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It’s hard to package all the excitement of economic events into a one-semester
course, much less an abbreviated intro text. But economics is, after all, the sci-
ence of choice. Instructors who teach a one-term survey of economics know
how hard the content choices can be. There are way too many topics and way
too little time.

RTER O
FOCUS ON CORE CONCEPTS

Few textbooks confront this scarcity problem directly. Some one-semester books
are nearly as long as full-blown principles texts. The shorter ones tend to con-
dense topics and omit the additional explanations, illustrations, and applica-
tions that are especially important in survey courses. Students and teachers alike
get frustrated trying to pick out the essentials from abridged principles texts.

Essentials of Economics lives up to its name by making the difficult choices.
The standard table of contents has been pruned to the core. The surviving top-
ics are the very essence of economic concepts. In microeconomics, for exam-
ple, the focus is on the polar models of perfect competition and monopoly.
These models are represented as the endpoints of a spectrum of market struc-
tures (see figure on p. 101). Intermediate market structures—oligopoly, mo-
nopolistic competition, and the like—are noted but not analyzed. The goal
here is simply to convey the sense that market structure is an important deter-
minant of market outcomes. The contrast between the extremes of monopoly
and perfect competition is sufficient to convey this essential message. The
omission of other market structures from the outline also leaves more space
for explaining and illustrating ~ow market structure affects market behavior.

The same commitment to essentials is evident in the section on macroeco-
nomics. Rather than attempt to cover all the salient macro models, the focus
here is on a straightforward presentation of the aggregate supply-demand
framework. The classical, Keynesian, and monetarist perspectives on AD and
AS are discussed within that common, consistent framework. There is no dis-
cussion of neo-Keynesianism, rational expectations, public choice, or Marxist
models. The level of abstraction required for such models is simply not neces-
sary or appropriate in an introductory survey course. Texts that include such
models tend to raise more questions than survey instructors can ever hope to
answer. In Essentials, students are exposed only to the ideas needed for a basic
understanding of how macroeconomies function.

£ B
CENTRAL THEME

The central goal of this text is to convey a sense of how economic systems af-
fect economic outcomes. When we look back on the twentieth century, we see
how some economies flourished, while others languished. Even the “winners”
had recurrent episodes of slow, even negative growth. The central analytical is-
sue is how various economic systems influenced those diverse growth records.
Was the relatively superior track record of the United States a historical fluke
or a by-product of its commitment to market capitalism? Were the long eco-
nomic expansions of the 1980s and 1990s the result of enlightened macro pol-
icy, more efficient markets, or just good luck? What role did policy, markets,
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and (bad) luck play in the economic slowdown of 2001? What forces deserve
credit for the economic recovery that followed?

In the 2008 presidential campaign, economic issues were almost always at
the forefront (as Yale economist Ray Fair has been telling us for years). Demo-
cratic candidates held President Bush responsible for the housing crisis, high
gasoline prices, the budget deficit, the weak dollar, and the slowing economy.
Republican candidates responded that the Bush tax cuts had accelerated eco-
nomic growth, created millions of new jobs, and helped shrink the deficit.
How are students—much less voters!—supposed to sort out these conflicting
claims? Essentials at least offers an analytical foundation for assessing both
economic events and political platforms. Students get an initial bird’s-eye view
of the macroeconomy (see p. 213) that relates macro determinants to macro
outcomes. Then they get enough tools to identify cause-and-effect relation-
ships and to sort out competing political claims.

A recurrent theme in Essentials is the notion that economic institutions and
policies matter. Economic prosperity isn’t a random occurrence. The right in-
stitutions and policies can foster or impede economic progress. The challenge
is to know when and how to intervene.

This central theme is the focus of Chapter 1. Our economic accomplish-
ments and insatiable materialism set the stage for a discussion of production
possibilities. The role of economic systems and choices is illustrated with the
starkly different “guns versus butter” decisions in North and South Korea,
Russia, and the United States. The potential for both market failure (or suc-
cess) and government failure (or success) is highlighted. After reading Chapter 1,
students should sense that “the economy” is important to their lives and that
our collective choices on how the economy is structured are important.

EAL RS e
REAL-WORLD EMPHASIS

Every chapter starts out with real-world applications of core concepts. As
the chapters unfold, empirical illustrations continue to enliven the in-text
analysis. The chapters end with a Policy Perspectives section that challenges
the student to apply new concepts to real-world issues.

ICY PERSPECTIVES

GLOBAL POVERTY :
The United States is the economic powerhouse of the world. As we've seen, the |
5 percent of the world’s population that lives within our nation’s borders con- |
sumes over 20 percent of the world’s output. The three richest Americans—Bill |
Gates, Warren Buffet, and Paul Allen—have more wealth than the combined to- |
tal output of the world's 40 poorest countries (roughly 600 million people!). Even |
the 36 million officially classified “poor” people in the United States enjoy living |
> ha nb- o s dre

The real-world approach of Essentials is reinforced by the boxed Headlines
that appear in every chapter. The Headlines offer up-to-date domestic and
international applications of economic concepts. Some new examples that will
particularly interest your students include

The 2007-2008 market shortage of Wii game consoles (p. 48).
The price elasticity of demand for iPhones (p. 69).

The specific externalities of second-hand smoke (p. 172).

The relentless rise of tuition (p. 201).

The earnings of different college majors (p. 151).
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+ The earnings of different college majors (p. 151).
+ The astronomical salaries paid to college coaches (p. 157).
» The debate over the fiscal stimulus plans for 2008 (p. 327).

This is just a sampling of the stream of real-world applications that cascades
throughout this text. Twenty of the Headlines are new to this edition.

- ’xoeptnon, it is the first pop tour ever where some peq
_seem to be routinely paying four figures for a ticket.

, , The Associated Press reports the average national
fora 14»yaar»cld pop star/actresi . i sell price for a Hannah Montana ticket is $214, beating
The Miley Cyrus/Hannah Montana “Best Bgth _ the national average for such other hot shows as The|
Worids Tour” sold out in 54 citi after tic 4 L in Timberlake ($182). ‘
went on sale across the co ver : ’ ondary, or scalper, market is si
s 2

-opeating on the ¢

PR S
THEORY AND REALITY

In becoming acquainted with the U.S. economy, students will inevitably learn
about the woes of the business cycle. As the course progresses, they will not
fail to notice a huge gap between the pat solutions of economic theory and the
dismal realities of occasional recession. This experience will kindle one of the
most persistent and perplexing questions students have, namely: if the theory
is so good, why is the economy such a mess?

Economists like to pretend that the theory is perfect but politicians aren’t.
That's part of the answer, to be sure. But it isn't entirely fair to either politi-
cians or economists. In reality, the design and implementation of economic
policy is impeded by incomplete information, changing circumstances, goal
trade-offs, and politics. Chapter 16 examines these real-world complications. A
Headline on the “black art” of economic modeling (p. 326), together with new
examples of the politics of macro policy, enliven the discussion. In this signa-
ture chapter, students get a much more complete explanation of why the real
world doesn’t always live up to the promises of economic theory.

AT DT
LIVING ECON

Building on the real-world emphasis of Essentials, Living Econ is an end-of-
chapter feature that promotes economic literacy by relating the chapter con-
cepts to what is most important to every student: his or her own life. Created
by Linda Wilson of the University of Texas at Arlington and Mark Maier of
Glendale Community College, Living Econ explores provocative and relevant
questions such as

» How much will I earn?
+ Why should I care about interest rates?
Should I vote my pocketbook?
» How can I communicate with a large corporation?
> Should I travel abroad with dollars?
+ How come there aren’t enough levees?
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By bringing the concepts alive, this section gives students the opportunity to
consider why economics matters to them. This glimpse into the big picture
will help them see what it takes to think like an economically literate citizen.
For those who want a bit more discussion of the topics in Living Econ, addi-
tional material can be found in the Study Guide.

Where Will | End Up?
Based on the important characteristics of the U.S. economy, what can we say
about the job prospects of college students? First off, you're almost certain to get
a job. The unemployment rate for college graduates is typically only 2-3 percent.
Second, you're likely to find a job in a service industry. Seventy percent of all
existing jobs—and 98 percent of all new jobs—are in the service sector. Within
the service sector, you're likely to be producing consumer goods (70 percent of
all output) or working in government (19 percent of all output).

Wherever you start working isn’t where you'll likely end up. People change
employers repeatedly during their work lives. Thex ev: e occupatj

2R
WEB ACTIVITIES

To keep Essentials connected to the real world, Web Activities, created by Amy
Wolaver of Bucknell University, appear at the end of each chapter. These re-
quire the student to access data or materials on a Web site and then use, sum-
marize, or explain it in the context of the chapter’s core economic concepts.
The Instructor’s Resource Manual provides answers to the Web-based activities.

PRI TR
ASSURANCE OF LEARNING-READY

Many educational institutions today are focused on the notion of assurance of
learning, an important element of some accreditation standards. Essentials of
Economics, Te, is designed specifically to support your assurance of learning
initiatives with a simple, yet powerful, solution.

Each test bank question for Essentials of Economics, 7e, maps to a specific
chapter learning objective listed in the text. You can use our test bank soft-
ware, EZ Test or Homework Manager for Economics, to easily query for learn-
ing outcomes/objectives that directly relate to the learning objectives for your
course. You can then use the reporting features to aggregate student results in
similar fashion, making the collection and presentation of assurance of learn-
ing data simple and easy.

AR St
NEW IN THIS EDITION

This Seventh Edition contains a lot of new material. Although the structure
of the text is unchanged, the content has been extensively refreshed
throughout. All of the statistics have been updated. New problems and dis-
cussion questions have been added to every chapter. New cartoons and pho-
tos have been added. And new examples, illustrations, and Headlines appear
throughout. Listing all this new material here would unnecessarily add to
the length of the text. Worth special notice in this edition is the new inclu-
sion of five Learning Objectives for each chapter. These are designed to
focus student attention on core principles, while facilitating tests of student
comprehension (see Assurance of Learning-Ready). The chapter-end sum-
maries, questions for discussion, and problems are all keyed to these Learning
Objectives as well, in addition to the supplementary material, which includes
the Test Bank, Instructor’s Resource Manual, and Student Study Guide.
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fiBhE
SUPPORTIVE PEDAGOGY

The emphasis on real-world applications motivates students to read and learn
basic economic concepts. This pedagogical goal is reinforced with several in-
text student aids. These include

« Chapter Learning Objectives New to this edition, each chapter opens
with a set of chapter-level Learning Objectives. Students and professors
can be confident that each chapter is organized around common themes
outlined by the five learning objectives listed on the first page of each
chapter.

« Chapter-opening questions Each chapter begins with a short, empiri-
cally based introduction to key concepts. Three core questions are posed
to motivate and direct student learning.

In-margin definitions Key concepts are highlighted in the text and de-
fined in the margins. Key definitions are also repeated in subsequent
chapters to reinforce proper usage.

+ Precise graphs All the analytical graphs are plotted and labeled with
precision. This shouldn’t be noteworthy, but other texts are surprisingly
deficient in this regard.

FIGURE 3.7 {
Neow Equilibrivm ssoi‘

A rightward shift of the demand 45 \
curve indicates that consumers

are willing and able to buy a
larger quantity at every price, As
a consequence, a new
equilibrium is established (point
E,), at a higher price and greater
quantity. A shift of the demand
curve occurs only when the
assumption of ceteris paribus is
violated—when one of the
determinants of demand
changes.

The equilibrium would also 5
be altered if the determinants of
supply changed, causing a shift
of the market supply curve.
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Synchronized tables and graphs The graphs are made more understand-
able with explicit links to accompanying tables. Notice in Figure 2.2

(p. 36), for example, how the lettered rows of the table match the
lettered points on the graph.

Complete annotations All the graphs and tables have self-contained
annotations, as do the Headline boxes, the photos, and the cartoons.
These captions facilitate both initial learning and later review.

Chapter summaries Key points are summarized in bulleted capsules at
the end of each chapter.

Key-term review A list of key terms (the ones defined in the margins) is
provided at the end of each chapter. This feature facilitates review and
self-testing.

Questions for discussion These are intended to stimulate thought and
discussion about the nature of core concepts and their application to
real-world settings.
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Numerical problems Numerical problems are set out at the end of each
chapter. These problems often require students to use material from
earlier tables, graphs, or Headlines. Answers to all problems are
provided in the Instructor’s Resource Manual along with clarifying
annotations.

«  End-of-text glossary The chapter-specific definitions and key-term
reviews are supplemented with a comprehensive glossary at the end of
the text.

Web-based exercises Up to four problems at the end of each chapter
require students to retrieve and use material from specific Web sites.
Answers and additional suggestions are contained in the Instructor’s
Resource Manual.

Living Econ This end-of-chapter feature gives students personal
insights into how the economy relates to their everyday activities.

WZF : BT
CONTENTS: MICROECONOMICS

The micro sequence of the text includes only six chapters. In this brief space
students get an introduction to the essentials of consumer demand, producer
supply decisions, market structure (competition versus monopoly), and labor
market behavior. In each case the objective is to spotlight the essential ele-
ments of market behavior, for example, the utility-maximizing behavior of con-
sumers, the profit-maximizing quest of producers, and the interactions of
supply and demand in setting both wages and prices. The monopoly chapter
(Chapter 7) offers a step-by-step comparison of competitive and monopoly
behavior, in both the short and long run.

The final chapter in the micro core examines the purposes of government
intervention. The principal sources of market failure (public goods, externali-
ties, market power, inequity) are explained and illustrated. So, too, is the na-
ture of government intervention and the potential for government failure.
Students should end the micro core with a basic understanding of how mar-
kets work and when and why government intervention is sometimes necessary.

P2 : BT
CONTENTS: MACROECONOMICS

The macro sequence begins with a historical and descriptive introduction to
the business cycle. The rest of the opening macro chapter explains and illus-
trates the nature and consequences of unemployment and inflation. This
discussion is predicated on the conviction that students have to understand
why business cycles are feared before theyll show any interest in the policy
tools designed to tame the cycle. The standard measures of unemployment and
inflation are explained, along with specific numerical goals set by Congress
and the president.

The basic analytical framework of aggregate supply and aggregate demand
(AS/AD) is introduced in Chapter 11. The focus is on how different shapes and
shifts of AS and AD curves affect macro outcomes. The AS/AD framework is
also used to illustrate the basic policy options that decision makers confront.
The stylized model of the economy illustrated in Figure 10.1 (p. 213) is used re-
peatedly to show how different macro determinants affect macro outcomes
(e.g., see the highlighting of fiscal policy in Figure 11.1 on p. 239).

The fiscal-policy chapter surveys the components of aggregate demand and
shows how changes in government spending or taxes can alter macro equilib-
rium. The multiplier is illustrated in the AS/AD framework, and the potential
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consequences for price inflation are discussed. The chapter ends with a discus-
sion of budget deficits and surpluses.

The monetary dimensions of the macroeconomy get two chapters. The first
introduces students to modern concepts of money and the process of deposit
creation. Chapter 14 focuses on how the Federal Reserve regulates interest
rates, bank reserves, and lending to influence macro outcomes.

Supply-side concerns are addressed in Chapter 15. The potential of tax cuts,
deregulation, and other supply-side policy options to improve both short- and
long-term macro performance is explored. The chapter also offers a discussion
of why economic growth is desirable, despite mounting evidence of environ-
mental degradation and excessive consumption.

The final chapter in the macro section is every student’s favorite. It starts
out with a brief review of the nature and potential uses of fiscal, monetary,
and supply-side policy options. Then the economic record is examined to
highlight the contrast between theory and reality. The rest of the chapter iden-
tifies the obstacles that prevent us from eliminating the business cycle in the
real world. These obstacles include everything from faulty forecasts to pork-
barrel politics.

Hshveer
TEXT SUPPLEMENTS ERF—FBRATHELER

McGraw-Hill’s Homework Manager Plus™

McGraw-Hill's Homework Manager Plus is a complete, Web-based solution
that includes and expands upon the actual problem sets found at the end of
each chapter as well as the text’s Test Bank questions. It features enhanced
technology that provides an extensive 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 as-
signments, and formal examinations. The results can be easily integrated with
a course management system, including WebCT and Blackboard, or stored in
your personalized grade book provided by Homework Manager.

Student Study Guide *¥3Ji5FE

From the student’s perspective, the most important text supplement is the
Study Guide. The new Study Guide has been completely updated by Linda
Wilson of the University of Texas at Arlington. The Study Guide develops
quantitative skills and the use of economic terminology, and it enhances crit-
ical thinking capabilities. Each chapter of the Study Guide contains these
features:

Quick Review Key points in the text chapter are restated at the
beginning of each Study Guide chapter.

Learning Objectives The salient lessons of the text chapters are noted at
the outset of each Study Guide chapter.

Using Key Terms Definitions of key terms are reviewed using a
crossword-puzzle format.

True-False Questions Ten true—false questions are included in each
chapter. They are similar to the true—false questions in the Test Bank.
Multiple-Choice Questions Twenty multiple-choice questions per chapter
are provided. Again, the questions are similar to those in the Test Bank.

T ABENAEE WEYR PRIIGNE. ST RAABENEM OEIREUN, KA
TP RE N ABCERE RN RS . EifHIE : (010) 84937153 84937152 ;

e-mail: Marking@ncc-pub.com

HOMEWORK |
MANAGER®
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Problems and Applications These exercises allow students to apply
problem-solving skills to current issues and realistic events. Some ques-
tions and problems focus on the Headline articles from the chapter.
Common Student Errors The basis for common student errors is
explained, along with the correct principles. This unique feature is
very effective in helping students discover their own mistakes.

« Answers Answers to all problems, exercises, and questions are provided
at the end of each chapter.

Instructor’s Resource Manuval I HIEF M

The Instructor’s Resource Manual is designed to assist instructors as they cope
with the demands of teaching a survey of economics in a single term. The
manual has been fully updated for the Seventh Edition by Amy Wolaver of
Bucknell University with special contribution of the debate material by Mark
Maier of Glendale Community College. Each chapter of the Imstructor’s
Resource Manual contains the following features:

What Is This Chapter All About? A brief summary of the chapter.

New to This Edition A list of changes and updates to the chapter since
the last edition.

Lecture Launchers Designed to offer suggestions on how to launch
specific topics in each chapter.

Common Student Errors To integrate the lectures with the student
Study Guide, this provides instructors with a brief description of some
of the most common problems that students have when studying the
material in each chapter.

Headlines A list of Headlines from the text is provided for easy reference.

Annotated Outline An annotated outline for each chapter can be used
as lecture notes.

Structured Controversies Chapter-related topics are provided for
sparking small-group debates that require no additional reading. Also
accessible on the Web site.

Mini-Debates Additional chapter-related debate topics that require
individual students to do outside research in preparation. Also accessible
on the Web site.

Mini-Debate Projects Seven projects are provided, cutting across all the
chapters. These include several focus questions and outside research.
Answers to the Chapter Questions and Problems The Instructor’s
Resource Manual provides answers to the end-of-chapter questions
and problems in the text, along with explanations of how the answers
were derived.

Answers to Web Activities Answers to Web Activities from the textbook
are provided in the Instructor’s Resource Manual as well as on the

Web site.

Print Media Exercise Provides a ready-to-use homework assignment
using current newspapers and/or periodicals to find articles that
illustrate the specific issues.

Test Bank XA

The Test Bank to accompany Essentials of Economics follows the lead of the
textbook in its application of economic concepts to worldwide economic is-
sues, current real-world examples, and the role of government in the economy.
The Test Bank has been prepared by Linda Wilson of the University of Texas at
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Arlington. The Test Bank contains roughly 2,500 objective, predominantly
multiple-choice questions. Each question includes a text-page reference where
the underlying concept is discussed. All test bank questions have been tagged
with chapter learning objectives, AACSB learning categories, and Bloom’s
Taxonomy Objectives to provide an assurance of quality learning.

PowerPoints E/R3HE PPT
Jeffrey Phillips of Morrisville State College has prepared a concise set of Power-
Point presentations to correspond with the Seventh Edition. The PowerPoints
present the text’s key content from the chapter.

In addition, Professor Phillips created narration to the slides so students can
listen and view the presentations on their MP3 devices.

Digital Image Library X¥FEGE

A Digital Image Library of all figures from the textbook is available on the in-
structor’s side of the Online Learning Center. Professors can insert the exact
images from the textbook into their presentation slides or simply post for stu-
dent viewing on their course management site.

News Flashes FHES

As up-to-date as Essentials of Economics is, it can't foretell the future. As the fu-
ture becomes the present, however, I will write News Flashes describing major
economic events and relate them to specific topics in the text. Four News Flashes
are posted on our Web site each year (www.mhhe.com/schilleressentials7e).

Online Learning Center 7EZL¥SIHD

With interactive content revised by Mark Maier of Glendale Community Col-
lege and Jeffrey Phillips of Morrisville State College, the Seventh Edition Web
site offers students easy access to Chapter Summaries, Key Terms, Power-
Points, and the following features that include updated content:

Self-quizzes—25-30 multiple-choice questions per chapter, with a self-
grading function that allows students to see results and e-mail them to
the professor.

Updated In-Class Debates.

Updated Extending the Debate—For in-class debates, including
additional reading.

Updated Debate Projects—Seven projects that provide focus questions
and require outside research.

Instructors also have online access to the Instructor’s Resource Manual, Power-
Point slides, and helpful grading resources for the Web Activities, Structured
Controversies, Mini-Debates, and Mini-Debate Projects.

Premium Content f{T#EAZAE

The Online Learning Center now offers students the opportunity to purchase
premium content. Like an electronic study guide, the OLC Premium Content
enables students to take pre- and post-tests for each chapter as well as to
download Schiller-exclusive iPod content including podcasts by Brad Schiller,
narrated PowerPoint presentations, practice quizzes, and chapter summaries—
all accessible through the student’s MP3 device. This icon in the text signifies
content that can be used in the student’s MP3 device.
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At McGraw-Hill, I was exceedingly lucky to have Angela Cimarolli as my
Development Editor. Angie not only initiated and administered an extensive
review process, but also researched and selected the new look of the text. She
also prodded me to keep up with her ambitious schedule. So a lot of credit for
this edition belongs to her. Credit is also due to Harvey Yep, who has repeat-
edly proven to be a great Project Manager. Now I trust the distinguished edito-
rial and marketing team of Douglas Reiner (senior editor), Melissa Larmon
(marketing manager), and Jennifer Jelinski (marketing specialist) to keep this
text at the top of the sales charts.

% if
FINAL THOUGHTS

I am deeply grateful for the enormous success Essentials has enjoyed. Since its
first publication, it has been the dominant text in the one-semester survey
course. Hopefully, its brevity, content, style, and novel features will keep it at
the top of the charts for years to come. The ultimate measure of the book’s suc-
cess, however, will be reflected in student motivation and learning. As the au-
thor, I would appreciate hearing how well Essentials lives up to that standard.

Bradley R. Schiller



