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PAUL A. SAMUELSON, founder of the
renowned MIT graduate department of econom-
ics, was trained at the University of Chicago and
Harvard. His many scientific writings brought him
world fame at a young age, and in 1970 he was the
first American to receive a Nobel Prize in economics.
One of those rare scientists who can communicate
with the lay public, Professor Samuelson wrote an
economics column for Newsweek for many years and
was economic adviser to President John F. Kennedy.
He testifies often before Congress and serves as aca-
demic consultant to the Federal Reserve, the U.S.
Treasury, and various private, nonprofit organiza-
tions. Professor Samuelson, between researches at
MIT and tennis games, is a visiting professor at New
York University. His six children (including triplet
boys) have contributed 15 grandchildren.
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WILLIAM D. NORDHAUS is one of
America’s eminent economists. Born in Albuquer-
que, New Mexico, he received his B.A. from Yale and
his Ph.D. in economics at MIT. He is Sterling Profes-
sor of Economics at Yale University and on the staff
of the Cowles Foundation for Research in Economics
and the National Bureau of Economic Research. His
research has spanned much of economics—including
the environment, energy, technological change, eco-
nomic growth, and trends in profits and productivity.
In addition, Professor Nordhaus takes a keen inter-
est in economic policy. He served as a member of
President Carter’s Council of Economic Advisers
from 1977 to 1979, serves on many government advi-
sory boards and committees, and writes occasionally
for The New York Review of Books and other periodi-
cals. He regularly teaches the Principles of Econom-
ics course at Yale. Professor Nordhaus lives in New
Haven, Connecticut, with his wife, Barbara. When
not writing or teaching, he devotes his time to music,
travel, skiing, and family.
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SONNET

In Memory of Paul Samuelson

Shall I compare you to a super star?

You 're at all much brighter and much bigger;
Cold winds blow the leaves away from trees far,
Your thoughts along with the flying leaves linger;
Sometime warmer the eye of heaven shines,

And it rains or boils with cloudless often,

And every truth from truth sometime declines,

By changing nature, new science opens;
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But your eternal theory shall not fade,
Nor lose possession of that truth you have;
Nor's Death taken you away in his shade,
When in eternal lines to time you save:
Nobody else could smooth what we grieve,
Nothing else would make up what you leave.
December 14, 2009
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Cool heads at the service of warm hearts .
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A Centrist Proclamation (1

[1] Centrism, H[AJ#ELL ; centrist, HilZ A ;

BES S E PR, BATHMZIE, K
AL TIERE A E .

[2] Nature abhors a vacuum. #& 3 % i, i}

2 o6 — tht 20 7y A 3T 2 5% A B e
( Plutarch ) )16 C Ke ki 4 ( Plutarch of
Delphi ) W) X5 5l {0 & ( Moralia )
e, TR HOE A P SR R RS Sk 22 R
ANCKREH I M. Boh - FBRIGH, #E
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HE RS AN A 25 TR S

[3] Macroeconomics, % W28 2%, & FITHE

2 % % (microeconomics ) P 4> i) 1 X
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PR, WA TREMYM, KR
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( Economic Analysis ), JEAA55E 1 il 1948 )
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macroeconomics — ] i A< 5k ] 92 3 in]
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Samuelson-Nordhaus ECONOMICS, M
12 ST IR, SRR (&5%) )T
SRHE - RS A, X RAID
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[4] Cyclical, It 4t 5 Nature abhors a vacuum
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[5] M3HB 52 ( Friedrich August von Hayek, 1899~

1992), BHbFIZ G AR AS HICRAY
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Sciences advance. But they can also recede. That is true of economics as well. By the
end of World War II, the leading introductory textbooks in economics had lost their
vitality and relevance. Nature abhors a vacuum. The first edition of this textbook [2]
appeared as the 1948 edition of Samuelson’s ECONOMICS. It introduced macro-
economics into our colleges and served as the gold standard for teaching economics

in an increasingly globalized world.

Both the economy and economics have changed greatly over the years.
Successive editions of this textbook, which became Samuelson-Nordhaus
ECONOMICS, have documented the evolutionary changes in the world economy [3]
and have provided the latest rigorous economic thinking at the frontier of the
discipline.

To our surprise, this nineteenth edition may be one of the most significant of
all revisions. We call this the centrist edition. It proclaims the value of the mixed
economy—an economy that combines the tough discipline of the market with fair-
minded governmental oversight.

Centrism is of vital importance today because the global economy is in a ter-
rible meltdown — perhaps worse than any cyclical slump since the Great Depression [4]
of the 1930s. Alas, many textbooks have strayed too far toward over-complacent
libertarianism. They joined the celebration of free-market finance and supported
dismantling regulations and abolishing oversight. The bitter harvest of this celebra-
tion was seen in the irrationally exuberant housing and stock markets that collapsed
and led to the current financial crisis.

The centrism we describe is not a prescription that is intended to persuade
readers away from their beliefs. We are analysts and not cult prescribers. It is not
ideology that breeds centrism as our theme. We sift facts and theories to determine
the consequences of Hayek-Friedman libertarianism. All readers are free to make [5]
up their own minds about best ethics and value judgments.

Having surveyed the terrain, this is our reading: Economic history confirms that
neither unregulated capitalism nor overregulated central planning can organize a
modern society effectively.

The follies of the left and right both mandate centrism. Tightly controlled cen-
tral planning, which was widely advocated in the middle decades of the last century,
was abandoned after it produced stagnation and unhappy consumers in communist
countries.

What exactly was the road to serfdom that Hayek and Friedman warned us
against? They were arguing against social security, a minimum wage, national parks,
progressive taxation, and government rules to clean up the environment or slow
global warming. People who live in high-income societies support these programs
with great majorities. Such mixed economies involve both the rule of law and the
limited liberty to compete.
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A CENTRIST PROCLAMATION

We survey the centrist approach to economics in the pages that follow. Millions
of students in China, India, Latin America, and emerging societies have sought
economic wisdom from these pages. Our task is to make sure that the latest and best
thinking of economists is contained here, describing the logic of the modern mixed
economy, but always presenting in a fair manner the views of those who criticize it
from the left and the right.

But we go a step further in our proclamation. We hold that there must be a
limited centrism. Our knowledge is imperfect, and society’s resources are limited.
We are also mindful of our current predicament. We see that unfettered capitalism
has generated painful inequalities of income and wealth, and that supply-side fis-
cal doctrines have produced large government deficits. We observe that the major
innovations of modern finance, when operating in an unregulated system, have pro-
duced trillions of dollars of losses and led to the ruin of many venerable financial
institutions.

Only by steering our societies back to the limited center can we ensure that the
global economy returns to full employment where the fruits of progress are more
equally shared.

Paul A. Samuelson
February 2009
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As we complete this nineteenth edition of Micro-
economics, the U.S. economy has fallen into a deep
recession as well as the most serious financial crisis
since the Great Depression of the 1930s. The federal
government has invested hundreds of billions of dol-
lars to protect the fragile network of the U.S. and
indeed the world financial system. The new Obama
administration has worked with Congress to pass the
largest stimulus package in American history. The
economic turmoil, and the manner in which coun-
tries respond to it, will shape the American economy,
its labor market, and the world financial system for
years to come.

We should remember, however, that the
financial crisis of 2007-2009 came after more than
a half-century of spectacular increases in the liv-
ing standards of most of the world, particularly
those living in the affluent countries of North
America, Western Europe, and East Asia. People
are asking, “Will the twenty-first century repeat
the successes of the last century? Will the afflu-
ence of the few spread to poor countries? Alter-
natively, will the four horsemen of the economic
apocalypse —famine, war, environmental degrada-
tion, and depression —spread to the North? Do we
have the wisdom to reshape our financial systems so
that they can continue to provide the investments
that have fueled economic growth up to now? And
what should we think about environmental threats
such as global warming?”

These are ultimately the questions we address in
this new edition of Microeconomics.
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The Growing Role of Markets
You might think that prosperity would lead to a
declining interest in economic affairs, but paradoxi-
cally an understanding of the enduring truths of eco-
nomics has become even more vital in the affairs of
people and nations. Those who remember history
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know recognize that the crises that threatened finan-
cial markets in the twenty-first century were the mod-
ern counterpart of panics of an earlier era.

In the larger scene, the world has become
increasingly interconnected as computers and com-
munications create an ever more competitive global
marketplace. Developing countries like China and
India—two giants that relied heavily on central plan-
ning until recently—need a firm understanding of
the institutions of a market economy if they are to
attain the living standards of the affluent. At the
same time, there is growing concern about inter-
national environmental problems and the need to
forge agreements to preserve our precious natural
heritage. All these fascinating changes are part of the
modern drama that we call economics.
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ECONOMICS Reborn
For more than half a century, this book has served as
the standard-bearer for the teaching of introductory
economics in classrooms in America and throughout
the world. Each new edition distills the best think-
ing of economists about how markets function and
about what countries can do to improve people’s
living standards. But economics has changed pro-
foundly since the first edition of this text appeared
in 1948. Moreover, because economics is above all a
living and evolving organism, Economics is born anew
each edition as the authors have the exciting oppor-
tunity to present the latest thinking of modern econ-
omists and to show how the subject can contribute to
a more prosperous world.

Our task then is this: We strive to present a clear,
accurate, and interesting introduction to the prin-
ciples of modern economics and to the institutions
of the American and world economies. Our primary
goal is to emphasize the core economic principles
that will endure beyond today’s headlines.
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As economics and the world around it evolve, so does

this book. Our philosophy continues to emphasize []]

six basic principles that underlie earlier editions and
this revision:

. The Core Truths of Economics. Often, economics @

appears to be an endless procession of new puzzles,
problems, and dilemmas. But as experienced teach-
ers have learned, there are a few basic concepts that
underpin all of economics. Once these concepts
have been mastered, learning is much quicker and
more enjoyable. We have therefore chosen to focus on the
central core of economics—on those enduring truths that
will be just as important in the twenty-first century as they
were in the twentieth. Microeconomic concepts such as
scarcity, efficiency, the gains from specialization, and
the principle of comparative advantage will be cru-
cial concepts as long as scarcity itself exists.

2. Innovation in Economics. Economics has made
many advances in understanding the role of inno-
vation. We are accustomed to the dizzying speed of
invention in software, where new products appear
monthly. The Internet is revolutionizing communi-
cations and study habits and is making inroads into
commerce.

In addition, we emphasize innovations in econom-
ics itself. Economists are innovators and inventors in
their own way. History shows that economic ideas can
produce tidal waves when they are applied to real-
world problems. Among the important innovations
we survey is the application of economics to our envi-
ronmental problems through emissions-trading plans.
We explain how behavioral economics has changed
views of consumer theory and finance. One of the
most important innovations for our common future is
dealing with global public goods like climate change,
and we analyze new ways to deal with international
environmental problems, including approaches such
as the Kyoto Protocol.

3
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3. Smail Is Beautiful. Economics has increased its [4]

scope greatly over the past half-century. The flag of
economics flies over its traditional territory of the
marketplace, butitalso covers the environment, legal
studies, statistical and historical methods, genderand
racial discrimination, and even family life. But at its
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core, economics is the science of choice. That means
that we, as authors, must choose the most important
and enduring issues for this text. In a survey, as in a
meal, small is beautiful because it is digestible.

Choosing the subjects for this text required many
hard choices. To select these topics, we continually
survey teachers and leading scholars to determine
the issues most crucial for an informed citizenry and
a new generation of economists. We drew up a list
of key ideas and bid farewell to material we judged
inessential or dated. At every stage, we asked whether
the material was, as best we could judge, necessary for a
student’s understanding of the economics of the twenty-first
century. Only when a subject passed this test was it
included. The result of this campaign is a book that
has lost more than one-quarter of its weight in the
last few editions and has trimmed three chapters for
this edition. Farm economics, the history of labor
unions, Marxian economics, advanced treatment
of general equilibrium, regulatory developments,
and the lump-of-labor fallacy have been trimmed to
make room for modern financial theory, real busi-
ness cycles, and global public goods.

4. Policy Issues for Today. For many students, the ®
lure of economics is its relevance to public policy. As
human societies grow, they begin to overwhelm the
environment and ecosystems of the natural world.
Environmental economics helps students under-
stand the externalities associated with economic
activity and then analyze different approaches to
making human economies compatible with natural
systems. New examples bring the core principles of
microeconomics to life.

5. Debates about Globalization. The last decade [6]

has witnessed pitched battles over the role of inter-
national trade in our economies. Some argue that
“outsourcing” is leading to the loss of thousands of

jobs to India and China. Immigration has been a

hot-burner issue, particularly in communities with
high unemployment rates. Whatever the causes, the
United States was definitely faced with the puzzle
of rapid output growth and a very slow growth in
employment in the first decade of the twenty-first
century.

One of the major debates of recent years has been
over “globalization,” which concerns the increas-
ing economic integration of different countries.
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