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Preface

There is no shortage of introductory economics texts,
but there is a shortage of modern, relevant, and well-
written ones. We wrote this text so that students could
have a pedagogically sound presentation of modern
economics. There is an emphasis on data (what econ-
omists know) and policy (how government economic
policies are created) that is rare in an introductory text.
The data are here to give students a basic knowledge
of the facts about our world economy and to provide
real-life examples. The policy emphasis helps students
understand the critical role of government in today’s
mixed economies. Moreover, evaluation of public pol-
icy is the skill that students need most, because that
is how they will apply their knowledge of economics
when they venture forth from college to join the labor
force and participate in a democracy. The objective of
this book is to blend economic modeling with a sense
of what is important about economies and how and
when economic models are applied to the real world.
We have written this book with both students and
instructors in mind.

For the Student

Material is clearly presented in a lively, informal style.
We provide many examples in the text—in the Focus
boxes, in the problems, and in the text proper. We are
especially mindful of the need for examples in the
traditionally dry theory sections. We have avoided
ending sections with vague references to how some
theory can be applied to real life, made more complex,
or extended to lots of other problems. We have tried
to make everything in the text understandable, imme-
diately relevant, and sufficiently illustrated, so that
students can embark on their own applications and
extensions in the problem sets.

The book has a twofold international focus
throughout: (1) We emphasize that today the United
States is an open economy. Links to the rest of the
world are pervasive; they affect public policy not only

with respect to trade but also in such areas as banking
regulation, international transmission of business cycles
and inflation, antitrust policy, the environment, labor
markets, and the drug problem. (2) We are well aware
that today’s students often travel abroad. We empha-
size that they need to understand that economic models
apply in other cultures but that local laws and insti-
tutions also affect market structures and outcomes.
Examples of economic behavior from everyday life
around the world appear throughout the text. These
examples include the problems of Harris tweed weav-
ers, common-property issues for nomads in Central
Asia, public-utility regulation in Nigeria, inflation in
Brazil, the effects of birth control in Calcutta, and
others. Economic applications from developing coun-
tries are especially abundant and important because
they help students see the universal aspects of eco-
nomic principles.

For Instructors

We have tried to make teaching easier. We have worked
hard to provide clear exposition. We make topics inter-
esting both through hypothetical examples and through
highly relevant real-world examples. We want students
to be motivated by a desire to understand the world
around them. We emphasize the science and facts of
economics; we made a conscious decision to keep the
book as ideologically balanced as we possibly could.
This does not mean that the book is without opinions.
Rather, students are taught how to think in economic
terms and how to make their own evaluations and form
their own opinions. We simply provide them with tools,
facts, and an understanding of the complexity of most
public-policy issues. Economics is an evolving dis-
cipline, even at the introductory level, and it is impor-
tant that students learn to apply a healthy skepticism
to the latest fad theory.

We have blended modern theory into traditional
topics. There are chapters and sections and in some
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cases appendixes on information economics, corpo-
rate finance, public choice, game theory, comparative
systems, the permanent income theory of consump-
tion, rational expectations, uncertainty and expecta-
tions, growth theory, and others. These may be assigned
or ignored as one chooses, without loss of continuity.
However, the concepts from these developments in
economic theory are blended into the presentation of
traditional topics in an informal fashion. Professional
economists, as readers of the journal literature, are
very familiar with the key concepts from develop-
ments in economics over the last quarter-century. These
developments give us new insight into the traditional
topics—Marshallian price theory and Keynesian and
monetarist analysis of aggregate demand. We put aside
economics journal literature that must be regarded at
this time as speculative, and concentrate on the newer
developments that have become an established part of
mainstream economics. We weave this body of estab-
lished newer work into the text while maintaining the
traditional presentation of topics. A reader may even
be unaware that a concept from game theory or from
information economics has been introduced in pre-
senting a traditional analysis. Again, the emphasis is
on clarity, intuition, application to everyday life, and
consistency in level and style of presentation.

Organization

The text begins with an introductory section (Chapters
1-5). It covers the general topics—from scarcity and
the concept of a market economy to the use of dia-
grams and other tools of economic analysis—that all
students need to learn as they begin their study of
economics.

The book is organized so that either micro or macro
may be taught first. However, as indicated by our chapter
placement, we believe that there are advantages to
studying micro before macro. The true flavor of eco-
nomic analysis—the behavior of rational, utility-
maximizing, and profit-maximizing economic agents—
can only be taught in the context of microeconomics.

After the five introductory chapters, the instructor
who wishes to begin with micro may turn either to the
consumer (Chapter 6) or to the firm (Chapters 7-9).
The treatment of marginal analysis of the firm stands
on its own, so that it can be covered before consumer
theory. The sections on market structure (Chapters
10-14), factor markets and income (Chapters 15-19),
and public policy (Chapters 20—23) can be done in
any order. Within those sections, chapters on poverty,
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the income of nonlabor factors, the environment, pub-
lic choice, and so on may be used or omitted as desired.
In short, each chapter is fairly self-contained, within
the constraint that we are building upon concepts.

Within macro, the chapters on Keynesian theory
come before those on monetarist theory, but the book
is designed so that instructors can take up money first
if they prefer. However, we have a strong conviction
that a systematic treatment of stabilization policy should
be delayed until the student has covered both Keyne-
sian and monetarist analysis. Macro policy today is
always conditioned by the effort to walk a narrow line
between output growth and inflation. Students cannot
appreciate this policy tension without studying both
Keynesian theory, with its emphasis on the real econ-
omy, and monetarist theory, with its emphasis on the
price level.

Microeconomics (Chapters 6-23)

Chapter 6 on consumer theory is designed to be a
comprehensive treatment of the consumer. However,
the later sections of the chapter can be omitted without
loss of continuity. Chapter 7 is a self-contained chapter
on the nature of the firm and on corporate finance,
again for those who favor a comprehensive treatment
or who are teaching students with a focus on business.
We recommend that at a minimum students read at
least the sections on the nature of firms and choice of
form of business organization; they are written clearly
with an emphasis on intuition and examples. Chapters
8 and 9 are traditional treatments of cost and produc-
tion relationships. Chapter 10 is a traditional treatment
of perfect competition.

«Chapters 11 and 12 on monopoly and oligopoly
cover all the traditional topics. But there are two spe-
cial features to these chapters: (1) We emphasize facts
and real-life examples, beyond the usual discussion of
scale economies. For example, we discuss the rapid
rates of entry and exit of firms, even in stable indus-
tries, and the evolution of markets for new products,
from the monopoly-inventor in the early years to sales
of standardized products in competitive markets in later
years. Another example is the actual strategies some
firms employ to deter entry of new competitors, to
separate markets by means of discriminatory pricing,
or to form and enforce cartels and rig prices. (2) We
weave in modern theory around traditional topics, such
as the application of discriminatory two-part pricing,
the application of monopolistic competition in modern
markets, and the application of game theory to analyze
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the behavior of rival firms. Again, the emphasis is on
intuition.

Chapter 13 is a balanced treatment of regulation
and antitrust legislation, emphasizing the evolution
and application of laws over time and our changing
perceptions of what should and should not be regu-
lated. Chapter 14 is a comprehensive overview of the
topics in information theory.

Chapters 15—19 thoroughly discuss factor mar-
kets, income determination and distribution, human
capital, unionization, poverty, and discrimination. These
chapters are distinguished by both their heavy reliance
on data and the wide range of concepts and topics
covered. Again, each chapter is as self-contained as
possible. Complex issues, such as poverty, are put in
a framework that enables students to make their own
evaluations of good public policy. The discussion of
unionization is complete and up to date—a review of
the history of the movement, an analysis of its place
in today’s economy, and an emphasis on the positive
role of modern unions.

Chapters 20—23 analyze the public sector. Chap-
ter 20 examines externalities and public goods to explain
the normative basis for government intervention.
Chapter 21 is an unusually comprehensive treatment
of environmental issues, emphasizing the role of the
life sciences in developing solutions and the global
scope of many problems. Environmental issues are a
major topic of the 1990s, and most high school stu-
dents enter college with a heightened awareness. A
thorough economic analysis of the subject, connected
to real-world issues, is critical to an introductory eco-
nomics text.

Chapter 22 presents a basic picture of public
finance—government revenues and expenditures, as
well as the principles of taxation and expenditure. The
discussion emphasizes federalism and the history of
government growth.

Chapter 23 develops the “why” question of public
choice: why do governments behave as they do? The
chapter presents voting models, an analysis of elec-
tions and the behavior of legislators, and a realistic
look at program implementation.

Macroeconomics (Chapters
24-35)

The first three chapters of the macro section (Chapters
24-26) provide an overview of macroeconomics,
covering such basic concepts as the national income
accounts and the important distinctions between money

and financial assets on the one hand and real and nom-
inal output flows on the other hand. The national income
accounts are explained not so much for their own sake
but rather as part of a framework for macro analysis.

Chapter 26 outlines the major characteristics of
business cycles. This chapter reflects our commitment
to provide students with a thorough grounding on the
purpose of the macro theory that follows. Knowledge
of business-cycle regularities is also important for its
own sake; students should understand why, for exam-
ple, new data showing a surge in inventories might
lead to a bond-market rally as investors realize that
inventories are rising because the economy is weak.
This material is essential to understanding the facts
that business-cycle theory must explain.

Following the three introductory macro chapters
are two chapters on Keynesian theory. The first of
these (Chapter 27) covers the Keynesian model of
income determination and the basics of the Phillips-
curve analysis of inflation. We have consciously put
these two topics together in the same chapter to
emphasize the integration of output and price deter-
mination, as economists always do in microeconomic
analysis. The second of the two Keynesian chapters
(Chapter 28) covers consumption and investment the-
ory. This chapter explains how a deeper analysis of
consumption and investment affects the results of the
basic Keynesian model presented in the preceding
chapter.

Chapter 29, on money and banking, appears
between the Keynesian- and monetary-theory chap-
ters. In a sense, money and banking belongs with the
introductory macro chapters, and some instructors may
want to cover the topic there. However, money and
banking material is also appropriate as an adjunct to
discussing macro theory, so we have placed the topic
in this section, just ahead of the monetary theory
chapters.

Following the two chapters on Keynesian theory
and one on money and banking are two chapters on
the monetarist theory of business cycles and inflation.
Some instructors may prefer to cover these chapters
(Chapters 30 and 31) before the Keynesian ones, as
monetarist theory is easier in some respects. Also, of
course, the quantity theory of money predated the
Keynesian theory, and some of Keynes’s ideas are best
understood as a reaction to quantity-theory ideas.

Although the book is designed so that instructors
may take up money first if they prefer, we have a strong
conviction that a systematic treatment of stabilization
policy should be delayed until the student has covered



both Keynesian and monetarist analysis. Macro policy
today is always conditioned by the effort to walk a
narrow line between output growth and inflation. Stu-
dents cannot appreciate this policy tension without
studying both Keynesian theory, with its emphasis on
the real economy, and monetary theory, with its
emphasis on the price level.

The last of the macro-theory chapters (Chapter
32) provides a synthesis of Keynesian and monetarist
ideas. Most economists today have borrowed heavily
from both Keynesian and monetarist traditions, so it
makes good sense to examine them together. Not
everyone will agree on the way we have done this, but
the discussion should nevertheless serve as a vehicle
for the instructor to put a personal stamp on where all
the theory leads. This chapter also provides a clear
statement of the critical unresolved issue in macro-
economics—uncertainty over the correct theory to
explain the slope of the aggregate supply curve. Econ-
omists find it difficult to abandon their traditional
approach to theory—that markets can be best under-
stood under the assumption that economic agents are
rational and well-informed—and yet no such theory
(as yet) provides a satisfactory explanation of the busi-
ness cycle.

Three chapters on economic policy (Chapters
33-35) follow the macro-theory chapters. The theory
chapters contain some policy applications to help make
the theory come alive, but it is best to delay a thorough
discussion of stabilization until after students have macro
theory under their belts.

The first of the stabilization chapters (Chapter 33)
provides a general introduction to the goals of policy
and the problems of lags and uncertainty. A chapter
on fiscal policy (Chapter 34) follows; it covers tradi-
tional fiscal-policy topics such as the full-employment
budget surplus. The chapter also includes material on
the federal budget process, Gramm-Rudman, and sup-
ply-side fiscal policies.

The analysis of monetary policy (Chapter 35)
includes a description of the Federal Reserve’s policy
process, the relative advantages of money and interest
rates as guides to monetary policy, and a discussion
of the changing behavior of velocity in the 1980s.

The World Economy (Chapters
36-39)
The last four chapters of the text are devoted to inter-

national issues. Of course, international examples and
illustrations appear throughout the book, and we have
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emphasized that economic theory applies to all
exchange, which of course includes international trade.
The theory of comparative advantage is treated at the
very beginning of the book and not simply relegated
to a chapter on international trade. Nevertheless, there
is a place for separate consideration of international
economic issues.

Chapter 36, on international trade, presents the
theory of comparative advantage in an explicitly inter-
national setting and explores theories of the sources
of comparative advantage. Most of the trade chapter,
however, is devoted to an analysis of trade barriers—
how they work, their costs to consumers, and common
arguments for them. International finance (Chapter 37)
is inherently a rather specialized topic, and we devote
a separate chapter to it. Topics include exchange rates,
balance of payments, and international investment.

Chapter 38 takes up the matter of economic growth
and development. It examines theories of the growth
process, analyzes data from countries that have expe-
rienced growth, and studies the impact of growth on
a society. It also examines how poor countries develop
economically, or fail to do so, and what policies or
strategies encourage development and economic growth.

Chapter 39 is the traditional study of comparative
systems, focusing particularly on China and the Soviet
Union. However, in view of the unusual changes and
pressures in the late 1980s and early 1990s, the chapter
recognizes that these systems are evolving rapidly.

Learning Aids in the Text

Several elements in the text are specially designed as
tools to help students learn:

= Topics in This Chapter Every chapter begins
with a list of the key concepts introduced in the
chapter. It offers a convenient way to both pre-
view and review the chapter’s contents.

= Focus Real-world events and opinion in these
boxed applications show how economic princi-
ples operate in everyday life.

= Public Policy in Action A special box on a pub-
lic or controversial issue at the end of most chap-
ters analyzes economic aspects of public life and
politics.

= Key Terms The definitions of terms comprise a
complete learning system. When a term is first
introduced, it is printed in boldface in the text. In
a nearby box is a formal definition, and the term
is also listed at the end of the chapter with other
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key terms. Finally, all key terms and their defi-
nitions are brought together in the Glossary at the
end of the text.

= Questions and Problems These unusually lively
and pertinent questions and problems were writ-
ten by Albert E. Parish, Jr., who is also the author
of the Student Workbook, the Test Bank, and the
Instructor’s Guide. Solutions to odd-numbered
questions and problems are given at the end of
the text; solutions to even-numbered problems are
in the Instructor’s Guide.

Text Supplements

Principles of Economics is supported by several sup-
plements for students and instructors. All print sup-
plements were written by Albert E. Parish, Jr., of
Charleston Southern University.

The Student Workbook is especially strong. Each
chapter offers students a varied menu of activities and
learning aids, including a detailed review of the most
important equations and graphs from the text. Other
features include a brief explanation of important con-
cepts, chapter objectives and summary, and approxi-
mately 40 questions and problems of varying diffi-
culty. One or two problems in each chapter require the
use of calculus; these are clearly identified. Complete
solutions at the end of the chapter help students stay
on track.

The Test Bank provides approximately 2,500 mul-
tiple-choice questions, many with graphs that the stu-
dents must analyze. The Test Bank is available in four
formats: IBM, Macintosh, Apple, and a print version.
With the computerized versions, instructors can easily
edit the questions or add their own, including graphics.

The Instructor’s Guide consists primarily of the
problem solutions not given in the text. It also includes
chapter outlines and our rationale for each chapter—
why we wrote it as we did.

The Transparencies set pulls together the most
important graphs from the text, printed in two colors
and ready for use with an overhead projector.
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