RS Y DY S MR cucation

TG T I B

Principles of Macroeconomics

Fourth Edition

BAa%E - H. #2255 (Robert H. Frank)
A +S. {7 (Ben S. Bernanke)




WA % B ® RS K XM %M [Beoucation

. Rz G L

Principles of Macroeconomics | Fourth Edition

Fia%r - H. 35225 (Robert H. Frank)

(%) A +S. {ARE% (Ben S. Bernanke)

4w

AEXRP AR

b x5



Robert H. Frank, Ben S. Bernanke
Principles of Macroeconomics,4e

ISBN: 9780073362656

Copyright © 2009 by McGraw- Hill/Irwin.

All rights reserved. No part of this publication may be reproduced or transmitted in any form or by any means, electronic or
mechanical , including without limitation photocopying, recording, taping, or any database, information or retrieval system,
without the prior written permission of the publisher. This authorized English abridgement edition is jointly published by
McGraw- Hill Education ( Asia) and Tsinghua University Press Limited. This edition is authorized for sale in the Peoples

Republic of China only, excluding Hong Kong, Macao SAR and Taiwan.

Copyright © 2010 by McGraw-Hill Education ( Asia) , a division of the Singapore Branch of The McGraw-Hill Companies,

Inc. and Tsinghua University Press Limited.

AL E . REHBAELEBEST, AL EYNEAEFABUEA T ANERE HREH, BHEBART

FEp EH R BB EMEEE FERTRROAL,

A BRAN T SCRY EV M VR AR b AR 5 - AR CE W) 308 IR BRI AR K% R B R A R A 1R AR EARA Z2 BEAY

(T BRTE 4 A R FEF B8 0 CRALIE BB AF B BUX U TR BT R A W) 818
JEAR© 2010 1 3248 35 - 75 4K (T UN ) SR A2 1 55 98 4 0% th IR 7 PR 4 71 RS o
A A B IS McGraw- Hill 24 7 By (AR % , AT 5 8918

1t 2 KRR AL A T BT 2 B : 01-2010-0918

ABHEMAE McGraw-Hill 2RABHHRE, TIREELRLBHE.
ERAUER S , @135, SMNEEEIE: 010-62782989 13701121933

BB (CIP) ¥

FIMEZ L% 38 = Principles of Macroeconomics : ¥4 0K FEIL/(E) W25 (Frank R H. ) ( E) 1A

B 7% ( Bernanke ,B. S. ) 3. --JbL 5. HHKFE H R ,2010.4
(BIEATERINEREM)
ISBN 978-7-302-22327-6

1. QF- 1. Q- OF- 0. OEMEHF¥ - BE¥EK - HH -k V. OFols

h B ARA B H 1 CIP B 4%+ (2010) 3 056480 5

#HERE. £ F

REEHE. T F

H AR 17 . WK R Hh H. ERFERFEDRE A BE
http:/www. tup. com. cn 1 #% . 100084
3t B #l. 010-62770175 1 Ty . 010-62786544

WIESEERSE: 01062776969, c-service@ tup. tsinghua. edu. cn
B OB K f#.010-62772015,zhiliang@ tup. tsinghua. edu. en
R EEEENFRAF
b ETE R BER CHI AT
: 2EFERIE
: 203X 260 En 9. 26. 75

=

o=
S8 5 M oI bk Bk

: 1~5000
: 42.00 JG

B OEHBR &S

L2010 4E 4 BE 1R Ep . 2010 5 4 A1 WREDRI

&

T4 E . 035436-01



% B

NI BUEFERUORBES, REEN NEETR. S INBLEEIIE
HNERANNEBREFTRICHBHTNRE, BEAS PR SEIESHRA
JEERILR—RIRIRETFTERSENEE. BRINFEENRE, EALL
EBMRIR EEMNRERL R TRANRBHEN, BALH R EARDKS
NEMNER . EAPNFRANRD, BIVGH T B LASTHETZIMNZ
R FRBDADERMAD , TR RN GRS

BNV ENNHE IR, AT ABNE 2 SRS 53 S HENE
K715 EOLRNARETT 0E 16 B BRRBNERARD”, HTEFRE
NERBETRSBENNWRREBHTHTNB@DIDRET EBOAL, B eE
E@ﬁﬂ@$7%%ﬁﬂﬁ%ﬁmﬂgTmii$h@mﬁﬁjmgﬁ@%8&%
RMmITERE BREHRNEDRE, BIVRRIE

@?%W%W&@%ﬂ% EFNXMCERESRERE, W BOAHNSR,
BIE KRS ARSI R BN U HTFRIER,

BIHEXEZEDBNHRTREBEFTRNZNRRES L), NREEFS
BRWRNHF BRI

MU REEEHRMNREETROBUNERY; ANBRDEENESIWA TER
- NEESTMERINEIMBERB.

BHERE BT
2010. 3




BL2R . PESHRANRRENBEEENRABRE —UMBIRENES
BRABNR WEH, UREF BN MIME. TR TRRNESN, 20
sBUINBUS E5F IS HBENERSIE, HRRE 21 HENDER— 1 8NH
MEPE, bEIEE —TENARRER.

HE . B RERABE RN ESXISSENETENAR, NIFMRLL
K AHRR 20 MR 0 FRZB, AT RSPEERSEF L—INBNSELER
BIOENFRATESS, VT B NEABSERN BOEMTZSS 258 F
FREEXN" NERE, RENBENDSED WM SRMURTM— B R
XNABNELERSRUMABECWRII T KEBINSEXR, MBEA
FETTEEZERN,2000 F, FRMOERSRIL HTF 10 BRTTE—RSW,
2001 =4 AXETTHE_REW. I THOERABRETHR I BAN—LEE
ATNPENRRREVWHREASA  HESZ K BRI S, B THR -EQ
—PEYR. TERBER .S EXUNERYEERSIED, JHN2ES
BEIIRAYERIBEIZI0, WRARZIMRAT S RENHE AR ENS
B’SBB‘W?ZEQDjJHI‘]B@J%E?SI%IVE%*D?%%“éIE%‘-S%,Eﬂﬂﬁtﬂi@%ﬁﬁﬁf
EBREREERANEN, BB EDMRS NI BREHREFTEENEECULEE
XA

AECEIENRR HXYUE . BIIEERBN TN, VAR EREY, 2
REG—ARNKERERES, FURBEASEBSEASEFTEESEMITI+
RENAMANREPEENIE: B PERENNES TN, B8 — AN 2B
BETT—RANE, RBRSTAU, AR TROELWEBENRFTBRAL, &
EAPETERBYRMEBTELE SIHHER LU ENE T BESRNE 2N
B 0ENFR, SETENER, MRERE—RNEE LR EAKRIER—7
HN—TBERM, REEDTIREINELN MBA HESNREBHS., RES,
EANEANRBRLYSERCAPEEMES T, RERDESHRNS SHR
NEN MEERPELTEBAISSERSS, NBEGRSIE, TMDE I
EiriSNEG. ENSMTENHFZHT2EN, EENENEFEaSE—
RERRP PR —EBESAERESN T SENEEDERNN RN, 2




vi

N S TSI SN RS

B — R, B ASRFERS R FTE R ENEERFRL R, BERBANB—TIRE
I8 L\L%z ,ﬁéﬁjﬁﬁJifjéﬂﬂi%$%B'ﬂ¥E%qﬂo

BB REE A BE VSRR E/E ZHNARN FREFENHIKEERE
FErEn, XANEREESNSILNEEFR, MEARNZIEREDIANTN
.

B0, RS, 2 INEEEIIMHNERLRNZBETROUD, RBWSD
2R, NEEREE, ASRETERAR, GEETERRNR. ERRURRRTRENIHNN
i), R EINEX R E SAEREBANRE, XERNILLE 2R ESHRBX
KT RTERNLLE, BN T USRI RIEE RBOHESIRER. MY THEFT-—EMEE
BB R RESSMIIFIREINEENRE RN, IO N RBRNRB NGRS, L
Hes\SNENERENER20 . DR—TAKTFEREWIIMNEERSE, IERSEIEA
ERSERKIAAAEYEREE—FONNE, MRSELRPRSECHRIED. B
I BATAS , B—EINE BENEE , HNZ 2 — T RHRIRR, RBR DR, —
B30 TXE R, FUARY F AR AR B B EISREVRL 5.

AERABRBNEN, ZNFEESLEERNIANRRBIENNFBLBEERHARSD
HEE SN2 IFNES, BN, BTRERNERARXASERENRESAER, RR S
RAIIE, R T BRSNS, KR T BT, R T SBREG. DA, NTEXKNE
BRE.SEN2Y,—EEREXEBE SEMRE MK TR, K&, BH 878
A 2EEREBRN

D, SRS EBIAORERE Y RREE— T BN eREE. —AIMEBOUN+ET.Z

M FE%ET, —BIREAHEBMN, MESREFTSESRONR, BREEERTUR S —
M SIELRND R, BN ZER, ENR I PSEARXBRRHT, XE—R, RE5IU
FNENBNER, BEARHREXEFERSE-EMURBNNBRTTRT. F&
1997 7F , LK B IR AL BUD A S5, L ER R SR B — RN BAS B RS WREX, E1E
WRABELER3RA)NEN, FEEREEFIBRRD.
N TRSBEASESFEESREDNEYBENRE, BT AEEBSEH MBA KR
BB LNEFBELENAMASERRSI FOZH, BEAPHRIBREEEESY
EEQUIREDSENEYERENASZERNE OB A IBRALT EFEEXFLIA
B REBRNNENEREA .

NERENEEYEEWEHSSRUANZHNXLTRELR . BHBH; HBRAE
eSS ERN RN AN SEXNEBEFHZES A8EREEANNERENDT)
ZETEEPN.

/ﬁ% vy B
B P S



DEDICATION

For Ellen
RHF

For Anna

B.S. B.

vii




ROBERT H. FRANK

Professor Frank is the
Henrietta Johnson Louis
Professor of Management
and Professor of Economics
at the Johnson Graduate
School of Management at
Cornell University, where he
has taught since 1972. His
“Economic View” column
appears regularly in The
New York Times. After re-
ceiving his B.S. from Georgia Tech in 1966, he taught math
and science for two years as a Peace Corps Volunteer in
rural Nepal. He received his M. A. in statistics in 1971 and
his Ph.D. in economics in 1972 from The University of
California at Berkeley. During leaves of absence from Cor-
nell, he has served as chief economist for the Civil Aero-
nautics Board (1978-1980), a Fellow at the Center for
Advanced Study in the Behavioral Sciences (1992-93), and
Professor of American Civilization at I’Ecole des Hautes
Ftudes en Sciences Sociales in Paris (2000-01).

Professor Frank is the author of a best-selling intermedi-
ate economics textbook—Microeconomics and Behavior,
Seventh Edition (Irwin/McGraw-Hill, 2008). He has pub-
lished on a variety of subjects, including price and wage dis-
crimination, public utility pricing, the measurement of
unemployment spell lengths, and the distributional conse-
quences of direct foreign investment. His research has fo-
cused on rivalry and cooperation in economic and social
behavior. His books on these themes, which include Choos-
ing the Right Pond (Oxford, 1995), Passions Within Reason
(W. W. Norton, 1988), and What Price the Moral High
Ground? (Princeton, 2004), The Economic Naturalist (Basic
Books, 2007), and Falling Bebind (The University of Califor-
nia Press, 2007), have been translated into 15 languages. The
Winner-Take-All Society (The Free Press, 1995), co-authored
with Philip Cook, received a Critic’s Choice Award, was
named a Notable Book of the Year by The New York Times,
and was included in Business Week’s list of the 10 best books
of 1995. Luxury Fever (The Free Press, 1999) was named to
the Knight-Ridder Best Books list for 1999.

Professor Frank has been awarded an Andrew W.
Mellon Professorship {1987-1990), a Kenan Enterprise
Award (1993}, and a Merrill Scholars Program Outstanding
Educator Citation (1991). He is a co-recipient of the 2004
Leontief Prize for Advancing the Frontiers of Economic
Thought. He was awarded the Johnson School’s Stephen
Russell Distinguished Teaching Award in 2004 and the
School’s Apple Distinguished Teaching Award in 2005. His
introductory microeconomics course has graduated more
than 7,000 enthusiastic economic naturalists over the years.
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BEN S. BERNANKE

Professor Bernanke received
his B.A. in economics from
Harvard University in 1975
and his Ph.D. in economics
from MIT in 1979. He
taught at the Stanford Grad-
uate School of Business from
1979 to 1985 and moved
to Princeton University in
1985, where he was named
the Howard Harrison and
Gabrielle Snyder Beck Professor of Economics and Public
Affairs, and where he served as Chairman of the Economics
Department.

Professor Bernanke was sworn in on February 1, 2006,
as Chairman and a member of the Board of Governors of
the Federal Reserve System. Professor Bernanke also serves
as Chairman of the Federal Open Market Committee, the
System’s principal monetary policymaking body. He was
appointed as a member of the Board to a full 14-year term,
which expires January 31, 2020, and to a four-year term as
Chairman, which expires January 31, 2010. Before his
appointment as Chairman, Professor Bernanke was Chair-
man of the President’s Council of Economic Advisers from
June 2005 to January 2006.

Professor Bernanke’s intermediate textbook, with
Andrew Abel, Macroeconomics, Sixth Edition (Addison-
Wesley, 2008) is a best seller in its field. He has authored
more than 50 scholarly publications in macroeconomics,
macroeconomic history, and finance. He has done signifi-
cant research on the causes of the Great Depression, the role
of financial markets and institutions in the business cycle,
and measuring the effects of monetary policy on the econ-
omy.

Professor Bernanke has held a Guggenheim Fellowship
and a Sioan Fellowship, and he is a Fellow of the Econo-
metric Society and of the American Academy of Arts and
Sciences. He served as the Director of the Monetary
Economics Program of the Naticnal Bureau of Economic
Research (NBER) and as a member of the NBER’s Business
Cycle Dating Committee. In July 2001, he was appointed
Editor of the American Economic Review. Professor
Bernanke’s work with civic and professional groups
includes having served two terms as a member of the
Montgomery Township {N.].} Board of Education.



Ithough many millions of dollars are spent each year on introductory

economics instruction in American colleges and universities, the return

on this investment has been disturbingly low. Studies have shown, for
example, that several months after having taken a principles of economics
course, former students are no better able to answer simple economic questions
than others who never even took the course. Most students, it seems, leave our
introductory courses without having learned even the most important basic eco-
nomic principles.

The problem, in our view, is that these courses almost always try to teach
students far too much. In the process, really important ideas get little more cov-
erage than minor ones, and everything ends up going by in a blur. Many instruc-
tors ask themselves, “How much can I cover today?” when instead they should
be asking, “How much can my students absorb?”

Our textbook grew out of our conviction that students will learn far more if
we attempt to cover much less. Our basic premise is that a small number of ba-
sic principles do most of the heavy lifting in economics, and that if we focus nar-
rowly and repeatedly on those principles, students can actually master them in
just a single semester.

The enthusiastic reactions of users of our first three editions affirm the va-
lidity of this premise. Although recent editions of a few other texts now pay lip
service to the less-is-more approach, ours is by consensus the most carefully
thought-out and well-executed text in this mold. Avoiding excessive reliance
on formal mathematical derivations, we present concepts intuitively through ex-
amples drawn from familiar contexts. We rely throughout on a well-articulated
list of seven core principles, which we reinforce repeatedly by illustrating and
applying each principle in numerous contexts. We ask students periodically to
apply these principles themselves to answer related questions, exercises, and
problems.

Throughourt this process, we encourage students to become “economic nat-
uralists,” people who employ basic economic principles to understand and ex-
plain what they observe in the world around them. An economic naturalist
understands, for example, that infant safety seats are required in cars but not in
airplanes because the marginal cost of space to accommodate these seats is typ-
ically zero in cars but often hundreds of dollars in airplanes. Scores of such ex-
amples are sprinkled throughout the book. Each one, we believe, poses a
question that should make any normal, curious person eager to learn the answer.
These examples stimulate interest while teaching students to see each feature of
their economic landscape as the reflection of one or more of the core principles.
Students talk about these examples with their friends and families. Learning eco-
nomics is like learning a language. In each case, there is no substitute for actu-
ally speaking. By inducing students to speak economics, the economic naturalist
examples serve this purpose.

For those who would like to learn more about the role of examples in learn-
ing economics, Bob Frank’s lecture on this topic is posted on You Tube’s “Authors

@ Google” series (http://www.youtube.com/watch?v=QalNVxeIKEE or search

“Authors @ Google Robert Frank”).



FEATURES

m An emphasis on seven core principles: As noted, a few core principles do most of
the work in economics. By focusing almost exclusively on these principles, the
text assures that students leave the course with a deep mastery of them. In con-
trast, traditional encyclopedic texts so overwhelm students with detail that they
often leave the course with little useful working knowledge at all.

T I The Scarcity Principle: Having more of one good thing usually means hav-
it ( ing less of another.
P 2 The Cost-Benefit Principle: Take no action unless its marginal benefit is at
il et ( least as great as its marginal cost.

3 The Incentive Principle: Cost-benefit comparisons are relevant not only for
( identifying the decisions that rational people should make, but also for pre-

dicting the actual decisions they do make.

4 The Principle of Comparative Advantage: Everyone does best when
each concentrates on the activity for which he or she is relatively most

productive.

5 The Principle of Increasing Opportunity Cost: Use the resources with the

lowest opportunity cost before turning to those with higher opportunity
costs.

6 The Efficiency Principle: Efficiency is an important social goal because when

the economic pie grows larger, everyone can have a larger slice.

7 The Equilibrium Principle: A market in equilibrium leaves no unexploited
opportunities for individuals but may not exploit all gains achievable
through collective action.

s Economic naturalism: Economic naturalist examples typically invoke a more
aggregative perspective in macroeconomics, but still entail explicit or implicit
cost-benefit calculations. In macro, for example, the economic naturalist might
ask questions like these:

® Why has investment in computers increased so much in recent decades?
m Why does news of inflation hurt the stock market?
m Why did Japan build roads that nobody wants to use?

m Active learning stressed: The only way to learn to hit an overhead smash in ten-
nis is through repeated practice. The same is true for learning economics. Ac-
cordingly, we consistently introduce new ideas in the context of simple
examples and then follow them with applications showing how they work in
familiar settings. At frequent intervals, we pose exercises that both test and re-
inforce the understanding of these ideas. The end-of-chapter questions and
problems are carefully crafted to help students internalize and extend core con-
cepts. Experience with our first three editions confirms that this approach re-
ally does prepare students to apply basic economic principles to solve economic
puzzles drawn from the real world.

m Modern Macroeconomics: Recent developments have renewed interest in cycli-
cal fluctuations without challenging the importance of such long-run issues as
growth, productivity, the evolution of real wages, and capital formation. Our
treatment of these issues is organized as follows:



m A three-chapter treatment of long-run issues followed by a modern treatment
of short-term fluctuations and stahilization policy, emphasizing the impor-
tant distinction between short- and long-run behavior of the economy.

= Consistent with both media reporting and recent research on monetary
policy rules, we treat the interest rate rather than the money supply as the
primary instrument of Fed policy.

m The analysis of aggregate demand and aggregate supply relates output to in-
flation, rather than to the price level, sidestepping the necessity of a separate
derivation of the link between the output gap and inflation.

m This book places a heavy emphasis on globalization, starting with an analy-
sis of its effects on real wage inequality and progressing to such issues as the
benefits of trade, the causes and effects of protectionism, the role of capital
flows in domestic capital formation, and the links between exchange rates
and montary policy.

IMPROVEMENTS

# Modular presentation: Part 2, “Macroeconomics: Data and Issues,” is a self-
contained group of chapters that covers measurement issues. This allows in-
structors to proceed to either the long run (Part 3, “The Economy in the Long
Run”) or the short run (Part 4, “The Economy in the Short Run) first with no
loss of continuity.

w Integrated discussion of labor markets: Labor market trends in employment,
wages, and unemployment are now covered together in Chapter 6.

m Greater attention to the connections between financial markets and money:
Chapter 9 brings together information on financial intermediaries, bond and
stock markets, and money so that students can make the connections among
stock markets, bond markets, commercial banks, and money.

m Improved discussion of output gaps and Okun’s Law: The output gap is now
written as Y — Y* so that when actual output is below potential output, the
output gap is a negative number. This allows us to develop Okun’s Law as a
negative relationship between the output gap and cyclical unemployment.

m Improved presentation of the simple Keynesian model: We present the simple
Keynesian model through examples that are developed both graphically and
numerically.

m Strengthened coverage of monetary policy: We reorganized the material so that
the institutional details of the Federal Reserve are discussed at the beginning of
Chapter 12, followed by the effects of Federal Reserve policy on planned ag-
gregate expenditure. The money market is still discussed, but now instructors
who wish to skip this material can easily do so. In addition, the effects of mon-
etary policy are summarized using logic chains that students can easily under-
stand. Finally, the relationship between output gaps and monetary policy that
we discuss using the simple Keynesian model is used to motivate the Fed’s mon-
etary policy rule.



m Refinements of the presentation of Aggregate Demand and Aggregate Supply:
Chapters 13 and 14 work together to give students a thorough understanding

N of both the theory and application of the AD-AS model. In Chapter 13, we
develop carefully the reasoning behind the AD curve and the AS curve. In
particular:

s We develop the AD curve by tracing the effects of the Fed’s monetary policy
rule on short-run spending and output. We have eliminated any discussion
of price-level effects on output and focused entirely on the relationship

_ between inflation and short-run spending.

m The AS curve is now an upward-sloping curve with inflation on the vertical
axis. This provides the advantage of placing inflationary expectations at
the center of the story of how the economy’s self-correcting mechanism
works and how Federal Reserve credibility affects short-run and long-run
equilibrium.

m We provide students with a series of examples that show how the AD curve
and the AS curve work together to determine short-run equilibrium and how
the economy adjusts to long-run equilibrium.

In Chapter 14, we apply the AD-AS model to macroeconomic policy. Specif-
ically, we examine monetary policy with a focus on whether or not the Fed
should accommodate spending shocks and inflation shocks and discuss sup-
ply-side effects of fiscal policy with a focus on how changes in marginal tax
rates can affect labor supply and hence potential output. Finally, we use
what students have learned to address important current topics such as an-
chored inflationary expectations, central bank independence, and inflation
targeting.

m Chapter learning objectives: Students and professors can be confident that
the organization of each chapter surrounds common themes outlined by five
to seven learning objectives listed on the first page of each chapter. These ob-
jectives, along with AACSB and Bloom’s Taxonomy Learning categories, and
connected to all Test Bank questions and end-of-chapter material to offer a
comprehensive, thorough teaching and learning experience.

s Assurance of learning ready: Many educational institutions today are focused on
the notion of assurance of learning, an important element of some accreditation
standards. Principles of Macroeconomics, 4e is designed specifically to support
your assurance of learning initiatives with a simple, yet powerful, solution.

You can use our test bank software, EZTest, to easily query for Learning
Objectives that directly relate to the objectives for your course. You can then
use the reporting features of EZTest to aggregate student results in a similar
fashion, making the collection and presentation of assurance of learning data
simple and easy.

THE CHALLENGE

The world is a more competitive place now than it was when we started teaching in
the 1970s. In arena after arena, business as usual is no longer good enough. Baseball
players used to drink beer and go fishing during the off season, but they now lift



weights and ride exercise bicycles. Assistant professors used to work on their houses
on weekends, but the current crop can now be found most weekends at the office.
The competition for student attention has grown similarly more intense. There are
many tempting courses in the typical college curriculum and even more tempting di-
versions outside the classroom. Students are freer than ever to pick and choose.

Yet many of us seem to operate under the illusion that most freshmen arrive
with a burning desire to become economics majors. And many of us do nort yet
seem to have recognized that students’ cognitive abilities and powers of concentra-
tion are scarce resources. To hold our ground, we must become not only more se-
lective in what we teach, but also more effective as advocates for our discipline. We
must persuade students that we offer something of value.

A well-conceived and well-executed introductory course in economics can
teach our students more about society and human behavior in a single term than
virtually any other course in the university. This course can and should be an intel-
lectual adventure of the first order. Not all students who take the kind of course we
envisioned when writing this book will go on to become economics majors, of
course. But many will, and even those who do not will leave with a sense of admi-
ration for the power of economic ideas.

A salesperson knows that he or she often gets only one chance to make a good
first impression on a potential customer. Analogously, the principles course is often
our only shot at persuading most students to appreciate the value of economics. By
trying to teach them everything we know—rather than teaching them the most im-
portant things we know—we too often squander this opportunity.

SUPPLEMENTS FOR THE INSTRUCTOR

McGraw-Hill’s Homework Manager Plus™: McGraw-Hill’s Homework Man-
ager Plus is a complete, Web-based solution that includes and expands upon
the actual problem sets found at the end of each chapter. It features enhanced
technology that provides a varied supply of auto-graded assignments and
graphing exercises, tied to the learning objectives in the book. McGraw-Hill’s
Homework Manager can be used for student practice, graded homework
assignments, and formal examinations; the results are easily integrated
with your course management system, including WebCT and Blackboard.

Instructor’s Manual: Prepared by Louis D. Johnston of the College of Saint
Benedict | Saint John’s University, this expanded manual will be extremely use-
ful for all teachers. In addition to such general topics as Using the Web Site,
Economic Education Resources, and Innovative Ideas, there will be for each
chapter: An Overview, Core Principles, Important Concepts Covered, Teach-
ing Objectives, Teaching Tips/Student Stumbling Blocks, More Economic Nat-
uralists, In-Class and Web Activities, Annotated Chapter Outline, Answers to
Textbook Problems, Sample Homework, and a Sample Reading Quiz.

Test Banks: Prepared by William J. Brennan of the University of Minnesota-
Mankato, this manual contains more than 2,000 questions categorized by
chapter learning objectives, AACSB learning categories, and Bloom’s Taxon-
omy objectives. The test bank is available in the latest EZTest test-generating
software, ensuring maximum flexibility in test preparation.

PowerPoints: Prepared by Carol Swartz of the University of North Carolina-
Charlotte, these slides contain a detailed, chapter-by-chapter review of the
important ideas presented in the textbook, accompanied by animated graphs
and slide notes.




Instructor’s CD-ROM: This remarkable Windows software program con-
tains the complete Instructor’s Manual with solutions to the end-of-chapter
problems, Solman Videos, Computerized Test Banks, PowerPoints, and the
complete collection of art from the text.

Online Learning Center (www.mhhe.com/fb4e): The contents of the IRCD
are also available on the textbook’s Web site for quick download and con-
venient access for professors anytime.

SUPPLEMENTS FORTHE STUDENT

Study Guide: Revised by Louis D. Johnston of the College of Saint Benedict |
Saint John’s University, this book contains for each chapter a pre-test; a
“Key Point Review” that integrates the learning objectives with the chapter
content; a self-test with matching and multiple choice problems; and an
Economic Naturalist case study that helps students apply what they learned.

Online Learning Center (www.mhhe.com/fb4e): For students there are such
useful features as the Glossary from the textbook; Graphing Exercises; a set
of study PowerPoints; and practice quizzes.

Premium Content: The Online Learning Center now offers students the op-
portunity to purchase premium content. Like an electronic study guide, the
OLC Premium Content enables students to take self-grading quizzes for each
chapter as well as to download Frank and Bernanke-exclusive iPod content
including podcasts by the authors, narrated lecture slides, Paul Solman
videos—all accessible through the student’s MP3 device. In the chapter, when
you see an iPod icon, there is a podcast that correlates to that material. The
label EN stands for Economic Naturalist, and the number represents the
chapter number.

A NOTE ON THE WRITING OF THIS EDITION

Ben Bernanke was sworn in on February 1, 2006, as Chairman and a member of
the Board of Governors of the Federal Reserve System. From June 2005 until
January 2006, he served as chairman of the President’s Council of Economic
Advisers. These positions have allowed him to play an active role in making U.S.
economic policy, but the rules of government service have restricted his ability to
participate in the preparation of the fourth edition.

Fortunately, we were able to enlist the aid of Louis D. Johnston of the College
of Saint Benedict | Saint John’s University to take the lead in revising the macro
portions of the book and to assist Robert Frank in revising the micro portions of
the book. Ben Bernanke and Robert Frank express their deep gratitude to Louis for
the energy and creativity he has brought to his work on the book. He has made the
book a better tool for students and professors.
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