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PREFACE

To the Instructor

When | first started teaching the principles of economics course, | adopted one of the many
introductory economics texts on the market at the time. | read it carefully, prepared my
lectures based on what | had read, and then assigned the book to my students. The text-
book worked fairly well in the classroom, but | knew that something was missing. So

| adopted a different text the next semester. The second text worked about as well as the
first, but still something was missing. Over the next few years, | changed textbooks at least
six to eight times. Every time | came away with the same feeling: Something was missing.

Identifying What Was Missing

Finally, I tried to identify what was missing. All the theories I know that once a person learns how to think like an

and policies were there, the economic terms were defined economist, he or she will never be the same. Somehow the
completely, and the graphs were drawn properly—but textbooks that I was adopting for class didn’t communicate
I realized that these textbooks didn’t seem to communicate to these wonderful things to the students.

students the excitement that 1 feel about economics. To me,

economics is a powerful tool of analysis that I can use to So I rewrote my lectures the way I wanted to teach
understand the world. I know that economics can be economics—to communicate the power and excitement
found almost everywhere—in the newspaper and on the of economics. The result was that both the students and
television news, of course—but also walking across a I were a lot happier, and the students learned a lot more
college campus, buying a cup of coffee, or watching a economics. I then set out to do in a book what I was doing
prime-time television show. in the classroom.

| What Makes This Book Different

If you are newcomer to Economics, at this point you may be “Surprised by what?” I ask. Surprised by the fact that it is

scratching your head and saying, “Wait a minute, I've leafed one of the few textbooks they've adopted that the student

through this book, and it looks much like other principles actually reads.

books: same diagrams, fairly standard topic coverage, etc.

What is so different here?” They also say that they not only find it a more interesting
textbook to teach from than most, but that their students ask

I agree that if you give this book only five minutes, it looks more questions about economics having read this book than

a lot like its competition. But having taught from many having read others, and that the reason they continue to use

principles books, I've been surprised how books that look alike it is because it presents topics in a 1-2-3, logical way. Huge

can be so different. Adopters of the past four editions of gaps aren’t left for the student to fill in.

Economics seem to agree. When they write or talk to me,
they often say they were surprised by the book.
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Why This Book Works

I think the book works because it does three things well.
First, it gets the students’ attention. It does this by discussing
and analyzing many of the things that today’s college
students want to talk about. Economics isn’t only about
economic growth, interest rates, and the theory of the firm.
Economics is about driving on a freeway, watching a movie,
listening to music, kissing, finding a parking space, watching
a Las Vegas show, and much more.

I often receive e-mail from students and the most common
remark they make is, “I didn’t know economics was about
so many different things. I thought I was going to dislike
studying economics, but to my surprise, I don’t.”

The second reason I think the book works is that I make
connections between things that students often don’t realize
are connected. I think that education is largely about
making the invisible visible. If we, as instructors, can help
students better understand the world they live in, then we
have done our jobs. There is nothing more exciting than
when a student reads the text and says, “I had no idea that
an economic policy change halfway around the world could
impact my chances of getting a job after college.”

Finally, and perhaps most importantly, this book works
because it conveys to students the power of the economic
way of thinking. According to James Buchanan, the
Nobel-prize winning economist, “what a science [such

as economics| does, or should do, is simply to allow the
average man . . . to command the heights of genius.”

I think this book leaves students with a true sense of
intellectual enrichment upon completion of the course
because it successfully communicates to students how
economists think.

Almost every textbook states that it teaches students how to

“think like economists.” But I believe that most books fail

to accomplish what they set out to do, not because the @
authors don’t know how economists think and not because U
they fail to write clearly, interestingly, and compellingly. It’s

because most texts are too narrowly focused. The only way

that students come to think like economists is by applying

economics to hundreds of topics—many of which are of

particular interest to them. In other words, one doesn’t

learn how economists think by applying economics to the

handful of topics chosen by the professor. He or she learns

how economists think by applying economics to almost

everything in life. The representative student learns more

about how economists think by applying economics to

driving a car, sleeping, or watching a movie than by studying

the mundane topics found in many introductory texts.

The economic concepts, theories, and ways of thinking in
this textbook are not mine, of course. They belong to the
economists of two centuries. It is from them that the student
has to learn. My main objective in writing the first edition of
the book was to make sure that I did not get in the way of
students’ learning. I've continually worked toward refining
this objective in subsequent editions. To this end, I have
attempted to present the truths, tools, and theories of great
economists in a way that is clear, understandable, relevant,
interesting, and exciting. It is only with this Fifth Edition
that I believe I have fully accomplished what I originally set
out to do. The Fifth Edition is better organized; the more
difficult material is broken down into more manageable
pieces; the features are more relevant to economics profes-
sors and their students; the economic way of thinking is
more visible; there are more ways for the student to work
with the material; and it is a much faster read.

Key Content Changes

Here are some of the major things that are new to the Fifth
Edition of Economucs:

GENERAL UPDATES & CHANGES
B More discussion of economics and technology.
® More discussion of economics in our everyday lives.

® More discussion of economics in popular culture.

® More and better integration of global economic issues
throughout the text.

® More flowcharts that summarize key information and
visually establish cause-effect relationships.

® More features to capture the interest and imagination
of students.
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B More interspersed questions and answers that address
how economists think.

B A better means of identifying the key questions that
€conomists try to answer.

® More numerical and graphical questions for the
student to answer.

INTRODUCTORY CHAPTERS
¥ Two chapters on supply and demand, including a
new chapter that applies supply and demand to both
market and nonmarket behavior.
B A new chapter on exchange.
B More discussion and use of consumers’ surplus and
producers’ surplus.

MICRO CHAPTERS
® A discussion of elasticity immediately following the
discussion of supply and demand.

® The expansion of a theme first developed in the
second edition—that microeconomics is about
objectives, constraints, and choices. Much of the
microeconomic discussion now centers around this

trilogy.
B An emphasis on giving students an appreciation of )
how microeconomic tools can be used to answer &y

questions relevant to both individuals and firms.
B A new discussion of network goods and network
externalities.
®m An expanded discussion of rent seeking.

INTERNATIONAL CHAPTERS
B A new discussion of optimum currency areas.
® An update of new policy initiatives.

Supplements
FOR THE STUDENT

Study Guide
by Roger A. Arnold

Each chapter explains, reviews, and tests for the important
facts, concepts, and diagrams found in corresponding chap-
ters of this book. Chapter parts include a chapter outline,
multiple choice questions, problems and exercises, and a
self-test. The Study Guide is also available in microeco-
nomics and macroeconomics splits.

Economics Study Guide ISBN: 0-324-01900-9

Macroeconomics Study Guide ISBN: 0-324-01749-9
Microeconomics Study Guide ISBN: 0-324-01748-0

Practice Tests
by Scott Bloom of North Dakota State University

Each practice test allows students to test their knowledge
of the chapter material before they take the assigned test
in class.

ISBN: 0-324-01975-0

Graphing Exercises in Economics
by Roger A. Arnold

For the introductory economics student, the many graphs in
economics may initially seem overwhelming. It takes time
and practice to master the “language” of graphs. Graphing
Exercises in Economues provides you with the practice you need
to shorten the time it takes you to master this language.
There are graphing exercises for 17 different topics, includ-
ing supply and demand, the production possibilities frontier,
perfect competition, monopoly; factor markets, and aggre-
gate demand and aggregate supply.

ISBN: 0-324-05799-7

Student Study CD-ROM

This powerful study tool, available packaged with the text,
provides additional software tools and learning support—
helping you build your level of understanding even when
you can’t be online.

ISBN: 0-324-05798-9
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Economics Alive! CD-ROMs

These interactive multimedia study aids for economics are
the high-tech, high-fun way to study economics. Through
a combination of animated presentations, interactive
graphing exercises, and simulations, the core principles of
economics come to life and are driven home in an upbeat
and entertaining way.

Macroeconomics Alive CD-ROM ISBN: 0-538-86850-3
Microeconomics Alive CD-ROM ISBN: 0-538-84650-X

Ask your Thomson Learning sales representative for more
details, or visit the Economics Alive! Web site http://econalive.

sweollege.com/.

The Wall Street Journal Edition

The Wall Sireet Journal is synonymous with the latest word
on business, economics, and public policy. Arnold makes it
easy for students to apply economic concepts to this authori-
tative publication, and for you to bring the most up-to-date,
real-world events into your classroom. For a nominal addi-
tional cost, Arnold can be packaged with a card entitling
students to a 10-week subscription to both the print and
interactive versions of The Wall Street jfournal. Instructors
who have at least seven students activate their subscrip-
tions will automatically receive their own free subscription.
Contact your South-Western/Thomson Learning sales
representative for package pricing and ordering
information.

InfoTrac College Edition

With InfoTrac College Edition, your students can receive
anytime, anywhere, online access to a database of full-text
articles from hundreds of scholarly and popular periodicals
such as Newsweek, Fortune, American Economist, and the Quarterly
Journal of Economics. Students can use its fast and easy search
tools to find what they’re looking for among the tens of
thousands of articles—updated daily and dating back as

far as four years—all in this single Web site. It’s a great

way to expose students to online research techniques, while
being secure in the knowledge that the content they find

is academically based and reliable. An Infotrac College
Edition subscription card can be packaged free with new
copies of the Arnold text. Contact your South-Western/
Thomson Learning sales representative for package pricing
and ordering information, or for more information on
Info'Trac College Edition, visit http://www.swcollege.com/
infotrac/infotrac.html.

The Tobacco Wars d
The Tobacco Wars, by Walter Adams (Michigan State Univer- ¢
sity) & James W. Brock (Miami University of Ohio) presents ‘
the economic theory surrounding the tobacco litigation as a

creative dialog between many key players in the debate—

including tobacco industry executives, consumers, attorneys,
economists, health care professionals, historians, and politi-
cal activists. Their fictional conversations illustrate the real-

life issues, controversies, and points of view currently at play,

giving readers a balanced and provocative framework to

reach their own conclusions. The text provides a unique way

to illustrate microeconomic principles, such as:

* Consumer behavior

» Industrial organization and public policy

» Antitrust policy

» Externalities, social costs, and market imperfections

ISBN: 0-324-01296-9

The New York Times Guide to Economics
by Sliger, Jennings, and Murphy

This guide is a collection of the best economics related
articles from 7The New York Times and can be used formally
m the classroom or informally for life-long learning.

All articles are accompanied by exploratory exercises
and probing questions developed by experts in the field.
Previews provide context for each chapter of articles
and link them to key economic principles. The guide is
divided into six sections organized to highlight critical
factors in economics today. This organization allows
for easy integration into any economics course. Also
available are The New York Times Guides—for business
communication, business law, economics, finance,
management, and marketing:

ISBN: 0-324-04159-4

FOR THE INSTRUCTOR

Test Bank

The Test Bank has been revised by Bill Robinson of the
University of Nevada, Las Vegas. There are more than
4,000 multiple-choice questions in the test bank; approxi-
mately 25 percent are new to this edition and many have
been revised.

Macroeconomics Test Bank ISBN: 0-324-01972-6
Microeconomics Test Bank ISBN: 0-324-01971-8

XX | Preface To the Instructor



ExamView Testing Software

ExamView—Computerized Testing Software contains all
of the questions in the printed test banks. ExamView is an
easy-to-use test creation software compatible with Microsoft
Windows. Instructors can add or edit questions, instructions,
and answers, and select questions by previewing them on
the screen; selecting them randomly, or selecting them by
number. Instructors can also create and administer quizzes
online, whether over the Internet, a local area network

(LAN), or a wide area network (WAN).

ExamView for Macroeconomics ISBN: 0-324-06498-5
ExamView for Microeconomics ISBN: 0-324-06497-7

Instructor’s Manual
by Bill Robinson of University of Nevada, Las Vegas

The Instructor’s Manual offers detailed lecture assistance,
including an overview of each chapter, a list of chapter
objectives, key terms, a detailed chapter outline with
lecture notes, answers to end-of-chapter questions, and
supplemental lecture and reading material.

ISBN: 0-324-01974-2

Transparency Acetates
More than 150 full color transparencies of key exhibits in
the text are available for classroom use.

Macroeconomics Acetates ISBN: 0-324-05851-9
Microeconomics Acetates ISBN: 0-324-05852-7

Microsoft PowerPoint™ Presentation Slides

These slides include all exhibits from the textbook. They are
available for downloading under “Teaching Resources” at
the Arnold Web site: http://arnold.sweollege.com.

CNN Video

Professors can bring the real world into the classroom by
using the CNN Principles of Economics Video Updates.
This video provides current stories of economic interest.
The video is produced by Turner Learning, Inc., using the

resources of CNN, the world’s first 24-hour, all-news net-
work. Ask your Thomson Learning sales representative for
more details.

ISBN: 0-538-86839-2

Instructor’s Resource CD-ROM / 4
Get quick access to all instructor ancillaries from your "
desktop. This easy-to-use CD lets you review, edit, and

copy exactly what you need in the format you want.

ISBN: 0-324-05797-0

FOR STUDENTS AND INSTRUCTORS

The Amold Economics Web Site
http://arnold.swcollege.com provides instructors and
students with updates to the text, teaching and learning
resources, and the opportunity to communicate with the
author. All Internet addresses in the text are found at
this site and are updated regularly.

South-Western Economics Resource Center

A unique, rich and robust online resource for economics
instructors and students. hitp://economics.sweollege.com
provides customer service and product information, teach-
ing and learning tips and tools, information about careers
in economics, access to all of our text-supporting Web sites,
and other cutting-edge educational resources such as our
highly-regarded EconNews, EconDebate, EconData, and
EconLinks Online features.

WebTutor on WebCT

WebTutor offers in-depth content with concept presenta-
tions, flashcards, audio clips, Internet links, discussion
questions, and tutorials. An internal e-mail system, chat
and discussion areas, search capabilities, calendars, custom
printing features, and instructor customization options
provide an unparalleled level of functionality. For more
information, visit the South-Western Electronic Learning
site at http://www.sweollege.com/elearning.html.
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In Appreciation

This book could not have been written and published without the generous expert assistance of many people. A deep
debt of gratitude is owed to the reviewers of the first through fifth editions. There are also many persons who assisted
me in the writing of this book who were not reviewers. They suggested how to do something better, gave me an idea
of how to rearrange material, suggested a topic to write about, and provided constructive and critical comments. For
the fifth edition, these people include Robert W. Brown, James Bryan, Cindy Cannon, Karen Smith Conway, Mah-
moud Davoudi, Hassan Pirasteh, Robert Rider, Charles D. Van Eaton, and Thomas Wyrick.

FIRST EDITION REVIEWERS

Jack Adams

Unaversity of Arkansas, Little Rock
William Askwig

University of Southern Colorado
Michael Babcock

Kansas State University

Dan Barszcz

College of DuPage, Illinois

Robert Berry

Maami Unwversity, Ohio

George Bohler

Florida Funior College

Tom Bonsor

Eastern Washington University
Michael D. Brendler

Lowisiana State University

Baird Brock

Central Missouri State University
Kathleen Bromley

Monroe Community College, New York
Douglas Brown

Georgetown University

Ernest Buchholz

Santa Monica Community College,
Califorma

Gary Burbridge

Grand Rapids Funmior College, Michigan
Maureen Burton

Califormia State Polytechnic University,
Pomona

Carol Carnes

Kansas State University

Paul Coomes
University of Louisville, Kentucky
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Eleanor Craig
University of Delaware

Wilford Cummings

Grosmont College, California

Diane Cunningham

Glendale Community College, California
Douglas C. Darran

University of South Carolina
Edward Day

Unaversity of Southern Florida
Johan Deprez

University of Tennessee

James Dietz

California State Unwersity, Fullerton
Stuart Dorsey

Unaversity of West Virginia

Natalia Drury

Northern Virgimia Community College

Lu Ann Duffus
California State University, Hayward

John Eckalbar

California State University, Chico
John Elliott

University of Southern California
Charles Fischer

Pittsburg State University, Kansas
John Gemello

San Francisco State University
Carl Guelzo

Cantonsville Community College,
Maryland

Jan Hansen
University of Wisconsin, Eau Claire

John Henderson
Georgia State University

Ken Howard

East Texas Baptist University

Mark Karscig

Central Missour: State University
Stanley Keil

Ball State University, Indiana

Richard Kieffer

State University of New York, Buffalo
Gene Kimmett

William Rainey Harper College, Illinois
Luther Lawson

University of North Carolina

Frank Leori

College of San Mateo, California
Kenneth Long

New River Community College, Virginia

Michael Magura

University of Toledo, Ohio

Bruce McCrea

Lansing Community College, Michigan
Gerald McDougall

Wichita State University, Kansas

Kevin McGee
Unaversity of Wisconsin, Oshkosh

Francois Melese
Auburn University, Alabama

Herbert Miliken
American River College, California

Richard Miller
Pennsylvania State University

Ernest Moser
Northeast Louisiana University

Farhang Niroomand
University of Mississippr



Eliot Orton
New Mexico State University

Marty Perline

Wichita State University, Kansas
Harold Petersen

Boston College

Douglas Poe
University of Texas, Austin

Joseph Rezney

St. Louis Community College, Missourt
Terry Ridgway

University of Nevada, Las Vegas

Thomas Romans
State Unwersity of New York, Buffalo

Robert Ross
Bloomsburg State College, Pennsylvania

Keith A. Rowley

Baylor Unversity, Texas

Anandi Sahu

Oakland University, Michigan
Richard Scoggins

California State Unwersity, Long Beach
Paul Seidenstat

Temple University, Pennsylvania
Shahram Shafiee

North Harris County College, ‘Texas
Alan Sleeman

Western Washington Universly
John Sondey

University of Idaho

Robert W. Thomas
lowa State University

SECOND EDITION REVIEWERS

Scott Bloom
North Dakota State University

Thomas Carroll

University of Nevada, Las Vegas
Larry Cox

Southwest Missouri State University
Diane Cummingham

Los Angeles Valley College

Emit Deal

Macon College

Michael Fabritius

University of Mary Hardin Baylor
Frederick Fagal

Marywood College

Ralph Fowler

Diablo Valley College

Bob Gilettte

Texas A & M Unwersity

Lynn Gillette
Indiana University, Indianapolis

THIRD EDITION REVIEWERS

Carlos Aguilar
University of Texas, El Paso

Rebecca Ann Benakis
New Mexico State University
Scott Bloom

North Dakota State University

Howard Erdman
Southwest Texas Jfunior College

Simon Hakim

Temple Unwversity

Lewis Karstensson

University of Nevada, Las Vegas
Abraham Kidane

California State University,
Dominguez Hills

W. Barbara Killen

University of Minnesota

J- David Lages

Southwest Missouri State University
Anthony Lee

Austin Community College
Marjory Mabery

Delaware County Community College

Bernard Malamud
University of Nevada, Las Vegas
Michael Marlow

California Polytechnic State University,
San Luis Obispo

Arthur Friedberg

Mohawk Valley Community College
Nancy A. Jianakoplos

Colorado State Unwersuty

Lewis Karstensson

Unaversity of Nevada, Las Vegas
Rose Kilburn

Modesto Junior College

Richard L. Tontz

California State University, Northridge
Roger Trenary

Kansas State University

Bruce Vanderporten

Loyola University, Illinots
Thomas Weiss

Unersity of Ransas

Richard O. Welch

University of Texas at San Antonio
Donald A. Wells

University of Arizona

John Wight

University of Richmond, Virginia
Thomas Wyrick

Southwest Missouri State University
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Arkansas State University
Terry Ridgway
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Mary Ann Hendryson
Western Washington University

FIFTH EDITION REVIEWERS
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My deep appreciation goes to Bill Robinson, who wrote two of the key supplements that go with the text—the
Test Bank and the Instructor’s Manual. He also wrote all the Internet material that appears in the text.

One of the benefits of writing a book like this one is that you get to work with many creative people. In this
regard, I owe a deep debt of gratitude to many persons at South-Western College Publishing for all the hard work and
creative talent they brought to this project. These persons include Jack Calhoun, Vice President and Publisher; Keri
Witman, Acquisitions Editor for Economics; Peggy Buskey, Production Editor; Jan Lamar, Senior Developmental
Editor; Kurt Gerdenich, Media Technology Editor; Lisa Lysne, Senior Marketing Manager for Economics; Jennifer
Mayhall, Art Director; and Cary Benbow, Photo Manager. I also wish to thank Barbara Sheridan, copyeditor, of
Sheridan Publications Services, who not only made the text read smoother, but made many important suggestions as
to how to make the book better.

My deepest debt of gratitude goes to my wife, Sheila, and to my two sons, Daniel, twelve years old, and David,
nine years old. They make my life and work joyous.

Roger A. Arnold
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STUDENT LEARNING GUIDE

To the Student

As a 20-year-old college student, | went to an ophthalmologist to have my eyes examined.
He placed several sets of lenses before my eyes and asked if | could see better with them.
After doing this for about 15 minutes, he told me that | needed eyeglasses. When | first put
my new glasses on, | thought, “There is so much to see.” It was only after | had the glasses
that | realized | hadn’t seen as much as | should have been seeing.

I had a similar experience after learning economics. I recall
my first few economics professors telling me that economics
was an exciting subject that would help me understand the
world I lived in. I also recall not paying too much attention
to what they said. But as I learned more economics, I real-
ized they were right. Without economics, I was blind to
many of the things that I could easily see after studying

it. In short, economics turned out to be much like my first
pair of eyeglasses: it helped me to see what I had been
blind to before.

There is no doubt about it: I would like for you to have the
same thrilling experience learning economics that started
for me many years ago and continues to this day. In fact,

if you don’t have that experience, I have to some degree
failed to meet my objective. But I can’t do it alone. It takes
you and me working together to make it happen. You have
to have the motivation, interest, and patience to learn
economics, and I have to present economics to you in as
clear, relevant, and interesting a way as possible.

Before you begin your study of economics, it is important
to know something about the road you are about to travel.
That’s what this preface is about. Let me tell you how you
should read and study this book to get the most out of it.

It is important that you know something about the structure
of each chapter, and about the pedagogical devices used
throughout.

Chapter Structure and Pedagogy

I've built numerous features
into this book to help you
read more actively—
stopping frequently to
absorb, apply, and test
yourself on the material

in each chapter.

Keep in mind that an
economics textbook is not
a novel. It is easy to read
a novel straight through
without stopping.

It is not so easy to read a
chapter of an economics
textbook without stopping:

AFTER YOU STUDY THIS CHAPTER,

YOU WILL BE ABLE TO . ..

As you begin to read a chapter, you might wonder, “What
topics are discussed in this chapter? What will I learn or
be able to do after studying this chapter?” This feature
responds to these questions. Keep the chapter objectives
in mind as you read to help you pay close attention to the
main ideas you should remember. Reviewing the chapter
objectives after you've finished reading the chapter is a
useful study tool in helping you determine whether or not
you have indeed absorbed the chapter’s central concepts.
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way of thinking in this chapter and

throughout the book.

AFTER YOU STUDY THIS CHAPTER, YOU WILL BE ABLE TO:

1 |dentify many of the conse- 5 Explain how and why economists
quences of scarcity. use the ceteris paribus condition.
2 Explain how changes in opportu- Identify the components of
nity cost affect behavior. scientific thinking.
3 Explain what it means to think State the difference between
like an economist. microeconomics and macroeco-
4 Discuss how theory is used in nomics and between positive

YOU WILL ALSO LEARN:

Why young rack stars, movie stars, and
Jashion madels vavely go to college.

1What the amount you carn has to do with
Hhow long you sleep.

Wiy you’re not likely to live with your
parents and grandparents after you're m
_your bwenfies.

economics. and normative economics.

Quantity demanded is the number of units of a good that individuals are willing and
able to buy at a particular price during some time period. For example, suppose indi-
viduals are willing and able to buy 100 TV dinners per week at the price of $4 per
unit. Therefore, 100 units is the quantity demanded of TV dinners at $4.

.a If a person is willing and able o buy a particular car at $40,000, will she actu-

ally make this purchase?

. :
buyer and a seller are required for an exchange to be made. A person may be

. Not necessarily. Willingness and ability to buy refers to the buyer, but both a

willing and able to buy a particular car for $40,000, but that car may not cur-
rently exist, or it may exist but the seller may not be willing to sell it for $§40,000,

of supply and demand, profits, production, costs, international trade, and competi-
tion. Both know the language of economics. It is becoming an increasingly important

language for you to know, too.

Self-Test  (Answers to SelE-Test questions are in the Self-Test Appendix.

1. Why do people and societies have to make choices?

2. Scarcity is the condition of finite resources. True or false? Explain your answer.
3. An economist said: “Practical men, who believe themselves 1o be quite exempt
from any intellectual influences, are usually slaves of some defunct economist.™

Who said this and what does it mean?

4l_'[hmkm§_lee an Feanomist

seller would be willing and able o sell the ticket for is producers’ (or sellers’) sur-
plus. For this trade, the producers’ surplus is $2. A seller prefers a large producers’
surplus. The seller would have preferred to sell the movie ticket for $8 and
receive §3 worth of producers” surplus,

Producers’ (or sellers’) surplus = Price received — Minimum selling price

Consumers’ surplus and producers’ surplus are important ideas in economics,
Some of the ways they are used to analyze situations are considered in the follow-
ing sections.

WILL A POLICY MAKE YOU BETTER OFF OR WORSE OFF?
Many different policies and laws are put into effect by governments and organizations
each year. For example, the federal government may change its tarifl’ policy and place
a tariff’ (tax) on certain imported goods. Or it could subsidize the production of wheat,
corn, or sugar. HMOs (Health Maintenance Organizations) may institute a policy in
which they will pay for only some of the medicines you may need. The state legislators
in your state may increase or decrease the tuition at a state supported college or uni-
versity. The federal government may block a merger between two major companies
that produce and sell office supplies. When you hear about a new policy or law, you
may naturally wonder, “How does this aflect me? Will | be better off’ or worse off?”
To answer these questions, you need to remember that you do many things. You
buy goods. you sell goods, you may work for a company, you may own your own busi-
ness. In other words, you wear many hats. One day you wear the hat of a buyer, the
next day, that of a seller. On any given day, you may wear both the hat of an employee
and the hat of a buyer. As a buyer, there is an easy way 1o figure out how a policy will

‘ RealityCheck

Is there any way to determine
how much consumers’ surplus
a person receives from buying
a ticket to see a movie?
Answer: You would need to find
out the maximum price the
person would be willing to pay
for the ticket. Then the ticket
price could be subtracted from
this amount. If the person
would tell you the truth, you
could simply ask to find out
the maximum price.

YOU WILL ALSO LEARN

This feature lists some of the more unusual and
unexpected things you will learn by reading the
chapter. When finished with the chapter, go
back and review these additional learning
objectives to make sure that you can apply the
analytical skills you've learned in the chapter to
explain how economics comes into play in each
of these statements.

INTERSPERSED QUESTIONS
AND ANSWERS

As you are reading, you may have some
questions. This feature tries to anticipate

the questions you might have. It then answers
those questions. These questions and answers
are placed at natural stopping places in

each chapter.

SELF-TESTS

Frequent feedback plays an important role in
learning new material, so a Self-Test is included
at the end of each section of each chapter. The
answers to the Self-Tests are at the end of the
book. Don’t skip over the Self-Test because you
are in a hurry. Stop, take the test, and then
check your answers. If you don’t answer a ques-
tion correctly, go back and reread the sectional
material so that you can answer it correctly.

REALITY CHECK

You can use this feature to test your knowledge.
A photo captures an issue in action. An accom-
panying question asks you to explore the
economic implications. An immediate answer
lets you make sure you are on the right track.
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Utility
The satisfaction one receives
from a good.

Good
Anything from which individuals
receive utility or satisfaction.

Disutility
The dissatisfaction one receives
from a bad.

Thinking Like an Economist

This section begins a discussion of the economic way of thinking It is a discussion
that will go on for the entire book.

THINKING IN TERMS OF SCARCITY AND ITS EFFECTS

Recall that scareity is the condition in which our wants are greater than the limited
resources available to satisfy them. But what are our wants? Our wants include any-
thing that provides utility or satisfaction. In economics, something that provides utility
or satisfaction is called a good. Something that provides disutility or dissatisfaction is

Go to http://www.ebay.com,
Click on “New to eBay?" and
use the links to read the infor-
mation on browsing, bidding,
and selling. Go back to the
main page, select a category of
interest, find an item you like
and look at the bidding history.
How does eBay affect the
transactions costs of the
bidders and sellers? What
does the bidding process tell
us about consumer surplus
that shopping at a store with
predetermined prices does
not? The buyer can't be sure
that the item offered for sale
is exactly as described by

the seller. How might this risk

influence the bidding process?

mto the mall, look in different stores, try on different clothes, pay for the items, get
back in his car, and drive home. Suppose Kurt spends an average of 2 hours when he
shops and he estimates that an hour of his time is worth $30. It follows, then, that
Kurt incurs $60 worth of transaction costs when he buys clothes. Usually, he is not
willing to incur the transaction costs necessary to buy a pair of trousers or a shirt.

Now, suppose we ask Kurt if’ he would be more willing to buy clothes if shopping
were easier. Suppose, we say, the transaction costs associated with buying clothes could
be lowered from $60 to less than $10. At lower transaction costs, Kurt says that he
would be willing to shop more often.

How can transaction costs be lowered? Both people and computers can help
lower the transaction costs of exchanges. For example, real estate brokers lower the
transaction costs of selling and buying a house. Jim has a house to sell but doesn’t
know how to find a buyer. Karen wants to buy a house but doesn’t know how to find a
seller. Enter the real estate broker, who brings buyers and sellers together. In so doing,
she lowers the transaction costs of buying and selling a house.

As another example, consider e-commerce on the Internet. Ursula can buy a
book by getting in her car, driving to a bookstore, getting out of her car, walking into
the bookstore, looking at the books on the shelves, taking a book to the cashier, paying
for it, leaving the store, getting back in her car, and returning home. Or, Ursula can
buy a baok over the Internet. She can click on one of the online booksellers, search for
the book by title, read a short description of the book, and then click on 1-Click Buy-
ing. Buying on the Internet has lower transaction costs than shopping at a store
because online buying requires less time and effort. Before online book buying and

i ALl A
an economist
IR e

MARGIN DEFINITIONS

The first time you study economics, you have a
lot to learn: language, concepts, theories, ways
of thinking, This feature helps you to learn the
language of economics.

All key economics terms are in bold type in
the text and are defined alongside in the
margins of the text.

To more effectively learn and understand
these definitions, it is very useful to first read
them, and then state in your own words what
you just read.

http:

This Internet feature is placed in the margins of
the text. It points you to a Web site address at
which you can find information that relates to
the discussion of the material in the text. You
can use this feature to enhance your under-
standing of the chapter, as a starting point for
research, or just to check out some interesting,
real-world applications of economics.

THINKING LIKE AN ECONOMIST

Most economics instructors believe that a primary goal of this
course is to teach you how economists think. There’s more to think-
ing like an economist than knowing the concepts and technical tools
of analysis. There’s a special way of looking at situations, events,

decisions, and behavior. Pay attention to this feature in each
chapter—it will give you unique insight into the economist’s mind,
allowing you to see how interesting issues are approached from an

economic perspective.
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APPLICATIONS FEATURES

Read the boxed features (Economics in Everyday Life, Economics Around

the World, Economics and Technology, Economics in Popular Culture)
in each chapter. Often students will gloss over the boxed
features because they think they are irrelevant to the
discussion in the main body of the text. Nothing could

be further from the truth. The boxed features often
apply the tools, concepts, and theories discussed

in the main body of the text. Without these
applications, economics may initially seem

Why You're Not Likely to Live with
Your Parents and Grandparents
in Your Twenties

T ¥

Does How Much You Sleep Depend
on How Much You Earn?

- econem

dry and abstract. To dispel the notion that

economics is simply about inflation,
unemployment, costs of production,
profit, economic growth, monetary
and fiscal policy, and so on, I have
included these applications fea-
tures to show you some of the
interesting, everyday things that
economics is about. Economics,

as I hope you will soon learn, is
about many more things than

you have ever imagined.

Make use of the Think About It
and On the Internet activities that
accompany the boxed features.
These activities will help you hone
the analytical skills you’ll need to
do well on exams.

Can Technology on the Farm Affect

the Number of Lawyers in the City?

There Is o doubt that an sdvance in technology affects the
industry in which 1t is developed and used. For example, a

Why Young Rock Stars, Movie
Stars, and Fashion Models
Rarely Go to College

econon N

other things. In other words, there may be more services In the

e w5
uﬁ-_n-uu-’aawua’inmmw

fulition,
eam by not attencing coflege, An economist would put 1t tis

il Protiably not. The reason has

way. The copar e

par
ticutar college or university, 1t has to 00 with the coportunity
cast of their attanding any coflage or university.

ariswer by citing the tuition cost. I you pay $1.000 & semestar
for etght semesters, the tultion amounts to $8,000. Howover,
$8.000 is not the full cost of attending college because If you
were not a student, you could be earning income working at &

tor Tt
ootiege are outweighed by the costs.
Thisk About it

13 way. this festure points out the differmnce

batween the price of something and the cost of
something. Explain.

Job. For example,
25,000 annually. Cortainy this $25,000, of at least part of It
H you are currently warking parttime. is forfeited because you
tis part of the. your

‘Even f the tuition cost is the same or nearly the same for
everyone who atiends your colege, the opportunity oot of
attening is not the same or nearly the same for everyone.
What would an 18yearold movie star be forfeiting in uneamed
income by attending your coliege What would & 17yesrokd
fashion model be gving up I Income? Such persons rardly
anend coflege even though Te tution cost would be easy for
e 10 pay. They don't attend college because of the reiatively
high opporturity costs. They might say thet they *can't afford to
sttend college” This doesn't mean that they can’l afford the

AR W <etialin 0V Click “Income” under
the People category and then sefect the most
Tecant year for “Maney Incorme in the United
States (PE0-20G1" Next. click the table “Medion:
Eamings” (with the niotation of selected charac-
teristics). What are the median eamings of 3
parson with some high school, but o degree?
A high school diploma? A bachelor's degree?
A doctorate? Make & rough calculation of the opportunity cost
of your entire undergraduste degree. How mary years will it
take 1o eam back the cost of your degree. assuming you are
average?

Here are some of the things that economics (in this text) has a lot to say about:

® how much you sleep

B parking congestion at your college campus

® the number of friends you have

B prices at Disneyland

B kissing

® the Mafia

® how professors teach

® speeding tickets

¥ living with your parents

® Hollywood

B fashion models

¥ tipping at a Las Vegas show
® drug busts
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GRAPHS & EXHIBITS
Take your time with the diagrams. An introductory course in economics is full of diagrams, and they are
central to communicating economic material. The sooner you learn to “think diagrammatically,” the more
quickly and thoroughly you will learn economics. The way you learn to think in diagrams is to work with
them. Read the caption, identify the curves that are mentioned in the text, explain to yourself what they
mean when they shift right and left, and so on. Every diagram tells a story; learn what that story is.

I've tried to make your job in working with diagrams as easy as possible:

B Graphs
I've carefully used consistent
colors, shaded arrows to
show movement, multistep
formats, and boxed
explanations to make it easy
for you to visually interpret
important economic
concepts at a glance.

rackets and tennis balls are used together to play tennis, If two goods are comple-
ments, as the price of one rises (falls), the demand for the other falls (rises). For exam-
ple, higher tennis racket prices will decrease the demand for tennis balls, as Exhibit 4b
shows. Other examples of complements are cars and tires, light bulbs and lamps, and
golf clubs and golf balls

If P,T and Dyl then A and B are complements.
If P[l and D,T then 4 and B are complements,

Number of Buyers The demand for a good in a particular market area is related to
the number of buyers in the area. The more buyers, the higher the demand; the fewer
buyers, the lower the demand. The number of buyers may increase owing to a higher

|

Substitutes and Complements
(a) Coca-Cola and PepsiCola are
substitutes: The price of one and
the demand for the ather are
directly related. As the price of
Coca-Cola rises, the demand for
Pepsi-Cola Increases, (b) Tennis
rackets and tennis balls are
complements: The price of one
and the demand for the cther are
inversely reated. As the price of
tennis rackets rises, the demand
for tennis balls decreases.

If Coca-Cola and
SUBSTITUTES
s 2
8 P} %
g
S p, &
s s
8 ... arightward 8
4 shift in the demand [
curye for Pepsi-Cola,
0 Qo Qu o
Quantity Demanded of Coca-Cola
(a)
’ If tennis rackets and ‘
tennis balls are |
g complements, a higher COMPLEMENTS = |
= price for tennis E
& P g rackets leads to. . . e
g g
s Py pr===Fw= o
E T
k] ... 8 leftward 8
8 shift in the demand =
& curve for tennis balls.
| .
L i
o Qi O o
Quantity Demanded of Tennis Rackets Quantity Demanded of Tennis Balls

(b)

Supply, Demand, and Price: The Theory Chapter3 | 63

® A Closer Look
For many students, the difficulty of
economics is seeing how it all fits
together. Use these special diagrams
to more easily understand how the
separate pieces of the puzzle fit
together to form a cohesive picture
of complex interrelationships. Flow
diagrams and other unifying devices
are used to help you identify cause-
effect relationships and clarify the
connections between concepts.

A Closer Look

QUANTITY
Preferences |\ uer Number | Taxes
of Buyers Prices of of and
Relevant Sellers | Subsidies
Income Expectations Resources [
of Future Price ‘ ‘ Bovemment
Prices of Restrictions
Reiated Goods Technology
(Substitutes Expectations
and of
Complements) Future Price

Exhibit 15

A Summary Exhibit of a
Market (Supply and Demand)
This exhilbit ties together the topics
discussed s far In this chapter

A market is composed of both
supply and demand. as shown.
Aisq shown are the factors that
affect supply and demand and
therefore indirectly affect the
equilibrium pice and quantity

of a good.
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END-OF-CHAPTER MATERIAL

m Chapter Summary
Each chapter ends with a detailed
and categorized summary of the
main topics in the chapter. It’s a use-
ful refresher before class and a good
starting point for studying.

m Questions and Problems
Fach chapter ends with numerous
questions and problems. Be sure to
answer all the questions at the end of
cach chapter. You never really know
how well you have learned econom-
ics until someone calls upon you to
answer a question. If we can’t use
what we have read and studied to
answer a question, we have to won-
der if’ we learned anything in the
first place.

® Working with Numbers
and Graphs
Each chapter ends with a few
numerical and graphical problems.
Being able to numerically and
graphically analyze economic
ideas really helps solidify conceptual
understanding.

m Key Terms and Concepts

Economics

Economics is the science ol scarcity. It is the science of

how individuals and societies deal with the fact that
wants are greater than the limited resources available 1o

satisty those wants,

Scarcity and Related Concepts
Searcity implies choice. In a world of limited resources.
we must choose which wants will be satisfied and which

Chapter Summary

Thinking Like an Economist
In this chapter, we stated that economists think in terms
of (1) scarcity and its effects, (2) opportunity costs, (3)
what would have been, (4) costs and benelits, (5) deci-
sions macde at the margin, and (6) unintended effects.

Theary
Economists build theories in order to explain and pre-

dict real-world events, Theories are nec rily abstrac-

Questions and Problems

Working with Numbers and Graphs

PR—y™

lll Key Terms and Concepts

Abstract

Economice Copis Falaey of Composition
Cuter Paiben
vy Rationing Dovice Peuitive Eeononics
Gsod Onpartasity et Nomative
Diutity Declalona ot the Mg presemssmTy
Bad Theoty Macrootonemics
and
Bl Economic Connections to You

Questions and Problems

ray s o yhe &

& by

A list of key terms concludes each chapter. If Internet Activities

vou can define all these terms, you have a good

head start on studying;

® Can You Find the Economics?

Economic Connections to You and Can You
Find the Economics? are short features at the
end of the chapters. Economic Connections

1. Go w hup
Glance” What is the current unemployment rate?

2. Go o hup: bovg/fred, FRED is the eco-
nomic database of the Federal Reserve. Click on
“Business/Fiscal Data,’
tion.” This number represents the percentage of our

/stasblsgov. Select “Economy ar a

www.stls fr
then on “Capacity Utiliza-

total manufacturing capacity being used. What is that
percentage today?

3. Assuming that the government represents one-third
of the cconomy and the private sector two-thirds, use

the information above 1o draw a production possibili-
ties frontier with government on one axis and the pri-
vate sector on the other. How close 1o the line do you
think we are?

&

L Click “Back™ and select *Total Industrial Production
Index.” What is the value for 194001 (January
1940} What is the value for today? If this value vep-
resents production in the cconomy, where is the PPF
curve for 1940 on the graph you drew in activity 37

to You requires you to identify how economic facts, actions, and changes (discussed in the chapter) affect
you. Can You Find the Economics? requires you to find the economic content in a setting that, at first
glance, may not seem to have any economic content. Both of these features challenge you to apply your

newly acquired economic analysis skills.

m Internet Activities

Each chapter ends with Web activities, helping you broaden your understanding of the chapter by

applving what you've learned to interpreting economic data on the Internet.
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