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Preface’

Students know that throughout their lives they will make eco-
nomic decisions and be influenced by economic forces. They
want to understand the economic principles that can help them
navigate these forces and guide their decisions. Foundations of
Macroeconomics is our attempt to satisfy this want.

The response to our earlier editions from hundreds of
colleagues across the United States and throughout the world
tells us that most of you agree with our view that to achieve its goals, the princi-

ples course must do four things well. It must

Motivate with compelling issues and questions
Focus on core ideas
Steer a path between an overload of detail and too much left unsaid

L
L]
* Encourage and aid learning by doing

The Foundations icon with its four blocks (on the cover and throughout the
book) symbolizes this four-point approach that has guided all our choices in writ-

ing this text and creating its comprehensive teaching and learning supplements.

WHAT’S NEW IN THE SIXTH EDITION

The extraordinary events in the U.S. and global economies provide a rich dis-
play of economic forces in action through which students can be motivated to
discover the economic way of thinking. The global financial crisis, slump, and
faltering recovery; headwinds from the European debt crisis; ongoing tensions
that result from globalization and international outsourcing; the continued
spectacular expansion of China and India in the information-age economy;
enhanced concern about climate change; relentless pressure on the federal
budget from the demands of an aging population and increased defense and
homeland security expenditures; the dilemma posed by slow recovery and
rising government debt; a fluctuating dollar; an ongoing U.S. international
deficit; and ever-growing national and international debt are just a few of these
interest-arousing events. All of them feature at the appropriate points in our
new edition, and the text and examples are all thoroughly updated to reflect
the most recently available data and events.

* NEEEE TREBRS, AT AEME. —hREE



PREFACE

Every chapter contains many small changes, all designed to enhance clarity
and currency. We have also made a few carefully selected major changes that we
describe below.

B New Features

We have simplified the chapter openers to grab student attention and provide
instant focus for the chapter. Each chapter opens with a question about a central
issue that the chapter addresses and is illustrated with a carefully selected photo-
graph. An Eye On box returns to and discusses the question and an end-of-chapter
problem, that is also in the MyEconLab Homework and Test Manager, makes the
issue available for assignment with automatic grading. This feature enables the
student to get the point of the chapter quickly; ties the chapter together; and en-
ables the instructor to focus on a core issue in class and for practice.

The Chapter Checkpoint (the last three pages of each chapter) has been thor-
oughly revised. The first page contains problems and applications for the stu-
dent to work, which are replicated in the MyEconLab Study Plan. The second
page contains problems and applications for the instructor to assign for home-
work, quiz, or test. Many of these problems and applications are new to the
sixth edtion and include mini case studies from recent news stories. The third
page contains a short multiple choice quiz. This quiz, also available in
MyEconLab for student practice, hits the high points of the chapter and enables
students to test themselves on the types of questions they are likely to encounter
on tests and exams.

The Checkpoints at the end of each major section of a chapter have been
reorganized to separate practice with basic analysis and “In the News” applica-
tions. Worked solutions are provided for both types of questions.

B Major Content Changes in Introductory Chapters

You're in school! Did you make the right decision? Who makes the iPhone? Is
wind power free? Why did the price of coffee soar in 2010 and 2011? These are
the questions that motivate the four introductory chapters.

We reworked Chapter 1 to strengthen the explanation and illustration of the
economic way of thinking by placing the student center stage and focusing on
the decision to remain in school or get a full-time job. Our goal is to engage the
student from the outset of the course, grab attention, and show the relevance of
economics and its place in everyday life. We also revised and improved our
explanation of the scientific method in economics.

Chapter 3 has a more gradual and fully illustrated explanation of the mutual
gains from trade arising from comparative advantage and a new Eye On box on
the power of specialization and trade through the classic story of the production
of the pencil.

B Major Content Changes in Macro Chapters

The macroeconomic events and debates triggered by the 2007 global financial
crisis, the 2008-2009 recession, the stubbornly slow recovery, and the headwinds
of the European debt problems of 2011 permeate the macro chapters, all of which
have been radically updated and revised. Policy features at every possible oppor-
tunity throughout these chapters.



How do we track our economy’s booms and busts? How long does it take
to find a job? Which movie really was the biggest box office hit? Why do
Americans earn more and produce more than Europeans? Why are some
nations rich and others poor? What created the global financial crisis? How does
the Fed create money and regulate its quantity? What causes inflation? Why
did the U.S. economy go into recession in 2008? How big is the government
expenditure multiplier? Can we have low unemployment and low inflation?
Can fiscal stimulus end recession? Did the Fed save us from another Great
Depression? Why has our dollar been sinking? These are the motivating ques-
tions and features of Eye On boxes and end-of-chapter problems in the 14
macro chapters.

Our macro coverage has been generally well-received, so we have limited
most of our revision to refining explanations and ensuring that our coverage is
thoroughly up-to-date.

Beyond this careful updating and fine-tuning, we have made five more
substantial changes in the macro chapters. First, in Chapter 9 “Economic
Growth,” we have thoroughly revised the section on labor productivity
growth. We have built the explanation of the effects on labor productivity
around the productivity curve—the relationship between real GDP per hour
of labor and capital per hour of labor. This change makes our treatment more
mainstream and less reliant on the preceding chapter and potential GDP. It
also makes the contrast between the effects of capital accumulation and
technological change more vivid.

Second, in Chapter 11 “The Monetary System,” we include a description of
QE2 and “operation twist.”

Third, in Chapter 13 “Aggregate Supply and Aggregate Demand,” we have
revised and developed a more graphic application section that shows how the
AS-AD model explains economic growth, inflation, and the business cycle. This
chapter also has a new explanation of “demand-pull” and “cost-push” inflation
cycles. These applications and exercises using the AS-AD model provide addi-
tional practice in working with the model and show its relevance to the U.S.
economy today.

Fourth, in Chapter 15 “The Short-Run Policy Tradeoff,” we include an expla-
nation of the danger of trying to lower the unemployment rate by stimulating
aggregate demand.

Fifth, in Chapter 16 “Fiscal Policy,” we have provided a new section on the
Social Security and Medicare time-bomb and the challenge of addressing it. The
chapter also now has an explanation of the distinction between a structural
deficit and a cyclical deficit.

THE FOUNDATIONS VISION

B Focus on Core Concepts

Each chapter of Foundations concentrates on a manageable number of main ideas
(most commonly three or four) and reinforces each idea several times throughout
the chapter. This patient, confidence-building approach guides students through
unfamiliar terrain and helps them to focus their efforts on the most important
tools and concepts of our discipline.

PREFACE
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B Many Learning Tools for Many Learning Styles

Foundations’ integrated print and electronic package builds on the basic fact that
students have a variety of learning styles. In MyEconLab, students have a power-
ful tool at their fingertips: They can complete all Checkpoint problems online and
get instant feedback, work interactive graphs, assess their skills by taking
Practice Tests, and receive a personalized Study Plan, and step-by-by help
through the feature called “Help Me Solve This.”

B Diagrams That Tell the Whole Story

We developed the style of our diagrams with extensive feedback from faculty
focus group participants and student reviewers. All of our figures make consistent
use of color to show the direction of shifts and contain detailed, numbered
captions designed to direct students’ attention step-by-step through the action.
Because beginning students of economics are often apprehensive about working
with graphs, we have made a special effort to present material in as many as
three ways—with graphs, words, and tables—in the same figure. In an innova-
tion that seems necessary, but is to our knowledge unmatched, nearly all of the
information supporting a figure appears on the same page as the figure itself.

No more flipping pages back and forth!

B Real-World Connections That Bring Theory to Life

Students learn best when they can see the purpose of what they are studying,
apply it to illuminate the world around them, and use it in their lives.

Eye On boxes offer fresh new examples to help students see that economics
is everywhere. Current and recent events appear in Eye On the U.S. Economy
boxes; we place current U.S. economic events in global and historical
perspectives in our Eye on the Global Economy and Eye on the Past boxes;
and we show how students can use economics in day-to-day decisions in
Eye On Your Life boxes.

The Eye On boxes that build off of the chapter-opening question help stu-
dents see the economics behind key issues facing our world and highlight a
major aspect of the chapter’s story.

ORGANIZATION

We have organized the sequence of material and chapters in what we think is
the most natural order in which to cover the material. But we recognize that
there are alternative views on the best order. We have kept this fact and the
need for flexibility firmly in mind throughout the text. Many alternative se-
quences work, and the Flexibility Chart on p. xxxiii explains the alternative
pathways through the chapters. In using the flexibility information, keep in
mind that the best sequence is the one in which we present the material. And
even chapters that the flexibility chart identifies as strictly optional are better
covered than omitted.
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MYECONLAB MyEconLab

MyEconLab has been designed and refined with a single purpose in mind: to
create those moments of understanding that transform the difficult into the clear
and obvious. With comprehensive homework, quiz, test, and tutorial options,
instructors can manage all their assessment needs in one program.

e All of the Checkpoint and Chapter Checkpoint Problems and Applications
are assignable and automatically graded in MyEconLab.

* Extra problems and applications, including algorithmic, draw-graph,
and numerical exercises are available for student practice or instructor
assignment.

e Problems and applications that use real-time data continuously update.

¢ Test Item File questions are available for assignment as homework.

e Custom Exercise Builder gives instructors the flexibility of creating their own
problems for assignment.

* Gradebook records each student’s performance and time spent on the Tests
and Study Plan and generates reports by student or by chapter.

Real-Time Data The real-time data problems are new. These problems load the
latest available data from FRED, a comprehensive up-to-date data set maintained
by the Federal Reserve Bank of St Louis. The questions are graded with feedback
in exactly the same way as those based on static data.

Experiments in MyEconLab Experiments are a fun and engaging way to
promote active learning and mastery of important economic concepts.
Pearson’s Experiments program is flexible and easy for instructors and
students to use.

e Single-player experiments allow your students to play against virtual
players from anywhere at anytime so long as they have an internet
connection.

* Multiplayer experiments allow you to assign and manage a real-time experi-
ment with your class.

e Pre and post-questions for each experiment are available for assignment in
MyEconLab.

For a complete list of available experiments, visit www.myeconlab.com

Economics in the News Economics in the News is a turn-key solution
to bringing daily news into the classroom. Updated daily during the
academic year, the authors upload a relevant article and provide
discussion questions.

Videos A comprehensive suite of ABC news videos, which address current
topics such as education, energy, Federal Reserve policy, and business cycles, is
available for classroom use. Video-specific exercises are available for instructor
assignment.
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AACSB and Learning Outcomes All end-of-chapter and Test Item File ques-
tions are tagged in two ways: to AACSB standards and to discipline-specific
Learning Outcomes. These two separate tagging systems allow professors to
build assessments around desired departmental and course outcomes and track
results in MyEconLab’s gradebook.

We are the authors of the MyEconLab content for Foundations of
Macroeconomics and have worked hard to ensure that it is tightly integrated
with the book’s content and vision. For more information, visit the online
demonstration at www.myeconlab.com.

MyEconLab Also Includes

* Enhanced Pearson eText, available within the online course materials and
offline via an iPad app, allows instructors and students to highlight, book-
mark, and take notes.

* Advanced Communication Tools enable students and instructors communi-
cation through email, discussion board, chat, and ClassLive.

* Customization options provide new and enhanced ways to share documents,
add content, and rename menu items.

e Prebuilt courses offer a turn-key way for instructors to create a course that
includes pre-built assignments distributed by chapter.

* Temporary Access for students who are awaiting financial aid provides a
seventeen-day grace period of temporary access.

*  One Place for students to access all their MyLab Courses. Students and
instructors can register, create, and access all of their courses, regardless of
discipline, from one convenient online location: www.pearsonmylab.com.

SUPPORT MATERIALS FOR INSTRUCTORS
AND STUDENTS

Foundations of Macroeconomics is accompanied by the most comprehensive set of

. teaching and learning tools ever assembled. Each component of our package is
organized by Checkpoint topic for a tight, seamless integration with both the
textbook and the other components. In addition to authoring the MyEconLab
and PowerPoint content, we have helped in the reviewing and revising of the
Study Guide, Solutions Manual, Instructor’s Manual, and Test Item Files to
ensure that every element of the package achieves the consistency that students
and teachers need.

B Study Guide

Mark Rush of the University of Florida has prepared the Study Guide, which is
available in both print and electronic formats in MyEconLab. It provides an
expanded Chapter Checklist that enables the student to break the learning tasks
down into smaller, bite-sized pieces; self-test materials; and additional practice
problems. The Study Guide has been carefully coordinated with the text,
MyEconLab, and the Test Item Files.
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B Solutions Manual

The Solutions Manual, written by Mark Rush, and checked for accuracy by
Jeannie Gillmore, contains the solutions to all the Checkpoint Practice Problems
and Chapter Checkpoint Problems and Applications. It is available for download
in Word and PDF formats.

B Instructor’'s Manual

The Instructor’s Manual, written by Luke Armstrong and edited by Mark Rush,
contains chapter outlines and road maps, additional exercises with solutions, a
comprehensive Chapter Lecture resource, and a virtual encyclopedia of sugges-
tions on how to enrich class presentation and use class time efficiently. Both the
micro and macro portions have been updated to reflect changes in the main text
as well as infused with a fresh and intuitive approach to teaching this course. It is
available for download in Word and PDF formats.

B Three Test Item Files and TestGen

More than 6,000 multiple-choice, numerical, fill-in-the-blank, short answer,
essay, and integrative questions make up the three Test Item Files that support
Foundations of Macroeconomics. Mark Rush reviewed and edited questions from
two dedicated principles instructors to form one of the most comprehensive
testing systems on the market. Our questions were written by Carol Dole
(Jacksonville University) and Homer Guevara, Jr. (Northwest Vista
College).The entire set of questions is available for download in Word, PDF,
and TestGen formats.

All three Test Item Files are available in test generator software (TestGen with
QuizMaster). TestGen'’s graphical interface enables instructors to view, edit, and
add questions; transfer questions to tests; and print different forms of tests.
Instructors also have the option to reformat tests with varying fonts and styles,
margins, and headers and footers, as in any word-processing document. Search
and sort features let the instructor quickly locate questions and arrange them in a
preferred order. QuizMaster, working with your school’s computer network,
automatically grades the exams, stores the results on disk, and allows the instructor
to view and print a variety of reports.

B PowerPoint Resources

We have created the PowerPoint resources based on our 20 years of experience
using this tool in our own classrooms. Six sets of PowerPoint presentations are
available:

¢ Lecture notes with full-color, animated figures, and tables from the
textbook

e Figures and tables from the textbook, animated with step-by-step walk-
through for instructors to use in their own personal slides.

* Eye On features

e Checkpoint Practice Problems and solutions
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Flexibility

Start here ... ... then jump to ... and jump to any of these after
any of these ... doing the pre-requisites indicated
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