4:00 pm
Readings Discussion

Thursday

BREAKFAST 7:30 - 8:30 am

ESB 044/048
8:30-9:30 am
Econ Topic #5
Labor Markets

9:40 - 10:40 am
Econ Activity #3
Job Jungle

10:50 - 11:50 am
Econ Topic #6
Incentives, Innovations &
the Role of Institutions

LUNCH 12:00 - 1:00 pm

ESB 001
1:00 - 1:10 pm
Activity #3 Debrief

1:10- 1:40 pm
Econ Topics 5&6
For Teachers

1:50 - 2:40 pm
Econ Activity #9
Cartels & Competition

2:50 - 3:20 pm
Econ Topic C
Productivity &

Economic Growth

3:20-4:00 pm
Readings Discussion

Recreation Time 4:00 - 5:30 pm

Dinner 5:30 - 6:30 pm

6:30 pm ---
Free Time

6:30 pm ---
Free Time

Friday

8:30 - 8:45 am
Econ Activity #4
The Fish Activity

8:45 - 10:00 am
Econ Topic #7
Property Rights

10:10 - 10:40 am
Econ Activity #5
Farmers & Fishers

10:50 - 11:50 am
Econ Session #8
Government

1:00 - 1:10 pm
Act. #4&5 Debrief

1:10- 1:40 pm
Econ Topics 7&8
For Teachers

1:50 - 2:40 pm
Econ Activity #10
Foreign Currency

2:50 - 3:20 pm
Econ Topic D
Debt, Deficit &

The Federal Budget

3:20-4:00 pm
Readings Discussion

6:30 pm ---
Free Time

Saturday

8:30-9:10 am
Econ Topic #9
Money & Inflation

9:20 - 10:10 am
Econ Activity #6
Tic-Tac-Toe Tariff

10:20 - 11:00 am
Econ Topic #10
Internat'l Markets

11:00 - 11:50 am
Teacher/Student
Close & Post-test

12:45-1:00 pm
Group Photo

1:00 - 1:10 pm
Activity #6 Debrief

1:10 - 1:40 pm
Econ Topics 9&10
For Teachers

1:50 - 2:40 pm
Econ Activity #11
Econ Barometer/FTE Rsrcs

2:50 - 3:20 pm
Econ Topic E
1) Monetary Policy
2) Int'l Econ. Assns.

3:20 - 4:00 pm
Readings Discussion

4:00 - 5:00 pm
Closing & Program Eval.

5:00 pm ---
Check Out



2023 GROUND
TRANSPORTATION

ECONOMICS FOR LEADERS

Vanderbilt University

E. Bronson Ingram Hall

2211 West End Avenue, Nashville, TN 37240

Conference participants are responsible for arranging and paying for their own transportation
to and from the program. The campus is approximately 20 minutes from the Nashville
International Airport.

A variety of other ground transportation options are available from the airport to Vanderbilt,
including taxis, buses, and shuttles. For more information on ground transportation you can
visit the airport websites listed below.

NASHVILLE INTERNATIONAL AIRPORT (BNA)

https://flynashville.com/

Taxi Services
American Music City Taxi - 615.865.4100

A number of taxi cab companies are listed on the Ground Transportation page of the BNA
website (link above).

Ride Share

Ride App vehicles (Uber/Lyft) pick up at the Ground Transportation Center, Level 1 of Terminal
Garage 2.


https://flynashville.com/
tel:615-865-4100

-
WS | AS Extended Studies

Toll free: | 800-990-8227 x4071
UNIVERSITY OF COLORADO COLORADO SPRINGS E-mail: | lases@uccs.edu

https://lases.uccs.edu/programs-a-l/fte

Foundation for Teaching Economics (FTE)
Graduate Credit Registration Instructions: Summer 2023

Economics For Teachers (EFT) | Course number: Tuition: | 5-Digit Class#:

Credit Sections for Teachers Only ECON 6330-701 $360 21178

Credit Registration Deadline: July 31, 2023

IMPORTANT NOTES:
v Please use this packet to enroll for credit if you are attending any of the following EFT courses:
o  VIRTUAL: EFT-Virtual (June 18-23); EFT-Virtual (July 2-7).
o IN-PERSON: UC Berkeley-Berkeley, CA (June 19-24); Boston College-Boston, MA (July 10-15); University of
Washington-Seattle, WA (July 17-22); Vanderbilt University-Nashville, TN (July 24-29).
v'If you wish to enroll after the published registration deadline, you must contact LAS Extended Studies at lases@uccs.edu to
request an Extended Studies late add form. You will be charged a $25 late registration fee by the University to register late
—no exceptions. The best way to avoid this is to register early! Last day to register late for the Summer 2023 semester is
August 4, 2023, which is the last day the UCCS Summer 2023 application will be available.
v' Approximately six weeks after the conclusion of the course, you may request your official UCCS transcript: please see
https://registrar.uccs.edu/transcripts

Have you enrolled in a graduate-level course at UCCS in the past 3 semesters?

Sl
@ » If yes, you already have an active myUCCS Student Portal Account and can skip to STEP 3.
> If you have not been active for the past 3 semesters, you must re-apply to UCCS per the instructions below and your
account will re-activate.
» Forgot your myUCCS Student Portal username/password? Proceed to: https://accounts.uccs.edu or call 719-255-4357

STEP 1 ---Apply: Academic Outreach/Extended Studies

Access the “UCCS Academic Outreach Application”:
e Go to https://outreach.uccs.edu/apply

Completing the Application:
e  Provide your personal information; select “Save & Next”
e  From the drop down menus:
o Select an Admit Term: SUMMER 2023
o Select Desired Program: Graduate Non-Degree
e Provide answers to the education and eligibility questions; select “Save & Next”
e  Verify that the information you provided is correct, select “Submit”

(go to next page)

FTE: EFT-All Locations/Modes of Delivery; Summer 2023. Page 1 of 2



STEP 2 ---Claim Your Account

Within 24 hours of submitting your application, you will receive an automated e-mail when your myUCCS student portal account
is ready. You can then proceed to https://accounts.uccs.edu to claim your account to access your student portal ---
where you can register, pay your bill, request transcripts, and the like.

e Keep this username and password for future access into your myUCCS Student Portal
e Please note: our automated e-mails may go to “junk mail,” depending upon your e-mail filter set-up.

STEP 3 ---Register and Pay

Log In to your myUCCS student portal: www.uccs.edu/portal

Registration:
e Select “Register for Classes” from the Quick Links box; or, select “Records and Registration” from the menu at the top

right, then select “Register for Classes”
v' Pre-registration verifications: address (‘Home’ address marked as ‘Local’), phone numbers, emergency contact
v' Tuition and Fee Agreement and Disclosure

e Enter the 5-Digit Class Number “21178” under “Search by Class Number”. Click “Submit Class Number”
e  Confirm the details of the course and click “Next”

e  Check the box of the course you would like to enroll, under the “Select” column in the shopping cart

e C(Click “add selected classes”

e  Confirm the course and click “Finish Enrolling”

Payment:
e Select “View/Pay My Bill” from the Quick Links box; or, select “Student Financials (Bursars)” from the menu at the top
right, then select “View/Pay My Bill”
e Enter the payment amount and payment method and click on “Continue”
e Provide payment information for the selected method and click “Continue”
e  Confirm the payment information and click “Confirm” ---print a copy for your records, if needed

FTE: EFT-All Locations/Modes of Delivery; Summer 2023. Page 2 of 2




CHarter 1

Death by Bureaucrat

How would yourather die”? From a lethal reaction to a drug prescribed by
your doctor? Orbecanse your doctor faited to prescribe a drug that conld
have saved yourlife? If this choice sounds like ane you would rather not
make, considerthis: Employees of the U.S. Food and Drug Administra-
tion (FDA) make that decision on behalf of millions of Americans many
times each year More precisely, FDA bureaucrats decide whether or not
new medicines iprescription drags) should be allowed to go on sale in
the United States. If the FDA rules against a drug, physicians in America
may not legalty preseribe it, even if the drug is saving thousands of lives
each vear in other countries.

A Brier History oF THE FDA

The FDA’s authority to make such decisions dates back to the passage
of the Food and Drug Safety Act of 1906. This law required that medi-
cines be correclly labeled as to their contents and that they not contain
any substances harmful to consumers” health. Due to this legislation,
Dr. Hostatter’s Stomach Bitters and Kickapoo Indian Sagwa—along with
numerous rum-hden concoctions, cocaine-based potions, and supposed
anticancer remedies—disappeared from druggists’ shelves. In 1938, the
law was expanded with the passage of the Food, Drug, and Cosmetic
Act, which forced manufacturers to demonstrate the safety of new drugs
before being allowed to offer them for sale. (This law was prompted by
the deaths of 107 people who had taken Elixir Sulfanilamide, an anti-
biotic that had teen errantly mixed with poisonous diethylene glycol, a
chemical cousinof antifreeze.)
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The next step in U.S. drug regulation came after a spate of severe
birth defects among infants whose mothers during pregnancy had taken
a sleep aid known as thalidomide. By the time these birth defects first
became apparent, the drug was already widely used in Europe and
Canada, and the FDA was nearing approval for its use in the United
States. In fact, about 2.5 million thalidomide tablets were already in the
hands of U.S. physicians as samples, though none had been distributed.
The FDA ordered the samples destroyed and prohibited the drug’s sale in
the United States, This incident fed to the 1962 Kefauver-Harris Amend-
ments to the 1938 Act, radically altering the drug-approval process in the
United States.

THE IMPACT OF THE 1962 AMENDMENTS

Belore the 1962 amendments. the FIDA was expected to approve a new
drug application within 180 days, unless the application failed to show
that the drug was safe. The 1962 amendments added a “proof of effi-
cacy” requirement and also removed the time constraing on the FDA. The
FDA was given free rein to determine how much and what type of evi-
dence it wounld demand before approving a drug for sale, and thus could
take as long as it wanted before either granting or refusing approval.

The 1962 amendments drastically increased the costs of introducing
a new drog and markedly slowed the approval process. Before 1962, for
example, the average time between the filing and approval of a new drug
application was scven months, By 1967, it was thirty months, and by
the Tate 1970s. it had risen to eight to ten yeurs. The protracted approval
process involved costly testing by the drug companies—-now more than
$2.5 hillion for cach new drug—and delayed the receipt of any poten-
fial revenue from new drugs, Because the delays and the higher costs
reduced the expected profitability of new drugs. fewer of them were
browght omte the market,

Debate continues over how much FDA regulation is needed to
ensure that drugs are both safe and efficacious, but there is tittle doubt
that the 1962 amendments resulted in o U.S, “drug lag.” In short order,
drugs took far jonger to reach the market in the United States than they
did in Europe, & lag that grew and then persisted for more than three
decades. Admittedly. it takes time to ensure that patients benefit from,
sather than are harmed by, new drugs, but regulation-induced drug lag
can itself be life threatening. Pr. George Hitchings, a winner of the Nobel
Prize in Medicine, estimated that the five-year lag in introducing Septra
(an antibiotic) to the United States killed 83,000 people. Similarly, the
introduction of a class of drugs called beta blockers—a drug used to treat
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heart attack victims and people with high blood pressure—was delayed
nearly a decace in America relative to its approval in Europe. According
to several researchers, the lag in the FDA approval of these beta-blocker
drugs cost thelives of at least 250,000 Americans.

TERRIBLE TRADE-OFF

In effect. the law requires FDA bureaucrats to make what is traly a ter-
rible trade-off. Gne the one hand, lives can be saved because unsafe or
ineffective drugs are kept off the market. On the other hand, the regu-
latory process delays (or even prevents} the introduction of some safe
and efficaciows drugs, thereby forfeiting lives. Let us now take a more
systematic lock at this trade-off.

Every time a new drug is introduced, there is a chance that it should
not have been—either because it has adverse side effects that outweigh
the therapeutic benefits (it is not safe) or because it really does little to
help the individuals who take it (it is not effective). When such a diug s
introduced, we say that a Type I error has been committed. Since 1962,
the incidence of Type T error—the thalidomide possibility—has been
reduced by the added testing required by the FDA. Other people, how-
ever, have heen the victims of what is called a Type 11 error. Their cost
is the pain, suffering, and death that ccceur because the 1962 amendments
have prevented or delayed the introduction of safe. efficacious drugs.
A Type 1T error—as with Septra or beta blockers—occurs when a drug
should be intreduced but Is held back by FDA regulation.

Eventually, outeries over the harm caused by the drug lag brought
about important policy changes. For example, the FDA moved to accel-
erate approvals when the costs of Type | errors are smalf relative to the
damages due to Type Il errors—as with terminally i}l patients. One
famous exanple involved azidothymidine (AZT), which emerged as a
possihle treatment for AIDS. Gay men. amoeng whom AIDS was most
prevalent at the time, took the lead in pressuring the FDA to approve the
drug quickly. As a resalt, the agency approved AZT after only eighteen
maonths of testing. Similarly. Taxol, an impertant drug used 1o treat breast
cancer. receibed an expedited review by the FDA because of pressure
applied by women who had a family history of breast cancer.

THE USER FEE REVOLUTION

The most tmportant change to U.S. drug regulation came in 1992, with
the passage ofthe Prescription Drug User Fee Acts. These laws mandated
FDA performance goals in reviewing and acting on drug applications
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within set time periods, in return for charging fees on drug manufactur-
ers’ submissions. The FDA has used these fees to expand its drug review
staff and facilities, and the fees now comprise more than half of the
agency’s drug review budget.

The results have been stunning. Approval times for new drugs have
been cut to ten months and the drug lag has been reversed. In the 1980s,
less than 10 percent of new drugs were introduced first in the United
States before anywhere else in the world. Today, more than two-thirds
of new drugs are approved in the United States first. Indeed, for the last
decade, the FDA has approved drugs more quickly than any other regula-
tor in the world.

The acceleration in the drug review process has stimulated a major
increase in pharmaceutical research and development, along with a con-
sequent increase in pharmaceutical innovation. There has been an out-
pouring of new drugs, most notably for the treatment of cancer and the
prevention and treatment of heart disease. but also extending across the
board to many other diseases. Despite having to pay for EDA review,
pharmaceutical firms have earned higher profits. Most importantly, the
lives of many thousands of people have been saved or extended. In addi-
tion, because drug approval elsewhere is likely to come sooner once the
FDA has approved a drug, people in other nations have benefitted, too.

LESSONS FROM THE FDA STORY

What can we learn from the FDA reguolation of new drugs that will guide
us in thinking about other public issues of our time? There are several
key principles:

1. There is no free lmich. Every choice, and thus every policy, entails
a cost—something must be given up. In a world of scarcity, we
cannot have more of everything; so to get more of some things, we
must give up other things. Althongh the FDA review of drugs saves
lives by preventing the introduction of unsafe or ineffective drugs,
the vost is deluyed availability of safe and efficacious drugs, result-
ing in the deaths of other people.

fhe cost of anaction i the alternative that is sacrificed. Econo-
mint often express costs (and benetits) in dollars because this is
a simple means ol acvounting for and measuring them. But costs
need not e monetary, aid ceonomics is capabie of analyzing costs
and benefis that we goite human. The costs that led o the 1938 and
196 amendments were the very visible deaths caused by sulfanil-
ainide and the terrible birth defects due to thalidomide, Subsequent
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revisions lo the FDA process for reviewing drugs, as with the user
fee acts, have been in response to the deaths and other adverse health
effects caused by the regulation-induced drag lag.

The relevant costs and benefits are the marginal (incremental) ones.
The relevint guestion is not whether safety is good or bad. rather,
it is how much safety we want—which can only be answered by
looking atthe added (marginal) benefits of more safety compared Lo
the added (marginal) costs, a topic fully explored in Chapter 3. One
possible response (o the sulfanilamide poisonings or thalidomide
birth defects was to have outlawed new drugs altogether. Such a
response would have guaranteed that no harm would ever occur (o
anyone hecause of a new drug. But surely this “solution” would not
be sensible, becanse the marginal cost (more Type 11 errors) would
exceed the marginal benefit (fewer Type I errors).

. People reipond to incentives. This is true for consumers, suppliers,

and even government hureaucrats. Here, the incentive to amend the
law in 1938 and 1962 was the very visible death and disfigurement
of individuals. The passage of the 1992 user fee acts resulted from
intense lobbying by individuals and firms who believed (correctly,
as it turned out) that many thousands of people could benefit from a
speedier drug review process,

Things «ie not always as they seem. Many analyses of the effects
of government policies fail to account for the actions that people
would otherwise have taken. Pharmaceutical manufacturers, for
example, huve strong incentives to avoid introducing drugs that
are unsafe or ineffective hecause the companies are subject to loss
of reputaion and to lawsuits. For similar reasons, physicians have
strong incentives to avoid prescribing such drugs for their patients.
Even without FDA regulation, there would thus be extensive test-
ing of new drugs before their introduction. Hence. it is incorrect
to ascribe the generally safe and cffective nature of modern drugs
entirely to FDDA protection. The tlip side, however, is that the diug
development process is inherently long, complicated, and cosily.
Even without FDA oversight, some people would die waiting for
new drugs because self-interested manufacturers would insist on
some testng and cautious physicians would proceed stowly in pre-
scribing new drugs.

FDA employees are publicly castigated when they “allow™ a
Type 1 eror to occur—especially when it is a drug that kills people.
Thus, FDA bureancrats have a strong incentive to avoid such errors,
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But when testing delays cause a Type II error, as with Septra, it is
almost impossible fo point to specific people who died because the
drug was delayed. Hence, officials at the FDA are rarely attacked
directly for such delays, Because the costs of Type II errors are
much more difficult to discern than the costs of Type [ errors, there
is an inherent bias at the FDA in favor of being “safe rather than
sorry”—in other words, excessive testing,.

. Policies always have unintended consequences, so their net ben-

efits are almost always less than anticipated. In the case of gov-
ernment regulations, balancing incremental costs and benefits (see
Principle 3) fails to make good headlines. Instead, what gets politi-
cians reelected and regulators promoted are absofute notions such
as safety (und motherhood and apple pie). Thus, if a littie safety is
good, more must be better, so why not simply mandate that drug
testing “guaranlee” that everyone is free of risk from dangerous
drugs? Eventually, the reality of Principle 3 sinks in, but in this
instance, not before the drug lag has killed many people.

As is often true with important public issues, our story has one more

interesting twist. Thalidomide is back on the market. In 1998, the FDA
approved its use in treating Hansen’s disease (leprosy), and in 2006, the
FDA gave physicians the OK to use it in treating hone marrow cancer,
In each instance, there are strong protections o prevent pregnant woimen
from taking the drug. So ironically, perhaps the very drug that brou ght
us the deadly drug Tag will tirn out to be a Jifesaver for a new generation
of patients,

[

DISCUSSION QUESTIONS

- Why don’t individuals simply force the FDA to do what is best for

consumers of prescription drugs?

Why don't FDA employees accurately balance the marginal benefits
to drug consumers against the marginal costs to those consumers?

Does the structure of the drug industry have any hearing on the types
of errors that drug firms are likely to make? That is, would a drug
industry mude up of numerous highly competitive firms be more or
less likely to introduce unsafe drugs than an industry consisting of
a few large firms?

How could the incentives provided to the FDA he changed to reduce
the incidence of Type IF errors”? (Hini: Is it possible to compare

6.
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the FDA approval process with the drug-approval process in other
nations?)

What woukl be the advantages and disadvantages of a regulatory
system in which, rather than having the FDA permit ar prohibit
new drugs, the FDA merely published its opinions about the snfety
and efficacy of drugs and then allowed physicians to make thcgr
own decisipns about whether or not Lo prescribe the drugs for their
patients?

Suppose for simplicity that both Type Fand Type Il errors resulied in
deaths only. Keeping in mind that too little caution produces Type 1
errors andloo much cantion proxduces Type 11 ervors, what would be
the best mix of Type | and Type U errors?



22

2

Criarier THREE

DIscuUssION QUESTIONS

. Is it possible to be too safe? Explain what you mean by “too safe.”

Suppose it is possible to observe (or measure) four attributes of
airlines: (i} the size of their planes (measured in passenger-cartying
capacity), (ii) the experience levels of their pilots, (iii) the age of
their planes, and (iv) the length of the typical route they fly. Which
airlines would be likely to have the fewest fatal accidents? Which
would be expected to have the most?

Is safety likely to be a “normal” good (i.e., something people want
to consume more of as they get richer)? Use your answer to this
question to predict likely safety records of airlines based in North
America and Europe, compared to those based in South America
and Africa. Then go to www.airsafe.com to see if your prediction is
confirmed or refuted by the facts.

. Many automobile manufacturers routinely advertise the safety of

their cars, yet airlines generally do not mention safety in their adver-
tising. Can you suggest an explanation for this ditference?

Many economists would argue that private companies are likely
to be more efficient than the government at operating airlines. Yet
many economists would also argue that there is a valid reason for
the government to regulate the safety of those same airlines. Can you
explain why the government might be good at ensuring safety, even
though it might not be good at operating the airlines?

Professional football teams sometimes chatter airplanes to take them
to their away games. Would you feel safer on a United Airlines plane
that had been chartered by the Washington Redskins than on a regu-
larly scheduled United Airlines flight?

CHAPTER 4

The Mystery of Wealth

Why are the ditizens of some nations rich while the inhabitants of oth-
ers are poor? Your initial answer might be, “because of differences in
the natural reource endowmenis of the nations.” It is true that ample
endowments of energy, timber, and fertile Jand all help raise wealth.
But natural resources can be only a very small part of the answer, as
witnessed by many counterexamples. Switzerland and Luxembourg, for
example, are rearly devoid of key natural resources, yet the real incomes
of citizens of those countries are among the world’s highest. Similarly,
Hong Kong, vhich consists of a few square miles of rock and hillside,
i« one of the economic miracles of modern times, while in Russia, a
land amply endowed with vast quantities of virtually every important
resource, mosl people remain mired in economic misery.

A numberof studies have begun to unravel the mystery of economic
growth. Repetedly, they have found that it is the fundamental politi-
cal and legal institutions of society that are conducive to growth. Of
these, political stability, secure private property rights, and legal systems
hased on the rule of law are among the most important. Such institutions
cneourage peple to make Jong-term investments in improving land and
in alf forms of physieal capital and human capital, These investments
raise the capital stock, which in turn provides for more growth long into
the future. Also, the cumulative effects of this growth over time eventu-
ally yield much higher standards of living.

THE IMPORTANCE OF LEGAL SYSTEMS

('vnsider first the contrasting effects of different legal systems on eco-
nomic growth Many tegal systems around the world today are based on

23
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Table 4-1 Differing Legal Systems

Comman Law Nations Civil Law Nations
Australia Brazil

Canada Egypt

India France

Isracl Greece

New Zealand ltaly

United Kingdom Mexico

United States Swedoen

one of two models: the English common law system and the French civil
law system. Common law systems reflect a conscious decision in favor of
Zl‘]i]ni:[ﬁd role for government and emphasize the importance of the judi-
clary in constraining the power of the executive and legislative branches
of government. In contrast, civil law systems favor the creation of a strong
centralized government in which the legislatare and the executive branches
have the power to grant preferential treatment to special interests.
Table 4-1 shows a sumpling of common law and civil law countries.

. Research reveals that the security of property rights is much stronger
in comman law systems, such s those observed in Britain and its for-
mer colonies, including the United States. In nations such as France and
its former colonies, the civil law systems are much more likely to yield
unpredictuble changes in the rules of the game—the structure of property
and contract rights. This unpredictability makes people reluctant to make
long-ternt lixed investments, which ultimately slows the economic growth
of these nations and lowers the standard of living for their citizens.

The reasoning s simple. If you know that the police will not
help you protect your rights to a home or a car, you are less likely to
acquire those assets. Similarly, it you cannot easily enforce business or
cmiployment contracts that you make, you are less likely to make those
Contiicts and hence less likely to produce as many goods or services.
H youw cannot plan For the future becanse you don’t know what the rules
ol the game will be in ten years or perhaps even one year from now,
vou are less fikely to make the productive long-term investments that
take vears (o pay off. And if you cannot be assured of the rewards from
develaping successful new goods and services, innovation will be stifled
tsee Chupter 2). Common law systems seem Lo do a hetter job at enforc-
ing contracts and securing property rights and so would he expected to
[romote economic activity now and economic growth over time.
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TuE EcoNoMIC IMPACT OF INSTITUTIONS

Research into the economic performance of nations around the world
from 1960 to the 1990s found that economic growth was one-thied higher
in the common law nations, with their strong property rights, than in civil
taw nations. Over the more than three decades covered, the standard
of living—measured by real per capita income—increased more than
20 percent in common law nations compared to civil law nations. If such
a pattern persided over the span of a century, it would produce a stagger-
ing 80 percent real per capita income difference in favor of nations with
secure property rights.

Other research has taken a much broader view, both across time and
across institutions, in assessing economic growth. Institutions. such as
political stability, protection against violence or theft, secarity of con-
tracts, and freelom from regulatory burdens, all contribute to sustained
ceonomic growth. Indeed, it is key institutions such as these, rather than
natural resource endowments, that cxplain long-term differences in eco-
nomic growth ind thus present-day differences in levels of real income.
To illustrate the powerful effect of institutions. consider the contrast
hetween Mexico, with per capita real income of about $18,000 today,
and the UnitedStates, with per capita real income of about $56,000. Had
Mexico developed with the same political and tegal institotions that the
United States Jas enjoyed, per capita income in Mexico would today be
equal to that inthe United States,

THE ORIGINS OF INSTITUTIONS

Given the great importance of such institutions in determining long-
term growth, one might ask another important question: How have
countries acquired (he political and legal institutions they have today?
The answer his (o do with disease, of all things. An examination of
more than seventy former Furopean colonies reveals that a variety of
strategies were pursued. In Australia, New Zeaiand, und Noith Amer-
ica, the colonits found geography and ciimates that were conducive to
good health. Fermanent settlement was attractive, so colonists created
institutions toprotect private property and curb the power of the state.
When Europeins arrived in Africa and South America, however, they
encountered tropical diseases, such as malaria and yellow fever, that
produced high mortality rates. This discouraged permanent settlement
and encouraged o mentality focused on extracting metals, cash crops,
and other resources. As a resuit, there were few incentives to promote
democratic ipstitutions or stable long-term property rights systems.
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The differing initial institutions helped shape economic growth over
the years and, becanse of the broad persistence of those institutions,
continue to shape the political and legal character and the standard of
living in these nations today.

INSTITUTIONAL CHANGE TODAY

Recent events also illustrate that the effects of political and legal institu-
tions can be drastically accelerated-—in either direction. Consider China,
which in 1979 began to change its institutions in two key ways. First,
China began to experiment with private property rights for a few of its
citizens, under narrow circumstances. Second, the Chinese government
hegan to clear away obstacles to foreign investment. making China a
more secure place for Western companies to do business. Although the
institutional changes have been maodest, their combined effects have
been substantial. Over the years since, economic growth in China has
accelerated, averaging almost 7 percent per year. If that doesn’t sound
like much, keep in mind that it has been enough over that period to raise
real per capita income in China by a factor of 10.

For an example of the potential destructive impact of institutional
change, we need to look no further than Zimbabwe. When that coun-
try won its independence from Britain in 1980, it was one of the most
prosperous nations int Africa. Soon after taking power as Zimbabwe’s
first {and so far only) president, Robert Mugabe began disassem-
bling that nation’s rule of law, tearing apart the institutions that had
helped it grow rich. He reduced the security of property rights in
land and eventually confiscated those rights altogether. The Mugabe
government also gradually took control of the prices of most goods
and services in the nation, and contiscated large stocks of food and
much of anything of value that might be exported out of or imported
into Zimhahwe. In short, anything that is produced or saved became
subject to confiseation, so the incentives to do either are—to put it
mibdly - reduced,

A result, between 1980 and 1996, real per capita income in
Aunbubsve lell by ane-third, and since 1996, it has fallen by an additional
urd Eaphty percent of the workforee is unemployed, investment is non-

vaedentand the asnual infation rate reached an astonishing 231 million
poreent (e 008 Znubabwe gave up on having its own currency, and
Basean sine several Toreipn currencies as legal tender, including the
Soncrean dollar The Trudt of decades of fabor and capital investment

b b destioved hecinee the institutions that made that progress pos-
Sl hove Been elimnnated. TEis a Tesson we ignore at our peril.

FJ
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DiscussioNn QUESTIONS

. Goto a source, such as the CIA World Factbook or the World Bank,

and collect per capita income and population data for each of the
nations listed in Table 4-1. Compare the average per capita income
of the common law countries with the average per capita income
of the civil law countries. Based on the discussion in the chapter,
identify at least two other factors that you think are important to take
into accoutt when assessing whether the differences you observe are
likely to bethe result of the systems of the countries.

Most intemational attempts to aid people living in low-income
nations have come in oue of two forms: (i) gifts of consumer goods
(such as food) and (ii) assistance in constructing or obtaining capital
goods (such as tractors, dams, or roads). Based on what you have
learned in this chapter, how likely are such efforts to permanently
raise the stindard of living in such countries? Explain.

Both Loubiana and Quebec have systems of local law (state and
provincial, respectively) that are heavily influenced by their com-
mon French heritage, which includes civil law. What do you pre-
dict is true about per capita income in Louisiana compared to the
other 1J.8.states, and per capita income in Quebec compared to the
other Canadian provinces? Is this prediction confirmed by the facts
{(which canbe readily ascertained with a few quick Web searches)?
[dentify atleast two other factors that you think are important to take
into account when assessing whether the ditferences you observe are
likely due 1o the influence of civil law institutions.

Consider tvo countries, A and B, that have identical physical endow-
ments of akey natural resource. Inn country A, any profits made from
extracting that resource are subject to confiscation by the govern-
ment, whik in country B, there is no such risk. How does the risk of
expropriation affect the economic endowment of the two nations? In
which nation are people richer?

. In light of your answer to guestion 4, how do you explain that in

some couttries there is widespread political support for government
policies that expropriate resources from some groups for the purpose
of handing them out to other groups?

If the crucial factor determining a country’s low standard of living is
the adverse set of legal and cultoral institutions it possesses, can you
offer suggestions for how the other nations of the world might help
in permanently raising that country’s standard of living?
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