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Preface

To change the way students see the world: this is my
goal in teaching economics and in writing this book.

Economics teaches students to use the economist’s
lens to view the world more clearly. At every point in
the writing, development, and production of this
book, I have tried to put myself in the student’s
place. I have repeatedly recalled my own early strug-
gles to master this discipline, and I have drawn on
the learning experiences of the several thousand prin-
ciples students whom I have been privileged to teach
over the past twenty-five years.

Three assumptions (or are they facts?) about
students have been my guiding principles in deter-
mining the content, organization, features, and visual
appearance of this book. First, students are eager to
learn, but they are overwhelmed by the seemingly
endless claims on their time, interests, and energy. As
a result, they want to be told—and in a convincing
way—just why they are being asked to study a partic-
ular body of material. They want to be motivated by
a demonstration of its relevance to their everyday
experience. Second, once motivated, students want to
be presented with a thoughtful, clear, and logical
explanation, so that they can understand and begin to
apply what they have learned. They do not want to
be handed loosely related facts and anecdotes. Third,

students are more interested in the present and future
than in the past. They want to learn the economics of
the 1980s so that, as they enter the 1990s and the
twenty-first century, they will be equipped with the
most up-to-date tools available to guide them.

Content and
Organization

he core of the principles course has been

around for more than one hundred years, and

other important elements, especially parts of
the theory of the firm and Keynesian macroeconom-
ics, have been with us for more than fifty years. But
economics has also been developing and changing
rapidly during the past few decades. Although all
principles texts pay some attention to these more
recent developments, they have not succeeded in inte-
grating the new and the traditional. They have creat-
ed a patchwork quilt rather than a seamless web. I
have worked hard to avoid this patchwork approach
and to present new ideas in a new way, incorporating
them into the body of timeless principles so as to
weave a coherent pattern.

ix
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Among the many recent developments that you
will find in this book are rational expectations, effi-
cient markets, game theory, the principal-agent prob-
lem, public choice theory, aggregate demand and
aggregate supply, and real business cycle theory. Yet
the presence of modern topics does not translate into
“high level.”” Nor does it translate into “‘bias.”” The
presentation has been crafted to make recent develop-
ments in economics thoroughly accessible to the be-
ginning student. Furthermore, where these modern
theories are controversial, the more traditional models
are also presented and the two (or more) approaches
evaluated and compared. Thus, for example, in
macroeconomics, all the alternative ‘‘schools’’—
Keynesian, monetarist, rational expectations, and real
business cycle—are given an evenhanded treatment.

But this book does have a point of view. It is
that economics is a serious, lively, and evolving
science—a science that seeks to develop a body of
theory powerful enough to explain the economic
world around us and that pursues its task by build-
ing, testing, and rejecting economic models. In some
areas the science has succeeded in its task, but in
others it has some way to go and controversy persists.
Where matters are settled, I present what we know
in the clearest possible light; where controversy per-
sists, I present the alternative viewpoints.

The existence of controversy has implications
for the organization of the principles course. As a
consequence, I have paid special attention to ensuring
that this book can be used in a variety of ways.

Flexibility

Most fundamentally, there is disagreement about the
best order in which to present microeconomics and
macroeconomics. I have chosen to do microeconomics
first, but the book has been written to accommodate
courses that are sequenced in either order. The micro-
economics and macroeconomics chapters do not de-
pend on each other; concepts and terms are defined
and ideas are developed independently in each of the
two halves.

I have also tried to accommodate a wide range
of teaching approaches by building flexibility and
optionality into the book. In addition to the tech-
niques mentioned below, there are several optional
chapter sections, which are indicated with an asterisk
(*) on the section title and in the table of contents.
These may be omitted with no loss of continuity.

Macroeconomics In recognition of the diversity in
approaches to teaching macroeconomics—and believ-
ing strongly that diversity is appropriate in unsettled
parts of the discipline—I have paid special attention
to writing these chapters so that they can be used in
a variety of ways. I think that the most natural way
to teach macroeconomics is that in which it is pre-
sented here. But several other sequences also work
well.

I have long been puzzled by the way principles
texts present the aggregate demand and aggregate
supply model. Aggregate demand and aggregate sup-
ply analysis is harder than demand and supply analy-
sis. Yet most books devote a full and thoughtful
chapter to the demand and supply model and then
present the aggregate demand and aggregate supply
model in a scant few pages. I have recognized the
inherently more difficult nature of the aggregate mod-
el and have tried to present an equally careful devel-
opment of that model, which parallels the develop-
ment of the microeconomic demand and supply
model in Chapter 4. Chapter 24 on aggregate de-
mand and aggregate supply serves as an overview of
the rest of the macroeconomics material. Alternately,
it can be read as a synthesis of the individual compo-
nents of aggregate demand and aggregate supply, and
can be studied after Chapter 30.

For those instructors who like to teach the IS-
LM model, it is presented in an appendix, but one
that is, I hope, more teachable than is commonly
found.

Special Features

Art Program

One of the most important tools for economists is
graphical analysis, yet this is often a real stumbling
block for students. The development and art editors
at Addison-Wesley and I kept this challenge always
in mind as we developed the art program.

We began by observing a distinction between
diagrams that represent models and those that display
data. Model-based diagrams emphasize analysis and
abstraction, whereas empirical graphs emphasize
shapes, patterns, and visual correlations. It makes
good pedagogical sense to differentiate these two
kinds of figures in order to help students work with
them better. As a signal to students, we set our
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model-based diagrams on a white background, and
the empirical graphs on a manila background.

Our goal in the model-based art (see the repre-
sentative figure above) is to show clearly ‘“‘where the
economic action is.”” To achieve this, we observe a
consistent protocol in style, notation, and use of color,
including

* Highlighting shifted curves, points of equilibrium,
and the most important features in red.

* Using arrows in conjunction with color to lend
directional movement to what are usually static
presentations.

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

* Using color consistently to underscore the content,
and referring to such color in the text and captions.

* Labeling key pieces of information in graphs with
boxed notes.

* Rendering each piece electronically, so that preci-
sion is achieved.

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

* Marking the most important figures and tables
with a red “key” and listing them at the end of
the chapter as “Key Figures and Tables.”

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

We undertook extensive tests of the quality of
our art program. For example, we had two art re-
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viewers evaluate every graph. Once a style had been
developed, we also conducted informal discussions on
the use of color and on the rendering technique. And
since accuracy of illustrations and their in-text refer-
ences is vital, we engaged five economists as accuracy
reviewers of the manuscript and three of the galleys
and page proofs to check words, numbers, and illus-
trations. These economists assisted the publisher’s in-
house development editors and proofreaders, who
checked every line, point, label, and cross-reference
for clarity and accuracy.

The Interviews

An important goal of the principles course is to
develop in students the ability to reason like econo-
mists. To aid this process, this book enables students
to eavesdrop on a series of conversations that I con-
ducted with twelve eminent economists who have
changed the way we think about the world. These
interviews open each of the book’s parts. It has been
a great joy to learn something of how these econo-
mists view their area of specialization, of their unique
contributions to economics, and also of their general
insights which are relevant to beginning students.

Each interview has been carefully edited to be
self-contained, and the necessary concepts and terms
are defined informally within each one. Since each
interview discusses topics that are introduced formally
in the following chapters, students can use it as a
preview to some of the issues they are about to
encounter. A more careful reading afterwards will
give students a fuller appreciation of the discussion.
Finally, the whole series of interviews can be ap-
proached as an informal symposium on'the subject
matter of economics as it is practiced today.

Reading Between the Lines

Another common goal of the principles course is to
develop the student’s ability to use economics to
analyze current events reported in the media. Recog-
nizing this need, I have developed a feature that may,
I hope, be a fruitful model. Each “Reading Between
the Lines” spread contains three passes at a story. It
begins with a facsimile of an actual (sometimes ab-
breviated) newspaper or magazine article. It then
presents a digest of the article’s essential points. Fi-
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nally, it provides an economic analysis of the news
story, based on the economic methods presented in
that chapter. It is my intention that students, using
this feature, will learn how to do more than just
notice the relevance of economics to modern life.

I hope that they will also develop the ability to

ask good questions, to evaluate the quality of infor-
mation presented in the media, and to use economic
models to deepen their understanding of the economic
world.

Our Advancing
Knowledge

Another group of special essays reveals the birth and
development of economic ideas, not just as abstract
models, but as intimately tied to the people and
circumstances that formed them.

Learning Aids

We have developed a careful pedagogical plan to
ensure that this book complements and reinforces
classtoom learning. Each chapter contains the follow-
ing pedagogical elements:

* Objectives. A list of chapter objectives that enables
students to set their goals before embarking on a
chapter.

* Chapter openers. Economic vignettes, questions,
puzzles, or metaphors that motivate the analysis
and that are resolved in the chapter.

* Highlighted in-text reviews. Succinct summaries
at the end of many main sections.

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

* Key figures and tables. 1dentified with the “‘key”
logo and listed at chapter ends.

* End-of-chapter study material. Summaries organ-
ized around major headings; lists of key terms with
page references; lists of key figures and tables with
page references; review questions; and problems.
We have worked hard to make the problems mean-
ingful and useful for students.

Design

The design has an important place in the overall
pedagogical plan. Our mission with the design of
special features was to evoke the colorful feeling of
nontextbook print media, notably magazines and an-
nual reports, thus reinforcing the connection of eco-
nomics to the real world. In the text itself, we strove
for a scrupulously clear and honest look that would
let the models being presented speak for themselves.

The Teaching and
Learning Package

he authors of the supplements, Addison-
Wesley, and I have put a tremendous amount
of effort into ensuring that each component of

the package will help students and instructors derive
the maximum benefit from the textbook.

Chapter and Page Numbering System We have
given great thought to the best way to enumerate the
chapters and paginate the hardcover and split paper-
back versions of the book so that they work well with
all the supplements. Our solution to the problem of
confusing numbering systems for chapters in the
hardcover and paperback versions was to renumber
the pages of each paperback (beginning with page 1)
but to keep the chapter numbers the same through-
out the three books. This system permits the three
books and all of the teaching and learning supple-
ments to work together without confusion.

Study Guide Prepared by David Spencer of
Brigham Young University, the Study Guide has
been carefully coordinated with the main textbook.
Each chapter contains: Chapter in Perspective; Learn-
ing Objectives; Helpful Hints; Self-Test (concepts re-
view; true /false, multiple-choice, short-answer ques-
tions, and problems) and Answers to Self-Test; and
Key Figures and Tables.

Economics in the News This supplement, prepared
by Saul Pleeter and Philip Way of the University of
Cincinnati, is a unique workbook that extends the
“Reading Between the Lines’ feature of the textbook.
The book includes eighty-five recent news articles
organized according to the topical outline of the
textbook. An introductory paragraph, objectives, and



preview precede a facsimile of the article itself. After
the article, two or more pages of analytical questions
actively engage students.

Answers to Economics in the News This booklet
provides answers to  the problems in the supplement
above and is available to instructors upon request
from the Business and Economics Group at Addison-
Wesley.

Test Iltem File Prepared by Patricia Euzent of the
University of Central Florida and David Spencer of
Brigham Young University, this file offers over 4000
multiple-choice questions. Each chapter includes a
separate section of questions directly from the Study

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

Computerized Test Item File This software for
qualified adopters is available for IBM-PC and com-
patible microcomputers and Macintosh microcomput-
ers.

Instructor’s Manual Prepared by Patricia Euzent of
the University of Central Florida, the Instructor’s
Manual includes detailed chapter outlines and teach-
ing suggestions, a list of acetates, answers to all
review questions and problems in the textbook, and a
flexibility guide prepared by Michael Parkin.

Acetates All of the text’s key figures are rendered
in full color on the acetates. There are 109 acetates
for Microeconomics and 95 acetates for Macroeconomics,
and are available to qualified adopters of the textbook
by contacting Addison-Wesley.

Graphecon Il Software This software for IBM-PC
and compatible microcomputers, prepared by Cols.
James R. Golden and L. Donne Olvey of the United
States Military Academy at West Point, are menu-
driven interactive tutorial and quizzing programs that
allow students to work with economic graphs.

Student Edition Software Full-function versions of
leading software adapted for educational use are
available from Addison-Wesley, including Student
Edition Software for Lotusg 1-2-3, Second Edition,
MathCADg 2.0, and MINITABg,
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