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preface

The Third Edition of this textbook has a number of signif-
icant changes. To begin with, it is now a collaborative ef-
fort. By working together, we have been able to broaden
dramatically the range of experience and expertise that in-
forms our book. The result is a new edition that improves
substantially over its predecessors while still retaining
their guiding principles.

As we worked on the revision we kept our sites on two
main objectives. The first was to ensure the book contin-
ues to provide students with a clear presentation of the
basic competitive model, while also ensuring that students
can quickly move on to explore the richness of modern
economic analysis in areas such as the economics of infor-
mation, imperfect competition, and the economics of tech-
nology and innovation. These areas, prominent in the pre-
vious editions, have taken on an even greater relevance as
information technologies change the marketplace. Our
second objective was to present modern economics in a
way that is conducive to good teaching and student learn-
ing. Here, we stress core concepts and have reorganized
the book so that instructors will find it flexible enough for
a variety of classroom and lecture settings. Whether it is
used for a one-semester, one-quarter, or mini course, the
new edition allows instructors to combine core chapters
with a selection of additional chapters that contain exten-
sions or more in-depth coverage of various topics, or that
focus on issues of current policy debate.

Much has changed in the modern economy and in
modern economics since the Second Edition of this text-
book. The productivity slowdown that gripped the econ-
omy in the twenty years after 1973 was replaced in the last
half of the 19905 by an apparent productivity acceleration.
The fiscal deficits of the 1990s were replaced, as the cen-
tury ended, with fiscal surplus, although the economic
slowdown and the War on Terrorism have quickly eroded

these surpluses. The long economic expansion of the
1990s came to an end when the book was in the last stages
of preparation. New technologies, particularly those asso-
ciated with information-based systems, are transforming
the economy to such a degree that many observers have
come to describe the contemporary economic environ-
ment as a new economy. Our third objective was to write a
textbook that reflects this contemporary scene. Thus, the
Third Edition integrates the recent developments associ-
ated with innovation and the digital economy by using ex-
amples from the new economy.

In pursuing this third objective we were repeatedly re-
minded of the importance of writing a textbook that re-
flects modern microeconomics—one that recognizes the
importance of incentives, limited information, innovation,
and technology. The new economy has provided many
new examples and case studies to illustrate the core princi-
ples of economics. And the new economy provides further
evidence of the importance of information and technology,
topics whose treatment has always been one of the
strengths of the previous editions. The new economy, de-
spite its current slump, has forcefully driven home the crit-
ical role new technologies play in the modern economy.
For students to make sense of competition policy in the
twenty-first century, they need to understand what net-
work externalities are and how information and ideas are
different from traditional goods and services.

Key changes for the Third Edition: Our objectives for
the Third Edition take shape in a number of key
changes. These include:

* The opening chapter (Chapter 1) uses the story of the
Internet to introduce basic concepts in economics.
Five core concepts (incentives, trade-offs, exchange,

xvii
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information, and distribution) are explained in this
opening chapter and then woven throughout the book
in “Thinking Like an Economist” boxes that serve to il-
lustrate how these key concepts help students under-
stand issues from overloaded AOL modem servers
(Chapter 1) to why developing economies have sup-
ported trade liberalization for information technologies
but not for financial services (Chapter 18).

¢ The organization has been streamlined to allow the core
material for the basic competitive model to be covered
in the first ten chapters. This is followed in Part 3 by six
chapters covering imperfect markets, information, and
the role of the government.

* A new introductory chapter to Part 3 (Chapter 11) pro-
vides an overview of imperfect competition in the goods
market, imperfect information, and imperfections in the
labor market. This is followed by individual chapters
that deal with each topic in greater depth. This allows
instructors to introduce students to all these important
topics even in shorter courses or when both microeco-
nomics and macroeconomics need to be covered within
a single course.

¢ Optional chapters have been collected together in Part
4. Teachers who wish to go beyond the basic course
comprised in Chapters 1 through 16 may add chapters
from Part 4 as they see fit. For instance, after covering
the labor and capital markets in Chapter 9, some teach-
ers may wish to cover investment decisions, discussed
in Chapter 17, “A Student’s Guide to Investing.” Simi-
larly, the other chapters of Part 4 can be used to satisfy
particular course objectives according to the teacher’s
needs. The flow chart on p. xxi shows the chapter de-
pendencies of the book.

* Strategic behavior permeates modern economic analy-
sis, so we have added a new chapter (Chapter 19) that
uses simple examples to introduce students to the con-
cepts of Nash equilibrium, dominant strategies, back-
ward induction, and sequential and repeated games.

Pedagogical Elements This book provides a
complete pedagogical package designed to help students
master basic principles and then apply them to a wide
range of situations. The following special elements, which
have various applications and real-world connections, ap-
pear throughout the book:

M

e-Insight boxes, appearing in most chapters of the
book, apply economic principles to new developments in
information technology and the Internet.

e-Case boxes, which conclude each part of the
book, explore “new economy” themes in greater depth.

International Perspective boxes present
applications on international issues.

28 Thinking Like an Economist features, which appear
g PP

in each chapter of the book, reinforce the core ideas

presented in the book’s opening chapter.

CASE IN POINT vignettes, which highlight real-world
7" applications in each chapter, are integrated
into the body of the text.

1 ! ; >
Internet Connection boxes provide useful links to
Web resources and home pages.

In addition to these elements, students will find guid-
ance through other important pedagogical features. Each
chapter opens with a set of key questions to help the reader
get oriented to the main issues in the chapter. Within the
chapter, “Wrap-Up” boxes track key concepts as they are
developed in the text. And a chapter summary, list of key
terms, set of review questions, and a problem set appear at
the end of each chapter.

Ancillary Package A variety of valuable supple-
ments are available to students and teachers who use the
textbook.

Student Veb Site Stephen Erfle (Dickinson College),
David Gillette (Truman State University), and Rosemary
Rossiter (Ohio University) have contributed to the text-
book’s exciting companion Web site, which may be accessed
at www.wwnorton.com/StiglitzWalsh . This innovative tool
will help students improve their command of economic
principles. Features include:

¢ Conceptual quizzes that pair challenging questions with
thought-provoking feedback. This highly effective com-



preface

bination encourages critical thinking and drives home
the central themes and ideas of each chapter.

* Interactive tutorials that guide students through a se-
quence of analytical applications of the most important
principles in the textbook. By working through these
tutorials, students strengthen not only their under-
standing of economic principles but also their ability to
solve economic problems.

* Mini lectures that review the main ideas covered in each
chapter of the textbook in a multimedia format featuring
animated graphs and audio narration.

* FAQs that alert students to common misunderstandings
and clarify essential material in each chapter.

* Practice quizzes that test students’ mastery of the infor-
mation presented in each chapter.

Norton’s Economics News Service By subscribing to a
listserv created specifically for users of the textbook, stu-
dents and instructors will receive e-mail messages direct-
ing them to current business-related articles from sources
like NYTimes.com and CBSnews.com. Each article is
prefaced by a brief annotation that explains its pertinence
to material in the text.

Study Guide This innovative Study Guide, prepared
by Lawrence Martin of Michigan State University, uses
reviews, practice exams, and problem sets to reinforce
the major ideas of each chapter. Unique problem-solving
sections called “Doing Economics” give students the op-
portunity to apply what they have learned. Each section
contains a series of “Tool-kits,” which walk students
through a specific problem-solving technique, several
worked problems, and practice problems that apply the
relevant technique.

Instructor’s Resource Site and Manual The Instruc-
tor’s Manual, prepared by Gerald McIntrye of Occidental
College, includes annotated chapter outlines, lecture objec-
tives, lecture modules, PowerPoint slides to accompany
each lecture module, solutions to review questions in the
textbook, solutions to problems in the textbook, alternative
problem sets, and solutions to alternative problems sets. For
more details, visit www.wwnorton.com/StiglitzWalsh .

PowerPoint Lectures and Color Transparencies A rich
source of lecture supplements, this CD-ROM features one

set of PowerPoint slides that corresponds to the lecture
modules in the Instructor’s Manual and a second set of
slides that contains all of the figures from the text. Color
transparencies for all figures in the text are available to
qualified instructors upon adoption.

Test-Item File and Computerized Test-Item File The
Test-Item File has been revised by David Gillette of Tru-
man State University. It contains 3,500 multiple-choice
questions and is available in book or electronic from to
qualified instructors.
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Outline for a one-semester course in microeconomics
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Plus any of the optional chapters comprising Part 4
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A Student’s Guide to Investing

18
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Trade Policy
Strategic Behavior
Technological Change

Environmental Economics

Outline for a short course in microeconomics
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