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“Imagine .. . a textbook that students enjoy!” An instruc-
tor at a large school in the Midwest e-mailed me that com-
ment just as | began to write this preface. It captures what
[ believe to be the most distinctive feature of my book—
students actually enjoy reading it.

The first edition of Microeconomics was well received;
it was, in large part, a standard book in both tone and
structure. Students liked it, but it was seen by some as a bit
idiosyncratic; it had some novel metaphors and signifi-
cantly more history and information about institutions
than most books had.

As I have emphasized in my writing about textbooks,
there are strong forces pulling all textbooks toward a mid-
dle ground, and those forces have affected my book too. In
the second and third editions I removed some of the idio-
syncrasies while maintaining the voice that appeals to stu-
dents. This edition continues that process.

NEW TO THE FOURTH EDITION

The fourth edition is the most teachable yet. It is shorter;
it reflects many recent changes in the economy and the
profession; and many of its more challenging presentations
have been simplified. The following sections review the
major changes. Please visit the Colander Web site
( www.mhhe.com/economics/colander) for a complete list.

® Shorter

There’s a fine line between inclusive and encyclopedic;
previous editions tried to be inclusive but not encyclope-
dic. Encyclopedias don’t excite students. I've felt this way
for a long time but could never decide what material to
leave out, which left previous editions bordering on ency-

T e

B

Sl

clopedic. This edition pulls away from that edge. When de-
veloping this edition we asked instructors which chapters
they assign. The instructors told us that they liked many of
the later chapters but didn’t have time to teach them. I de-
cided to cut any chapter that was assigned by fewer than 15
percent of our users. The resulting text is five chapters
shorter than its predecessor. I used the same criterion to cut
numerous appendixes. [ also tried to cut out tangents from
chapters so that students could more easily focus on core
content. This left a shorter, cleaner, more straightforward
presentation of the central ideas of economics. For exam-
ple, Chapter 3, The U.S. Economy in a Global Setting,
combines third edition Chapters 5 and 6. The combined
chapter is much shorter and surveys the issues while saving
the analysis for the micro and macro core chapters.

® Innovation and Globalization

The economy has changed significantly in the last few
years, and this edition reflects that change. The revisions
emphasize the digital revolution, which affects both tech-
nology and innovation, and globalization. Nearly every
chapter includes some discussion of one, the other, or
both. Chapter 2 gives the example of how the University
of Phoenix, which provides online classrooms, competes
with traditional “brick-and-mortar” colleges. Besides these
chapter-by-chapter changes, specific chapters also focus on
these issues. For example, Chapter 14, Globalization,
Technology, and Real-World Competition, focuses on
these issues.

® Changes in Style and Pedagogy

In response to reviewer feedback, the fourth edition con-
tains fewer nonstandard terms and presentations. For
example, the first three editions used metaphors—the
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invisible handshake and the invisible foot—to describe
the social and political forces that influence the economy.
 still like those metaphors, but several instructors thought
they were distracting, so I eliminated them. I discuss polit-
ical and social forces; I just don’t use the metaphors.

The second and third editions included the “portable
tutor,” a pedagogical aid that uses the text margins to
ask questions that reinforce Learning Objectives and
to remind students of important material. The fourth
edition continues that practice and expands it by using

World Wide Web icons in the margin that look like this:

‘ They direct the student to our Web site, which
contains content-enriching Internet research exercises.

Terminology is meant to facilitate learning. If it be-
comes overwhelming, students don’t get past the nomen-
clature to the concepts. In this edition we identified the
terms that help students focus on the core material and
made sure their definitions are clear and consistent from
chapter to chapter. An example of revised terminology ap-
pears in Chapter 8, The Logic of Individual Choice: The
Foundation of Supply and Demand. Based on reviewer
feedback, I replaced the term utils with units of utility. Not
a big change, but one that keeps the terminology standard.

Another major change is, for the most part, invisible.
It involves the enormous work done by me; my assistant in
writing this book, Jenifer Gamber; my editors at McGraw-
Hill; and the reviewers. We went through the book line by
line to ensure that the pedagogy was solid. Earlier editions
were sometimes described as “big picture” books. The “big
picture” remains, but in this fourth edition the details are
clearer. This edition presents a brick-by-brick, click-by-
click, structure in which the presentation is clear and log-
ical from the ground up. Here are some examples of the
changes: Chapter 4, Supply and Demand, now discusses
shift factors of demand and supply individually, and Chap-
ter 5 immediately gives students the opportunity to apply
those shift factors to the real world, where multiple shift
factors may move simultaneously. In Chapter 11, Perfect
Competition, I use figures and a graph to demonstrate how
a firm’s marginal cost curve (above average total costs) is
its supply curve.

Learning depends on organization—both mine and
the students’. In this edition, we’ve worked hard to make
elements dovetail within chapters. Learning Objectives,
which are consistent with the structure of each chapter,
serve as quick chapter introductions and can be used by
students as self-quizzes. Judiciously chosen key terms are
carefully defined in context, and chapter summaries con-
solidate main points within the Learning Objectives
framework. End-of-chapter questions, including many that

require Internet research, reinforce Learning Objectives as
they test student comprehension.

Pedagogy should reinforce content and help students
do well on exams. This requires not only a clearly written
book but also a book that gives students an opportunity to
try out their new knowledge. In addition to the critical
thinking questions that have been a hallmark of previous
editions, the fourth edition includes more fundamental
questions so students can be sure they know the basics.

Each chapter also ends with a set of Web questions
that direct students to a variety of sites from think tanks to
government data sites to business-related sites. These new
questions fill many roles: They help students see how the
concepts in the chapter really do relate to real-world is-
sues; they familiarize students with the mass of informa-
tion on the Internet; and they give students the chance to
apply the concepts they’re learning.

In another pedagogical change, we’ve reorganized the
boxed material to fit the theme of “tools, not rules.” The
boxes in this edition are of three types—Knowing the
Tools, Applying the Tools, and Beyond the Tools. Each of
the core theory chapters contains a Knowing the Tools
box that reviews that chapter’s most important concepts,
models, and definitions. Applying the Tools boxes provide
real-world applications or information related to the chap-
ter. Material that places a concept in a broader or more in-
stitutional context appears in Beyond the Tools boxes.
These carefully defined boxes help students categorize
complementary content as they read through the chapters.

We've also kept the popular colloquial glossary that
has been a favorite of ESL students.

® Major Changes

The most significant changes involve a reorganization of
the structure—putting more policy earlier, and combining
policy discussions, which brings students to interesting
policy issues much earlier than before. For example:

® Early Policy Application. New Chapter 7, Taxation
and Government Intervention, which takes up
some of the issues of government intervention first
introduced in Chapter 5, gives students the
opportunity to apply the concept of consumer and
producer surplus learned in Chapter 4 and elasticity
learned in Chapter 6. It includes taxation, price
floors and ceilings, and quantity restrictions.
Efficiency is discussed in relation to all these issues.
Politics and rent seeking are introduced as a fight
over who gets what portion of total surplus.

® Increased coverage of technology and globalization.
New Chapter 14, Globalization, Technology, and
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Real-World Competition, brings together issues
that were dispersed among several third edition
chapters. The first half of the chapter continues to
discuss how goals of real-world firms are different
than assumed by the models and examines the
fight between competitive and monopolistic
forces. The second half discusses how globalization
and technological advances have affected
real-world competition. I note how firms have
become more specialized, which makes the
potential for gain much larger than it used to be.

[ also examine the ways in which technological
advances both affect competition and are affected
by it.

Revised policy coverage. New Chapter 15,
Government Policy and Market Failures, simplifies
the teaching of policy by consolidating the policy
discussions that appeared in third edition Chapters
17 and 18. It gives an easily remembered policy
framework for students: Anytime there is a market
failure, there is a reason for possible government
intervention. This chapter considers three market
failures (1) externalities, (2) public goods, and

(3) incomplete information. Each market failure is
introduced and its failure is considered using
perfect competition as a benchmark. Alternative
methods of dealing with each market failure are
also discussed. The chapter ends by questioning
whether government can address market failures
successfully or whether government intervention
makes the situation worse.

Revised policy coverage. The mostly new Chapter
17, Microeconomic Policy, Economic Reasoning,
and Beyond, borrows from third edition Chapter
16. Its two parts put economic reasoning into
practice. The first part extends the supply/demand
model to a broader cost/benefit framework. The
second part considers both the costs and the
benefits of using economic reasoning. It notes that
markets that are working perfectly (no market
failures) might still lead to undesirable outcomes.
Three failures of market outcomes are considered:
(1) failures due to distributional issues, (2) failures
due to human irrationality, and (3) failures due to
violations of inalienable rights. The chapter also
emphasizes that such failures are not necessarily
calls for activist policy; policymakers must
recognize that government failure exists. Policy

is generally a debate about which failure is

worse.

® Standard Updating
Every chapter has been updated with the latest possible
statistics and the most up-to-date policy discussions.

® Design

Besides being different, the fourth edition also looks differ-
ent. The design is more open and the typeface more
reader-friendly. A lighter color palette makes the graphs
and charts easier to read. The Tools boxes are more inte-
grated so that students are less likely to skip over them. Vi-
sual elements based on the works of sculptor Alexander
Calder provide a subtle, whimsical reminder that the
economy, like mobiles, involves intertwined parts that
need to be carefully balanced and coordinated.

WHAT WE'VE KEPT

The above discussion may make this seem like a whole
new book; it isn’t. Microeconomics is still written by me
with the same essential elements that differentiate it from
other books. This includes the focus on teaching eco-
nomic sensibility and the maintenance of my voice, both
in the examples and in the passionate writing style. It also
includes an approach that my friend David Littlehale de-
scribes as aggressively neutral. He points out that I have
this trait of going right into the middle of fights, rather
than shying away from them, and picking on both sides. I
end up neutral, but not in the standard way.

Finally, while institutions and history receive less cov-
erage, they remain important to me, so you will still find
more historical and institutional issues in this book than
in almost any other principles book.

ANCILLARIES

All reviewers agreed that the third edition’s ancillaries
were top rate. If there was a problem it was that there were
too many of them. Thus, in this edition we have consoli-
dated and incorporated the best of the previous edition’s
supplements into an accessible, convenient package.

® Study Guide

We combined the best of the Drill and Review Study Guide
and the Student Workbook into a single Study Guide. This
guide—written by myself, Douglas Copeland of Johnson
County Community College, and Jenifer Gamber—reviews
the main concepts from each chapter and applies those con-
cepts in a variety of ways: short-answer questions, matching
terms with definitions, problems and applications, a brain
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teaser, multiple-choice questions, and potential essay ques-
tions. Since students learn best not by just knowing the
right answer but by understanding how to get there, each
answer comes with an explanation. Timed cumulative
pretests help students prepare for exams.

® Instructor’s Manual

In the fourth edition, Tom Adams of Sacramento City Col-
lege has raised the standard for all instructor’s manuals.
Eight new features make class preparation easier than ever.
“Chapter Overview” and “What’s New” provide a quick re-
view of each chapter. “What’s New” will be invaluable
when modifying lecture notes to fit the new edition. The
manual provides you with comprehensive lecture outlines,
but it also offers help for inevitable classroom trouble spots.
“Discussion Starters” will help engage your students and
keep them thinking. “Tips for Teaching Large Sections,”
written by Gail Hoyt of the University of Kentucky, offers
innovative ideas for teaching very large classes. “Student
Stumbling Blocks” provides additional explanations or ex-
amples that help clarify difficult concepts. “Ties to the
Tools” helps bring those text boxes into the classroom; a
comprehensive list of relevant URLs brings the Internet in
too. Every chapter’s 10-question “Pop Quiz” will help stu-
dents prepare for exams. The “Case Studies” provide con-
temporary, real-world economic examples. The entire
instructor’s manual is available in print and electronic
forms and on the Colander Web site.

® Test Banks

Susan Dadres of Southern Methodist University revised
Testbanks A and B (the 5,500-question multiple-choice
test banks). Each question is categorized by chapter learn-
ing objective; level of difficulty (easy, medium, hard); skill
being tested (recall, comprehension, application); and
type of question (word problem, calculation, graph). Ap-
proximately 30 percent of the questions are new, and
many more are revised. Each question was reviewed by
Jenifer or myself for accuracy, clarity, and consistency with
the textbook. They are available in print form, in the
Diploma electronic test generating system.

Expanded Test Bank C, revised by Patrick O’Neill of
the University of North Dakota, now consists of over 300
short-answer questions, essay questions, and graphical and
mathematical problems. Questions vary in level of diffi-
culty and type of skill being tested. They are available in
print and electronic form.

® DiscoverEcon
This menu-driven software, which was developed by Gerald
Nelson at the University of Illinois, is a complete text-

specific student tutorial. Each chapter includes essay ques-
tions, Web links and research questions, and a multiple-
choice quiz. Interactive graphing problems, animated charts,
and live tables help students understand how different data
impact the economy. Text references and glossary links help
clarify key concepts. Exercises are graded immediately, and
results can be submitted to the instructor either on paper or
electronically. It is available as a CD version and in an on-
line version. (The online version is accessible only to those
who buy the Discover Econ Online text package.)

® PowerPoint Presentation

Anthony Zambelli of Cuyameca College has once again
prepared an extensive slide program that includes all text
exhibits and key concepts. They are available on CD-
ROM and on our Web site.

® Overhead Transparencies
We offer all key text exhibits in full-color acetate form for
use with overhead projectors.

® Economics Web Newsletter

This electronic newsletter contains 10 questions related to
current economic events that can be used as an in-class
quiz and reprints one recent Wall Street Journal article
along with five in-depth questions (and answers) that are
tied to specific text chapters. Seven new exercises will be
added each semester.

® Classic Readings in Economics

This collection includes selections from the writings of
economists, such as Smith, Marx, Hayek, or Veblen, who
have raised questions that changed the direction of eco-
nomic thinking. This material is especially useful for
courses that stress the importance of economic ideas.

® Economics: An Honors Companion

The Honors Companion presents mathematical tech-
niques that underlie numerous basic economic concepts. It
presupposes a solid student background in algebra and
geometry and some familiarity with basic calculus, thereby
providing a useful ancillary for students with a stronger
background such as engineering students.

® On the Web

Our new Web site offers a wealth of materials for both stu-
dents and teachers. The eLearningSessions, prepared by
Douglas Copeland of Johnson County Community College,
are a set of Internet modules based upon a mastery system of
learning, reviewing, and testing. Students are initially pre-
sented with an introduction to each chapter and then asked
to take a pretest, which is then graded and returned with
correct answers and rationales. Students can then address
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any weaknesses in their understanding by using one of sev-
eral study modules: Key Terms, a list of the key terms of the
chapter with a link to their definitions; Learning Objec-
tives, what students should take away from the chapter; a
Tutorial, three to five exercises, with a step-by-step guide to
answering each question successfully; and some Practice Ex-
ercises, three to five additional problems and answers. The
session is completed when students take a multiple-choice
posttest.

Students can also broaden their understanding with
Web Notes and Current Events, two features prepared by
Kit Sims Taylor of Bellevue Community College. Web
Notes—Web exercises written for the textbook and identi-
fied in the text by margin icons—presents links, articles,
short analyses, and follow-up questions focusing on each
chapter’s key points. Current Events—a set of six current,
real-world issues with introductions, links to articles and
follow-up questions—will be updated throughout the year
as issues facing our economy change. In addition, the stu-
dent center includes a listing of each chapter’s Web Ques-
tions, a Bulletin Board, Frequently Asked Questions, Bonus
Chapters, a guide to writing economics, a career center, a
graphing tool, and the Economics Web Newsletter.

Teachers will also find, among other things, the In-
structor’s Manual, solutions to end-of-chapter questions,
PowerPoints, Sample Syllabi, a bulletin board for instruc-
tors, and a link to my own Web site.

I'm very proud of the ancillary package. I think you will
find that its high quality, enormous diversity, and excep-
tional utility make the book a complete learning system.

PEOPLE TO THANK

A book this size is not the work of a single person, despite
the fact that only one is listed as author. So many people
have contributed so much to this book that it is hard to
know where to begin thanking them. But I must begin
somewhere, so let me begin by thanking the fourth edition
reviewers, whose insightful comments kept me on track.

Tom Adams Michael Best
Sacramento City College Berea College
Peter Alexander John Blair

Hartwick College Wright State University
Rasheed Al-Hmoud Byron Brown
Texas Tech University Michigan State University

Lenard Anyanwu
New Jersey Institute of Technology

Marie Bussing-Burks
University of Southern Indiana

Don Cole
Drew University

Laura Argys
University of Colorado—Denver

Antoinette Criss

Foothill Junior College

Al Culver

California State University, Chico
Susan Dadres

Southern Methodist University
Bridget Daldy

University of Waikato

Tran Huu Dung

Wright State University

Fred Folvary

John F. Kennedy University

Julie Galloway
Southwest Missouri State
University

Roger Garrison
Auburn University

William Hall

University of North
Carolina—~Wilmington
Bassim Harik

Western Michigan University
Tom Head

George Fox University

Paul Heise

Lebanon Valley College
Marc Herold

University of New Hampshire
Vern Hoglund

Hutchinson Community College
Ric Holt

Southern Oregon University
Andy Howard

Rio Hondo College

Gail Hoyt

University of Kentucky
Robert Jerome

James Madison University
Roger Johnson

Messiah College

Nicholas Karatjas

Indiana University of
Pennsylvania

ix

Stan Keil
Ball State University

Morris Knapp
Miami-Dade Community College

Andrew Kohen
James Madison University

Mehrene Larudee
University of Kansas

Ann Marie May
University of Nebraska

Richard McIntyre
University of Rhode Island

Barbara Moore

University of Central Florida

Maria Mora

New Mexico State
University

Patrick O'Neill

University of North Dakota

Steve Pecsok
Middlebury College

Don Peppard

Connecticut College

Bill Phillips

University of Southern Maine

Irene Powell

Grinnell College

Jaishankar Raman
Valparaiso University
Angela Ritzert

University of New Hampshire
Brian Rungeling

University of Central Florida
Martha Stuffler

Irvine Valley Community College
Kit Taylor

Bellevue Community College
Kay Unger

University of Montana

David Wong

California State
University—Fullerton

The following instructors helped guide the fourth edition
by responding to an extensive third edition user survey.

Tom Adams
Sacramento City College

Rashid Al-Hmoud
Texas Tech University



Laura Argys

University of Colorado—Denver
John Blair

Whright State University
Kathleen Carroll

University of Maryland,
Baltimore Campus

Thomas Cate

Northern Kentucky University
Roger Conover

Azusa Pacifica University
Antoinette Criss

Foothill College

Romesh Diwan

Rensselaer Polytechnical Institute

Thomas Drennen
Hobart & William Smith
Colleges

Ishita Edwards

Oxnard College

Rex Edwards

Moorpark College
Charles Fisk, Jr.

Saint Leo’s College
Landreth Freeman
Randolph-Macon Woman'’s
College

Roger Garrison

Auburn University

Joe Green

Dixie College

Jay Paul Hamilton
California State University—
San Bernadino

Jannett Highfill

Bradley University

Vern Hoglund
Hutchinson Community
College

Ric Holt

Southern Oregon University
Kathryn Hulett

Arizona Western College
Matthew Hyle

Winona State University
Andrew Kohen

James Madison University

B PREFACE B

Mehrene Larudee
University of Kansas

Richard Mclntyre
University of Rhode Island

Eric Mitchell
Randolph-Macon Woman'’s
College

Barbara Moore
University of Central Florida

James Murphy
Western Carolina University

Bill O’Connor
Saddleback College

Patrick O'Neill
University of North Dakota

Adenike Osoba
Texas Tech University

Michael Perelman
California State
University—Chico

Daniel Powroznik

Chesapeake College

Angela Ritzert
University of New Hampshire

Steve Robinson
University of North
Carolina~Wilmington
Denise Robson
University of Wisconsin,
Oshkosh

Brian Rungeling
University of Central Florida
Garvin Smith

Daytona Beach Community
College

Ugur Soytas

Texas Tech University
Timothy Stanton

Mount Saint Mary’s College
Martha Stuffler

Irvine Valley College
Osman Suliman
Millersville University

Neil Terry

West Texas AGM

Robert Wofford
University of the Ozarks

I'd also like to thank the reviewers of the previous three
editions. This new book builds on their insights.

First Edition

Jack Adams

University of Arkansas
Stan Antoniotti
Bridgewater State College
Mahmoud P. Arya

Edison Community College
James Q. Aylsworth
Lakeland Community
College

George Bohler

University of North Florida
Bijit K. Bora

Carleton College

Gerald E. Breger

Grand Rapids Junior College
Mario Cantu

Northern Virginia Community
College

Tom Carroll

Central Oregon Community
College

Carol A. M. Clark
Guilford College

Roy Cohn

Illinois State University
Eleanor Craig

University of Delaware
Jerry L. Crawford
Arkansas State University
Ed Dennis

Franklin Pierce College
Phillip Droke

Highline Community College
Fred Englander

Fairleigh Dickinson University
Valerie Englander

St. John’s University
Sharon Erenberg

Eastern Michigan University
Rhona C. Free

Eastern Connecticut State
University

Joseph Garwood

Valencia Community College
Bernard Gauci

Hollins College

Robert Gentennar

Hope College

Jack B. Goddard
Northeastern State
University

Deniek Gondwee
Gettysburg College

Richard Hansen

Southeast Missouri State
University

Raymond N. Harvey
Niagara County Community
College

Robert Jantzen

Iona College

Walter Johnson

University of Missouri
Diana E. Kraas

Augustana College

Leonard Lardaro
University of Rhode Island
Randall Lutter

State Unviversity of

New York—Buffalo
Raymond Mack
Community College of Allegheny
County, Boyce Campus
Drew Mattson
Anoka-Ramsey Community
College

Bruce McCrea

Lansing Community College
H. Neal McKenzie

Dalton College

Debbie A. Meyer
Brookdale Community College

Craig Milnor
Clarke College

William Morgan
University of Wyoming



Mark Morlock
California State
University—Chico

H. Richard Moss
Ricks College
Theodore Muzio
St. Vincent College
Hillar Neumann, Jr.

Northern State University

Maureen O’Brien

University of Minnesota—Duluth

Amar Pari
State University of New
York—Fredonia

E. Dale Peterson

Late of Mankato State University

Richard Rosenberg
University of Wisconsin
Linda Schaeffer
California State
University—Fresno

Ted Scheinman

Mt. Hood Community College
Timothy Schibik

University of Southern Indiana
Dorothy Siden

Salem State College

R.]J. Sidwell

Eastern Illinois University

G. Anthony Spira

University of Tennessee

Mitch Stengel

University of
Michigan—-Dearborn

Robert Stonebreaker

Indiana University of
Pennsylvania

Frank Taylor

McLennan Community College

Wade Thomas
State University of New York
College-Oneonta

Joe Turek

Illinois Benedictine College
Alejandro Velez

St. Mary’s University

David Weinberg
Xavier University

B PREFACE B

Kenneth Woodward
Saddleback College

Second Edition

Fatma Antar

Manchester Community College
John Atkins

Pensacola Junior College

Bruce Barnett

Grossmont College

Peter S. Barth

University of Connecticut
William W. Boorman

Palm Beach Community College
Ginny Brannon

Arapahoe Community College

H. L. Brockman

Central Piedmont Community
College

Chris Clark

BCIT

Eleanor D. Craig

University of Delaware
Douglas Copeland

Johnson County Community
College

Norman V. Cure

Macomb Community College
James W. Eden

Portland Community College
John P. Farrell

Oregon State University
Peter Fortura

Algonguin College

Ann J. Fraedrich
Marquette University

Louis Green

San Diego State University
John B. Hall

Portland State University
Paul A. Heise

Lebanon Valley College
Joseph A. Ilacqua

Bryant College

Susan Kamp
University of Alberta

R. E. Kingery

Hawkeye Community College
Robert Kirk

Indiana University/Purdue
University Indianapolis
Evanthis Mavrokordatos

Tarrant County Junior College
N.E.

Diana L. McCoy

Truckee Meadows Community
College

Shah M. Mehrabi
Montgomery College

Dennis D. Miller

Baldwin Wallace College

James E. Needham
Cuyahoga Community College
Tim Payne

Shoreline Community College

Harmanna Poen

Houston Community College
Edward R. Raupp
Augsburg College

Donald Reddick

Kwantlen College

Mitchell Redlo

Monroe Community College
Balbir S. Sahni

Concordia University
Dennis Shannon

Belleville Area College
Amrick Singh Dua

Mt. San Antonio College
John D. Snead

Bluefield State College

John Somers

Portland Community College
Annie Spears

University of Prince Edward
Island

Delores W. Steinhauser
Brookdale Community College
John Stoudenmire
Methodist College

Deborah L. Thorsen

Palm Beach Community
College

xi

Marion Walsh

Lansing Community College
James Watson

Jefferson College

Edgar W. Wood
University of Mississippi

Third Edition

Thomas J. Adams
Sacramento City College
Diann Benesh

University of Wisconsin—Eau
Claire

David Berrian

Shoreline Community College
David Black

University of Toledo
Geoffrey Black

Marist College

Michael D. Brasselero
Forest Range Community
College

Kathleen K. Bromley
Monroe Community College
Sidney L. Carroll
University of
Tennessee—Knoxuville

Marc C. Chopin

Louisiana Tech University
Curtis Clarke

Mountain View College
John Costley

Iowa Wesleyan College
James Craven

Clark College

Lisa C. DeFelice

University of New Hampshire

James Eden
Portland Community College

James P. Egan

University of Wisconsin-Eau
Claire

David N. Feglio

University of Oregon

David W. Findlay

Colby College



xii

Mary Gade
Oklahoma State University

John W. Graham
Rutgers University

Mark E. Haggerty
Clarion University of
Pennsylvania

David R. Hakes
University of Northern Iowa

George E. Hoffer
Virginia Commonwealth
University

Alexander Holmes
University of Oklahoma
Scott Hunt

Columbus State Community
College

Philip A. Klein
The Pennsylvania State
University

Morris Knapp
Miami-Dade Community
College

Penny Kugler
Central Missouri State
University

Randy LaHote
Washtenaw Community
College

Jodey Lingg

City University of Renton

B PREFACE B

Robert T. McLean
Harrisburg Area Community
College

Jon R. Miller

University of Idaho
Reynold Nesiba
Augustana College
Norman P. Obst

Michigan State University
Albert Okunade
University of Memphis
Patrick O'Neill

University of North Dakota
Don Powroznik

Chesapeake College

Leila J. Pratt

University of
Tennessee—Chattanooga
Renee Prim

Gonzaga University
James J. Rakowski
University of Notre Dame

George D. Santopietro
Radford University

Jacob Sonny
Dowling College

Susan Snyder
Virginia Polytechnic
Institute

Ken Woodward
Saddleback College

[ have received helpful comments, suggestions, encour-
agement and assistance from innumerable individuals.
Their help made the book better than it otherwise would
have been. They include Abby Little, Aditya T. Wres-
niyandaka, Andrew C. Galbus, Bill Demory, Brendan Mc-
Cauley, Brian LeTourneau, Cara Tuttle, Chris Bell,
Christopher Thompson, Daniel A. Underwood, David Her-
skowitz, Erich Renner, Evan Donaldson, Frank Gallant,
Fred Foldvary, Gail Hoyt, Glen Waddell, James Craven,
James DeVault, Jane Paluda, Jennifer Braun, Ji-Hyun Tak,
Jill Stoffers, Jim Swaney, Joan McAvoy, John Peters, Karin
Sable, Kevin Beck, Larry Ash, Mary King, Matthew Ram-
sey, Mike Spolum, Nathalie Sweet, Ozkan Oxzfidan, Patrick

Crowley, Paul Wonnacott, Perry Mehrling, Peter M. Licht-
enstein, Phil Shannon, Rasheed Al-Hmoud, Ric Holt,
Richard V. Adkisson, Rozi Theohari, S. Scanlon Romer,
Sharon Harrison, Stan Smith, Suren Badral, and Trevor
Murray. I would also like to thank the many other econo-
mists who helped me along the way with a suggestion at a
conference or via e-mail.

Special thanks to our supplements authors. Jenifer
Gamber guided the ancillary team of Tom Adams, Sacra-
mento City College; Douglas Copeland, Johnson County
Community College; Kit Taylor, Bellevue Community
College; Gail Hoyt, University of Kentucky; James De-
Vault, Lafayette College; Susan Dadres, Southern
Methodist University; Patrick O’Neill, University of North
Dakota; Gerald Nelson, University of Illinois; Anthony
Zambelli, Cuyameca College; Harry Landreth, Centre Col-
lege; Sunder Ramaswamy, Middlebury College; and Kailash
Khandke, Furman University. They did a great job.

There is another group of people who helped at vari-
ous stages. These include Stephen Pecsok and David Hor-
lacher, close friends who read the manuscript and offered
many useful suggestions; and Peter Rosenberg, Eli Sugar-
man, Kaia Laursen, and Kevin Coll, who helped with the
proofreading. Helen Reiff also proofread, prepared the
glossary, and provided valuable research assistance. A spe-
cial thank-you goes to Jenifer Gamber, whose role in the
book cannot be overestimated. She helped me clarify its
vision by providing research, critiquing expositions and of-
ten improving them, guiding the ancillaries, and being a
good friend. She has an amazing set of skills and I thank
her for using them to improve the book.

Next there is the entire McGraw-Hill team: Paul
Shensa, the executive editor; Gary Burke, the publisher;
Marilea Fried and Tom Thompson, the developmental ed-
itors; Jean Lou Hess, the senior project manager; Rich De-
Vitto, the senior production supervisor; book designers
Amy Feldman and Andrew Ogus; Louis Swaim and Becky
Szura, the supplements coordinators; Janet Renard, the
copyeditor; Roberta Brent, the proofreader; Marty Quinn,
the marketing manager; David Littlehale, the national
sales manager, and the sales representatives who have
been so supportive and helpful. They did a great job and I
thank them all.

Finally, I want to thank Pat, my wife, and my sons,
Kasey and Zach, for helping me keep my work in perspec-
tive, and for providing a loving environment in which to
work.



INTRODUCTION: THINKING
LIKE AN ECONOMIST

1 Economics and Economic Reasoning 4
Appendix A: Graphish: The Language of Graphs 20

2 The Economic Organization of Society 27
Appendix A: The History of Economic Systems 49

3 The U.S. Economy in a Global Setting 55
4 Supply and Demand 82

5 Using Supply and Demand 103

Appendix A: Algebraic Representation of Supply,
Demand, and Equilibrium 124

MICROECONOMICS

I MICROECONOMICS: THE BASICS
6 Describing Supply and Demand: Elasticities 132

7 Taxation and Government Intervention 156

II FOUNDATIONS OF SUPPLY AND DEMAND

8 The Logic of Individual Choice: The Foundation
of Supply and Demand 176
Appendix A: Indifference Curve Analysis 194

9 Production and Cost Analysis I 200

10 Production and Cost Analysis Il 217
Appendix A: Isocost/Isoquant Analysis 233

Il MARKET STRUCTURE AND POLICY
11 Perfect Competition 238

12 Monopoly 261
Appendix A: The Algebra of Competitive and
Monopolistic Firms 280

13 Monopolistic Competition, Oligopoly, and
Strategic Pricing 282

14 Globalization, Technology, and Real-World
Competition 305

IV APPLYING ECONOMIC REASONING TO POLICY
15 Government Policy and Market Failures 326
16 Antitrust Policy and Regulation 346

17 Microeconomic Policy, Economic Reasoning,
and Beyond 371

xiii




Xiv E BRIEF CONTENTS m

V POLICY ISSUES IN DEPTH VI FACTOR MARKETS

18 Politics and Economics: The Case of 20 Who Gets What? The Distribution of Income 428
Agricultural Markets 390 21 Work and the Labor Market 451

19 International Trade Policy 405 Appendix A: Derived Demand 474
Appendix A: The Geometry of Absolute Advantage Appendix B: Nonwage Income and

and Comparative Advantage 422 Property Rights 479



CONTENTS

INTRODUCTION: THINKING
LIKE AN ECONOMIST

1 ECONOMICS AND ECONOMIC
REASONING 4
What Economics Is 5

A Guide to Economic Reasoning 6
Marginal Costs and Marginal Benefits 6

KNOWING THE TOOLS: Economic Knowledge in
One Sentence: TANSTAAFL 7
Economics and Passion 8
Opportunity Cost 8
Economic and Market Forces 9
BEYOND THE TOOLS: Economics in Perspective 10

Economic Terminology 12

Economic Insights 12
The Invisible Hand Theory 12

APPLYING THE TOOLS: Winston Churchill and
Lady Astor 13
Economic Theory and Stories 13

KNOWING THE TOOLS: Dealing with
Math Anxiety 14

Microeconomics and Macroeconomics 14
Economic Institutions 15

Economic Policy Options 15
Objective Policy Analysis 16

Policy and Social and Political Forces 17
Conclusion 17

Chapter Summary 18
Key Terms 18
Questions for Thought and Review 18
Problems and Exercises 19
Web Questions 19
Answers to Margin Questions 20

Appendix A: Graphish: The Language of Graphs 20

2 THE ECONOMIC ORGANIZATION OF
SOCIETY 27

Capitalism 28
Reliance on the Market 28
What'’s Good about the Market? 29

Socialism 29
Socialism in Theory 30
Socialism in Practice 30

Evolving Economic Systems 30

APPLYING THE TOOLS: Tradition and Today’s
Economy 31

BEYOND THE TOOLS: The Rise of Markets in
Perspective 32
The Need for Coordination in an Economic System 32
Evolutionary Changes within Systems 33
A Blurring of the Distinction between Capitalism and
Socialism 33

The Production Possibility Curve and Economic
Reasoning 33
The Production Possibility Table 34

Xv



xvi B CONTENTS B

The Production Possibility Curve 34

KNOWING THE TOOLS: Production Possibility
Curves 37

Some Examples of Shifts in the Production Possibility

Curve 39
The Production Possibility Curve and Economic
Systems 40
The Production Possibility Curve and
Tough Choices 41
Comparative Advantage, Specialization, and Trade 42
The Division of Labor 44
Markets, Specialization, and Growth 44
Conclusion 45
Chapter Summary 45
Key Terms 46
Questions for Thought and Review 46
Problems and Exercises 46
Web Questions 47
Answers to Margin Questions 47

Appendix A: The History of Economic Systems 49

3 THE U.S. ECONOMY IN A GLOBAL
SETTING 55
The U.S. Economy 56

Business 57
Consumer Sovereignty and Business 57
Forms of Business 57

BEYOND THE TOOLS: Is the United States a
Postindustrial Society? 58

KNOWING THE TOOLS: The Stock Market 60
Finance and Business 60
E-Commerce and the Digital Economy 61

Households 61
The Power of Households 62
Suppliers of Labor 62

Government 62
Government as an Actor 63
Government as a Referee 63

The Global Setting 64
Global Corporations 65
International Trade 66

APPLYING THE TOOLS: A World Economic
Geography Quiz 67

How International Trade Differs from Domestic Trade 69

BEYOND THE TOOLS: International Issues in
Perspective 70

KNOWING THE TOOLS: Our International
Competitors 71

Institutions Supporting Free Trade 72
Free Trade Organizations 73
International Economic Policy Organizations 73

Conclusion 74

Chapter Summary 74
Key Terms 75
Questions for Thought and Review 75
Problems and Exercises 76
Web Questions 76
Answers to Margin Questions 76

Appendix A: Valuing Stocks and Bonds 77

4 SUPPLY AND DEMAND 82

Demand 83

The Law of Demand 83

The Demand Curve 84

Shifts in Demand versus Movements along a Demand
Curve 84

Shift Factors of Demand 85

A Review 86

The Demand Table 86

From a Demand Table to a Demand Curve 87

Individual and Market Demand Curves 88

KNOWING THE TOOLS: Six Things to Remember
When Considering a Demand Curve 89
Supply 89
The Law of Supply 90
The Supply Curve 90
Shifts in Supply versus Movements along a Supply
Curve 91
Shift Factors of Supply 91
Shift in Supply versus a Movement along a Supply
Curve 92
A Review 93
The Supply Table 93

KNOWING THE TOOLS: Six Things to Remember
When Considering a Supply Curve 94
From a Supply Table to a Supply Curve 94
Individual and Market Supply Curves 94
The Marriage of Supply and Demand 95
Excess Supply 95
Excess Demand 95
Price Adjusts 95
The Graphical Marriage of Supply and Demand 96

Equilibrium 97



B CONTENTS ®

What Equilibrium Is 97

What Equilibrium Isn’t 97

Desirable Characteristics of Supply/Demand
Equilibrium 97

APPLYING THE TOOLS: The Supply and Demand for

Children 99

Conclusion 99

Chapter Summary 99
Key Terms 100
Questions for Thought and Review 100
Problems and Exercises 101
Web Questions 102
Answers to Margin Questions 102

5> USING SUPPLY AND DEMAND 103

The Power of Supply and Demand 103
Six Real-World Examples 105

KNOWING THE TOOLS: Supply and
Demand in Action 108
A Review 108

Government Interferences: Price Ceilings
and Floors 110

Price Ceilings 110

Price Floors 111

Government Interferences: Taxes, Tariffs,
and Quotas 113
Excise Taxes and Tariffs 113
Quotas 114
The Relationship between a Quota and a Tariff 115

The Limitations of Supply and Demand Analysis 115
Other Things Don’t Remain Constant 115
The Fallacy of Composition 116

The Roles of Government 116

BEYOND THE TOOLS: Laissez-Faire Is Not
Anarchy 117
Provide a Stable Set of Institutions and Rules 117
Promote Effective and Workable Competition 117
Correct for Externalities 118
Ensure Economic Stability and Growth 118
Provide for Public Goods 119
Adjust for Undesired Market Results 119
Market Failures and Government Failures 120

Conclusion 120
Chapter Summary 120
Key Terms 121

Questions for Thought and Review 121
Problems and Exercises 121

Web Questions 122
Answers to Margin Questions 123

Xvii

Appendix A: Algebraic Representation of Supply, Demand,

and Equilibrium 124

MICROECONOMICS

I MICROECONOMICS: THE BASICS

6 DESCRIBING SUPPLY AND DEMAND:
ELASTICITIES 132
Price Elasticity 133

Classifying Demand and Supply as Elastic

or Inelastic 133
What Information Price Elasticity Provides 134
Elasticity Is Independent of Units 134

Calculating Elasticities 135
The End-Point Problem 135
The Arc Convention 136

KNOWING THE TOOLS: Calculating Elasticity
at a Point 137

Elasticity and Supply and Demand Curves 137
Elasticity Is Not the Same as Slope 137
Elasticity Changes along Straight-Line Curves 139

Substitution and Elasticity 139

KNOWING THE TOOLS: Geometric Tricks for
Estimating Price Elasticity 140
Substitution and Demand 140
Substitution and Supply 141
How Substitution Factors Affect
Specific Decisions 142
Empirical Estimates of Elasticities 142
Elasticity, Total Revenue, and Demand 144
Total Revenue along a Demand Curve 145
Elasticity of Individual and Market Demand 146
Other Elasticity Concepts 146
APPLYING THE TOOLS: Empirically Measuring
Elasticities 147
Income Elasticity of Demand 147
Cross-Price Elasticity of Demand 148

KNOWING THE TOOLS: A Review of the Alternative

Elasticity Terms 149



xviii

Some Examples 150
The Power of Supply and Demand Analysis 150

When Should a Supplier Not Raise Price? 150
Elasticity and Shifting Supply and Demand 151

Conclusion 152

Chapter Summary 152
Key Terms 153
Questions for Thought and Review 153
Problems and Exercises 154
Web Questions 155
Answers to Margin Questions 155

7 TAXATION AND GOVERNMENT
INTERVENTION 156

Taxation and Government 156
How Much Should Government Tax? 157

KNOWING THE TOOLS: Consumer and Producer

Surplus 158
Two Principles of Taxation 160
Who Bears the Burden of a Tax? 161

APPLYING THE TOOLS: What Goods Should Be
Taxed? 163
Tax Incidence and Current Policy Debates 163

Government Intervention 164

Government Intervention as Implicit Taxation 164

Rent Seeking, Politics, and Elasticities 167

KNOWING THE TOOLS: Elasticity and Whether a

Price Increase Is Significant 169
Conclusion 171
Chapter Summary 172

Key Terms 172

Questions for Thought and Review 172

Problems and Exercises 173

Web Questions 174

Answers to Margin Questions 174

Il FOUNDATIONS OF SUPPLY AND
DEMAND

8 THE LOGIC OF INDIVIDUAL CHOICE:

THE FOUNDATION OF SUPPLY AND
DEMAND 176

Utility Theory and Individual Choice 177
Measuring Pleasure 177

B CONTENTS ®

Total Utility and Marginal Utility 178
Diminishing Marginal Utility 179

Rational Choice and Marginal Utility 180
Some Choices 180
The Principle of Rational Choice 181
Simultaneous Decisions 181

Maximizing Utility and Equilibrium 182
An Example of Maximizing Utility 182
Extending the Principle of Rational Choice 184

Rational Choice and the Laws of Demand
and Supply 184
KNOWING THE TOOLS: Income and Substitution
Effects 185
The Law of Supply 186
Opportunity Cost 187
Applying Economists’ Theory of Choice to the
Real World 188
The Cost of Decision Making 188
Given Tastes 189
Tastes and Individual Choice 189

APPLYING THE TOOLS: Making Stupid Decisions 190

Conclusion 190
Chapter Summary 191
Key Terms 191
Questions for Thought and Review 192
Problems and Exercises 192
Web Questions 193
Answers to Margin Questions 193

Appendix A: Indifference Curve Analysis 194

9 PRODUCTION AND COST
ANALYSIS I 200

The Role of the Firm 201
The Firm and the Market 201

APPLYING THE TOOLS: Value Added and the
Calculation of Total Production 202
Firms Maximize Profit 202

The Production Process 203
The Long Run and the Short Run 203
Production Tables and Production Functions 204
The Law of Diminishing Marginal Productivity 204
The Costs of Production 206
Fixed Costs, Variable Costs, and Total Costs 206
Average Total Cost, Average Fixed Cost, and Average
Variable Cost 207
Marginal Cost 207



