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ABOUT MICHAEL PARKIN

Michael Parkin received his training as an economist
at the Universities of Leicester and Essex in England.
Currently in the Department of Economics at the
University of Western Ontario, Canada, Professor
Parkin has held faculty appointments at Brown
University, the University of Manchester, and the
University of Essex. He has served on the editorial
boards of the American Economic Review and the
Journal of Monetary Economics and as managing
editor of the Canadian Journal of Economics. He is
the author of Macroeconomics (Prentice-Hall).
Professor Parkin’s research on macroeconomics,
monetary economics, and international economics
has resulted in 160 publications in journals and
edited volumes, including the American Economic
Review, the Journal of Political Economy, the
Review of Economic Studies, the Journal of
Monetary Economics, and the Journal of Money,
Credit and Banking. It became most visible to the

public with his work on inflation that discredited the
use of wage and price controls. Michael Parkin also
spearheaded the movement toward European
monetary union. Professor Parkin is an experienced
and dedicated teacher of introductory economics.



O CHANGE THE WAY STUDENTS SEE THE
- world—this is my purpose in teaching
economics and has remained my goal in
preparing this revision. There is no
greater satisfaction for a teacher than
sharing the joy of students who have
come to understand the powerful
lessons of the economic approach. But
these lessons are not easy to master. Every day in my
classroom, I relearn the challenges of gaining the
insights that we call the economist’s way of thinking
and recall my own early struggles to master this dis-
cipline. In preparing this revision, I have been able
to draw on the experiences not only of my own stu-
dents, but also of hundreds of users of the first edi-
tion, both instructors and their students.

Three assumptions have guided the choices that

faced me in writing this

book. First, students are
eager to learn, but they
are overwhelmed by the
seemingly endless claims
on their time and energy.
Therefore they want to
know why they are
being asked to study a
ial and require demonstra-
eir own everyday experi-
xpect thoughtful and
straightforward ex tions, so they can begin to
apply the principles they are learning. Third, today’s
students are more interested in the present and the
future than in the past. They want to learn the eco-
nomics of the 1990s so that, as they enter the twen-
ty-first century, they will be equipped with the prin-
ciples that will help them understand apparently
unpredictable events.

particular bo
tion of its reler
ence. Second, st

Approach

I he core of the principles course

has been around for more than
100 years, and other important elements, especially
parts of the theory of the firm and Keynesian macro-
economics, have been with us for more than 50
years. But economics has also beendeveloping and

vii
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changing rapidly during the past few decades. All
principles texts pay some attention to these more
recent developments, but none has succeeded in inte-
grating the new and traditional. My goal has been to
incorporate new ideas—game theory, the modern
theory of the firm, information, and public choice—
into the body of timeless principles.

The presence of modern topics does not translate
into “high level”; nor does it translate into “bias.”
At every point, I have striven to make recent devel-
opments accessible to beginning students. Where
these theories are controversial, alternative approach-
es are presented, evaluated, and compared.

But this book does have a point of view. It is that
economics is a serious, lively, and evolving science—
a science that seeks to develop a body of theory
powerful enough to explain the economic world
around us and that pursues its task by building, test-
ing, and rejecting economic models. Where matters
are settled, I present what we know; where contro-
versy persists, I present the alternative viewpoints.

The Second Edition Update

Consistent with my desire to keep pace with rapid
change in the economic landscape, I have made
many changes to bring this special updated edition
closer to the student’s “real time.” For instance,
four of the second edition’s “Reading Between the
Lines” features have been replaced. Statistics have
been updated through 1992. And the Clinton
administration’s first steps in formulating policy
have been included.

Microeconomics and Changes in the
Second Edition

The structure of the microeconomics presentation
remains consistent with the first edition, but I have
made many important changes. I have simplified but
vastly increased the range of application of the
demand and supply model (Chapter 6) to deal with
such issues as who pays a sales tax and trading in
prohibited goods. I have expanded the treatment of
the marginal utility theory of consumer choice
(Chapter 7) to give a stronger graphical derivation
of consumer equilibrium and the demand curve. The
modern theory of the firm, including principal and
agent issues, is given a much simplified treatment in
Chapter 9, and isoquants are covered in the appen-
dix to Chapter 10. My presentation of the game the-
ory approach to understanding oligopoly has been

well received for its simple yet serious treatment. In
revising the oligopoly chapter (Chapter 13), I recog-
nized that students can gain additional insights from
the traditional oligopoly models and included these.
A completely new chapter (Chapter 17) deals with
the issues arising from uncertainty and incomplete
information and illustrates these issues with exam-
ples drawn from markets for used cars, insurance,
credit, and risky assets. My approach in this chapter
is the same as in the rest of the book—to explain a
difficult (and in this case relatively new) topic in a
clear and accessible way that fits naturally into the
core principles sequence. Finally, the discussion of
income distribution issues in Chapter 18 now con-
tains a much expanded treatment of income redistri-
bution policies, including the negative income tax.

Special Features

I his second edition, like its prede-
cessor, is packed with special fea-
tures designed to enhance the learning process.

Art Program

A highly successful innovation in the first edition
was the outstanding art program. The art not only
was visually attractive and engaging but also com-
municated the economic principles unambiguously
and clearly. We received enormously positive feed-
back on the art program, confirming our belief that
one of the most important tools for economists is
graphical analysis and also that this is precisely an
area that gives many students much difficulty. In the
second edition, we have further refined the data-
based art by deriving a style that clearly reveals the
data and trends. In addition, diagrams that illustrate
economic processes now consistently distinguish key
economic players (firms, households, governments,
and markets).

Our goal is to show clearly “where the economic
action is.” To achieve this, we observe a consistent
protocol in style, notation, and use of color, includ-
ing:

¢ Highlighting shifted curves, points of equilibrium,
and the most importagt'fgatures in red
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# Using arrows in conjunction with color to lend
directional movement to what are usually static
presentations

& Pairing graphs with data tables from which the
curves have been plotted

¢ Using color consistently to underscore the content
and referring to such use of color in the text and
captions

@ Labeling key pieces of information in graphs with
boxed notes

# Rendering each piece electronically so that preci-
sion is achieved

The entire art program has been developed with
the study and review needs of the student in mind.
We have retained the following features:

# Marking the most important figures and tables
with a red key ) and listing them at the end of
the chapter under “Key Figures and Tables”

# Using complete, informative captions that encap-
sulate major points in the graph so that students
can preview or review the chapter by skimming
through the art

The Interviews

Substantive interviews with famous economists con-
stituted another popular feature in the first edition. I
am continuing the tradition and have included all
new interviews—nine in total—each with an econo-
mist who has contributed significantly to advancing
the thinking and practice in our discipline. Three of
the interviews are with Nobel laureates: Kenneth
Arrow, Ronald H. Coase, and Robert Solow. The
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interviews encourage students to participate in the
conversations as the economists discuss their areas
of specialization, their unique contributions to eco-
nomics, and also their general insights that are rele-
vant to beginning students.

Each interview opens one of the book’s nine parts
and has been carefully edited to be self-contained.
Since each interview discusses topics that are intro-
duced formally in the subsequent chapters, students
can use it as a preview to some of the terminology
and theory they are about to encounter. A more
careful reading afterwards will give students a fuller
appreciation of the discussion. Finally, the whole
series of interviews can be approached as an infor-
mal symposium on the subject matter of economics
as it is practiced today.

Reading Between the Lines

Another feature of the previous edition that was
well received was “Reading Between the Lines.”
These news article spreads help students to build
critical thinking skills and to interpret daily news
events (and their coverage in the media) using eco-
nomic principles. I have updated all of the news arti-
cles in this edition and have selected topics that
appeal to students, such as falling SAT scores,
Nintendo rentals, and the environmental debate
over the spotted owl. Each “Reading Between the
Lines” spread contains three passes at a story. It
begins with a facsimile (usually abbreviated) of an
actual newspaper or magazine article. It then pre-
sents a digest of the article’s essential points. Finally,
it provides an economic analysis of the article, based
on the economic methods presented in that chapter.

Our Advancing Knowledge

The fully revised “Our Advancing Knowledge”
features help students trace the evolution of path-
breaking economic ideas and recognize the univer-
sality of their application, not only to the past but to
the present. For example, Adam Smith’s powerful
ideas about the division of labor apply to the cre-
ation of a computer chip as well as to the pin
factory of the eighteenth century. And Dionysius
Lardner’s 1850s application of demand and supply
theory to railroad pricing applies equally to airline
pricing today. A new visual design brings excitement
and vitality to these inserts, much in the way that
the ideas have brought excitement and vitality to
economics.
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Learning Aids

We have refined our careful pedagogical plan to
ensure that this book complements and reinforces
classroom learning. Each chapter contains the fol-
lowing pedagogical elements:

Objectives  Each chapter opens with a list of
objectives that enable students to set their goals as
they begin the chapter.

Chapter Openers  Intriguing puzzles, paradoxes, or
metaphors frame the important questions that are
unraveled and resolved as the chapter progresses.

Highlighted In-Text Reviews  Succinct summaries
for review are interspersed throughout the chapter
at the ends of sections.

Key Terms  Highlighted within the text, these con-
cepts form the first part of a three-tiered review of
economic vocabulary. These terms are repeated with
page references at chapter ends and compiled in the
end-of-book glossary.

Key Figures and Tables =~ The most important fig-
ures and tables are identified with the red key and
listed at chapter end. €

End-of-Chapter Study Material  Chapters conclude
with summaries organized around major headings,
lists of key terms with page references, lists of key
figures and tables with page references, review ques-
tions, and problems. In the second edition, we have
added many new problems.

Flexibility

I have tried to accommodate a wide range of teach-
ing approaches by building flexibility and optional-
ity into the book. There are several optional sec-
tions, which are indicated by footnote. These may
be omitted with no loss of continuity.

The Teaching and
Learning Package

ur fully integrated text and sup-
plements package provides stu-
dents and professors with a seamless teaching and

learning experience. The authors of the components
are outstanding educators and scholars and have
brought their own human capital (and that of their
students!) to the job of improving the quality and
value of the ancillaries for the second edition.

Study Guide  Now available in microeconomics
and macroeconomics split versions, the revised
Study Guide was prepared by David Spencer of
Brigham Young University. Carefully coordinated
with the main textbook, each chapter of the Study
Guide contains: Chapter in Perspective; Learning
Objectives; Helpful Hints; Self-Test (concepts
review, true/false, multiple-choice, and short-answer
questions, and problems) and Answers to Self-Test;
and Key Figures and Tables.

Economics in the News with Video Selections

Updated with all new articles, this unique workbook
extends the “Reading Between the Lines” feature of
the textbook. Prepared by Saul Pleeter (U.S. Depart-
ment of Defense) and Philip Way of the University of
Cincinnati, the supplement includes eighty-five
recent news articles organized according to the topi-
cal outline of the textbook. An introductory para-
graph, learning objectives, and preview precede a
facsimile of each article, which is accompanied by
analytical questions that give students practice in
developing their ability to think like economists. In
this edition we have also incorporated ten video
excerpts from the MacNeil-Lehrer Business Reports.
Just as for the print articles, Pleeter and Way pro-
vide a series of probing questions to help students
dissect the economic principles that underlie the
issues illustrated in the video news clips.

Instructor’s Manual for Economics in the News  The
solutions to questions and problems in Economics in
the News are available to instructors upon request
from the Business and Economics Group at
Addison-Wesley.

Testitem File  Thoroughly revised test items were
prepared by David Denslow of the University of
Florida and Barbara Haney Martinez of the Center
for Economic Education at the University of Alaska,
Fairbanks. The file includes over 4,000 multiple
choice questions, about half of which are new to this
edition. All questions have been reviewed carefully
for accuracy by Robert Horn and Sharon O’Hare at
James Madison University. Each chapter includes a



section of questions that are directly from the Study
Guide and a section of questions that parallel those
in the Study Guide.

Computerized Test Item File  Testing software with
graphics capability for IBM-PC and compatible
microcomputers or Macintosh microcomputers is
available to qualified adopters.

Instructor's Manual A brand new Instructor’s
Manual has been prepared by Mark Rush of the
University of Florida. It includes detailed chapter
outlines and teaching suggestions; cross-references
to the color acetates, videos, and software; answers
to all review questions and problems in the text-
book; additional discussion questions; information
on material new to the second edition; explanations
of how each chapter relates to the rest of the book;
and a flexibility guide for different course sequences.

Acetates and Overlays  Key figures from the text
are rendered in full color on the acetates. There are
180 acetates, of which 70 have overlays. The
acetates are available to qualified adopters of the
textbook (contact your Addison-Wesley sales repre-
sentative).

MacNeil-Lehrer Business Reports Videos  An exclu-
sive from Addison-Wesley, these videos illustrate
economic principles in action via highly topical news
stories. Ten video selections, split evenly between
macroeconomic and microeconomic concepts, can
be used in conjunction with either the textbook or
the Economics in the News supplement. The videos
are free to adopters.

Video Guide to MacNeil-Lehrer Business Reports
Helpful teaching notes and discussion questions for
using videos in the classroom, as well as relevant
graphics prepared as transparency masters, are pro-
vided free to adopters.

“Economics in Action” Software =~ New to this edi-
tion is truly interactive tutorial software available
for both IBM-compatible and Macintosh computers.
This software was created specifically for this text
by Douglas McTaggart (co-author of the Australian
edition of this book) and David Gould of Bond
University, Paul Davies of the University of
Melbourne, and myself, with a great deal of help
from the many people thanked below. The software
includes modules on core concepts such as graphing,
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production possibilities and opportunity cost,
demand and supply, elasticity, utility and demand,
product curves and cost curves, perfect competition,
monopoly, macroeconomic performance, aggregate
demand and aggregate supply, expenditure multipli-
ers, money and banking, and international trade.

Three interactive modes take full advantage of
the computer’s capability to facilitate critical think-
ing skills. First, a tutorial mode walks students
through the central concepts. Second, a quiz mode
enables guided self-testing. Third, a free mode
allows students and professors to interact with eco-
nomic models by changing parameters and observ-
ing the effects on the graphs. For professors, a spe-
cial disk is available that extends this capability to
generating electronic transparencies for dynamic use
in the classroom.

In addition to its emphasis on interaction, the
software is also closely integrated with the text. The
art style is the same, the terminology is consistent,
and supporting material in the text is cross-refer-
enced in the software.

The software has its own authoring language that
enables professors to customize tutorials, quizzes,
and graphs to fit their own course material. The
software has been fully tested and reviewed for
accuracy. An Economics in Action Instructor’s Guide
is available.
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