HEBERIHEEXRNFESEASPIT E 2 £ ¢

PEARSON




HEBRERIEEEARFESERASWERFEFEM

IEERSARM - BORRT

xR E

Principles of . =¥ %%

Economics

(Ninth Edition)

KI5 - E - YLy (Karl E. Case)
& - C - #/K (Ray C. Fair) £
Y46 - M - BEH4F (Sharon M. Oster)

FEARXZFHRE
« b -



BEEREE (CIP) #iE

ZWEFEE. (FEUR - %98 /88, BR, BI%E.
s PERARKEHBEA, 2010
BERRRIHTHERHYE R R STER M.
THERZEEM . BO0RES

ISBN 978-7-300-12321-9

1. &

. &FEICEHE-BEER-EM-FKX

IV. Fo

F A B B CIP il F (20100 88 115722 5

Authorized adaptation from the English language edition, entitled Principles of Economics, 9* Edition, 9780137141456 (Original
ISBN 9780136055488) by Karl E. Case, Ray C. Fair, Sharon M. Oster, published by Pearson Education, Inc, publishing as Pren-
tice Hall, Copyright © 2009, 2007, 2004, 2003, 2002 by Pearson Education, Inc.

All rights reserved. No part of this book may be reproduced or transmitted in any form or by any means, electronic or mechanical,
including photocopying, recording or by any information storage retrieval system, without permission from Pearson Education,

Inc.

English language adaptation edition published by PEARSON EDUCATION ASIA LTD. and CHINA RENMIN UNIVERSITY
PRESS, Copyright © 2010,

ENGLISH language adaptation edition is manufactured in the People’s Republic of China, and is authorized for sale only in People’s
Republic of China excluding Taiwan, Hong Kong and Macau.

FHENRREHE TS HFREAARRPEARCELBASEBR, RELREFEFT, RELUAMERE RN ER
B AR AT ER 455

APE WA Pearson Education GEEH T HMER) BEHIHE. IREEAHHE.

WRRF i ARIEMESEN (REHETEES. BIIRITBRXAPEGE XD HEE17.

HANRBRIFEREEAFRF LR ER TR AR
IHETEERHA - SR AT

SFFRE (HXMW - £ 9IMW)

FR-E-YU ®-C- R TR M- R F

HEE1T PEARKESRME

%t H oAb KA 31 5 BBEI4RAL 100080

;] i 010-62511242 (RAHE) 010 - 62511398 (JRE I
010 - 82501766 (HEHIEB) 010 - 62514148 (JJATEE)
010 - 62515195 (EAFAFD 010 — 62515275 (EARBSR)

#t http://www. crup. com. cn
http;//www. ttrnet. com( A K ZHF M)
A4 E

BRI 26 E Y BD B 3 A PR 2 A

HzEIW A
BERRER

215mmX 275mm 16 F 24 K& ¥ O20104FE7BE 1R
34. 75 KT 1 1] W’ O20104F7 AE 1 KR
1 077 000 E # 59.00 3¢

IARBTH WMIRILTL EPREWH HRIWAER



g5l

MERBMA WTO, AR SHAALLALERAEERES TR, AEFLE
AeETRAE, I, RANRITLBRRB LTI ER, BH—FEILRARBD L
EAFALEZESFH—FAHAKLTEL, BEHFTNMA., SERRAL — % T B G HHMH
M- AESE, DR RE KRR, BHEEAAR BT FS RERXH
B, WBHFHAIHFETH LR,

DEBFAERBDEIEREMBRERAGRERF, T L, WiEXKFALERE
HERCBRA-ANEEHALT, ANEHFHITHHARELEIIANDE “+
B2 ARG ELERE, ARG —FERE, NEHFARARAGARALAACEA
AR BRE B E P, b, RARFARRAAR, BREZHRE S ER
Btd b, REHFOREYaRERANAMEREY XK, LEXEEZH.
— R AR NERFORREEZRTRRET 28, Rifmaskit; —2fiAd
MEBGPFS], FHEHIRBT AKX —477], FTFEBKBERZHEET
(L463£15) WYL, FRIGERF GRS EE, FHib, & AESEHHMRER
ARBEFRAEEH—ANEZRM, BN, SEGERFR— T3 B EE AR
PRy &K FAREM, AL HRLEKITE B, Am TGRS T B X 35 R
M, RIEFZTHRTRA., EREREMTE RAA IHF KRN RE2F A0, B
BB ERFOFEFEE, ESAEHLFRIGEE, 4BABTRFY. &
&y SUiE A AT,

AR A—FRKROBETRREAES, PRAARXKFERARAZERFRALAXE
BB, de k- RBRAS] ., BEHFTHRBRAINFLE, GHXEAHLE
K, BrT-MENSREFHETRLRBREM, FRELEMF, AHARETRE,
THEHABAFERF S LTAR, FSE2TRAEFEORBE—EARFEEY
BIFGANFEL, SERBRBEMAFTELIOXS, MEAT —ERELKERHF
RESHFHAR; F—F 8, REBFTINNEREEMERLSE,. MG E
K, BMERABFARAN TR TH LB HBEEHE LRI, EXHFPMY KK
k), WARESAVEAXRFARLEER, AEEMAELEE T AT K5,

o RFAILBRMHEMKE, REBEHMBRERARKFERESE, TRB#
AT —RHE L, TERMBAT —ERELHFARRASCRBEHH AL, 124
KRREMPAEREFTBREET RBREMA ORISR, $ RN AAKBRTE, &
AEHMERETFR L ZEN, XBEPTRER; RIREIFHKE, XFEF
A B@ATE,

e RMHEHEALTVHEMU L AN, KEHXMBEBRAFRKYEME, X8R
B Ek; RMELFAFRARGE LR, FRhRBFPSLEAZFTX, AFZE
BEMATRRRAOREES, AR TFEABRTLGEHED, BEIHRGER
Hak,



o RAZNMUER, KEMMAKRZEALAS LRI S NXBLEAKT
Bri s RERFHRERHE, TR MEREARBREER SN FAR;T
RIEBHM L, AR F RS A CRBELSE LM, XARHRA A T4 BT
BERBREIHARE, BEAMGEHFBERTHFYEE;, LAHNTFHERMNKELTF
SE B HOP AL, BATFI UG B ) SUE M RS,

& BRAE, MM EA, AELHAMGERFAZRT LHEHE S,
AEHMBTT —RABMBEAR LS, REAEREASE; REXBARES, LS
FERBTFEALRABERS, A AERMFRAEAL S Kikd,

o RUERBKMBFIHN, REARXHERAINAE, AEHMARIFRBT
B M, i IFF M. PowerPoint #3X ., HXMAEE, AERAAZKRAES
HI LSRR, MR TE S A@H,

AEHM AL EHFIMHRFT GG — LXK, RNERB, KBRAHRKRY
HEPFIATEAFSHRATRE, PN LHEFES, EXRERRE. AR, A
BERAMNEERBARMEE THF, BNLAREPET KREZRIZFHELS
A, FE2APHR, REAMNERBOER T CmULEE, 2 FEHMO4EE
e g, B XEFTRAE, FPASMTRAREZL, Pikda HiEa
EELR AR,

#H
GREPNE PNy



Preface

Our goal in the ninth edition, as it was in the first edition, is to instill in students a fascina-
tion with both the functioning of the economy and the power and breadth of economics.
The first line of every edition of our book has been “The study of economics should begin
with a sense of wonder” We hope that readers will come away from our book with a basic
understanding of how market economies function, an appreciation for the things they do
well, and a sense of the things they do poorly. We hope too that readers will learn that the
proper role of government in a market economy is the subject of great debate around the
world. That debate serves as the organizing principle behind this book.

For an economics text to be effective, it must address the economic issues of the time. Since
the publication of our eighth edition, the economic landscape has changed substantially.

From 2003 through the end of 2007, the U.S. economy added over 8 million payroll jobs
to the labor market, bringing the total to over 138 million. From a high of 6.3 percent in
2003, the unemployment rate dropped steadily to 4.4 percent by mid-2007.

The beginning of 2008 brought worries that the United States was in recession. During the
first two quarters, the number of payroll jobs fell by nearly half a million and the unemploy-
ment rate jumped back up to 5.5 percent. The biggest issue facing the economy was a sharp
downturn in the housing market and the resulting partial collapse of the mortgage market.

The housing downturn first hit the economy through a sharp downturn in the demand
for housing and a 55 percent drop in new home construction. Prices of homes also fell
nationwide for the first time in over 30 years. Falling home prices led to a decline in house-
hold wealth and a dramatic increase in mortgage defaults and foreclosures. This was made
worse by the significant increase in lending to less creditworthy borrowers in what is called
the subprime market.

The collapse of the usually stable mortgage market sent shock waves through the finan-
cial system worldwide. Banks, investment houses, and other financial service companies, as
well as private investors lost hundreds of billions of dollars as many investors lost faith in the
credit markets. To make matters worse, oil prices rose to over $147 per barrel, squeezing cor-
porate profits, causing more layoffs, and pushing gasoline prices up.

The government reacted in several ways. Congress and the president announced a fiscal
stimulus package including rebates to taxpayers of over $120 billion. The Federal Reserve
dropped interest rates for the seventh consecutive time in early 2008 and took unprece-
dented action, directly participating in the rescue of Bear Stearns, the fifth-largest U.S.
investment bank, from bankruptcy. In July, the Treasury and Federal Reserve jointly
announced a plan to prevent the collapse of Fannie Mae and Freddie Mac, publicly held
companies originally set up by the government to channel money into the mortgage market.
Fannie and Freddie together held over $5 trillion in mortgages, about half of all the mort-
gages in the United States. This precipitated a national debate on the role of the Federal
Reserve, which will not be easily resolved.

Internationally, the rise in oil prices was accompanied by a decline in the value of the
dollar, making U.S. imports more expensive. Given this fact and a sharp increase in food and
commodity prices, the possibility of serious inflation in the United States increased. The
word stagflation came back in vogue.

On the positive side, the cheaper dollar led to a dramatic increase in U.S. net exports.
Nonresidential construction continued to boom, and consumption remained surprisingly
strong despite a huge drop in consumer confidence and the loss in housing wealth. While
many were convinced that a recession was under way by the second quarter of 2008, others
claimed that it was not yet in the numbers. All of this will influence the election of a new
president in November 2008.

To understand these events requires a working knowledge of at least the basic “vocabu-
lary” of economics.
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Preface

Tools for Learning

As authors and teachers, we understand the challenges of the principles of economics course.
Our pedagogical features are designed to illustrate and reinforce key economic concepts
through real-world examples and applications.

Economics in Practice

As described earlier, the Ecoromics in Practice feature presents a real-world personal observa-
tion, current research work, or a news article that supports the key concept of the chapter
and helps students think critically about how economics is a part of their daily lives. The
end-of-chapter problem sets include a question specific to each Economics in Practice
feature. Students can visit www.myeconlab.com for additional updated news articles and
related exercises.

Graphs

Reading and interpreting graphs is a key part of understanding economic concepts.

Problems and Solutions

Each chapter with a problem set that asks students to think about and apply what they’ve
learned in the chapter. These problems are not simple memorization questions. Rather,
they ask students to perform graphical analysis or to apply economics to a real-world
situation or policy decision.More challenging problems are indicared by an asterisk.
Additional questions specific to the Economicsin Practice feature have been added.
Several problems have been updated. The solutions to all of the problems are available in
the Instructor’s Manuals. Instructors can provide the solutions to their students so they
can check their understanding and progress.

Resources for the Instructor

The following supplements are designed to make teaching and testing flexible and easy.

Instructor’s Manuaals

Two Instructor’s Manuals, one for Principles of Microeconomics and one for Principles of
Macroeconomics, were prepared by Tony Lima of California State University, Hayward. The
Instructor’s Manuals are designed to provide the utmost teaching support for instructors.
They include the following content:

* Detailed Chapter Outlines include key terminology, teaching notes, and lecture suggestions.

* Topics for Class Discussion provide topics and real-world situations that help ensure that
economic concepts resonate with students.

* Unique Economics in Practice features that are not in the main text provide extra real-
world examples to present and discuss in class.

* Teaching Tips provide tips for alternative ways to cover the material and brief reminders
on additional help to provide students. These tips include suggestions for exercises and
experiments to complete in class.

* Extended Applications include exercises, activities, and experiments to help make eco-
nomics relevant to students.

* Solutions are provided for all problems in the book.

Six Test Item Files

We have tailored the Test Item Files to help instructors easily and efficiently assess student
understanding of economic concepts and analyses. Test questions are annotated with the fol-
lowing information:



Difficulty: 1 for straight recall, 2 for some analysis, 3 for complex analysis
Type: multiple-choice, true/false, short-answer, essay

Topic: the term or concept the question supports

Skill: fact, definition, analytical, conceptual

AACSB (see description that follows)

Special feature in the main book: Economics in Practice

The Test Item Files include questions with tables that students must analyze to solve for
numerical answers. The Test Item Files also contain questions based on the graphs that
appear in the book. The questions ask students to interpret the information presented in the
graph. Many questions require students to sketch a graph on their own and interpret curve
movements.

Microeconomics Test Item File 1, by Tisha Emerson of Baylor University: Test Item
File 1 (TIF1) includes over 2,200 questions. All questions are machine-gradable and are
either multiple-choice or true-false. This Test Item File is for use with the ninth edition of
Principles of Microeconomics in the first year of publication. TIF1 is available in a computer-
ized format using TestGen EQ test-generating software.

Microeconomics Test Item File 2, by Tisha Emerson of Baylor University: This additional
Test Item File contains another 2,200 machine-gradable questions based on the TIF1 but
regenerated to provide instructors with fresh questions when using the book the second year.
This Test Item File is available in a computerized format using TestGen EQ test-generating
software.

Microeconomics Test Item File 3, by Richard Gosselin of Houston Community College:
This third Test Item File includes 1,000 conceptual problems, essay questions, and short-
answer questions. Application-type problems ask students to draw graphs and analyze tables.
The Word files are available on the Instructor’s Resource Center. (www.prenhali.com/casefair)

Macroeconomics Test Item File 1, by Randy Methenitis of Richland College: Test Item
File 1 (TIF1) includes over 2,200 questions. All questions are machine-gradable and are
either multiple-choice or true-false. This Test Item File is for use with the ninth edition of
Principles of Macroeconomics in the first year of publication. This Test Item File is available in
a computerized format using TestGen EQ test-generating software.

Macroeconomics Test Item File 2, by Randy Methenitis of Richland College: This addi-
tional Test Item File contains another 2,200 machine-gradable questions based on the TIF1
but regenerated to provide instructors with fresh questions when using the book the second
year. This Test Item File is available in a computerized format using TestGen EQ test-
generating software.

Macroeconomics Test Item File 3, by Richard Gosselin of Houston Community College:
This third Test Item File includes 1,000 conceptual problems, essay questions, and short-
answer questions. Application-type problems ask students to draw graphs and analyze tables.
The Word files are available on the Instructor’s Resource Center. (www.prenhall.com/casefair)

PowerPoint® Lecture Presentations

Three sets of PowerPoint® slides, three for Principles of Microeconomics and three for
Principles of Macroeconomics, prepared by Fernando and Yvonn Quijano, are available:

1. A comprehensive set of PowerPoint® slides that can be used by instructors for class presen-
tations or by students for lecture preview or review. The presentation includes all the
graphs, tables, and equations in the textbook. Two versions are available—the first is in
step-by-step mode so that you can build graphs as you would on a blackboard, and in an
automated mode, using a single click per slide.

2. A comprehensive set of PowerPoint® slides with Classroom Response Systems (CRS) ques-
tions built in so that instructors can incorporate CRS “clickers” into their classroom lec-
tures. For more information on Prentice Hall’s partnership with CRS, see the description
below. Instructors may download these PowerPoint presentations from the Instructor’s
Resource Center (www.prenhall.com/casefair).

3. A student version of the PowerPoints is available as .pdf files from the book’s companion

website at www.prenhall.com/case. This version allows students to print the slides and bring
them to class for note taking.

Preface

iii
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Instructor’s Resource CD-ROM

The Instructor’s Resource CD-ROM contains all the faculty and student resources that sup-
port this text. Instructors have the ability to access and edit the following three supplements:
¢ Instructor’s Manuals
* Test Item Files
* PowerPoint® presentations
By clicking on a chapter or searching for a key word, faculty can access an interactive

library of resources. Faculty can pick and choose from the various supplements and export
them to their hard drives.

Resources for the Student

The following supplements are designed to help students understand and retain the key con-
cepts of each chapter.

Study Guides

Two Study Guides, one for Principles of Microeconomics and one for Principles of
Macroeconomics, were prepared by Thomas M. Beveridge of Durham Technical Community
College. They provide students with additional applications and exercises.

Each chapter of the Study Guides contains the following elements:

* Point-by-Point Chapter Objectives A list of learning goals for the chapter. Each objec-
tive is followed up with a summary of the material, learning tips for each concept, and
practice questions with solutions.

* Economics in Practice Questions A question that requires students to apply concepts of
the chapter to the Economics in Practice feature. The answer accompanies the question.

* Practice Tests Approximately 20 multiple-choice questions and answers and application
questions that require students to use graphic or numerical analysis to solve economic
problems.

* Solutions Worked-out solutions to all questions in the Study Guide

* Comprehensive Part Exams Multiple-choice and application questions to test students’
overall comprehension. Solutions to all questions are also provided.
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PART I INTRODUCTION TO ECONOMICS

The Scope and
Method of Economics

The study of economics should
begin with a sense of wonder. Pause
for a moment and consider a typi-
cal day in your life. It might start
with a bagel made in a local bakery
with flour produced in Minnesota
from wheat grown in Kansas and
bacon from pigs raised in Ohio
packaged in plastic made in New
Jersey. You spill coffee from
Colombia on your shirt made in
Texas from textiles shipped from
South Carolina.

After class you drive with a
friend on an interstate highway
that is part of a system that took
20 years and billions of dollars to build. You stop for gasoline refined in Louisiana from Saudi
Arabian crude oil brought to the United States on a supertanker that took 3 years to build at a
shipyard in Maine.

Later you log onto the Web with a laptop computer assembled in Indonesia from parts
made in China and send an e-mail to your brother in Mexico City, and you call a buddy on a cell
phone made by a company in Finland. Your call is picked up by a microwave dish hidden in a
church steeple rented from the church by a cellular company that was just bought by a European
conglomerate. ' .

You use or consume tens of thousands of things, both tangible and intangible, every day:
buildings, rock music, iPods, telephone services, staples, paper, toothpaste, tweezers, pizza, soap,
digital watches, fire protection, banks, electricity, eggs, insurance, football fields, computers,
buses, rugs, subways, health services, sidewalks, and so forth. Somebody made all these things.
Somebody organized men and women and materials to produce and distribute them. Thousands
of decisions went into their completion. Somehow they got to you.

In the United States, over 146 million people—almost half the total population—work at
hundreds of thousands of different jobs producing over $14 trillion worth of goods and services
every year. Some cannot find work; some choose not to work. Some are rich; others are poor.

The United States imports over $257 billion worth of automobiles and parts and about
$229 billion worth of petroleum and petroleum products each year; it exports around $62 billion
worth of agricultural products, including food. High-rise office buildings go up in central cities.
Condominiums and homes are built in the suburbs. In other places, homes are abandoned and
boarded up.

Some countries are wealthy. Others are impoverished. Some are growing. Some are not.
Some businesses are doing well. Others are going bankrupt.

At any moment in time, every society faces constraints imposed by nature and by previous
generations. Some societies are handsomely endowed by nature with fertile land, water, sunshine,
and natural resources. Others have deserts and few mineral resources. Some societies receive
much from previous generations—art, music, technical knowledge, beautiful buildings, and pro-
ductive factories. Others are left with overgrazed, eroded land, cities leveled by war, or polluted
natural environments. All societies face limits.
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2 PART1 Introduction to Economics

economics The study of
how individuals and societies
choose to use the scarce
resources that nature and
previous generations have
provided.

opportunity cost The
best alternative that we forgo,
or give up, when we make a
choice or a decision.

scarce Limited.

marginalism The process
of analyzing the additional or
incremental costs or benefits
arising from a choice or
decision.

Economics is the study of how individuals and societies choose to use the scarce resources
that nature and previous generations have provided. The key word in this definition is
choose. Economics is a behavioral, or social, science. In large measure, it is the study of
how people make choices. The choices that people make, when added up, translate into
societal choices. o

The purpose of this chapter and the next is to elaborate on this definition and to introduce
the subject matter of economics. What is produced? How is it produced? Who gets it? Why? Is the
result good or bad? Can it be improved?

Why Study Economics?

There are four main reasons to study economics: to learn a way of thinking, to understand soci-
ety, to understand global affairs, and to be an informed citizen.

To Learn a Way of Thinking

Probably the most important reason for studying economics is to learn a way of thinking.
Economics has three fundamental concepts that, once absorbed, can change the way you look at
everyday choices: opportunity cost, marginalism, and the working of efficient markets.

Opportunity Cost What happens in an economy is the outcome of thousands of individ-
ual decisions. People must decide how to divide their incomes among all the goods and services
available in the marketplace. They must decide whether to work, whether to go to school, and
how much to save. Businesses must decide what to produce, how much to produce, how much to
charge, and where to locate. It is not surprising that economic analysis focuses on the process of
decision making.

Nearly all decisions involve trade-offs. A key concept that recurs in analyzing the decision-
making process is the notion of opportunity cost. The full “cost” of making a specific choice
includes what we give up by not making the alternative choice. The best alternative that we forgo,
or give up, when we make a choice or a decision is called the opportunity cost of that decision.

When asked how much a movie costs, most people cite the ticket price. For an economist,
this is only part of the answer: to see a movie takes not only a ticket but also time. The opportu-
nity cost of going to a movie is the value of the other things you could have done with the same
money and time. If you decide to take time off from work, the opportunity cost of your leisure is
the pay that you would have earned had you worked. Part of the cost of a college education is the
income you could have earned by working full-time instead of going to school. If a firm pur-
chases a new piece of equipment for $3,000, it does so because it expects that equipment to gen-
erate more profit. There is an opportunity cost, however, because that $3,000 could have been
deposited in an interest-earning account. To a society, the opportunity cost of using resources to
launch astronauts on a space shuttle is the value of the private/civilian or other government
goods that could have been produced with the same resources.

Opportunity costs arise because resources are scarce. Scarce simply means limited. Consider
one of our most important resources—time. There are only 24 hours in a day, and we must live
our lives under this constraint. A farmer in rural Brazil must decide whether it is better to con-
tinue to farm or to go to the city and look for a job. A hockey player at the University of Vermont
must decide whether to play on the varsity team or spend more time studying.

Marginalism A second key concept used in analyzing choices is the notion of
marginalism. In weighing the costs and benefits of a decision, it is important to weigh only the
costs and benefits that arise from the decision. Suppose, for example, that you live in New Orleans
and that you are weighing the costs and benefits of visiting your mother in lowa. If business
required that you travel to Kansas City, the cost of visiting Mom would be only the additional, or
marginal, time and money cost of getting to lowa from Kansas City.



