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Preface

Economics has a short history but a long past. As a distinct discipline, econom-
ics has been studied for only a few hundred years, yet civilizations have con-
fronted the economic problem of scarce resources but unlimited wants for mil-
lennia. Economics, the discipline, may be centuries old, but it is new every day
as fresh evidence supports or reshapes economic theory. In Macroeconomics: A
Contemporary Introduction, 1 draw upon more than a quarter century of teaching
experience to convey the vitality, timeliness, and evolving nature of economics.

LEADING BY EXAMPLE

Remember the last time you were in unknown parts and had to ask for direc-
tions? Along with the directions came the standard comment “You can’t miss
it!” So how come you missed it? Because the “landmark” that was obvious to
the neighborhood resident who gave the directions might as well have been in-
visible to you, a stranger. Writing a principles text is much like giving direc-
tions. The author must be familiar with the material, but familiarity can also dull
one’s perceptions, making it difficult to see things through the fresh eyes of new
students. Some authors try to compensate by telling all they know, in the
process overwhelming students with so much detail that the central point gets
lost. Other authors take a minimalist approach by offering little of what students
may already know intuitively, and instead talking abstractly about good x and
good y, units of labor and units of capital, or the proverbial widget. This turns
economics into a foreign language.

Good directions rely on landmarks familiar to us all-a stoplight, a fork in
the road, a white picket fence. Likewise, a good textbook builds bridges from
the familiar to the new. How? In essence, I try to “lead by example”—I provide
examples that draw on the students’ common experience. [ try to create graphic
pictures that need little explanation, thereby eliciting from the reader that light
of recognition, that “Aha!” Examples should be self-explanatory; they should
convey the point quickly and directly. Having to explain an example is like hav-
ing to explain a joke—the point gets lost. Throughout, I provide just enough
intuitive information and institutional detail to get the point across without
overwhelming the student. My emphasis is on economic ideas, not economic
jargon.

Students arrive the first day of class with eighteen or more years of experi-
ence with economic choices, economic institutions, and economic events. Each
student grew up in a household—the central economic institution. As con-
sumers, students are familiar with fast-food restaurants, movie theaters, car deal-
erships, and dozens of stores at the mall. Most students have been resource sup-
pliers—more than half held jobs while in high school. Students also have
experience with government—they know about taxes, drivers’ licenses, speed
limits, and public education. And, from imported cars to the World Wide Web,
students are becoming more familiar with the rest of the world.
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Thus, students have abundant experience with the stuff of economics. They
may not recognize the economic content of that experience, but they possess it
nonetheless. Yet many principles authors neglect this rich lode of experience
and, instead, try to create for the student a new world of economics. Such an
approach fails to make the connection between economics and what Alfred
Marshall called “the ordinary business of life.”

Since instructors can cover only a fraction of the textbook material in
class, principles texts should, to the extent possible, be self-explanatory, thereby
providing instructors with greater flexibility to emphasize topics of special in-
terest. My approach is to start where students are, not where we would like
them to be. For example, to explain the division of labor, rather than refer to
Adam Smith’s pin factory, I call attention to the division of labor at McDonalds.
And to explain the most reliable relationship in macroeconomics, that between
income and consumption, I point out how easy it is to guess the average in-
come in a neighborhood just by observing the quality of housing and the
types of cars in the driveways. This edition is loaded with similar down-to-
earth examples.

CLARITY BY DESIGN

In many principles textbooks, chapters are interrupted by boxed material, par-
enthetical explanations, qualifying footnotes, and other distractions that disrupt
the flow of the material. Students remain uncertain about when or if such seg-
regated elements should be read. In contrast, this book has a natural flow. Each
chapter opens with a few questions aimed at stimulating interest, then tells a
compelling story, using logical sections and subsections. Qualifying footnotes
are used sparingly, and parenthetical explanations are used hardly at all. More-
over, case studies are not boxed off but appear in the natural sequence of the
chapter. Students can thus read each chapter smoothly from the opening ques-
tions to the conclusion and summary. I also employ a “just-in-time” approach
to introduce material just as it is needed to develop an argument. Overall, the
Fifth Edition is a bit leaner, economic jargon has been reduced, and many tables
have been converted to charts and graphs.

In most textbooks, the page design—the layout of the page and the use of
color—is an afterthought, conceived without regard to how students learn. No
element in the design of this book is wasted, and all elements work together for
the maximum pedagogical value.

Page Design. By design, all elements of each chapter have been carefully inte-
grated. Every effort has been made to present students with an open, readable
page design. The size of the typeface, the length of the text line, and the amount
of “white space” were all chosen to make learning easier. Graphs are uncluttered
and are accompanied by captions explaining the key features. These features are
all optimal for students encountering college textbooks for the first time.

Use of Color. Color is used systematically within graphs, charts, and tables to
ensure that students quickly and easily see what’s going on. Throughout the
book, aggregate demand curves are blue and aggregate supply curves are red. In
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comparative statics examples, the curves determining the ﬁna% equilibrium
point are lighter than the initial curves. Color shading distinguishes key fea-
tures of many graphs, such as output levels that fall short of the economy’s po-
tential and output levels that exceed it. In short, color is more than mere face
entertainment—it is employed consistently and with forethought to help stu-
dents learn.

THE FIFTH EDITION

I build on the success of earlier editions to make the material even more stu-
dent-friendly through concrete examples, more questions along the way, and
additional summaries as each chapter unfolds. And by making the material both
more personal and more natural, I try to draw students into a collaborative dis-
cussion. I have also built on the success of the Fourth Edition’s Internet support
to make the use of technology even more innovative and helpful. This edition
features an even tighter integration of text and technology.

Introductory Chapters Basic material macroeconomics and microeconomics
is covered in the first four chapters. Limiting the introductory material to four
chapters saves precious class time.

Macroeconomics Core Rather than focus on the differences among compet-
ing schools of thought, I use the aggregate demand and aggregate supply model
to underscore the fundamental distinction between the active approach, which
views the economy as unstable and in need of government intervention when
it gets off track, and the passive approach, which views the economy as essen-
tially stable and self-correcting. In developing aggregate supply, I have taken
more care in laying out the logic of the model to help students see what’s going
on. I also provide more review along the way.

Wherever possible, I rely on student experience and intuition to explain
the theory behind macroeconomic abstractions such as aggregate demand and
aggregate supply. For example, to explain how employment can temporarily
exceed its natural rate, I note how students, as the term draws to a close, can
temporarily shift into high gear, studying for final exams and finishing term
papers.

I have made the graphs more readable and more intuitively obvious by us-
ing numbers, such as $8.0 trillion, rather than letters, such as Y. And to convey a
feel for the size of the U.S. economy, I usually talk in terms of trillions of dollars
rather than billions of dollars. New material in this edition includes discussions
of banking consolidation around the globe, banking troubles in Japan, the Fed’s
targeting of the federal funds rate, balancing the federal budget, and trouble
ahead for the Social Security system.

International Chapters This edition reflects the growing impact of the world
economy on U.S. economic welfare. International issues are introduced early
and discussed often. For example, the rest of the world is introduced in Chapter
1 and comparative advantage and the production possibilities frontier are each
discussed from a global perspective in Chapter 2. International coverage is wo-
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ven into the text. For example, students gain a better perspective about such
topics as economic growth, productivity, unemployment, inflation, and central
bank independence if the U.S. experience is compared with that of other coun-
tries around the world.

New international material includes discussions of the euro, economic
troubles in Asia, “crony capitalism”, declining fertility rates around the world,
and the painful progress of transitional economies. Although international ref-
erences are scattered throughout the book, including a number of case studies,
the final three chapters focus exclusively on international trade, international fi-
nance, and developing and transitional economies, respectively.

Case Studies Some books use case studies as boxed-off asides to cover mate-
rial that otherwise doesn’t quite fit. I use case studies as real-world applica-
tions that reinforce ideas in the chapter and demonstrate the relevance of eco-
nomic theory. My case studies are different enough to offer variety in the
presentation yet are integrated enough into the flow of the chapter to let stu-
dents know they should be read. This edition distinguishes among four cate-
gories of case studies: (1) “The World of Business” offers students a feel for the
range of choices confronted by business decision makers today; (2) “The In-
formation Economy” underscores the critical role of information in the new
economy, from the computer revolution to the value of intellectual property;
(3) “Other Times, Other Places” involves applications either from economic
history or from other economies around the world; and (4) “Public Policy”
cases highlight the tradeoffs in the public sector. All case studies are supported
by references and relevant Web addresses and are tied to further analysis on
the Web with questions, navigation tips, and other information that can be ac-
cessed through the McEachern Interactive Study Center at http://mceachern.
swcollege.com.

Net Bookmarks Each chapter includes a Net Bookmark. These margin notes
identify interesting Web sites that illustrate real-world examples of chapter top-
ics, giving students the opportunity to explore some of those sites and build
their economic research skills. And they are extended on the Web with addi-
tional information on resources as well as step-by-step navigation hints.
They can be accessed through the McEachern Interactive Study Center at
http://mceachern.swcollege.com.

The Wall Street Journal Edition The Fifth Edition makes it easy to bring the
real world into the classroom. This Wall Street Journal Edition provides numer-
ous opportunities to relate economic concepts to late-breaking news stories. A
special Preface guides students in their use of the Wall Street_Journal. And there is
a question at the end of each chapter that asks students to read and analyze in-
formation from the Wall Street Journal.

Experiential Exercises New to this edition are end-of-chapter questions that
encourage students to develop their research and critical thinking skills. These
Experiential Exercises ask students to apply what they have learned to real-
world, hands-on economic analysis. Most of these exercises involve the Inter-
net, the Wall Street Journal, or other media resources.
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The Internet .
As mentioned already, we devoted careful attention to capitalizing on the vast

array of economic resources and alternative learning technologies the Internet
can deliver. I gave much thought to two basic questions: What can this technol-
ogy do that a textbook cannot do? And how can Web-based enhancements be
employed to bring the greatest value to teaching and learning?

It’s clear that students learn more when they are involved and engaged.The
Internet provides a way to heighten student involvement while keeping the in-
troductory economics course as current as today’s news. With these ideas in
mind, we have undertaken a major upgrading of our Web site to more tightly
integrate the book and the Internet. We have done this in a way that exploits
the comparative advantage of each medium, and in a structure that optimizes
both teaching and learning experiences.

The McEachern Interactive Study Center (http://mceachern.
swcollege.com) Through McEachern Interactive, students benefit from the
best textual presentation as well as the most innovative on-line experience. This
edition offers a structured approach to the Internet, providing a comprehensive
chapter-by-chapter on-line study guide that includes graphical support, inter-
active quizzes, a glossary, updated and extended applications from the text, and
numerous other features. Some highlights include:

Over 100 Examples and Exercises The Internet-enhanced text features
such as Net Bookmarks, Case Studies, and end-of-chapter Experiential Ex-
ercises are tied to the Study Center where students will find clear links to
relevant Web sites. These applications are interesting and easy-to-use. All of
the in-text features that are extended on the Web are indicated by a special
McEachern Interactive icon (Shown at left).

On-Line Graphing Tutorials Key graphs from the text—also indicated
by the McEachern Interactive icon—are brought to life as students explore
interactive graphing tutorials that feature helpful audio explanations.

Interactive Quizzes These multiple-choice on-line quizzes provide a per-
fect review resource and solid exam preparation. They feature detailed feed-
back for right and wrong answers as well as the option of e-mailing quiz re-
sults to the instructor.

It is important to note that none of these features requires detailed knowl-
edge of the Internet. Nor are they required for a successful classroom experi-
ence if an instructor wants to assign only the materials contained within the
text. The on-line enhancements simply offer optional paths for further study
and exploration—new ways for students to employ their individual learning
styles and new ways for instructors to experiment with technology and a wider
range of assignment materials.

THE SUPPORT PACKAGE

The teaching and learning support package that accompanies Economics: A Con-
temporary Introduction provides instructors and students with focused, accurate,
and innovative supplements to the textbook.
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Student Supplements

Study Guide. The Study Guide was written by John Lunn of Hope College.
Each chapter of the Study Guide corresponds to a chapter in the text and offers:
(1) an introduction; (2) a chapter outline, with definitions of all terms; (3) a dis-
cussion of the chapter’s main points; (4) a lagniappe, or bonus, which supple-
ments material in the chapter and includes a “Question to Think About”; (5) a
list of key terms; (6) a variety of true-false, multiple-choice, and discussion ques-
tions; and (7) answers to all these questions.Visit the McEachern Interactive
Study Center at http://mceachern.swcollege.com for more details.

Graphing Primer One of the most difficult challenges for many introductory
economics students is working with graphs. The Graphing Primer is a print sup-
plement that helps students create, interpret, and understand graphs.

McEachern Interactive CD-ROM This CD-ROM provides a powerful col-
lection of electronic study tools:

PowerPoint Lecture Review Slides Students can visually review key
concepts and exhibits from each chapter, and print the slides to use as note-
taking guides during class lectures.

South-Western Economics Tutorial Software James T. Doak has devel-
oped tutorial software compatible with Microsoft Windows. It is organized
around key topics, and correlated to relevant text chapters. Each topic pro-
vides a series of interactive graphing exercises that help students test their
understanding of key concepts. Students can also track and record their
progress.

McEachern Interactive Graphing Tutorials The graphing tutorials
found at the McEachern Study Center are also included on this CD-ROM.

Economics Guide Tutorial Software Robert Brooker, of Gannon University,
has developed this economics tutorial software, compatible with Microsoft
Windows. Through the use of a sophisticated testing engine, it presents students
with an unlimited supply of quizzes over the topics covered in each chapter.
Students are able to track and record their progress throughout the course.
Economics Guide software is perfect for review or for test preparation

Macroeconomics Alive! CD-ROM - Interactive Study Guide The Macroeconomics
Alivel CD-ROM, created by Willie Belton, Richard Cebula, and John McLeod,
Jr. of the Georgia Institute of Technology, is compatible with Microsoft Win-
dows and with the Apple Macintosh. This multimedia CD-ROM combines
interactive lessons, graphing tools, and simulations to bring macroeconomic
concepts to life. To learn more about these CDs, visit the Economics Alive! Web
site at http://econalive.swcollege.com.

The McEachern Web Site The McEachern Web Site at http://mceachern.
swcollege.com offers a variety of learning tools. In addition to the helpful tools
available at the McEachern Interactive Study Center, students can also find
summaries of current news stories, review current and historical economic data,
keep up-to-date through current examples and policy applications, access infor-
mation about saleable supplements, correspond with me, and take advantage of
many other benefits.
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instructor Supplements

Instructor’s Manual The Instructor’s Manual, revised by Dorothy Siden of
Salem State College, is keyed to the text. For each text chapter, it includes (1) a
detailed lecture outline and brief overview; (2) a summary of main points; (3)
pedagogical tips that expand on points raised in the chapter; and (4) suggested
answers to all end-of-chapter questions and problems. New to this edition is a
set of classroom economic experiments developed by Michael Haupert of the
University of Wisconsin, La Crosse and Noelwah Netusil of Reed College.
Each experiment comes with an abstract, an overview, a clear set of instructions
for running the experiment, and forms for recording the results.

Teaching Assistance Manual [ have revised my leaching Assistance Manual to
provide additional support beyond the Instructor’s Manual. It is especially useful
to new instructors, graduate assistants, and teachers interested in generating
more class discussion. This manual offers: (1) overviews and outlines of each
chapter; (2) chapter objectives and quiz material; (3) material for class discus-
sion; (4) topics warranting special attention; (5) supplementary examples; and
(6) “What if?” discussion questions. Appendices provide guidance on (a) pre-
senting material; (b) generating and sustaining class discussion; (c) preparing, ad-
ministering, and grading quizzes; and (d) coping with the special problems con-
fronting foreign graduate assistants.

Test Bank Thoroughly revised for currency and accuracy, the Macroeconomics
Test Bank contains over 3,100 questions in multiple-choice and true-false for-
mats. All multiple choice questions have five possible responses, and each is rated
by degree of difficulty. For this edition, Nathan Eric Hampton of St. Cloud
State University has thoroughly reworked the Tesr Bank and has grouped all
questions according to chapter subheadings. This makes it easy to find just the
questions you want and to make sure your questions are representative of mate-
rial you teach in class.

Testing Tools—Computerized Testing Software Testing Tools is an easy-to-
use test creation software package that is available in versions compatible with
Microsoft Windows and with the Apple Macintosh. It contains all of the ques-
tions in the printed Test Banks. Instructors can add or edit questions, instruc-
tions, and answers, and select questions by previewing them on the screen and
then choosing them by number, or at random. Instructors can also create and
administer quizzes on-line, either over the [nternet, through a local area net-
work (LAN), or through a wide area network (WAN).

Microsoft PowerPoint Lecture Slides Tables and graphs from the text, as
well as additional instructional materials, are available as PowerPoint slides to
enhance lectures and help integrate technology into the classroom.

Transparency Acetates Most of the tables and graphs from this text are re-
produced as full-color transparency acetates.

CNN Economics Video The CNN Economics Video provides a variety of
brief video clips, taken from Cable News Network (CNN) programs, that illus-
trate various aspects of economics.
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On-line Course Creation and Delivery Systems South-Western College
Publishing now makes taking your course to the Web as easy as typing.Visit I'TP
Electronic Learning (http://www.itped.com) to learn about simple-to-use op-
tions for creating an on-line course or a Web site for your traditional course.

The Teaching Economist For nearly a decade, I have edited The Teaching Econ-
omist, a newsletter aimed at making teaching more interesting and more fun. The
newsletter discusses imaginative ways to present topics-for example, how to “sen-
sationalize” economic concepts, useful resources on the Internet, economic ap-
plications from science fiction, and more generally, ways to teach just for the fun
of it. A regular feature of The Teaching Economist,“ The Grapevine,” offers teaching
ideas suggested by colleagues from across the country. The latest issue—and back
issues—of The Teaching Economist are available on-line at http://economics.
sweollege.com.
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Economy

The Journal’s economic news, on
page A2, provides clear, straight-
forward stories about the latest
news of inflation, unemploy-
ment, government announce-
ments, Federal Reserve policy,
economic forecasts, durable-goods
prices and more. These compli-
cated matters become under-
standable and meaningful s you
realize how this news affects your
life and your livelihood.
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mance Graph

Each issue contains a different
graph of 2 major economic indi-
cator to help make the complex
more easy 1o understand.

I Column 4: Perfor-

Column 4:

The A-Hed

Ranging from silly to serious,
quirky to downright bizarre,
the A-Hed gives free rein to our
reporters’ imagination.
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The back page of our first sec-
tion is home to a collection

of wide-ranging articles on poli-
tics at every level, from local

to state to federal. On any day,
you might find exclusive
Journal polls, in-depth personal
profiles, innovative examples
of municipal governance and
informed commentary on
administration initiatives.

I Politics & Pollcy

The Outiook

|
| Why an Acquisition?
t[ Often, It's 1the People
i WASHINGTON
WorkiCom Inc.'s audacious $30 bil
Tion bid to acquire MCI Communications
Corp. is the latest vivid exampie of how
big companies try o become gigantic
companies 10 gain clout and dominance
gver an industry. But while the power

MONDAY:

The Outlook

Emphasizing markets and invest-
ing, reporters from every bureau
contribute perspective and points
of view on policy, trends and
developments around the world.

Lettcrﬂ; to th

| A Painj

As a longtime reader o

The Editorial
Pages
Daily, we publish the best of over
2,000 letters received weekly from
prominent leaders in every field.
Whether amplifying a comment,
challenging an opinion, or
debating with influencial readers,
they provide some lively writing.
This creates the single most influ-
ential editorial page in the nation.
Love it or hate it — but disregard it
only at your peril.
{xxvii



