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Gross

national
Year 1 product
—
1929 103.9
1933 56.0
1939 91.3
1940 100.4
1941 125.5
1942 159.0
1943 192.7
1944 211.4
1945 2134
1946 2124
1947 235.2
1948 261.6
1949 260.4
1950 288.3
1951 333.4
1952 351.6
1953 371.6
1954 3725
1955 405.9
1956 428.2
1957 451.0
1958 456.8
1959 495.8
1960 | 5153
1961 533.8
1962 \ 574.6
1963 606.9
1964 649.8
1965 705.1
1966 772.0
1967 816.4
1968 892.7
1969 963.9
1970 1,015.5
1971 1,102.7
1972 1,212.8
1973 1,359.3
1974 1,472.8
1975 | 1,598.4
1976 ] 1,782.8
1977 | 1,990.5
1978 | 2,249.7
1979 | 2,508.2
1980 | 2,732.0
1981 3,052.6
1982 | 3,166.0
1983 | 3,405.7
1984 | 3,772.2
1985 | 4,010.3
1986 | 4,235.0
1987 | 4,486.2

NOMINAL GROSS NATIONAL PRODUCT, 1929-87
(Billions of dollars, except as noted)

Personal
con-
sumption
expendi-
tures

77.3
458
67.0

71.0
80.8
88.6
99.5
108.2
119.6
143.9
161.9
174.9
178.3

192.0
208.1
219.1
232.6
239.8
257.9
270.6
285.3
294.6
316.3

330.7
341.0
361.9
381.7
409.3
440.7
477.3
503.6
552.5
597.9

640.0
691.6
757.6
837.2
916.5
1,012.8
1,129.3
1,257.2
1,403.5
1,566.8

1,732.6
1,915.1
2,050.7
2,2345
2,430.5
2,629.4
2,799.8
2,966.0

|

|

/|

1

Gross I
private

domestic |

invest-

ment

16.7
1.6
9.5

13.4
18.3
103

6.2

7.7
11.3
315
35.0
47.1
36.5

55.1
60.5
53.5
54.9
54.1
69.7
72.7
71.1
63.6

Net exports of goods
and services

|
|
?
Net
exports , Exports Imports
1.1 7.1 | 59
4 24 ‘ 2.1
1.2 46 | 34
18 54 | 37
1.5 6.1 ‘ 4.7
2 5.0 48
-19 46 | 6.5
-1.7 55 | 7.2
-5 74 | 7.9
7.8 152 | 7.3
_ 119 20.3 8.3
7.0 17.5 10.6
6.5 16.4 | 9.8
2.2 145 123
45 19.8 | 15.3
3.2 } 192 | 16.0
13 ‘ 18.1 16.8
2.6 18.8 16.3
3.0 | 21.1 18.1
53 25.2 ‘ 19.9
7.3 28.2 20.9
33 i 244 21.1
15 | 25.0 235
59 | 29.9 240
7.2 | 31.1 23.9
6.9 331 26.2
8.2 35.7 27.5
10.9 40.5 29.6
9.7 42.9 33.2
75 46.6 39.1
74 | 49.5 421
55 | 54.8 493
56 | 60.4 54.7
8.5 68.9 60.5
6.3 724 66.1
3.2 814 78.2
168 | 1141 97.3
163 | 1515 135.2
31.1 161.3 130.3
18.8 177.7 158.9
1.9 191.6 189.7
41 | 2275 2234
188 | 2912 2725
321 351.0 318.9
339 382.8 348.9
263 361.9 335.6
-6.1 352.5 358.7
—58.9 383.5 4424
-79.2 369.9 | 4492
-105.5 376.2 | 4817
-119.9 546.7

426.7 l

Total

8.9

8.3
13.6

14.2
25.0
59.9
88.9
97.1
83.0
29.1
26.4
32.6
39.0

38.8
60.4
75.8

Government purchases of goods
and services

Federal
T State
National Non- and
Total L detfense defense local
1.5 — — 7.4
2.2 — — 6.1
5.2 ‘ 1.3 39 8.3
6.1 ‘ 23 3.9 8.1
| 170 | 13.8 3.2 8.0
52.0 49.4 2.6 7.8
814 | 79.8 1.6 7.5
89.4 875 20 7.6
748 73.7 | 1.1 8.2
19.2 | 164 | 2.8 9.9
136 | 100 | 36 12.8
17.3 | 113 6.0 15.3
21.1 \ 13.9 7.2 18.0
‘ 19.1 | 14.3 47 | 198
| 386 | 33.8 48 | 218
| 52.7 | 46.2 65 | 231
| 579 49.0 89 | 248
| 484 41.6 6.8 27.7
| 449 39.0 6.0 303
| 46.4 407 | 5.7 333
| 505 446 5.9 369
| 545 463 8.3 40.8
| 546 464 8.2 433
| 544 45.3 9.2 46.1
58.2 47.9 10.2 50.2
64.6 52.1 12.6 53.5
65.7 51.5 14.2 58.1
66.4 50.4 16.0 635
68.7 510 | 177 69.9
804 62.0 18.3 78.2
92.7 73.4 19.3 87.0
100.1 79.1 21.0 97.6
100.0 | 78.9 21.1 107.2
98.8 768 | 220 119.4
99.8 74.1 25.8 1325
105.8 | 774 | 284 144.2
1064 | 77.5 28.9 160.1
116.2 | 82.6 33.6 182.9
129.2 | 89.6 39.6 205.9
136.3 | 93.4 429 220.6
151.1 | 100.9 50.3 236.2
1618 | 1089 52.9 263.4
1780 | 121.9 56.1 289.9
208.1 1427 65.4 3222
242.2 ‘ 167.5 74.8 3459
272.7 | 193.8 78.9 369.0
283.5 | 2144 69.1 3915
3105 2343 76.2 4253
353.9 2593 94.6 4647
366.2 277.8 88.4 503.5
380.6 295.2 85.3 543.2

|
|

Percent
change
from
| preceding
period,
gross
national
product'

-4.2
7.0

10.0
25.0
26.6
21.2
9.7
9

1Changes are based on unrounded data and theretore may differ slightly from changes computed from data shown here

Source; Department of Commerce, Bureau of Economic Analysis



REAL GROSS NATIONAL PRODUCT IN 1982 DOLLARS, 1929-87
(Billions of 1982 dollars, except as noted)

i | Net exports of goods Government purchases of goods ‘
I and services and services !
! Personal Gross e - —— |} Percent
‘ con- private | Federal ’ ‘ | change
Gross ‘ sumption domestic - ‘ ‘ State from
national | expendi- invest- Net | National |  Non- and | preceding
Year product tures ment exports Exports ‘ Imports Total | Total detense J defense local ‘ year'
| . | - | ,
1929 7096 a4 | 1392 47| 421 374 | 942 183 ‘ — = [ 75.9 “ —
1933 498.5 378.7 22.7 14 22.7 24.2 98.5 27.0 — — 715 | —2.1
1939 716.6 480.5 86.0 6.1 36.2 30.1 144.1 53.8 — — 903 | 7.9
1940 772.9 502.6 111.8 8.2 40.0 31.7 150.2 63.6 — — 86.6 7.8
J941 909.4 531.1 138.8 39 420 38.2 235.6  153.0 — — 82.6 17.7
1942 1,080.3 527.6 76.7 -7.7 29.1 36.9  483.7  407.1 —_ — 76.7 18.8
1943 1,276.2 539.9 50.4 -23.0 | 25.1 48.0 708.9 | 638.1 — —_ i 708 18.1
1944 1,380.6 557.1 | 56.4 —23.8 27.3 51.1 790.8 722.5 — — 68.3 8.2
1945 1,354.8 592.7 76.5 -18.9 35.2 54.1 704.5 634.0 — —_ 70.5 | -1.9
1946 1,096.9 655.0 178.1 27.0 69.0 420 236.9 159.3 — 77.6 ! -19.0
1947 1,066.7 666.6 | 177.9 42.4 82.3 39.9 179.8 91.9 —_ — 87.9 -2.8
1948 1,108.7 681.8 | 208.2 "19.2 66.2 47.1 199.5 106.1 — —_ 93.4 3.9
1949 1,109.0 6954 168.8 18.8 65.0 46.2 226.0 119.5 — —_ 106.5 .0
\
1950 1,203.7 733.2 234.9 4.7 59.2 54.6 230.8 116.7 — — 114.2 } 8.5
1951 1,328.2 748.7 235.2 14.6 72.0 574 329.7 | 2144 — — 115.4 | 10.3
1952 1,380.0 771.4 211.8 6.9 70.1 63.3 389.9 | 2727 — — 117.3 ' 3.9
1953 1,435.3 802.5 216.6 -2.7 66.9 69.7 419.0 | 2959 — — 123.1 4.0
1954 1,416.2 822.7 212.6 25 70.0 67.5 3784 | 245.0 — —_ 133.4 | -1.3
1955 1,494.9 873.8 259.8 .0 76.9 76.9 361.3 2179 — —_ 143.4 || 5.6
1956 1,525.6 899.8 | 257.8 4.3 | 87.9 83.6 363.7 2154 —_ —_ . 1483 ‘ 2.1
1957 1,551.1 919.7 | 2434 7.0 94.9 87.9 | 38l.1 224.1 | —_ — 157.0 1.7
1958 1,539.2 932.9 221.4 -10.3 824 92.8 395.3 224.9 — — 1704 -.8
1959 1,629.1 979.4 270.3 -18.2 83.7 101.9 397.7 2215 — — 176.2 58
|
1960 1,665.3 1,005.1 260.5 -4.0 98.4 102.4 403.7 220.6 —_ — 183.1 2.2
1961 1,708.7 1,025.2 259.1 -2.7 100.7 103.3 427.1 232.9 —_ — 194.2 | 2.6
1962 1,799.4 1,069.0 ‘ 288.6 -7.5 106.9 114.4 449.4 2493 — — 200.1 | 53
1963 1,873.3 11084 307.1 -1.9 114.7 116.6 459.8 | 24738 — — 2120 | 41
1964 1,973.3 1,170.6 | 325.9 59 128.8 122.8 470.8 | 244.2 — —_ 226.6 | 53
1965 2,087.6 1,236.4 367.0 -2.7 132.0 134.7 487.0 2444 — —_ 2425 5.8
1966 2,208.3 1,298.9 390.5 -13.7 138.4 152.1 5326 2738 — — 258.8 || 5.8
1967 2,271.4 1,337.7 374.4 -16.9 143.6 1605 | 576.2 304.4 — —_ 271.8 29
1968 2,365.6 1,405.9 391.8 -29.7 155.7 185.3 §97.6 | 309.6 — — 288.0 4.1
1969 2,423.3 | 14567 4103 -34.9 165.0 199.9 591.2 295.6 — — 295.6 | 24
1970 2,416.2 1,492.0 381.5 -30.0 178.3 208.3 572.6 | 268.3 — — 304.3 -3
1971 2,484.8 1,538.8 419.3 -39.8 179.2 218.9 566.5 250.6 — — 315.9 || 28
1972 2,608.5 1,621.9 | 465.4 —49.4 195.2 244.6 570.7 246.0 185.3 60.7 3247 5.0
1973 2,744.1 1,689.6 520.8 -31.5 242.3 273.8 565.3 230.0 171.0 59.1 335.3 5.2
1974 2,729.3 1,674.0 481.3 8 269.1 268.4 573.2 226.4 163.3 63.1 346.8 -5
1975 2,695.0 1,711.9 383.3 18.9 259.7 240.8 580.9 | 226.3 161.1 65.2 354.6 -1.3
1976 2,826.7 @ 1,803.9 453.5 -11.0 | 2744 285.4 580.3 224.2 157.5 66.8 356.0 49
1977 2,958.6 1,883.8 521.3 -35.5 281.6 317.1 589.1 231.8 159.2 72.7 357.2 4.7
1978 3,115.2 1,961.0 576.9 —26.8 312.6 339.4 604.1 233.7 160.7 730 | 3704 || 53
1979 3,192.4 2,004.4 575.2 | 36 356.8 353.2 609.1 236.2 164.3 719 | 3730 | 2.5
1980 | 3,187.1 2,000.4 509.3 | 57.0 388.9 332.0 620.5 246.9 171.2 75.7 | 373.6 | =2
1981 | 3,248.8 2,024.2 545.5 49.4 392.7 3434 629.7 259.6 180.3 79.3 370.1 1.9
1982 @ 3,166.0 2,050.7 4473 26.3 361.9 335.6 641.7 272.7 193.8 78.9 369.0 -2.5
1983 3,279.1 2,146.0 504.0 -19.9 348.1 368.1 649.0 275.1 206.9 68.2 373.9 | 3.6
1984 3,501.4 2,249.3 658.4 —84.0 371.8 455.8 677.7 290.8 218.5 72.3 387.0 6.8
1985 3,607.5 2,352.6 636.1 -108.2 365.3 473.6 7269 | 324.2 236.7 87.5 402.7 30
1986 3,713.3 2,450.5 654.0 | —l458 | 3774 523.2 754.5 | 3325 250.7 81.8 4221 29
1987 3,819.6 2,495.2 685.4 -1343 | 4258 560.1 773.3 337.7 264.3 73.4 435.6 29
\

lChcmges are based on unrounded data and therefore may differ slightly from changes computed from data shown here
Source: Department of Commerce, Bureau of Economic Analysis.



CONSUMER PRICE INDEX,
1913-87

PRICE DEFLATORS FOR GROSS
NATIONAL PRODUCT, 1929-87

Note: Data beginning 1978 are for all urban
consumers; earlier data are for urban wage earners
and clerical workers.

Source: Department of Labor, Bureau of Statistics

(1982-84 = 100) (1982 = 100)
Index Percent Percent
Year (all items) } change Year Index change'
T
9.9 [ 1929 14.6 —_
10.0 | 1.0
10.1 ‘ 2.0 1933 11.2 -22
s ] 126 o
15.1 204
1940 13.0 20
X 14.5
e 1941 13.8 6.2
fgg lgg 1942 14.7 6.6
. A 1943 15.1 2.6
il 3 1944 15.3 1.4
| 17.1 0. 1945 15.7 2.9
17.5 ' 3. 1946 19.4 22,9
17.7 ‘ L 1947 221 13.9
: -2 1948 23.6 7.0
124 | i 1949 235 -5
16,9 T 1950 239 2.0
15.2 -9.3 1951 25.1 438
13.7 -10.3 1952 255 1.5
13.0 } 0.8 1953 25.9 1.6
124 i 1954 26.3 f 1.6
139 14 1955 27.2 3.2
144 29 - 1956 28.1 34
14.1 -28 1957 29.1 3.6
13.9 0.0 1958 29.7 2.1
14.0 09 1959 304 24
14.7 9.9
s i 1960 30.9 1.6
17.3 3.0 1961 31.2 1.0
17.6 23 1962 31.9 2.2
:32 l:f 1963 324 1.6
223 88 1964 329 1.5
Se1 50 1965 338 27
23.8 -21 1966 ‘ 35.0 3.6
- 58 1967 35.9 2.6
: ; 1968 37.7 5.0
e e 1969 39.8 5.6
26.7 0.7
e 13 1970 420 5.5
268 0.4 1971 44.4 5.7
27.2 30 1972 46.5 | 4.7
g:.; fz 1973 495 ‘ 6.5
: . 1974 54.0 9.1
A 17 1975 59.3 i 9.8
29.6 14 1976 63.1 6.4
gg‘z? ‘l); 1977 67.3 | 6.7
d 9 1978 72.2 ‘ 7.3
ns - 1979 786 | 8.9
315 19
1980 | 85.7 b 9.0
e s 1981 940 | 9.7
348 4.7 1982 100.0 ‘ 6.4
36.7 6.2 1983 103.9 { 3.9
y 1984 107.7 3.7
e = 1985 | 112 | 32
418 34 1986 114.1 2.6
444 8.7 1987 117.5 3.0
49.3 12.3
:zg 23 !Changes are based on unrounded data and
60.6 6.7 therefore may differ slightly from changes computed
65.2 9.0 from data shown here
72.6 133 Source: Depariment of Commerce, Bureau of
Economic Analysis.
82.4 12.5
90.9 8.9
96.5 38
99.6 3.8
103.9 39
107.6 38
109.6 1.1
1136 44

INTEREST RATES, 1929-87

(Percent per annum)

Discount
| | rate,

Federal

Prime rate Reserve

charged by Bank of

Year | banks | New York
1929 [ 5.50-6.00 5.16
1933 1.50-4.00 2.56
1939 | 1.50 ‘ 1.00
1940 1.50 ‘ 1.00
1941 1.50 | 1.00
1942 1.50 1.00
1943 | 1.50 | 1.00
1944 1.50 ‘ 1.00
1945 1.50 \ 1.00
1946 1.50 1.00
1947 | 1.50-1.75 : 1.00
1948 1.75-2.00 1 1.34
1949 2.00 [ 1.50
1950 2.07 1.59
1951 2.56 ‘ 1.75
1952 3.00 1.75
1953 3.17 1.99
1954 3.05 i 1.60
1955 3.16 | 1.89
1956 3.77 ‘ 2.77
1957 4.20 3.12
1958 3.83 2.15
1959 4.48 3.36
1960 | 482 353
1961 4.50 3.00
1962 4.50 3.00
1963 4.50 3.23
1964 4.50 ‘ 3.55
1965 454 ‘ 4.04
1966 5.63 4.50
1967 5.61 ’ 4.19
1968 6.30 | 5.16
1969 7.96 5.87
1970 | 7.91 5.95
1971 \ 5.72 \ 4.88
1972 5.25 4.50
1973 8.03 6.44
1974 10.81 7.83
1975 7.86 6.25
1976 6.84 ‘ 5.50
1977 6.83 5.46
1978 9.06 7.46
1979 | 12.67 : 10.28
1980 15.27 ‘ 11.77
1981 | 18.87 | 13.42
1982 | 14.86 ‘ 11.02
1983 10.79 8.50
1984 12.04 8.80
1985 9.93 7.69
1986 8.33 1 6.33
1987 | 8.22 1 5.66

Source: Board of Governors of the Federal Reserve

System



Preface

The world isn’t really getting any smaller. But it does
seem that the rest of the world is getting closer. Five years
ago, neither the trade deficit nor the value of the yen
grabbed any headlines. Now the yen value is a staple of
the daily news, and the Commerce Department’s monthly
report on the trade deficit is a climactic event that sends
reporters and stock traders scurrying to their computers.
This is a new way of life. Only a few short years ago,
things were different. Headline stories focused on federal
budget deficits and the financial markets were riveted to
weekly changes in the domestic money supply. Few peo-
ple worried about foreign markets, trade deficits, or ex-
change rates.

We now realize that the rest of the world cannot be
dismissed so lightly. The performance of U.S. markets is
profoundly influenced by external forces. And the rest of
the world is directly affected by changes in U.S. output,
consumption, and financial markets. Economic growth
and advanced technology have increased both the extent
and visibility of our global interdependence. The foremost
objective of this fourth edition is to incorporate this new
international awareness into The Macro Economy Today.

INTERNATIONAL OUTLOOK

The global perspective of the fourth edition differs mark-
edly from any other principles text on the market in very
visible ways.

World Views

The most obvious references to the international econ-
omy are the new World View boxes. These boxes supple-
ment the core text material with events that illustrate the
global nature of economic performance and policies. The
core discussion of money, for example, includes World
Views on international money flows (p. 287) and the as-
sociated difficulties of controlling the money supply
(p. 300). The new chapter on the national debt includes
international comparisons of deficits and debt (p. 390).
Altogether, there are fifty World Views, each labeled

with a distinctive logo and set against a color-tinted back-
ground.

Self-contained Macro Chapter

The World Views provide a constant reminder of the glo-
bal environment in which the U.S. economy functions.
By themselves, however, they do not teach any new prin-
ciples. This function is assumed by an all-new chapter,
“Global Views.”

The foremost obstacle to covering international topics
in a one-semester macro course is time. With traditional
textbooks, separate chapters on comparative advantage
(trade theory) and exchange rates (international finance)
had to be assigned before any semblance of an interna-
tional discussion could take place. There simply wasn’t
enough time to cover both chapters. And trying to ex-
plain the international dimensions of macro policy with-
out that foundation confused more than it clarified. So
international aspects of the macro economy were simply
omitted or treated as footnotes in the core macro se-
quence.

Chapter 17 of this edition offers a more attractive al-
ternative. It is intended as a one-stop, self-contained in-
troduction to the international dimensions of the macro
economy. It provides just enough discussion of trade and
exchange rates so as to explain how the international
economy affects U.S. economic performance. It empha-
sizes the constraints that external forces place on domestic
monetary and fiscal policies. This global view helps stu-
dents understand why policy makers and financial analysts
worry about international markets, and what prompts
demands for greater global coordination of macro policies.

Notice that this global view (Chapter 17) is posi-
tioned before both trade theory (Chapter 19) and interna-
tional finance (Chapter 20). That placement emphasizes
the utility of this new chapter as a self-contained discus-
sion of international macroeconomics. It can also be used
as a capstone to a more extended treatment of interna-
tional topics (e.g., following Chapters 19 and 20), but
will stand alone in courses with less time for international
coverage.

iil



iv PREFACE

Topic Coverage

The traditional chapters of the international sequence
have been improved as well. Chapter 19 provides more
detail on trade flows and bilateral balances, while Chapter
20 offers a new discussion on the balance of payments.
The international debt crisis gets more attention in Chap-
ter 21, where the conflicting interests of creditor and
debtor nations are discussed.

All of these features ensure that students cannot read
The Macro Economy Today without gaining an awareness
of the global dimensions of U.S. economic performance.

DEBT AND DEFICITS

Although international topics are on the front page these
days, there is still a lot of domestic material to cover. One
of the topics allocated more space in this edition is the
national debt. The all-new Chapter 16 traces the history
of the national debt from that first “shot heard round the
world” in 1775. The Continental Congress borrowed
funds from France and Spain to finance the Revolutionary
War. Did debt-financing change the cost of independence
or enable the Continental Congress to pass that cost on to
later generations?

With this historical perspective as a foundation,
Chapter 16 examines the true “burden” of the national
debt and how it is distributed. A careful distinction is
drawn between internal and external debt. The chapter
also discusses the purpose and impact of legislative debt
and deficit ceilings. This chapter can be used immediately
after the discussion of fiscal policy (Chapter 10) or later in
the macro sequence.

GOVERNMENT FAILURE VS.
MARKET FAILURE

Chapter 3 has been rewritten to provide a broader per-
spective on the purpose and limitations of government
intervention. The chapter begins with the various macro
and micro failures that justify government intervention.
This discussion of market failures sets the framework for
describing the actual behavior of federal, state, and local
governments. The chapter ends with consideration of
potential gaps between theory and reality. Government
intervention might not achieve its objectives and could
even worsen the economic outcomes. Indeed, a majority
of taxpayers appears to believe such “government failure”
is likely. The concluding section of Chapter 3 examines
some of the reasons—including public choice theory—

why government intervention may not live up to its po-
tential.

MORE EXPLICIT THEORY

The theoretical content of The Macro Economy Today has
been tightened by eliminating some of the redundancies
pointed out by adopters and reviewers of the earlier edi-
tion. The theory, too, has been made more explicit
through the addition of equations and formulas.

Chapter-opening questions have been added to focus
attention on key issues and concepts. In addition, more
problems have been added to the chapter-end material.
These problems should improve students’ critical thinking
skills by integrating economic concepts with examples
that require calculation and graphical use of data. There is
now a close integration between the problems at the end
of every chapter and the problems that appear in the sup-
plementary package.

ENDURING FEATURES

The new ingredients of The Macro Economy Today im-
prove on a formula that has been proven to be popular.
The distinctive elements of that formula include:

Balanced Macro Theory

Although Keynesian theory remains the central core of
the macro sequence, monetarist, supply-side, and the
New Classical economics perspectives all get a favorable
hearing. The objective of The Macro Economy Today is
not to “sell” one particular point of view but instead to
introduce students to the controversies that accompany
both theory and policy. Unless competing views are ex-
plained on their own best terms, how can students make
sense of the persistent debates that occur in classrooms
and Congress? This text emphasizes competing views and
explains their differing implications for economic policy.
The graphs on page 322, the tables on pages 310-311,
and the illustrations on page 359 illustrate the kind of
explicit comparisons The Macro Economy Today offers.

Real-World Focus

All principles texts on the market today claim to empha-
size “real-world” examples and issues. The Macro Economy
Today does more than pay lip service to this claim. To



attain a credible real-world focus, one must begin with
empirical examples, blend reality into the text, offer re-
peated illustrations of concepts and theories, and offer
insights into policy issues. The Macro Economy Today does
this in every chapter. There is a constant interplay be-
tween theoretical principles and real-world events. This
interplay makes economic principles look “alive”—
something worth learning about. The motivational bene-
fit of this real-world focus has been proven repeatedly.

Theory vs. Reality

The real-world focus of The Macro Economy Today gener-
ates a demand to explain the gap between real-world per-
formance and theoretical potential. The fourth edition
again responds to this demand. Nowhere is this more evi-
dent than in Chapter 15 (“Theory and Reality”). Chapter
15 serves several functions. First, it provides an expanded
review of competing macro theories by illustrating their
idealized use under conditions of recession, inflation, and
stagflation (pp. 357-361).

After providing this theoretical tour de force, Chapter
15 focuses on real-world policy constraints. These include
competing goals, measurement problems (“Where's the
fire?”’), design problems (“How can we put it out?”), and
implementation problems (“Can we get there in time?”).
After reviewing this maze of policy obstacles, students
may have some sympathy for the errors of economic pol-
icy. A World View on comparative performance will also
convince them that suboptimal outcomes are not a
uniquely American phenomenon.

Timely Topics

The Macro Economy Today continues to offer the most
complete coverage of the issues and events that are in the
journals and newspapers today. Among the topics intro-
duced in this edition are:

government failure (Chapter 3)
stock market crashes of 1929 and 1987 (Chapter 5)
labor scarcity in the 1990s (Chapter 6)

s the new (January 1988) Consumer Price Index
(Chapter 7)

a transfer payments and fiscal policy (Chapters 10 and
16)

m zero-coupon bonds (Chapter 12)
® money targets and global money (Chapter 13)

» tax elasticity of supply (Chapter 14)
» New Classical economics (Chapter 15)
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= origins and impacts of the national debt (Chapter
16)

» international constraints on macro policy (Chapter
17)

» productivity trends (Chapter 18)

s the Uruguay round of GATT negotiations (Chapter
19)

= balance of payments (Chapter 20)

m the debt crisis (Chapter 21)

s decentralization reforms in China and Russia

(Chapter 22)

CAREFUL PEDAGOGY

The timely topics, real-world illustrations, and lively style
of The Macro Economy Today are all designed to make
economics more interesting to the average student. Moti-
vating students to learn is not enough, however. A text
must also “teach” basic principles. This demands careful,
clear development of basic principles, reinforced with a
variety of learning aids.

In-Text Learning Aids

CHaPTER Preview  Each chapter begins with a narrative
introduction to the content and purpose of the chapter.
Basic questions to be answered are included in each pre-
view and highlighted with colored bullets (e.g., p. 5).

RunnNinGg Grossary Definitions of key terms are pro-
vided in the margins to facilitate retention and quick re-
view. Definitions are repeated in successive chapters
where they are relevant, in recognition of the fact that
students do not always remember basic terms after only
one “lesson.” All of these terms are compiled into a com-

plete glossary, with chapter references, at the end of the
book.

FurLy ANNOTATED GraPHS AND TaBLES ~ All graphs and
tables in the text are accompanied by self-contained cap-
tions. These reinforce the in-text discussions and facili-
tate quick review.

SyncHRONIZED TaBLEs aND GrapHs Students often
have difficulty relating graphs and tables. To help them,
contents of related schedules and graphs are explicitly
synchronized with the aid of labeled rows (in schedules)
and dots (on graphs). The demand schedule and curve in
Chapter 2 illustrate this feature.
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Expricit Formuras The fourth edition makes key for-
mulas more explicit. Basic equations are set off in the text
on a separate line and highlighted in color. (See p. 26 for
an example.)

In THE News The real-world emphasis of The Macro
Economy Today is reinforced with brief news clippings,
public opinion polls, and excerpts from journals. In the
News boxes, with a distinctive logo, clearly distinguish
these examples from the flow of the basic text. Each news
box includes a key-term descriptor to relate it to core con-
cepts.

WorLp Views The World View boxes offer similar illus-
trations, drawn from the international economy. These
examples are set apart in shaded boxes with a distinctive
logo and key-term descriptor. (See p. 50 for an example.)

Poricy ImpricaTions Every theory chapter contains a
brief discussion of a specific policy implication that rein-
forces basic principles.

NARRATIVE SumMmaRries Chapter summaries highlight
basic points and principles in brief, sequenced paragraphs.

Kevy-Term Review Each chapter ends with a list of key
terms for quick review. These lists include all terms in the
running glossary of the chapter.

Discussion QuesTions  Four or five discussion questions
are provided at the end of each chapter for student re-
view, class discussion, or homework assignments.

NumMericaL aND GraprH Prosrems  Additional prob-
lems, often using graphs, have been added to the end of
each chapter. These test the student’s ability to solve typi-
cal exam-type problems. Answers to the problems are in
the Instructor’s Resource Manual.

A COMPLETE TEACHING
AND LEARNING PACKAGE

The Macro Economy Today continues to be guided by two
maxims. First is the simple proposition that you can’t
teach someone until you get his/her attention. The trav-
ails of the fictional ABC Company trying to wring profits
from widget production rarely rivet anyone’s attention,
but the real-life stories in The Macro Economy Today will
spark student interest.

The second guiding maxim is that the text has got to
get it right the first time. Painstaking efforts are made to
keep The Macro Economy Today error-free, from begin-
ning to end. The dedication of a single author also assures
consistency of style, level, and approach throughout the
text.

PAPERBACKS

The Economy Today is again available in paperback splits.
The macro half contains Chapters 1-18 and 36-39. The
micro half contains Chapters 1-3 and 19-37.

STUDENT LEARNING AIDS
Study Guide

There are several supplements available to accompany the
text itself. From the student’s perspective, the most im-
portant of the supplements is the Study Guide, prepared by
Professors Lawrence Ziegler at the University of Texas
(Arlington) and Michael Tansey at Rockhurst College.
There is a full-text Study Guide and, for the first time,
macro and micro versions are also available. Each chapter
of the Study Guide contains these features:

Quick Review Key points in the text chapter are re-
stated at the beginning of each Study Guide chapter. The
reviews are parallel to and reinforce the chapter summa-
ries provided in the text.

LearninGg Ojectives  The salient lessons of the text
chapters are noted at the outset of each Study Guide chap-
ter. These objectives focus the student’s study and help to
ensure that key points will not be overlooked. The objec-
tives are keyed to the exercises in the Study Guide to help
reinforce learning.

Key-Term Review Early in each chapter the students
are asked to match definitions with key terms. This rela-
tively simple exercise is designed to refresh the student’s
memory and provide a basis for subsequent exercises.

True-Farse QuesTions Twenty or so true-false ques-
tions are provided in each chapter. These questions have
been class tested to ensure their effectiveness in highlight-
ing basic principles.

MurtirLe-CHoicE QuEsTiONs  Approximately fifteen
multiple-choice questions per chapter are provided. These
questions allow only one correct answer and also focus on
basic principles.

ProBLEMS AND AppPLIcATIONS There are more than forty
exercises in the Study Guide, most of which stress current
issues and events.

Mepia AssicNMENTS  New to this edition are media as-
signments that require the student to find an example
from the media to illustrate an economic concept.



Common Errors In each chapter of the Study Guide,
errors that students frequently make are identified. The
bases for those errors are then explained, along with the
correct principles. This unique feature is very effective in
helping students discover their own mistakes.

Answers  Answers to all problems, exercises, and ques-
tions are provided at the end of each chapter. Difficult
problems have annotated answers. These answers make
the Study Guide self-contained, thus allowing students to
use it for self-study.

Graphics Tutor

The Graphics Tutor is available in three packages: micro-
economics, macroeconomics, and principles of econom-
ics. Each package presents tutorials that help students
learn fundamental ideas in economics through the exten-
sive and dynamic use of graphs.

Microcomputer Simulations

Also available is a set of six microcomputer simulations by
Rae Jean Goodman of the U.S. Naval Academy: three in
macroeconomics (fiscal policy, monetary policy, and bud-
get and deficit analysis) and three in microeconomics
(supply and demand, market power—in the microcom-
puter industry—and price/output decisions).

INSTRUCTOR TEACHING AIDS

We have tried to make the learning process easier for
teachers as well as students. To this end, the teaching
package includes several items valued by instructors:

News Flashes

As up-to-date as The Macro Economy Today is, it can't
foretell the future. As the future becomes the present,
however, Bradley Schiller writes News Flashes describing
major economic events and relating them to specific text
references. Four to six News Flashes are sent to adopters
each year.

Instructor’'s Resource Manual

The purpose of the Instructor’s Resource Manual is to pro-
vide a ready source of lecture and discussion material for
classroom teaching. To this end, it offers a variety of ma-
terial, including:

PREFACE  vii

A Brier InTrRODUCTION The first paragraph or two of
each chapter provides an overview of the text chapter. In
some chapters, there are suggestions for ways of heighten-
ing student interest in the material.

Cuaprer OuTtLiNe  This section provides a complete
annotated outline of the text chapter. It can be used for
building lectures or it can be distributed to students as a
study guide.

QuesTions anD Discussion  This section repeats the
questions from the end of the text chapter and provides
answers or guidelines for answers to all questions.

ANswERs TO ProBLEMs Here you will find the answers
to all problems at the end of the text chapters.

Take a Stanp  This section takes an issue in the chapter
which is illustrated by either an In The News or World
View box and poses a controversial question on it. The
question is followed by one paragraph in support of the
issue and one paragraph in opposition. No resolution of
the issue is offered. Take a Stand is intended to motivate
classroom discussion or to form the basis for essay-type
questions.

Mepia Exercises New to this edition, these tear-out
assignments require the student to find an example from
the media to illustrate an economic concept. There is
approximately one per chapter. After each exercise, pro-
fessor’s notes and lecture opportunities are provided.

SuppLEMENTARY REsources  This final section provides
two kinds of information. First, it contains annotated ref-
erences of videotapes or films relevant to the text chapter.
Second, it contains a brief bibliography of articles and
books which can be used for additional reading assign-
ments or suggestions for students. These also provide a
quick guide of sources to use for expanding lecture materi-
als.

Test Bank

A thoroughly revised Test Bank was prepared for this edi-
tion, with more than 50 percent of the questions being
new and many others revised. The Test Bank includes
thirty-nine chapter tests of approximately 65 multiple-
choice and true-false questions per chapter, totaling 2,712
questions. There are two levels of questions. The first
requires the simple recall of facts, definitions, or basic
reasoning. The second level is analytical, requiring more
complete comprehension of theory and an understanding
of functional relationships. Most of the Test Bank ques-
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tions are cross-referenced directly to the learning objec-

tives in the Study Guide.

Ranpom House TestMaker A computerized version of
the Test Bank is available to adopters. This program en-
ables instructors to view, edit, and test questions to create
exams. Questions can be selected based on level of diffi-
culty or learning objective.

Customizep Test Instructors may have tests custom
prepared by the publisher by calling the publisher’s special
test service. Masters prepared from the Test Bank will be
mailed out within 72 hours.

Overhead Transparencies

One hundred of the key tables and graphs in the text have
been reproduced as two-color overhead transparency
acetates. These are made available to users by the pub-
lisher.
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