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One of the less obvious benefits of authoring a
text which has met the test of the market is the
opportunity for revision. Althoughitisahighly
demanding and sometimes dreary undertaking,
revision affords the chance for improve-
ment—to delete the archaic and install the
novel, to rectify errors of omission or commis-
sion, to rephrase potentially misleading state-
ments, to introduce more relevant illustrations,
to bring more pertinent data to bear, to upgrade
organizational logic—in short, to build con-
structively upon a tested framework of ideas.
Much of my time these past two years has been
devoted to the preparation of this seventh
edition of Economics. I hope and trust that
those who examine this new edition will agree
that I have exploited fully the opportunity
afforded me.

Although the seventh edition bears only a
modest resemblance to the first, the basic pur-
pose remains the same: to introduce the begin-
ning economics student to those principles
essential to an understanding of fundamental
economic problems and the policy alternatives
society may utilize to contend with these
problems. It is hoped that the ability to reason
accurately and objectively about economic
matters and the development of a lasting in-
terest in economics will be two valuable by-
products of this basic objective. Furthermore,
my intention remains that of presenting the
principles and problems of economics in a
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straightforward, logical fashion. To this end
great stress has been put upon clarity of pres-
entation and organization.

i
THE SEVENTH EDITION

This edition incorporates many extensive
changes. Let me briefly summarize some of the
more important ones.

0 Two New Chapters

Although the total number of chapters has
not changed, I can say with only slight exag-
geration that two chapters are new. First,
Chapter 17 is a new chapter on Monetarism.
The scattered references to Monetarism found
in the sixth edition have now been brought
together and fleshed out to provide a systematic
comparison with Keynesianism. The contrast
encompasses not only analytical and policy
differences, but also variance of ideological
perspectives. The monetarist-Keynesian de-
bates over fiscal policy, the efficacy of the
monetary rule, and the stability of the velocity
of money are all considered in some detail.
Second, Chapter 18 is substantially new,
although it appropriately retains some material
on wage-price policies from the previous edi-
tion. The focal point is the awkward events of
the 1970s. The macroeconomic record of the



past decade is presented and explained; the
challenges stagflation has raised for Keynesian
economics are laid out. Accelerationist and
Keynesian interpretations of the 1970s are both
presented as is a brief pro-and-con consideration
of the rejuvenated debate over central economic
planning.

O Other Major Changes

Let us consider briefly other major changes,
roughly in order of their appearance.

Chapter 4 includes a new section on various
applications of the supply and demand model.
In Chapter 6 the old material on social balance
has been supplanted by a new discussion of the
theory of public choice. Public choice theory
provides a rationale for public sector failure,
that is, it explains the apparent inability of
government to resolve various socioeconomic
problems. Also,thebenefit-cost illustration has
been rewritten for greater clarity. Chapters 7
and 8 on the private and public sectors have
been tightened and improved; for example, the
section on business accounting has been
dropped and a better illustration of the me-
chanics of the personal income tax provided.
Chapters 11 and 12 on macrotheory embody a
number of changes. The classical theory has
been reworked for greater clarity. The
Keynesian ex ante inequality of saving and
investment has been clarified by introducing
changes in the money supply and money bal-
ances as explanatory factors. The investment
demand curve has been introduced, making the
discussion of investment theory more precise
and tying it more closely to monetary policy.
Greater emphasis is placed upon unintended
inventory changes in explaining the equilibrium
level of national output, Chapters 14 to 16 on
money and banking have been reassessed for the
purpose of tightening and sharpening the dis-
cussion throughout. For example, in Chapter
15 the discussion of the lending ability of a
monopoly bank has been dropped. Chapter 16
now ties monetary policy explicitly to Keynes-
ian theory through investment demand and
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saving-investment diagrams. This chapter now
ends with the synopsis of Keynesian theory and
policy which was the core of Chapter 17 in the
sixth edition. Chapter 20 on growth has been
extensively reworked and updated; the material
on the Doomsday debate has been revitalized.
Chapter 21 now embodies pertinent new empir-
ical data on the degree of inequality between
the industrialized and the less developed coun-
tries, and the discussions of natural resources
and sociocultural factors in growth have been
redone. Material on the trade-aid role of ad-
vanced nations has been rewritten as has the
section on neocolonialism. Three scenarios of
possible future interrelationships between ad-
vanced and underdeveloped nations are intro-
duced. In Chapter 23 the discussion of the
determinants of the elasticity of demand has
been entirely rewritten. Chapter 24 now in-
cludes a short section at its close introducing
the Becker-Linder analysis which takes time
into account and generalizes the theory of
consumer behavior. A new section on price
discrimination has been added to Chapter 28
which tends to increase its relevance. There are
two major changes in Chapter 31 on wages:
first, consideration is given to the recent slow-
down in the rate of productivity growth; and,
second, recent criticisms of human capital the-
ory are considered. The interest rate section of
Chapter 32 is entirely new, shifting from the
loanable funds to the liquidity preference ap-
proach. This change allows the discussion of
interest rate determination to be tied explicitly
to both Keynesian theory and monetary policy.
Chapter 34 embodies a modest rewrite with
more discussion of regulation and related
problems. Chapter 35 on agriculture has been
rather substantially reworked. Distinction is
now made between traditional farm policy and
policies of the 1970s. The consequences and
implications of market-oriented farm programs
are considered. Chapter 37 on inequality has
been revised thoroughly to reflect the new ideas
and research of Rawls, Browning, Jencks, and
Okun. The discussion of existing income
maintenance programs has been rewritten and
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the chapter now concludes with a synopsis of
Okun’s “big tradeoff” theme. In Chapter 38 the
section on sex discrimination has been restruc-
tured and a simple supply and demand model of
occupational discrimination added. In Chap-
ter 40 the radical view of imperialism has been
improved and extended; new material on the
theory of dual labor markets has been added as
a part of the explanation of poverty; and the
orthodox rebuttal has been partly rewritten.
The basic comparative advantage example of
Chapter 41 has been recast and rephrased for
greater clarity. In Chapter 42 the Trade Re-
form Act of 1974 and the Geneva Round of
negotiations are considered and the section of
East-West trade has been reworked. The his-
torical material of Chapter 44 has been tight-
ened and the sections on the “managed float”
and special drawing rights have been rewritten.
Brief comment on the “vicious circle” theory of
inflation has been appended. Finally, in Chap-
ter 45 the section on future prospects for Soviet
growth has been recast and shortened.

It is to be emphasized that the above reci-
tation of seventh edition changes is not com-
prehensive. Users of the sixth edition will be
aware of many other alterations. It is safe to
assert that no chapter has escaped some re-
writing, revision of content, organizational
improvement, or updating. The extensiveness
of the revision is necessitated by the novel and
troublesome changes in the economic milieu of
recent years, the solicited and volunteered
criticisms of users of the sixth edition, and, in no
small measure, by the increased competition
evident in the market for principles texts.

O ‘“Last Word’’ Minireadings

The built-in minireadings introduced in
the sixth edition were enthusiastically received
by most users. These “Last Word” selections
serve several purposes: some provide meaning-
ful real-world applications of economic con-
cepts; others reveal “human interest” aspects
of economic problems; and still others chal-
lenge the concepts and interpretations of

mainstream economics. The minireadings are
purposely placed at the end of each chapter so
as not to interrupt the continuity of the text
material. Approximately 20 percent of the
“Last Words” are new in the seventh edition.

0 Pedagogical Improvements

Aside from extensive content revision, the
seventh edition of Ecornomics embodies at least
two pedagogical improvements worthy of com-
ment. First, feedback over the years suggests
that the organizational structure of Economics
has been an important factor in explaining its
market acceptance. With this is mind, I have
made it a point to use subheads—particularly
third- and fourth-order subheads—more liber-
ally in the new edition to highlight the organi-
zational framework for the student. Second,
the first question found at the end of each
chapter in the new edition is a list of the basic
terms and concepts encountered in that par-
ticular chapter. Because any introductory
course is heavily imbued with terminology, this
listing should be helpful.

|
PRODUCT DIFFERENTIATION

In terms of content I feel this text embraces a
number of departures in content and organiza-
tion which distinguish it from other books in
the field.

1 The principles course usually fails to
provide students with a comprehensive and
meaningful definition of economics. To rem-
edy this shortcoming, one complete chapter
(Chapter 2) is devoted to a careful statement
and development of the economizing problem
and an exploration of its implications. The
foundation thereby provided should be helpful
in putting the many particular subject areas of
economics into proper perspective.

2 For better or worse, government is ob-
viously an integral and increasingly important
component of modern capitalism. Its eco-
nomic role, therefore, should not be treated



piecemeal or as an afterthought. This tfext
introduces the economic functions of govern-
ment early and accords them systematic
treatment (Chapters 6 and 9).

3 This volume puts considerable empha-
sig upon the crucial topic of economic growth.
Chapter 19 summarizes growth theory. Chap-
ter 20 discusses American growth, the growth
controversy, and the Doomsday models.
Chapter 21 draws upon the conceptual frame-
work of Chapter 19 in treating the obstacles to
growth which plague the underdeveloped
countries. An important segment of Chapter
45 concerns the growth record and prospects of
Soviet Russia’s command economy. Beyond
this it will be found that the chapters on price
theory pay special attention to the implica-
tions that the various market structures have
for technological progress.

4 Tt is understandable that the elusive-
ness of general equilibrium analysis eminently
qualifies this topic for omission at the princi-
ples level. The result, however, is a grievous
shortcoming of most introductory courses. A
sincere effort is made in this book to remedy
the deficiency. Specifically, an entire chapter
(Chapter 5) is devoted to the notion of the
price system, and another chapter (Chapter 33)
explicitly outlines the nature and significance
of general equilibrium analysis.

5 I have purposely given considerable
attention to microeconomics in general and to
the theory of the firm in particular. There are
two reasons for this emphasis. In the first
place, the concepts of microeconomics are dif-
ficult for most beginning students. Short ex-
positions usually compound these difficulties
by raising more questions than they answer.
Secondly, I have coupled analysis of the vari-
ous market structures with a discussion of the
social implications of each. The impact of each
market arrangement upon price and output
levels, resource allocation, and the rate of
technological advance is carefully assessed.

6 Part 6 provides a broad spectrum of
chapters on current socioeconomic problems.
As most students see it, this is where the action
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is. I have sought to guide the action along
logical lines through the application of appro-
priate analytical tools. My bias in Part 6 is in
favor of inclusiveness; each instructor can ef-
fectively counter this bias by omitting those
chapters he feels to be less relevant for his
particular students.

|
ORGANIZATION AND CONTENT

In terms of organization, this book has been
written with the conviction that the basic pre-
requisite of an understandable economics text
is the logical arrangement and clear exposition
of subject matter. This concern with organi-
zation is most evident in Part 1, which centers
upon the step-by-step development of a com-
prehensive and realistic picture of American
capitalism. This coherent group of introduc-
tory chapters is substituted for the traditional
smattering of more or less unrelated back-
ground topics that ordinarily introduce: the
student to the study of economics.

Throughout this volume the exposition of
each particular topic and concept is directly
related to the level of difficulty which in my
experience the average student is likely to en-
counter. It is for this reason that national
income accounting, microeconomics, and to a
lesser degree, employment theory are pur-
posely accorded comprehensive and careful
treatments. Simplicity in these instances is
correlated with comprehensiveness, not brev-
ity. Furthermore, my experience suggests that
in the treatment of each basic topic—employ-
ment theory, money and banking, interna-
tional economics, and so forth—it is highly
desirable to couple analysis and policy. A
three-step development of basic analytical
tools is employed: (1) verbal description and
illustration, (2) numerical examples, and
(3) graphic presentation based upon these nu-
merical illustrations.

The material is organized around seven
basic topics: (1) an introduction to American
capitalism; (2) national income, employment,
and fiscal policy; (3) money and monetary
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policy; (4) economic growth; (5) economics of
the firm and resource allocation; (6) current
economic problems; and (7) international eco-
nomics and the Soviet economy.

Part 1 is designed to introduce the method
and subject matter of economics and to de-
velop the ideological framework and the fac-
tual characteristics of American capitalism.
This group of chapters develops in an orderly
fashion the overall picture of how our economy
operates. After an introduction to the meth-
odology of economics in Chapter 1, an entire
chapter is devoted to defining and explaining
the economizing problem. Chapters 3 to 5 de-
velop the capitalistic ideology and the notion
of the most fundamental institution of capital-
ism—the price system. Early emphasis upon
the price system is designed to provide the
necessary orientation for the detailed treat-
ment of pricing found in Part 5 and to contrib-
ute to an understanding of the national income
analysis of Part 2 and, more specifically, the
topics of inflation and deflation. Chapter 6
introduces government as a basic economic
component of modern -capitalism; govern-
ment’s economic functions are systematically
explained and evaluated. Upon this super-
structure of a mixed public-private economy,
Chapters 7 and 8 add the factual information
concerning the private and public sectors of
the economy, thereby making our mixed capi-
talism model much more realisticc. However,
instructors who wish to minimize institutional
material may choose to omit Chapters 7 and 8.

Part 2 treats national income analysis and
fiscal policy. Chapter 9 on national income
accounting reflects my conviction that this
difficult topic merits detailed treatment.
Chapter 10 employs the national income
measures in describing the last six decades of
American business cycle experience. The next
three chapters are devoted to neo-Keynesian
employment theory, fiscal policy, and the pub-
lic debt.

Part 3 emphasizes the balance sheet ap-
proach to money and banking. This approach
seems most in accord with the goal of providing

the student with an analytical tool needed in
reasoning through, as opposed to memorizing,
the economic impact of the various basic
banking transactions. Just as fiscal policy is
linked directly to income theory in Part 2,
monetary policy immediately follows the dis-
cussion of money and banking. Monetarism is
portrayed as an alternative to Keynesianism
and this is followed by a rather dstailed look at
the distressing macroeconomic events of the
1970s. The first half of the book is completed
with Part 4 on economic growth in both the
United States and the underdeveloped nations
and problems related thereto.

For reasons already noted, the treatment
of pricing and resource allocation in Part 5 is
purposely detailed. Throughout Chapters 26
to 29 emphasis is placed upon the social impli-
cations of the various market structures.
What is the significance of each market struc-
ture for price and output levels, resource allo-
cation, and technological progress? Emphasis
in the discussion of distribution—Chapters 30
to 32—is generally in accord with the relative
quantitative importance of the various market
shares in our economy. I have not belabored
the analysis of interest, rent, and profits where,
it seems to me, economic analysis is rather
tentative. Chapter 33 provides a simple and, it
is hoped, revealing discussion of general equi-
librium and an introduction to input-output
analysis.

Part 6 deals largely with domestic issues:
the monopoly problem, the farm problem, the
problems of the cities, the economics of ine-
quality and poverty, labor relations and col-
lective bargaining, the economic problems as-
sociated with war and defense, and the radical
critique. Excepting Chapter 40, in each of
these chapters an attempt has been made to
(1) describe the historical and factual back-
ground of the problem, (2) analyze its causes
and effects, (3) explore government policy, and
(4) offer a thought-provoking discussion of
public policy alternatives. As noted, instruc-
tors may choose to use the chapters of Part 6
selectively.



The first four chapters of Part 7 survey
international trade and finance with some
rigor. Finally, Chapter 45 offers a relatively
comprehensive discussion of the Soviet econ-
omy, emphasizing its planning processes and
its growth prospects.

End-of-chapter summaries provide a con-
cise, pointed recapitulation of each chapter.
Much thought has gone into the end-of-
chapter questions. Though purposely inter-
mixed, these questions are of three general
types. Some are designed to highlight the main
points of each chapter. Others are “open-end”
discussion or thought questions. Wherever
pertinent, numerical problems which require
the student to derive and manipulate key con-
cepts and relationships are employed. Numer-
ical problems are stressed in those chapters
dealing with national income accounting and
analysis, money and banking, and price the-
ory. Some optional “advanced analysis” ques-
tions accompany certain theory chapters.
These problems usually involve the stating
and manipulation of certain basic concepts in
equation form. The bibliographical references
at the end of each chapter are designed to
provide both breadth and depth for the ambi-
tious student. Yet care has been taken to see
that these references are not beyond the grasp
of the average college sophomore.

|
ORGANIZATIONAL ALTERNATIVES

Though economics instructors are in general
agreement as to the basic content of a princi-
ples of economics course, there are considera-
ble differences of opinion as to what particular
arrangement of material is best. The structure
of this book is designed to provide considerable
organizational flexibility. And I am happy to
report that users of prior editions have in-
formed me that they accomplished substantial
rearrangements of chapters with little sacrifice
of continuity. Though I have chosen to move
from macro- to microeconomics, there is no
reason why the introductory material of Part 1
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cannot be followed immediately by the micro-
analysis of Part 5. Similarly, in my judgment
money and banking can best be taught after,
rather than before, national income analysis.
Those who disagree will encounter no prob-
lems by preceding Chapter 9 with Chapters 14,
15, and 16. Furthermore, some instructors will
prefer to intersperse the microeconomics of
Part 5 with the problems chapters of Part 6.
This is easily accomplished. Chapter 35 on the
farm problem may follow Chapter 26 on pure
competition; Chapter 34 on the social control
of monopoly may follow Chapters 27 to 29 on
imperfect competition. Chapter 38 on labor
unions and collective bargaining may either
precede or follow Chapter 31 on wages, and
Chapter 37 on income inequality may follow
Chapters 31 and 32 on the distributive shares
of national income.

Those who teach the typical two-semester
course and who feel comfortable with the
book’s organization will find that, by putting
the first four parts in the first semester and
Parts 5 through 7 in the second, the material is
divided both logically in terms of content and
quite satisfactorily in terms of quantity and
level of difficulty between the two semesters.
For a course based on three quarters of work I
would suggest Chapters 1 through 13 for the
first quarter, 14 through 33 for the second, and
34 through 45 for the third. Finally, those
interested in the one-semester course will be
able to discern several possible groups of chap-
ters that will be appropriate to such a course.
Tentative outlines for three one-semester
courses, emphasizing macroeconomics, micro-
economics, or a survey of micro and macro
theory, follow this preface on page xxiii.

i
SUPPLEMENTS

The seventh edition of Economics is accompa-
nied by a wide range of useful supplements,
making it perhaps the most complete instruc-
tional package available for the principles
course.
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The fifth edition of Economic Issues: A
Book of Readings remains available as a sup-
plement for this or any other mainstream
textbook.

Professor Robert C. Bingham of Kent
State University has prepared two valuable
supplements. First, students have found his
Study Guide to be an indispensable aid. The
new seventh edition features an extensive glos-
sary and a chapter-by-chapter statement of
instructional objectives. Second, his Economic
Concepts provides carefully designed pro-
grammed materials for all the key analytical
areas of the principles course.

The Personalized System of Instruction
prepared by Professor Jerry Petr of the Uni-
versity of Nebraska-Lincoln for the sixth edi-
tion is also available. This system of self-paced
instruction offers instructors and their stu-
dents an exciting new pedagogical option.

My Instructor’s Manual includes some
comments of a pedagogical character and,
more important, is a reservoir of objective and
essay questions. The seventh edition of the
Manual has been substantially expanded with
the addition of some 300 new multiple-choice
questions. Furthermore, answers to all of the
text’s quantitative end-of-chapter questions
are now provided for the convenience of in-
structors.

The Test File of questions which was in-
troduced with the fourth edition is also availa-
ble in enlarged form. The file contains the
multiple-choice questions from the Instructor’s
Manual which can be arranged in any desired
sequence and efficiently employed in con-
structing an examination. The Test File has
been received enthusiastically by instructors,
but somewhat less ecstatically by the pub-
lisher, who provides the File without charge to
users of Economics. 1 am particularly pleased
that other authors have accorded the Test File
the most sincere form of flattery.

Color transparencies and black-and-white
enlarged transparency masters for overhead
projectors are available to those desiring these
classroom aids.

|
DEBTS

The publication of this seventh edition extends
the life of Economics to almost two decades.
The acceptance of Economics, which was gen-
erous from the outset, has expanded with each
edition. This surprising reception has no doubt
been fostered by the many teachers and stu-
dents who have been kind enough to give me
the benefit of their suggestions and criticisms.

This seventh edition has benefited from
comprehensive reviews by the following schol-
ars: Professors Robin Barlow, University of
Michigan; Robert J. Carbaugh, University of
Wisconsin at Eau Claire; Richard M. Fried-
man, California State University at North-
ridge; Wendy L. Gramm, Texas A & M Univer-
sity; James B. Heisler, College of Wooster;
Henry A. Knopf, Essex Community College;
Randolph C. Martin, University of South Cax-
olina; Vincent R. McDonald, Howard Univer-
sity; W. Arthur Parrish, Belleville Area Col-
lege; and Alvin C. White, Knox College.

Professor W. H. Pope of Ryerson
Polytechnical Institute, who is preparing a
Canadian adaptation of Economics, has made
many helpful suggestions. My colleagues at
the University of Nebraska-Lincoln continue
to be most generous in giving me both assist-
ance and encouragement.

I am greatly indebted to the many profes-
sionals at McGraw-Hill—Stephen Dietrich,
Edwin Hanson, et al.—for their expertise in the
production of this book. My greatest debt is to
Marjorie Singer who has been especially help-
ful in easing the task of revision.

Last, but not least, my daughter Lauren
has again undertaken the demanding job of
preparing the index.

Given this myriad of assistance, I see no
compelling reason why the author should as-
sume full responsibility for errors of omission
or commission. But I bow to tradition.

Campbell R. McConnell
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