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So, what is the point of marketing? We all pretty much know that. It's 

to give people what they want, or rather to tell them what they want. 

Marketing is as simple as placing an item on a shelf at a grocery store 

(at the market, right?). It's there for you to see with a label telling you what it 

is. No big deal, right? Marketing is just communication to put you in a position 

to spend money on something that a seller wants you to spend money on. There 

are as many different ways to market as there are to communicate since all 

marketing is communication, usually very well thought out and 

planned communication.

So how do we start talking about marketing? Well, what do you see when you 

go to the store? You see items on a shelf. Did you ever think about why you saw 

this or that item on the shelf and not something else? Did you ever wonder why 

one item was on a higher shelf than another? It's all marketing. It's all money 

being spent to get something to be seen by you in a particular way. Pricing, too, 

can be about marketing. Sometimes you have sales where an item is cheaper in 

order to get you into the store. That way the store fi gures you'll buy other items 

that you happen to see. In fact, sometimes it's hard to think about what isn’t 

marketing. There're so many places it's used. 

These days of course the rise of the Internet and social networking has made 

a huge change in marketing. We are living in a time where communication is 

really being redefi ned and the basics of marketing are being challenged as never 

before. We'll talk about that in a little bit. 

Marketing and Psychology

Marketing and psychology have a very close relationship since psychology 

is a science of human behavior, desires, motives, etc. All of these are right in 
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marketing's wheelhouse. One of the best ways to think about marketing is to 

think how you prepare yourself for each day. You put on clothes to make a 

particular statement. Ways of dressing send messages. You may want to say 

you are happy, sad, moody, excited, stylish or anti-stylish. All of these looks 

send messages to people. You are in fact marketing yourself. You're not selling 

yourself per se, but you are transacting for something, even if it's just certain 

perceptions you want others to have about you. You are in effect competing for 

attention. It's not really thought of that way, but you can defi nitely see what you 

do as competing for attention and trying to defi ne the perceptions of yourself 

to the people around you. Their attention to you becomes a kind of currency, 

particularly in an environment like a school or a job. Feeling good about your 

place in your group is a kind of remuneration for successfully 

marketing yourself. 

You can see in the various social groupings people make with one another, 

cliques, gangs of friends, etc. a kind of targeted marketing. We begin to know 

what audience we want, and begin to tailor our look to that audience. Maybe 

we dress in goth style or wear letter jackets. Obviously we are still making 

statements to the rest of the social network, but our goal is to maintain that 

strong tie with our target audience. Most businesses want to build a relationship 

with their customers such that they, too, can get consistent attention, which, in 

their case means consistent business from a core group of buyers. 

Marketing Strategy 

Traditionally, strategic marketing planning was about understanding fi rst what 

it was you were selling and then targeting the best market or markets to which 

you would deliver your carefully crafted message. Look at commercials. 

They're usually meant for a certain type of audience, whether it's young men 
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for a beer commercial, or older women for dietary supplements. The point is 

psychologically the marketer is trying to nab you where you live, to get inside 

your head and say: "You need this." You may or may not need whatever they’re 

selling, but the point is they are trying to get you to think about it, to position 

their product or service in the part of your mind where you will think about it 

positively when you are at the point of making a buying decision to fulfi ll that 

particular need in your life. 

Marketing has a lot to do with a company's overall business strategy. After all 

if you make and sell passenger jets, there's not much point in marketing to the 

average suburbanite, right? They're not going to have the money or desire to buy 

a 747. If you make airplanes, as Boeing does, you might want to have special 

marketing tactics directed at the US Government and the major airlines. These 

sorts of marketing attempts you or I likely would never see since they wouldn't 

be shown on TV. You might see them in certain magazines like The Economist 

or a trade journal the air force bigwigs might read. But TV wouldn't be worth 

their time. 

Having reread that paragraph, I have to add something. You could see ads for 

companies like Boeing, but because they want you to consider buying their 

stock. Obviously it’s not just planes they sell but themselves. If you watch "Meet 

the Press" or one of those types of shows, you might see ads for Boeing or 

Archer Daniels Midland or some company that doesn’t sell consumers anything. 

Those ads are there to paint the company in a good light so you, the consumer, 

will consider buying their stock.

One more thing I have to add. There are cases where companies will advertise to 

consumers who cannot actually purchase their products but can infl uence others to 
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do so. Kids for example get sold cereal, candy and toys, but their parents have to buy 

them, so obviously these marketers are counting on the kids to do some of their work 

for them. Also, drug companies will advertise to people to whom they suggest "Ask 

your doctor" if such and such medication is right for you. I know several doctors who 

wish that never happened, as they are bombarded with requests from their patients for 

prescription medicines the patients really do not need. 

Let’s look at another example of marketing strategy: There's a company called 

Tassimo that makes coffee makers. These coffee makers are the single cup 

kind. You've probably seen them or maybe even have one. There are other 

companies that make them, too, Keurig for example. Tassimo's coffee maker is 

more expensive and it offers a quality product. It's a diffi cult sell though because 

people are used to coffee being easy and cheap to make at home. So what does 

Tassimo do? It advertises and markets itself not as an alternative to Maxwell 

House, but as an alternative to Starbucks. The president of Starbucks once said 

that they didn't sell coffee as much as they sold lifestyle. In other words, you go 

to Starbucks because you like how it makes you feel: smart, with it and hip. The 

coffee itself is fairly substandard as coffee goes. It's cheap. I know this because 

when I was in college I worked for a very good coffee importer and I learned 

what good coffee is. Starbucks jacks up the prices for all their drinks adding 

style that makes them fun, but the core ingredients are ordinary. They succeed 

via the accoutrements built around the coffee itself. 

Tassimo's marketing thrust is to say that if you're going to spend a large amount 

of money on coffee, why not spend at home on this coffee maker? It tastes better 

than Starbucks and it's ultimately priced about the same per experience. Heck if 

you're going to Starbucks once a day you could be spending nearly $5 for coffee. 

That makes the Tassimo at least in the same ball park. Still it's been diffi cult for 
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Tassimo since it takes time for a new way of enjoying a product to be embraced 

by the public. It's just the way it is. You have to have patience to do something 

like this. 

One thing I want to add here. When I say Starbucks wants to make you feel 

smart and hip, you might feel a part of you going: "Hey, I’m already smart and 

hip." And you may well be. One rather distressing thing about marketing is that 

it makes you view aspects of human behavior as if you were looking at mice. 

It dissects people and makes everything about them less human. But that’s 

basically the drill. Marketing, like psychology and social science, takes our 

humanness and turns it into science. 

You’ve all seen The Snuggie, right? Well, when that started, like many products 

that begin life as TV infomercials, there wasn’t an actual product in existence, 

or rather, there weren’t enough to actually sell them. Many times when new 

products are introduced, they are offered on TV for people to call in and buy. 

What happens next is people call in and order and the company fi gures out how 

well their product will do by how many calls they get. Then they call the people 

back and say the product is out of stock and they give them their money back. 

This is a sneaky form of focus group testing that is done often. Then suddenly 

the product starts appearing in stores with "As seen on TV" sign next to it. 

You’ve been educated and are now ready to consume. But you had to see it on 

TV fi rst, and if a bunch of people hadn’t called wanting to buy this product they 

could not actually buy, you would never see it again.

Marketing essentially takes three forms: You market either by the strength of the 

product or service, by its price or by the particular market you’re going after. So 

you can either say you have the best product, the cheapest or the one that appeals 
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more to a particular group of people. Expanding from that, marketing goes into 

great detail to break down the demographics of various types of audiences. Are 

you black, white, female? Are you like others in your geographic area? How old 

are you? Literally every single thing that can differentiate you from another person 

or make you like them is thought about when a marketing campaign is planned. 

And all these things are balanced with product, price and target of the marketer. 

There’s an old saying by a famous American journalist named H.L. Mencken: 

"No one ever went broke underestimating the intelligence of the American 

public." People are emotional, needy folks. We’re insecure, often scared, greedy, 

wanting things when we know we probably don’t need them. We’re fl awed 

people and much of marketing is about taking advantage of that. Now that 

sounds bad, but doesn’t psychology do the same thing? Seeing a therapist makes 

you feel better, right? Sure. But a new pair of shoes might, too, or a vacation to 

the Bahamas. See, there is always going to be push-pull in the world between 

what you want and what you need. Generally, to make your life better, what you 

need to do is focus yourself on what you want and be smart and deny yourself 

things that aren’t helping you achieve what you want. Most of the time what 

you need is within you and nowhere else. Marketing will never tell you that. 

Ever. Marketing will always tell you that there are a thousand things that can 

assist you to get what you want and need. It can help you diet, get a degree, have 

children, have more hair, have a better marriage, etc. It's all about quicker ways 

to get to where you want to go. And, you know what? It may help. But it is more 

likely that marketing distracts people from the hard work of making themselves 

and their lives better.

Buyer Behavior

Buyer behavior obviously has a lot to do with marketing psychology. But the 
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real trick in understanding buyer behavior is understanding that you really can’t 

understand it. You can do all the fi guring, test focus groups you want and still be 

wrong. The world moves and changes at such a pace and with so many things 

infl uencing the directions it takes, that it’s all but impossible to really make a 

good estimate of what will happen. It’s much like trying to predict the stock 

market. People try and succeed sometimes but more often they fail. 

Product Life Cycle

Another interesting part of marketing is how it looks at the process of its own 

existence. Every marketing campaign has a beginning, middle and end. Products 

actually go through a product life cycle (services, too). You see them generally go 

through these stages: Introduction, growth, maturity and then decline. You employ 

different marketing strategies for each stage. In the introductory stage you are at the 

highest risk since you’re pumping money into something to get it introduced into the 

world without really knowing if it’ll take. The growth stage is risky as well because 

you have to gauge your rate of growth properly. If you grow too slowly there’s 

obvious trouble, but if you grow too quickly, it can be even worse. That’s because 

growth involves so much potential change in how you make your product and get 

it to market. If you mess up when people want your product, they may not want it 

anymore. The maturity stage is when a product or service is referred to as a "cash 

cow", because, for minimal effort, it gives you a healthy return. Many products like 

Heinz ketchup existed in a maturity phase for a long time. When it was discovered 

that the product was beginning to decline, the company began to market new varieties 

of it. Nowadays we fi nd that a lot of old brands are trying to refresh themselves with 

new versions. 

Now some companies bring a product or a service to the maturity phase and then 

sell it off. They do this so they can put their money into a new product or service 
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that is just starting out and grow that instead. Some companies are actually 

better shepherds of mature businesses and will buy and house them under their 

umbrella (Johnson & Johnson is one such company as is Cisco). Venture capital 

fi rms generally buy start-up companies, looking to grow and then sell them to a 

Johnson & Johnson or GE.

One of the interesting things about the Internet is the interactive nature of 

marketing now. You may have heard the term Relationship Marketing. In 

Relationship Marketing, you establish a back and forth with your clients. They 

can visit your website and make suggestions to you about what sorts of products 

they want. Zazzle.com for example was a pioneering company letting people 

design their own clothes to sell to others. Zazzle built a community, while also 

gathering information on its clients. This is why you sign up for memberships 

in everything from Costco to Dick’s Sporting Goods. Getting an e-mail, a phone 

number and other demographic information from you is crucial for companies to 

fi gure out how to market to you.

Marketers are there to make a customer's life better, or easier by providing them 

with something that it’s easier for them to pay for than to do themselves (or of 

course get from someone else). If you’re selling shampoo, you’re fi rst competing 

against other shampoos in your price range, then in your market focus (your type 

of client—women, athletes, etc.) then shampoos in general and then other types 

of soap that could take the place of shampoo. You have to put in front of you the 

entirety of possibilities someone could use to serve the need of cleaning their 

hair (some people use ashes and rain water) and then winnow down to what you 

can provide and to whom. It’s a connecting process and the businesses that are 

successful are the ones that do it well.

BSIAB.indd   81BSIAB.indd   81 9/5/2011   9:33:48 AM9/5/2011   9:33:48 AM



Business School in a Box82

MARKETING

Once you’re at this point you have to concentrate on the consumer, and try 

to understand their buying decision. How does a consumer make a buying 

decision? Let's look at an example. Think about the process of buying a morning 

cup of coffee. A morning cup of coffee is often an impulse buy impacted by 

when the problem recognition occurs (when you decide you have a need for 

coffee). Let's suppose the problem recognition happens during a commute to 

work or school. Once you recognize the problem, the next step is informational, 

i.e., you determine if you are closer to one coffee shop or another. Then you 

evaluate alternatives, comparing each type of coffee available at each shop. Of 

the two types available, one is better tasting and you've been there more often so 

it's more comfortable to buy, but the other has far stronger coffee, which might 

be an aid if you’re tired that morning. A third alternative is waiting to have 

coffee at work or school. The coffee won’t be as good there but it'll be free. 

At the point of making the decision to go to one place or the other, a situational 

issue occurs: you consider whether there is parking at the store you choose 

(say it’s a Starbucks with limited parking space). Also what comes into play 

at this stage are the attitudes of others. Your friends might think Starbucks is 

a corporate monster or they might think you’re not cool if you don’t go there. 

Sounds silly but decisions are made for these kinds reasons all the time. 

Once you’ve made the purchase your post purchase behavior comes into play. 

Getting Starbucks might touch your aspirations of self worth, making you feel 

younger and hipper and more successful, while the other coffee might make you 

feel more calm, more controlled, more family connected. Ultimately buying 

decisions involve continually evaluating your place in the world, whatever that 

place is. 
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It was said earlier that fi nance was a continually changing landscape of value 

over time and geography. Marketing shares some qualities with that but differs 

in its focus on intimate levels of decision-making. Marketers really want to get 

into peoples’ heads to fi gure out why they buy and don’t buy. And if you begin 

to really do that to yourself, to analyze your own behavior and that of your 

friends, family and others, you’ll begin to see just how much marketing is a 

part of your life. It’s all a question of importance, like valuation in fi nance, only 

the valuation is happening for innumerable reasons having to do with personal 

foibles and changing loyalties and just your mood that day. Remember to market 

successfully means to fi rst understand why you like something and why you 

would like what you’re selling and what makes you the same or different from 

the people to whom you are marketing. Underneath it all, we are pretty much 

the same. The chore the marketer is to connect up ultimately with the customer 

and get them to feel that the marketer's service or product is properly and 

comfortably a part of their lives.
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As stated earlier, one of the most interesting things about economics is 

that it has a big interest in human behavior, but in a different fashion 

than marketing. Economics takes the large perspective of entire 

countries acting certain ways and the human race itself really. That’s one of the 

things that’s so interesting about it. It’s an assertion of a Godlike authority over 

the actions of everyone. You, as the economist, get to sit back and say: "Everyone 

will do this if we do that." Or "Everyone might do that if we don’t do this other 

thing." Also you get charts and graphs and formulas to predict human behavior. 

In typical math, formulas and graphs are less interesting because they don’t mean 

anything beyond the abstract. But in economics they have a real meaning. They 

can determine policy. They can say whether or not a government will put millions 

of dollars into this program or that. 

Now if you have studied economics you are probably aware of a couple of 

basic premises. The fi rst premise is the cost of something is what you give up 

for it. In other words, economics is about choices and cost ultimately means 

choosing the braces over the vacation. Do we see everything that way when we 

make our choices? Economists might say we do, even if we’re not aware of it. 

They might say that the fact that you don’t think of something else you could 

get when you bought a particular thing meant you really didn’t want that other 

thing that much. The second premise is that the cost of something that you make 

can vary from place to place. If I’m living in North America, I’m going to have 

an easier time smelting steel than if I lived in the Congo. Why? It’s really hot 

in the Congo! It’s too hot to consider doing certain kinds of major industrial 

development. However in the Congo harvesting certain kinds of spices might 

be cheaper since the weather is right, the land is good and the labor force is 

experienced at farming the spice. So harvesting a spice in the Congo means 

them giving up a small amount, whereas farming it in the United States might 
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mean we would have to give up a great deal. The United States doesn't have the 

endowment for it. Economists say that different countries have 

different endowments. 

For us, mining and smelting copper might be a thing we do that doesn’t cause 

us to give too much up. This is not just because we have the right climate, but 

because, once you do something for a while, you tend to get good at it. You 

begin to give up less to do it, i.e., it costs less. The same is true of the spice 

farmers in the Congo. These two situations taken together give us the best 

circumstances for trade. We can trade our steel for their spices and each of us 

is better off since their getting steel for the cost of spice is easy for them and us 

getting spice for the cost of steel is easier for us. Specialization makes everyone 

better off.

To restate: if a country is really good at certain things, they will continue to do 

them because the better they get, the less they give up. However in the process 

they tend to ignore things. That’s why certain industries in the United States 

(automobiles for example) have lost workers. Other countries specialized better 

than we did, Japan for example. Economics says if workers are lost from a less 

tradable industry, they will eventually be hired by the more tradable one(s). Of 

course they will make less money, which is too bad. 

Generally, economics teaches us there are reasons why some countries are rich 

and some poor. The basic answers for this involve geography and property 

rights. Countries that defi ne property rights liberally and construct effi cient 

institutions to protect and enforce them do better economically than countries 

that do not. Simply put, it costs money to hire protection so you don’t get robbed 

when you bring your goods to make a deal. Also, geographically, it’s harder to 
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build a factory on a mountainside or, as stated, in the Congo. Also it's hard to 

carry your goods through a jungle. 

Utility is another concept economists love. The utility you get using a thing 

the fi rst time is good. The second time you use it, it’s less, but added to the 

fi rst it’s still more than using it once (think of the second cookie). The third 

time is still good, but now you’re thinking that maybe you’re eating too many. 

The fourth cookie is still good, but now you know you’re eating too much and 

you’re wondering also about your teeth. After the fi fth cookie you stop. You’ve 

maximized your utility. 

Utility is crucial to economics because it presupposes a world where you, as 

the consumer and the seller who sells you what you consume live in a kind of 

perfect balance. Supply and demand exist in an equilibrium where ideally the 

most utility is being exerted. To economists, utility is lost when a price is too 

high or too low or a product or anything that can be consumed is artifi cially 

made cheaper or more expensive by something other than market forces. 

This is referred to as interference with the market. It usually takes the form of 

something like rent control or a subsidy of some kind.  

Rent control is something that keeps rents in an area from rising beyond a 

certain point. This has been done in cities like Boston to allow people who 

are not wealthy to remain in the city when rents rise due to an infl ux of more 

wealthy people. The rents rise because there are more people able to pay the 

higher prices. But the city government thinks that it's better for the city in 

general if the people who have lived in the city for a long time and who arguably 

give it its character can stay.
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The economist looks at that and cringes. "Wait," he says. "If you artifi cially 

push down the price of these very desirable apartments you are lessening the 

economic utility for everyone." A $4,000 a month apartment cannot go for 

$1,000 because it will not be available to the people who can afford it at $4,000. 

They will lose that utility as will the seller. Someone who can afford $1,000 and 

has the right information and luck to get there fi rst will snatch up the place and 

never let it go. Maybe it will go to an older couple who have lived in the city all 

their lives. Maybe that's good in one sense, but to the market you are denying 

the complete expression of the utility of everyone. Richer people deserve their 

slice of the pie, too, at least in economics.

There are other issues involved with this. If a property is forcibly devalued, 

as would be the case with rent control, the landlord will have less incentive to 

keep the property up, to keep it painted and its appliances new, etc. The overall 

quality of the place may suffer; it's value will not be properly expressed. It will 

not be, if you will, as beautiful as it could be or ought to be. 

Now, the other term we used was subsidy. A government will sometimes want 

to support different sectors of an economy for political reasons. For example, 

farmers. America has a tradition of farming. It's something important to people 

for more reasons than making a living. Accordingly, the government has, at 

various times,  gone about paying farmers (this is called a subsidy) not to grow 

certain crops. They do this so the supply of that crop in the economy stays at a 

certain level so the price stays at a certain level. If this happens all farmers can 

make out better in the long run (according to the theory). The big farmers who 

could fl ood the market with corn are paid to not do so in order to artifi cially keep 

the price up. According to economics that robs the lowest end corn buyers of 

their proper utility. That part of the economy is left out. 
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This Supply and Demand curve shows you that the supply of an item and the 

demand for it change over time via price. You'll note that supply begins at zero 

and demand ends at zero. The idea is that you start with nothing and build a 

supply of something as demand rises. Then over time the demand lessens. What 

you may not know is that there is an elasticity to supply and demand that varies 

from product to product. Elasticity is the ability that something has to change, 

how volatile it is. Interestingly, different goods (products or services) have 

different elasticities at different price points. That is the supply and/or demand 

of a good will vary more greatly at one place along the supply and demand 

curve than at another. What this tells us is there are limits in consumer to what 

a price is or ought to be for an item. A price can probably fl oat around a certain 

level, but when it goes too high, demand will go down sharply. Similarly if it 

goes very low, demand can jump sharply. Normally this has to do with its price 

in reference to competitor pricing. If my price goes too much higher than my 

competitors, you'll stop buying from me and buy from them. If I go a lot lower 

than them, I'm essentially trying to push them out of the market. I'm taking a 

chance because I probably can't survive if I keep my price so low for long. I'm 

doing it temporarily to gain a lot of market share. Then I will bring my price 
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back up since you all are now using my product, and it's really hard to get 

someone to change once they have a brand they like. 

As stated, elasticity means how changeable something is. This can apply to 

either demand, supply or price or any number of things the economist may want 

to measure. Elasticity of demand can be calculated using change in price and 

change in demand. Without going into the math of it, let’s say that since it's a 

ratio, we can call something elastic (demand) if the result of the ratio equation is 

greater than 1. This means that quantity changes more than 1 for a like change 

in price. It’s elastic because it changes by a greater amount than the price does. 

Contrarily, if it changes by less than 1, we say it is inelastic. If they remain 

equal, then we use the term "Unitary Elastic" to describe what is happening.

As a business person we care about elasticity of our products because the 

elasticity has a direct effect on how the price change effects total revenue. 

When demand is inelastic, a price increase raises revenue and a decrease lowers 

revenue. When it’s elastic, a price increase lowers revenue and a decrease raises 

it. How do you tell the elasticity of what you’re selling? Two simple rules: If 

there are not many substitutes for what you’re selling then odds are demand is 

inelastic. Gas for example. The price of gas does change, but the demand for it 

stays pretty consistent. Not too many electric cars yet. 

Note though that as time goes by the chance of a substitute existing increases so 

your product’s demand will grow more elastic. Also if the cost of the product is 

small relative to the customer’s income, demand is probably inelastic.

Understanding Demand Curves, Product Surpluses and Deadweight Loss

One of the fascinating aspects of economics is that it visually shows us human 

behavior on a large scale. Remember earlier when I mentioned that economics 
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shared a lot with marketing in that it was interested in understanding human 

behavior. Looking at demand curves is one of the simplest ways of seeing this 

and understanding how economists see the world. To help with that, and to 

understand more of elasticity and the effect of an outside force on an economy, I 

have an exercise here. You don't have to do it. Just read and follow along.

Exercise

In the mid 1990s, the United States increased the minimum wage from $4.75 per hour 

to $5.15 per hour. The question is what happened in the market? Were low skilled 

workers better off because of the hike in the minimum wage or worse off? Let's see 

how we fi gure that.

At this time, at $4.75 per hour worked (the price of labor), 1,975,000 people 

received the minimum wage. These people worked an average of 26 hours per 

week. Economists estimated the elasticity of demand for low-skilled workers at 

0.3, and the elasticity of supply at 0.1. 

Hints: 1) Firms demand labor, workers supply labor. 2) Because the wage is $ 

per hours worked, the horizontal axis of your supply and demand model should 

not be in units of the number of workers. It should be in labor hours worked, 

so start by taking the number of minimum wage workers and multiply it by the 

average hours that they work to get labor hours worked. The analysis should be 

in labor hours worked. 
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In order to solve this problem you have to fi rst use the information you have to 

calculate elasticities:

= $ 253,029 Deadweight Loss to Consumers (Firms)
= $ 613,595 Deadweight Loss to Producers (Labor) ,i.e., unemployment   

of those employed at $4.75/hr.
= $ 866,624 Total Deadweight Loss

Ed = 0.3 = % Qd     = % Qd =     % Qd = (2.526%) =  0.3 = Ed: % Qd = 2.526%

% P  5.15 - 4.75 (8.42%)          (8.42%)

4.75 

(Ed = Elasticity of Demand) (Es = Elasticity of Supply)

(Qd = Quantity of Demand) (Qs = Quantity of Supply)

Es = 0.1 = % Qs     = % Qs =     % Qs = (.842%)  =  0.1  =  Es: % Qs = .842%

% P   5.15 - 4.75 (8.42%)          (8.42%)

4.75 

Q2 = 51,350,000 Labor Hours: Qd  =  Q2 - Q1 =  51,350,000 - Q1  = 0.02526 : Qd1 = 50,084,856

Q1 Q1

Q1 = 51,350,000 Labor Hours: Qs  =  Q2 - Q1 =  Q2  -  51,350,000 =  0.00842 : Qs2 = 51,782,367

Q1 51,350,000

*Calculating deadweight loss to Producers (Labor):

Es = 0.1 = % Qs     = % Qs =     (.02526) = .1 =  (.02526) : P1 = 3.78

% P  4.75 - P1  4.75 - P1  4.75 - 3.78

P1 P1         3.78

$6.00

$5.00

$4.00

$3.00

$2.00

$1.00

$0
10,000,000 20,000,000 30,000,000 40,000,000 50,000,000 60,000,000

Supply (Elasticity = 0.1)

$20,033,942 Surplus Transferred to Producers (Labor) from Consumers (Firms)
Area = (0.40 x 50,084,856 Labor Hours/wk)

Demand 
(Elasticity = 0.3)

Labor Hours Per Week
(# Minimum wage workers x ave. 26 hours per week worked)

$ per Hour

= $0.40

Consumer Surplus (Firms)

Producer Surplus (Labor)

Producer Surplus transferred
from Consumers (firms)  to labor

Deadweight Loss

51,782,367 LH/wk divided by 26 hours/wk
=1,991,630 Workers

divided by 26 hours/wk
=1,975,000 Workers

divided by 26 hours/wk
=1,926,341 Workers

51,350,000 LH/wk

$5.15

$4.75

$3.78

= $0.97

65,289 = Unemployed (Surplus)
1,991,630 Supplied - 1,926,341 Demanded = 65,289

Area = (.5)0.4 x 1,265,144 LH/wk
= $ 253,029 Deadweight Loss
to Consumers (Firms)

Area = (.5)0.97 x 1,265,144 LH/wk
= $ 613,595 Deadweight Loss
to Producers (Labor) ,i.e., 
unemployment * (see prev. pg.)

Total Deadweight Loss:
$866,624

LH = Labor Hours/ wk

50,084,856 LH/wk
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Add 432,367 LH / 26 hrs/wk = 16,629 people who either left school or 

something else to enter the workforce and were left unemployed. Raising the 

minimum wage from $4.75 to $5.15 took $866,624/wk ($45,064,448/yr) from 

the economy in deadweight loss, which was measured in labor production 

loss, i.e., unemployment ($613,595/wk) ($31,906,940/yr) and loss of job 

opportunities by fi rms ($253,029/wk) ($13,157,508/yr). It also caused 16,630 

people to become unemployed by going into the workforce and being unable to 

fi nd work 1,975,000 workers were employed at $4.75/hr. When the minimum 

wage was raised to $5.15 that number dropped to 1,926,341 meaning 48,659 

people were put out of the workforce (approximately 2.5%). The remaining 

1,926,341 saw their income rise a total of $20,033,942/wk ($1,041,764,984/

yr—a little over $10/wk per worker). This amount was transferred from fi rms 

(consumers) and so had no effect on society as a whole. If we defi ne minimum 

wage workers inclusive of the additional 16,630 workers who entered the 

workforce when the wage was raised and were unable to fi nd work, then the total 

potential work force is 1,991,630 and the total of those unemployed is 65,289 

which is approximately 3.3% of the minimum wage workforce. If we multiply this 

number by 26 to get labor hours, we get 1,697,514 Labor Hours/wk (88,270,728 

LH/yr). If we multiply that by $5.15, we get $8,742,197/wk ($454,594,249/

yr) income unearned by unemployed minimum wage workers. Compare this to 

the additional $20,033,942/wk ($1,041,764,984/yr) that the employed workers 

received, and we see that minimum wage workers as a whole were better off by 

$11,284,518/wk ($586,794,936/yr) as a result of the rise in the minimum wage. 

Noting that the supply and demand elasticities for labor were small, we can 

conclude that the strong economy of the mid 1990s offered opportunities such that 

the demand of fi rms for labor would not change much with a raise in the minimum 

wage and labor’s desire to work for that wage would not rise that much either.
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But you see that we calculated by using the supply and demand curve and then 

fi nding the area under the curves. So we successfully applied concept and fact to 

a math process. Again, this is both a fun yet tricky thing about economics. 

Money and the Federal Reserve

Another thing I wanted to talk about here was money and the federal reserve. 

They are related inversely. The more money you have in a system, the less it’s 

worth. The Federal Reserve controls the amount of money in our economy. 

They do this by either controlling the amount of money in the system, the actual 

dollars that are printed and lent to the banks for a very low interest rate (nearly 

free), or by adjusting the borrowing rate, the prime as they call it. The prime 

rate is the starting point that banks and other institutions use to set interest rates 

for you or I to borrow money. If the Fed feels there’s too much money in the 

economy they don’t take it out, but raise the borrowing rate such that people 

stop getting as many loans to buy big things like houses and start businesses. 

When the interest rate is higher, money fl ows less and so it tends to increase in 

its value. It’s harder to get so it’s worth more. 

What the Fed will do if they want to infuse money into the economy is give 

banks cheap money and tempt them to loan it out. Each loan starts a kind of 

chain reaction of other loans. Ultimately, this leads to economic activity that 

creates more value for the initial investment the Fed makes. Basically it’s like 

planting a seed and watching it grow into a plant. The plant that grows has its 

own agenda and takes on an identity far more brilliant than the seed. And it 

draws activity to it. Ideally the Fed wants to ignite activity.

To a point that is. Too much activity can spin an economy out of control and 

create a bubble. We experienced one of those in the late 90s and early 2000s in 
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the tech. market. A lot of money fl owed into technology related stocks, so much 

that when the confi dence in those stocks fi nally was shaken, the stock market 

fell like a house of cards. We saw a similar bubble, a worse one really, with the 

great collapse of 2008. The difference there though was money was fraudulently 

packaged in such a way as to make it seem more attractive than it actually was. 

The Fed however didn't see it happening. Even the Federal Reserve cannot do 

a lot to stop the economy from going from boom to bust since the processes are 

hard to control.

Right now we are in a circumstance where the Fed is keeping its interest rates 

very low, i.e., near zero. What this means is banks can get money from the 

Fed very cheaply, almost for free, to lend out. The problem right now is that 

many businesses and people don't want to borrow the money to spend on major 

purchases like hiring more workers because they're afraid that things will go 

south. It's a vicious circle because with high unemployment businesses fear 

their products and services won't sell, yet they have to give people jobs in order 

for them to be able to buy their goods and services. It's a matter of who has the 

courage to take the fi rst step. 

I've really only scratched the surface of economics. It is truly a fascinating 

subject because it is probably the oldest of the subjects we're treating on. There 

are those who argue all of history is based on economics. Karl Marx believed 

the movement of society was based on the economic needs of the times. We 

were a feudal society because that made the most sense for an agrarian culture. 

He then thought, as we embraced industry, we moved into a bourgeoise/worker 

relationship, i.e., the owner of the factory and the workers in it. In either case, 

the social structure followed the most effi cient means to supply society's 

economic needs for a better life. 
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Economists are still doing that. Not all of them think the same. Many believe 

in free markets. Others not so much. Some believe in collective action while 

others believe in the selfi sh interest of the individual. There are a lot of opinions 

because opinions have been being given for an even a longer time than 

economics has been around.
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Truly, it's odd to have a bunch of people working together on anything. 

We are social animals of course, but trying to get us all to work 

together towards a common goal or set of goals is pretty weird. Also 

throw in the fact that the organization you might work for is paying you a very 

small percentage of what they are earning from your work. You are asked to 

put in a lot for very little (comparatively). There’s an inherent disconnect in any 

kind of situation like this, one that we could actually connect back to the great 

Sigmund Freud. In his work "Civilization and Its Discontents" he wrote about 

how we, as individuals, generally give over a part of ourselves to the world we 

live in, whether it be society, family or work, or just rationality in general. We do 

this not so much because we want to, but because we make a rational decision 

that doing so is in our best interests, even though we don't particularly like it. 

That being the case, our relationship with what we do is by its nature 

uncomfortable. And this sort of discomfort can lead to problems. This applies 

both to the least paid workers and the highest paid. Even the owners. Think 

about what happened at Adelphia, the cable company. The Rigas family, the 

majority owners and founders, stole $100 million for themselves from the 

company. They also hid over $2 billion in debt. There are numerous cases of 

company owners and offi cers cheating shareholders and the government. But of 

course the same is true of typical workers. Not the same type of behavior is seen 

there, but behavior that is unethical and often illegal nonetheless happens. Why 

does this happen is the question we want to ask?

The point of business ethics is two-fold: to prevent bad behavior on every level 

and to make those working for the company want to give their best to it. The 

ultimate goal of the well run, ethical company is to create an environment where 
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people really wish to work together and give the extra bit of effort that makes 

what you do together the best it can be. 

I was in theater when I was younger with a group that did plays at least once 

a month. It was run completely by kids of various ages from 5 to 22. This was 

my fi rst experience with an organization that worked the way a professional 

environment should. Myself and the other kids, though unpaid, strove to not 

only make our company successful but profi table because the money we made 

would facilitate doing the next show we wanted. We did some shows we knew 

would lose money, but we wanted to do anyway, and we did others that we knew 

were money makers, not only because they were popular but also because they 

had large casts of kids who would inevitably have hordes of relatives who would 

pay to see them. Guaranteed success!

But the point is we acted like professionals. We showed up for rehearsal and 

would not miss it without being really sick. It wasn’t just a dictate down from 

above. You felt guilty if you were not performing at your best level both on the 

stage and off. No one ever had to say a word. It was simply in the culture. That’s 

an example of a great business ethic.

How did that happen? And how can it be made to happen in a work environment 

you or I might be involved in now? That’s a good question and one that we can 

begin talking about. First off, let’s be straightforward here, the main reason for 

business ethics is so commerce can happen more easily. Ultimately the reason 

why we learn good behavior is that it just makes the things you have to do to 

survive that much easier. So business ethics are really about business, about 

allowing the trains to run on time more easily and not letting that human trait of 

feeling slighted, cheated, abused or wronged get in the way of doing a deal.   

BSIAB.indd   101BSIAB.indd   101 9/5/2011   9:33:51 AM9/5/2011   9:33:51 AM



Business School in a Box102

VALUES

Now let’s take this in another direction. Good behavior in business is also about 

elevating effi ciency and ability, i.e., making people better at what they do. This 

can be complicated depending on the situation, but in general smart businesses 

manage to put across a good work ethic along with a strong philosophical and 

strategic set of guidelines. See, you work pretty much on your own in a big 

company. You may report to someone, but they aren't there every step of the 

way. Accordingly you have to sometimes think for yourself. Maybe a lot of the 

time. How then do you think in such a way as to do the best for your company?

Now, no company can tell you how to think and a good company would most 

certainly want your strong and independent thought, but a good company would 

also recognize that occasionally you might need help in making decisions, 

particularly those that aren’t easy, where the options are close to one another. 

Here there is something called a strategic guideline that can help. Many of the 

best companies have them. 

Strategic guidelines are usually a set of short statements, like mission 

statements, but not about what the goals of the company are in any lofty way. A 

strategic guideline is there to help you make a diffi cult decision, to help guide 

you to an answer which, while not immediately obvious as being the best for the 

company, yet maintains an overall philosophy the company wishes to follow.  

For example, consider what Federal Express does. In their strategic guidelines 

is a dictate that they should always tend towards new technology. What that can 

mean is that when you are a manager of a FEDEX offi ce and you have to make a 

purchase of new software, you may be faced with a choice of buying the newest 

product out there or another that is serviceable but cheaper. FEDEX’s guidelines 

would push you towards the newer technology.
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That may seem like a rather small thing, but consider how such a guideline 

can snowball. You get the newest software, you have to get the newest other 

software to go with it, or newer hardware eventually. You discover innovative 

new things the software does. That gives you idea. See, FEDEX is about 

innovation. That’s what got them started. So they feel it is in their culture to 

continually innovate and what better way to do that then to be exposed to 

everyone else’s innovation?

Here’s another example: UPS. A very similar company to FEDEX, UPS though 

focuses itself on operations. Operations are the business of making all the parts 

of a company work their best. One of UPS’ guidelines is asking its drivers to 

always look for the shortest route to any destination. Now think about that. 

That’s not easy. It’s not just a matter of GPSing what the shortest mileage is 

between places, it’s also about understanding road conditions, what the route is 

like in bad weather, what traffi c is at what hour of the day, and how often there 

are accidents or other things that slow down traffi c. Drivers are given a vast 

amount of leeway and independence to choose the paths they take. How does 

this match up with the culture of UPS?  UPS is a longstanding company. It’s 

made its reputation not by innovating but by service and price. FEDEX is rather 

expensive; UPS is usually much less so because they don’t guarantee overnight. 

But they do guarantee something pretty close and also a variety of delivery 

times at less expensive prices. Therefore UPS knows that price point is going to 

be important to its clients. Still they want to impress you with their consistency. 

Notice how all the trucks are brown as are the company uniforms? Bland, 

unimportant, unnoticed. Exactly. They just get it there. It’s always the same, 

always trustworthy and so unnoticeable you don’t even think about why you use 

UPS. You just use it. 
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Ultimately of course no ethical or strategic guideline will stop people from 

behaving unethically. It’s really hard to be ethical all the time. Think of your 

own life. You tell white lies. You maybe don’t pay someone back as soon as 

you ought and you certainly don’t take all the time for homework you planned 

to every day. It just is in the nature of things to have diffi cult relationships 

with ethics or what you feel is right. The businesses that do it best are those 

that manage to tie the self-interest of their employees to good behavior. And 

that doesn’t mean just giving them incentives. It means making work exciting 

enough for them to feel that they are part of something that is really special. 

You want them to be ethical not just because they’d get in trouble for not being 

so, or even because to be so would be also in the best interest of their personal 

success. You want their job to feel like an extension of their own identity and the 

company to be that as well. You want their job to be something that completes 

them as human beings. This is self-interest on a higher plane.

This is not easy though. Business is not easy. Business is competitive and nerve-

wracking. You can lose your shirt. You can also be very successful and have a 

lot of fun. Not to sound hackneyed, but it really is just like life. It is life really. 

Business sees things with an eye that's neither cynical nor hopeful. It's not even 

a realistic eye. It's rather a curious one. Beyond everything else, business aligns 

with that most human trait of curiosity. Business can and does touch literally 

everything, and so you get to see and deal with a whole host of things you may 

never have considered otherwise. There's something great about that. 

We always say to ourselves we want to meet new people, do new things and 

understand how the other half lives. Business is the way that is done. You really 

see people for who they are. Yourself, too. You may or may not like what you 

see, but you'll learn from what you do, and learn not to judge yourself or others 
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too harshly because everyone out there is making the same mistakes you are. 

Even really successful people mess up. Sometimes they steal and lie and commit 

really horrible acts. Sometimes they do great and noble things. 

It's just business. Business doesn't care about you. It doesn't not care about you 

either. It's just a tool or set of tools that help you do things in life. You can give 

it values and you should, but you choose to do that. Yes, there are laws which 

govern how you can behave, but many smart people can and do skirt laws every 

day, sometimes by following the law. 

Remember what we said at the beginning. Business should be about learning 

to be a compassionate actor in the world. That's true not because that's better 

for you, your life, your soul or even your happiness, but because it's best for 

the world at large. Business can make everyone's lives better. Ultimately, 

compassion is effi cient. We all suffer. We all struggle. We all need help. To be 

compassionate is to grow compassion in the world and give business and life a 

better chance to fl ourish.
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