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1
There Is 
No Such Thing 
as a Free Lunch
(The Economic Way 
of Thinking)

Introduction

You’ve probably seen offers like the ones above in a store or
in the mail. If companies are really willing to give products
away for free, why do economists say “there is no such

thing as a free lunch?” To answer this question, you have to
understand that every choice involves a cost. 

Because time, space, and money are limited, and human wants are
unlimited, people cannot have everything they want. When people
cannot have everything they want, they have to make choices, and
when they make a choice, they must give something up. The next
best alternative that is given up when a choice is made is the oppor-
tunity cost. 
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That’s why there’s no free lunch—or free CDs. 
There is always an opportunity cost. 

When you make decisions, you need to consider, in a logical way, the oppor-
tunity cost of your choices. By using the economic way of thinking and by
developing a good decision-making plan, you’ll be able to evaluate your
options and make better choices.

T H E M E  1  –  T H E  E C O N O M I C  W A Y  O F  T H I N K I N G

EVERY CHOICE HAS AN
OPPORTUNITY COST

2
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L E S S O N  1

LESSON 1
The Economic 
Way of Thinking

Often, when you talk to a friend or relative, you learn about situations that
make you scratch your head and ask, “Why would a person do this?” Here are
some examples:

▲ A college student runs up $30,000 in credit card debt.

▲ A store marks down summer jackets from $300 to only $39.95 in
October.

▲ Voters defeat a plan to finance a football stadium with property tax
revenues.

Unlocking the secrets of these situations might be easier if you applied the eco-
nomic way of thinking to determine WHY people act the way they do.

In this lesson, you will learn how to use the economic way of thinking, a process
that can help you understand why people save, borrow, and spend the way they
do. It will also help you make wise money decisions by examining the way you
yourself think and act.

Opportunity Cost – The next-best alternative
that is given up when a choice is made.

Incentive – A reason or reward that
motivates people to behave in pre-
dictable ways.

Consequence – The result or
effect of a person’s behavior.

Warm-Up

FITNESS VOCABULARY
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MUSCLE
DEVELOPERS

If you know the answers to these questions, 
you are developing some financial muscle.
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T H E M E  1  –  T H E  E C O N O M I C  W A Y  O F  T H I N K I N G

✔ The economic way of thinking provides a method 

for analyzing people’s behavior.

✔ Because time, space, and money are limited, and wants 

are unlimited, people can’t have everything they want.

✔ People must make choices.

✔ Every choice involves a cost.

✔ People respond to incentives.

✔ Choices have consequences.

Learn these ideas, practice
them, and develop your
financial fitness muscles.

1 Why should people use the economic way of thinking? (By
examining the costs and benefits of decisions, people will be
more likely to make good decisions.)

2 Why do people have to make choices? (Resources are limited, and wants are unlim-
ited; people cannot have everything they want. That’s why they have to choose.)

3 Why do economists say “there’s no such thing as a free lunch”? (Nothing is free,
because every choice involves an opportunity cost.)

4 How do incentives work? (Incentives are rewards [both monetary and non-mone-
tary] that motivate behavior. Because people tend to respond to incentives in pre-
dictable ways, sometimes people’s behavior can be changed by offering incentives. For
example, if Mom says “I’ll pay you $5.00 if you’ll baby-sit for your brother,” the $5.00 is
a monetary incentive. If Mom says “You can stay out an hour later tomorrow if you’ll
baby-sit for your brother today,” the extra hour is a non-monetary incentive.)

5 What is a disincentive? (Just the opposite of an incentive; it is not a reward but a
penalty. Many drivers slow down when they see a police car because getting a $100
fine is a pretty powerful disincentive.)

6 What are consequences? (The results of behaviors are consequences. Studying for a
test usually results in a good grade; the good grade is a consequence.) 

Showing Your Strength



L E S S O N  1

E X E R C I S E

1.1

Because of limited
resources and unlimited
wants, people have to

make choices. Every choice has
an opportunity cost.

In each situation below, a per-
son must make choices because
of limited time, space, and/or
money. Below each description,
list the person’s alternatives, the
choice, and the opportunity cost.

Shaundra’s mother’s birthday
is coming up. Shaundra would
like to buy her mom a neck-
lace, but the one she likes
costs more than she has saved.
What are Shaundra’s alternatives? 
What will she do? What’s her opportunity cost?

Alternatives: ______________________________________________________________________

____________________________________________________________________________________

Choice: ____________________________________________________________________________

Opportunity Cost: _________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________
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Every Choice Has 
An Opportunity Cost
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Angelo wants to put a 50-gallon aquarium in his room. When he measured the
room, Angelo discovered that he wouldn’t have enough space for his stereo

and the aquarium. What are Angelo’s alternatives? What will he do? What’s
his opportunity cost? 

Alternatives: _____________________________________________________

___________________________________________________________________

Choice: ___________________________________________________________

Opportunity Cost: ________________________________________________

___________________________________________________________________

_________________________________________________________________________________

Raul has raised $200 for a local charity. If he raises $15 more, he will be 
eligible for a raffle for a new computer. The raffle is tomorrow. What are
Raul’s alternatives? What will he do? What’s his opportunity cost?

Alternatives: ___________________________________________________________________

_________________________________________________________________________________

Choice: _________________________________________________________________________

Opportunity Cost: ______________________________________________________________

_________________________________________________________________________________

_________________________________________________________________________________

_________________________________________________________________________________

_________________________________________________________________________________
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T H E M E  1  –  T H E  E C O N O M I C  W A Y  O F  T H I N K I N G

Grand
Prize!
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This activity focuses on price, a powerful monetary (or economic) 
incentive. Working with a partner, evaluate the pairs of coupons/
incentives for the 10 purchases below and, for each one, choose the 

one that provides greater benefit. Then, on the reply sheet, explain how 
you arrived at your decision. 

Choosing the 
Better Incentive

L E S S O N  1

E X E R C I S E

1.2

1. Bookbag: $11.99 (buy one)

The better incentive is coupon #

The reason is:

#1

20% off
C

OU PON

#1

Buy 2 Get 1

FREE!
COU PON

#2

Save $1.00
per box

C
OU PON

#2

Save $2.00
COUPON

2. Snappy-Krunch Cereal:
$2.59 per box (buy three boxes)

The better incentive is coupon #

The reason is:



4. Soccer shoes: $69.95 a pair 

(buy two pairs)

The better incentive is coupon #

The reason is:

5. Amusement park: All day admis-

sion ticket, $45.00 (buy 6 tickets)

The better incentive is coupon #

The reason is:

3. Super-Nutty Peanut Butter:
32 oz. jar for $2.56 or 48 oz. jar 

for $2.99 (buy two jars, either size)

The better incentive is coupon #

The reason is:

#2

Buy 5 tickets at regularprice, get the 6th one
FREE

COU PON

T H E M E  1  –  T H E  E C O N O M I C  W A Y  O F  T H I N K I N G

#1

Buy a 32-oz. jar 
at regular price,

get another free!

C
OU PON

#2

Save $0.50 on
each 48-oz. jar

COU PON

#2

2 pairs
for $100.00

C
OU PON

#1

$5 off each ticket (limit 6)

when you buy a case of

root beer at $7.99 a case

C
OU PON
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#1

Buy one pair –
Get another at

HALF PRICE!

COU PON
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8. Pizza: $18.99 (buy 2 pizzas)

The better incentive is coupon #

The reason is:

6. Internet coffee shop:
$6 per hour (pay for 3 hours)

The better incentive is coupon #

The reason is:

L E S S O N  1

#1

Save 10%

on 3 hours

C
OU PON

#2

Save $0.50 each hour up
to 2 hours; Save $0.25
each hour after that

COU PON

7. Scary movie festival: 
$8.00 each night for 6 nights 

(attend all 6 nights)

The better incentive is coupon #

The reason is:

#1

4 nights at regular price;half price the next two nights

COU PON

#1

Save $2.00 on

each pizza
Limit 2

#2

Today only:
2 pizzas $35

C
OU PON

COU PON

#2

5 nights at regular price

– 6th night FREE

C
OU PON



9. Video game: $49.99 (buy 3 games)

The better incentive is coupon #

The reason is:

T H E M E  1  –  T H E  E C O N O M I C  W A Y  O F  T H I N K I N G

#1

REBATE
$14.00 each

Limit 2

C
OUPON

#2

Save 20%

NO LIMIT

COUPON
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10. Candy bars: 2 oz. for $0.89; 

4 oz. for $1.69 (buy 12 oz of candy)

The better incentive is coupon #

The reason is:

#2

Save $0.20 
on every 
2-oz. bar

C
OUPON

#1

Buy 2 4-oz. Bars at regular price Get a 2-oz. bar FREE

COUPON



Using the Economic Way 
of Thinking

L E S S O N  1

Read the following situation. Then use the economic way of thinking to 
analyze the people’s behaviors.

Susan B. Anthony Middle School’s Honor Society was planning a dance. A music
committee was formed to decide whether to use a local DJ or a video/sound
show. The committee decided on the video-sound show, even though the price
was $300 higher than the local DJ. By paying for the video/sound show, the
students believed they could attract more students to the dance.

Finally, when the big night arrived, 250 students from a class of 300 attended
the dance, which was the greatest number any dance had ever attracted. The
Honor Society was pleased with the results of its fundraiser.

E X E R C I S E

1.3

1 The committee could not choose both the DJ and the video show? Why not? 
What was limited? ____________________________________________________________

2 What did the committee choose?
_____________________________________________________________________________

3 What was the incentive for its choice?
_____________________________________________________________________________

4 What was the opportunity cost? 
_____________________________________________________________________________

5 What were the costs and benefits of the choice? 
_____________________________________________________________________________

6 List one or two consequences of the choice.
____________________________________________________________________________

7 Do the consequences always turn out as planned if you use the economic way of
thinking?
_____________________________________________________________________________

On the next page, write another decision-making story, along with questions like 

the ones above. Challenge your classmates to analyze your story, using the 

economic way of thinking.
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________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________

________________________________________________________________________________
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ASSESSMENT The Economic
Way of Thinking

1 Instead of putting an extra $3,000 in their retirement fund, Florence and
Joe decided to fly from Chicago to Florida for a week of golf and relaxation.
▲ Choice:____________________________________________________________________________________

▲ Opportunity cost: __________________________________________________________________________

▲ Incentive: _________________________________________________________________________________

▲ Suggest a consequence of their choice: ______________________________________________________

______________________________________________________________________________________________

▲ How did Florence and Joe benefit from their choice?_________________________________________

______________________________________________________________________________________________

2 Brian and Sheryl paid their credit card debt instead of putting a down
payment on a new convertible. 
▲ Choice:____________________________________________________________________________________

▲ Opportunity cost: __________________________________________________________________________

▲ Incentive: _________________________________________________________________________________

▲ Suggest a consequence of their choice: ______________________________________________________

______________________________________________________________________________________________

▲ How did Brian and Sheryl benefit from their choice?_________________________________________

______________________________________________________________________________________________

3 Su-Zee, Lorena, and their friends went to the beach instead of working at
the school book sale last weekend.
▲ Choice:____________________________________________________________________________________

▲ Opportunity cost: __________________________________________________________________________

▲ Incentive: _________________________________________________________________________________

▲ Suggest a consequence of their choice: ______________________________________________________

______________________________________________________________________________________________

▲ How did Su-Zee, Lorena, and their friends benefit from their choice?__________________________

______________________________________________________________________________________________

A. Examine the decisions made by the people in the
following situations by using the economic way of

thinking.

13

1.1



Financial Fitness for Life: Shaping Up Your Financial Future Student Workouts, ©National Council on Economic Education

14

T H E M E  1  –  T H E  E C O N O M I C  W A Y  O F  T H I N K I N G

B. Use the economic way of thinking to identify “Why math
teachers give homework every day.” Consider that the
teacher will have to correct the homework, and will have less
time for other activities. Think of incentives and conse-
quences for both teacher and students that result from the
teacher giving homework every day.

▲ Teacher’s Choice: _______________________________________________________________________________

▲ Opportunity cost: ______________________________________________________________________________

▲ Incentive for making the choice: ________________________________________________________________

__________________________________________________________________________________________________

▲ Suggest a consequence of the choice: ____________________________________________________________

__________________________________________________________________________________________________

▲ How/who benefits?_____________________________________________________________________________

__________________________________________________________________________________________________
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L E S S O N  2

LESSON 2
Consumer Decision Making

Back in your grandparents’ days, corner grocery
stores carried one or two brands of breakfast cereal,
laundry detergent, and soft drinks.  It was pretty
easy then to decide what to buy with your hard-
earned money.

Today’s supermarkets and mega-malls are different; they
offer thousands of choices. That’s good because it pro-
vides variety in your life, but it also makes choosing
more difficult.

When you go shopping, how do you decide what to buy?
Do you pick the first box of cookies you see on a shelf? Do
you simply choose the brand you’ve always bought, without

checking out any new products? 
Or are you a careful shopper who
compares ingredients and prices? 

This lesson introduces you to a
plan that will help you make deci-
sions. The PACED decision-making
process is a step-by-step strategy
that you can use for making all
kinds of choices—the right pair of
jeans or basketball shoes, or the
best way to spend your time on a
Saturday night. Being able to make
well-thought-out decisions will
start you on the right path toward
a lifetime of good choices.

Opportunity Cost – The next-best alternative
that is given up when a choice is made.

Trade-Off – Giving up a little of one thing in order
to get a little more of something else.

Alternatives – Options to be considered when
making a decision.

Criteria – Measures  or requirements by
which alternatives are judged.

Cost/benefit analysis – comparing advan-
tages and disadvantages in order to
make a decision. 

Warm-Up

FITNESS VOCABULARY
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T H E M E  1  –  T H E  E C O N O M I C  W A Y  O F  T H I N K I N G

The PACED Decision-Making Process includes the following steps:

▲ State the Problem.

▲ List Alternatives.

▲ Identify Criteria.

▲ Evaluate Alternatives.

▲ Make a Decision.

Analyzing costs and benefits, as part of the PACED decision-making process,
enables a person to make rational decisions. A rational decision is thought out
and based on facts; the opposite would be an impulsive, spur-of-the-moment,
emotional decision.

MUSCLE
DEVELOPERS

Learn these ideas, practice
them, and develop your
financial fitness muscles.

✔ Every choice involves an opportunity cost.

✔ Decisions often involve trade-offs: giving up a little of something in order to get more of

something else. (For example, you might have two hours free on a Saturday afternoon.

You could spend two hours playing basketball and give up studying for a big test, or

you might choose to give up an hour of basketball in order to spend an hour studying.)
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L E S S O N  2

If you know the answers to these questions, 
you are developing some financial muscle.

Showing Your Strength

1 Why do people have to make choices? (Because resources
are limited, you can’t have everything you want. So you have
to choose.)

2 How can you be sure your choice is a good one? (Making rational choices is easy if you
have a plan. The PACED decision-making process can help you make wise choices.)

3 Why is it important to use a decision-making process such as PACED? (When you use
a plan to make decisions, you begin to think rationally about WHY you are doing what
you are doing. As you use the plan for small decisions, you’ll become better and better
at it. Then, when a big, important choice comes up, you’ll be prepared, and make a
good decision.)

4 After you make a decision, is that the end? (Not really. Sometimes you will want to
examine the outcome of your decision and re-evaluate your choice.)

5 What is cost/benefit analysis? (It means looking at the advantages and disadvantages
of your alternatives. For example, if your alternatives for Monday night are baby-sitting
for $20 or going to the mall with your friends, there are costs and benefits associated
with each. If you go to the mall, what’s the cost? [You miss out on the $20 baby-sitting
money]. What’s the benefit? (You get to enjoy being with your friends.] If you baby-sit,
what’s the cost? [Not being with friends.] What’s the benefit? [Having spending
money.] When the benefit outweighs the cost, it’s a good decision.)

17
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T H E M E  1  –  T H E  E C O N O M I C  W A Y  O F  T H I N K I N G

▲ Use A, B, and C in the first column to identify your alternatives 
(different crackers).

▲ List the characteristics by which you will judge the item across 
the top row (criteria).

▲ Evaluate the alternatives using your criteria. 
Use the following scoring:

1 = lowest (or worst)
2 = middle
3 = highest (or best)

Which Graham Cracker 
Is Best?

Criteria

Alternatives

A
B
C

E X E R C I S E

2.1

�

�
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L E S S O N  2

Use the PACED decision-making process to make a decision for Marcus and
Jeff in the story below:

Marcus and Jeff had $80 each and wanted to buy new baseball mitts. They saw two
ads in the newspaper for stores in a nearby shopping mall:

Using the PACED 
Decision-Making Process

Pro-Athlete Sporting Goods Store

SALE
All Baseball Mitts$75.99

Satisfaction Guaranteed or your moneyback (Must have receipt for refunds.)

Super-Star Sporting Goods Store

SALE
Selected Baseball Mitts

$65.99
All Sales Final.

No Refunds or Exchanges

Sale ends Saturday

P What is the problem? (List in space above grid.)

A What are the alternatives? (List them in the first column.)

C Name six criteria that Marcus and Jeff might consider when making their decision.
(Put one in each cell in the row marked criteria.)

E Evaluate the alternatives, using the criteria you named, using “yes” or “no” 
in each cell.

D Make a decision. What should they do? (List in space below grid.)

Complete the questions and the grid as you work through the PACED process.

E X E R C I S E

2.2



T H E M E  1  –  T H E  E C O N O M I C  W A Y  O F  T H I N K I N G

Problem: ______________________________________________________________

_________________________________________________________________________

_________________________________________________________________________

What is their decision? _______________________________________________

_________________________________________________________________________

_________________________________________________________________________

_________________________________________________________________________

What is the opportunity cost? _______________________________________

_______________________________________________

___________________________________________

___________________________________________

_________________________________________

_________________________________________

Criteria �

Alternatives �
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L E S S O N  2

The Noga Family decided it was time to get rid of their old computer and
buy a new one. They made a list of criteria that were important in their
decision-making plan. After the list was compiled, they agreed that

some characteristics of the computer were more important than others, so
they gave more value to some criteria than to others. For example, a 17-inch
monitor was more important to them than a color printer, and a 56K modem
was more important than a stereo sound system. Here’s how the values looked
in their PACED grid:

Read the ads on the next page. Then, using the PACED grid, help the Noga family
decide which computer will be the best choice for them, based upon the values of
their criteria. 

Some Criteria Are More 
Valuable Than Others

E X E R C I S E

2.3

CRITERIA VALUE

Less than $2000 . . . . . . . . . . . . . . . . . 5 points
17-inch monitor or larger  . . . . . . . . . . 5 points
Color Printer  . . . . . . . . . . . . . . . . . . . . . 4 points
Stereo Sound System  . . . . . . . . . . . . . . 1 point
56K Modem or faster . . . . . . . . . . . . . 4 points
128 MB RAM or more  . . . . . . . . . . . . . 3 points
10 GB Hard Drive or more . . . . . . . . . . 2 points

Financial Fitness for Life: Shaping Up Your Financial Future Student Workouts, ©National Council on Economic Education
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T H E M E  1  –  T H E  E C O N O M I C  W A Y  O F  T H I N K I N G

Tired of waiting whileyour old computer bootsup? Time to move up to a new model!
56 K modem • Color Printer128 MB RAM • 15" Monitor8 GB Hard Drive

Only $1999

Here’s the Computer for
YOU

✓ $1899.00
✓ 8 GB Hard Drive
✓ 64 MB RAM
✓ Color Printer

✓ 17" Monitor
✓ Stereo Sound
✓ 28 K Modem

YOU'LL WONDER HOW YOUEVER LIVED WITHOUT THISNEW COMPUTER SYSTEM!
❖ Color Printer ❖ 128 MB RAM❖ Stereo Sound ❖ $1399.00❖ 10 GB Hard Drive ❖ 56k Modem

*17" monitor sold separately

So Easy to Install –

You’ll be Surfing the Net 

in 10 minutes

Color Printer
17" Monitor

64 MB RAM
10 GB Hard Drive

56K Modem
$1799.00

It’s the Computer 

of Your Dreams!

128 MB RAM

Color Printer

17" Monitor

10 GB Hard Drive

Stereo Sound

28 K Modem

$2100

A New Computer!No Money Down!No Interest!12 months to pay!
10 GB Hard Drive128 MB RAM

17" Monitor
Color Printer
Stereo Sound
56 K Modem

Only $175/month

Look no further!
We’re your
Number One
Computer Store

❏ 10 GB Hard Drive
❏ 64 MB RAM
❏ $1699.00
❏ 17" Monitor
❏ Stereo Sound
❏ Color Printer
❏ 56K Modem

A

B

C

D

Looking for a Computer? 

Here it is!!

B & W Laser Printer / 15" Monitor

12 GB Hard Drive / 128 MB RAM

Stereo Sound / 28 K Modem

$1899.00

E

F
G

H
22

E X E R C I S E

2.3
CO N T I N U E D
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1. Which computer should the Noga family buy, based on your grid? 

____________________________________________________________________________

2. Write a sentence or two explaining why the Noga family should buy the 
computer you suggested.

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

Using Different Values in the
PACED Decision-Making Grid

Criteria Less 17" Stereo 56K 128 MB 10 GB
than monitor sound modem RAM hard drive Color Total

$2000 or larger system or faster or more or more printer Value

Alternatives
Value 5 5 1 4 3 2 4

A

B

C

D

E

F

G

H

23
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T H E  E C O N O M I C  W A Y  O F  T H I N K I N G
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ASSESSMENT Panel Discussion

2.1 Have you ever wondered how several groups, with 
similar information, can make different decisions about
the same issue? It’s probably because each group’s 
criteria are different.

In this exercise, your group will evaluate an issue based upon criteria
that are important to you. Then you will plan a panel discussion of
the issue, based upon your group’s concerns. (You can enhance your
group’s point of view by doing research, too.) In a political debate,
such as this one, the side that gets the most votes wins; however, in
this exercise it is not as important to win as it is to state clear and
powerful arguments for your choice.

Your teacher will assign you to Group A, Group B, or Group C.
Imagine that you are a person in that age group with the concerns
listed on the group card. As a group, review your concerns and
decide which position your group will support [i.e., (1) library and
lab, (2) pool and rec center, (3) senior citizen housing facility]. Each
person in your group should write a clear statement supporting one
of the group’s concerns (conducting extra research will help support
your argument). 

Issue:

Should your town construct:

1 a library and computer lab, or

2 a swimming pool and recreation center, or 

3 a senior citizen housing facility 

on 10 acres of vacant land? 
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L E S S O N  2

After the groups have considered their criteria and applied them to the alterna-
tives, each group will present a panel discussion to the class. Be sure to include
information about the alternatives available, the criteria that are important to
your group, your method of evaluating the alternatives, and your final decision
for how the vacant land should be used. You may include posters, illustrations,
charts, graphs, or a multi-media slide show to enhance your group’s presentation.

When all groups are finished, discuss the effectiveness of each group’s arguments
and of their presentations.

G r o u p  A
AGE 13–29

CONCERNS Year-round activity

Athletic opportunities

Health and fitness

Social gatherings

Organized competitive games

G r o u p  B
AGE 30–54

CONCERNS Education
Employment opportunities
Access to information
Investment reports
Details about travel opportunities

G r o u p  C
AGE 55–70

CONCERNS Retirement benefits
Low cost housing opportunities
Health care
Contact with others of same age
Companionship (especially 
widowed person)


