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Ithough many millions of dollars are spent

each year on introductory economics instruc-

tion in American colleges and universities, the
return on this investment has been disturbingly low.
Studies have shown, for example, that several months
after having taken a principles of economics course,
former students are no better able to answer simple
economic questions than others who never even took
the course. Most students, it seems, leave our introduc-
tory courses without having learned even the most im-
portant basic economic principles.

The problem, in our view, is that these courses al-
most always try to teach students far too much. In the
process, really important ideas get little more coverage
than minor ones, and everything ends up going by in a
blur. Many instructors ask themselves, “How much can
I cover today?” when instead they should be asking,
“How much can my students absorb?”

Our textbook grew out of our conviction that stu-
dents will learn far more if we attempt to cover much
less, and this Brief Edition only further supports our
goal. Our basic premise is that a small number of basic
principles do most of the heavy lifting in economics,
and that if we focus narrowly and repeatedly on those
principles, students can actually master them in just a
single semester.

The enthusiastic reactions of users of the full prin-
ciples books we author affirm the validity of this prem-
ise. We have constructed Principles of Economics, Brief
Edition to support a concise approach to teaching eco-
nomics by focusing on the most essential information.
Avoiding excessive reliance on formal mathematical
derivations, we present concepts intuitively through
examples drawn from familiar contexts. We rely
throughout on a well-articulated list of seven core
principles, which we reinforce repeatedly by illustrat-
ing and applying each principle in numerous contexts.
We ask students periodically to apply these principles
themselves to answer related questions, exercises, and
problems.

Throughout this process, we encourage students to
become “economic naturalists,” people who employ
basic economic principles to understand and explain
what they observe in the world around them. An eco-
nomic naturalist understands, for example, that infant
safety seats are required in cars but not in airplanes be-
cause the marginal cost of space to accommodate these
seats is typically zero in cars but often hundreds of dol-
lars in airplanes. Scores of such examples are sprinkled

throughout the book. Each one, we believe, poses a
question that should make any curious person eager to
learn the answer. These examples stimulate interest
while teaching students to see each feature of their eco-
nomic landscape as the reflection of one or more of the
core principles. Students talk about these examples with
their friends and families. Learning economics is like
learning a language. In each case, there is no substitute
for actually speaking. By inducing students to speak
economics, the economic naturalist examples serve this
purpose.

For those who would like to learn more about the role
of examples in learning economics, Bob Frank’s lecture
on this topic is posted on YouTube’s “Authors @ Google”
series (www.youtube.com/watch?v=QalNVxelKEE or
search “Authors @ Google Robert Frank™).

KEY THEMES AND FEATURES

An Emphasis on Seven Core Principles

As noted, a few core principles do most of the work in
economics. By focusing almost exclusively on these
principles, the text assures that students leave the course
with a deep mastery of them. In contrast, traditional
encyclopedic texts so overwhelm students with detail
that they often leave the course with little useful work-
ing knowledge at all.

m The Scarcity Principle: Having more of one good
thing usually means having less of another.

m The Cost-Benefit Principle: Take no action unless
its marginal benefit is at least as great as its mar-
ginal cost.

m The Incentive Principle: Cost-benefit comparisons
are relevant not only for identifying the decisions
that rational people should make, but also for pre-
dicting the actual decisions they do make.

® The Principle of Comparative Advantage: Everyone
does best when each concentrates on the activity
for which he or she is relatively most productive.

m The Principle of Increasing Opportunity Cost: Use
the resources with the lowest opportunity cost be-
fore turning to those with higher opportunity costs.

m The Efficiency Principle: Efficiency is an important
social goal because when the economic pie grows
larger, everyone can have a larger slice.



m The Equilibrium Principle: A market in equilibrium
leaves no unexploited opportunities for individuals
but may not exploit all gains achievable through
collective action.

Economic Naturalism

Our ultimate goal is to produce economic naturalists—
people who see each human action as the result of an
implicit or explicit cost-benefit calculation. The eco-
nomic naturalist sees mundane details of ordinary ex-
istence in a new light and becomes actively engaged in
the attempt to understand them. Some representative
examples:

In Micro:

m Why do movie theatres offer discount tickets to
students?

m Why do we often see convenience stores located on
adjacent street corners?

® Why do supermarket checkout lines all tend to be
roughly the same length?

In Macro:

m Why has investment in computers increased so
much in recent decades?

m Why does news of inflation hurt the stock market?

m Why do almost all countries provide free public
education?

Active Learning Stressed

The only way to learn to hit an overhead smash in
tennis is through repeated practice. The same is true
for learning economics. Accordingly, we consistently
introduce new ideas in the context of simple examples
and then follow them with applications showing how
they work in familiar settings. At frequent intervals,
we pose concept checks that both test and reinforce
the understanding of these ideas. The end-of-chapter
questions and problems are carefully crafted to help
students internalize and extend core concepts. Experi-
ence with earlier editions confirms that this approach
really does prepare students to apply basic economic
principles to solve economic puzzles drawn from the
real world.

Modern Microeconomics

m Economic surplus, introduced in Chapter 1 and
employed repeatedly thereafter, is more fully devel-

oped here than in any other text. This concept un-
derlies the argument for economic efficiency as an
important social goal. Rather than speak of trade-
offs between efficiency and other goals, we stress
that maximizing economic surplus facilitates the
achievement of all goals.

u Common decision pitfalls identified by 2002 Nobel
Laureate Daniel Kahneman and others—such as
the tendency to ignore implicit costs, the tendency
not to ignore sunk costs, and the tendency to con-
fuse average and marginal costs and benefits—are
introduced early in Chapter 1 and invoked repeat-
edly in subsequent chapters.

m There is perhaps no more exciting toolkit for the
economic naturalist than a few principles of ele-
mentary game theory. In Chapter 8, we show how
these principles enable students to answer a variety
of strategic questions that arise in the marketplace
and everyday life. We believe that the insights of
the Nobel Laureate Ronald Coase are indispens-
able for understanding a host of familiar laws, cus-
toms, and social norms. In Chapter 9 we show how
such devices function to minimize misallocations
that result from externalities.

Modern Macroeconomics

The severe economic downturn that began in 2008 has
renewed interest in cyclical fluctuations without chal-
lenging the importance of such long-run issues as
growth, productivity, the evolution of real wages, and
capital formation. Qur treatment of these issues is or-
ganized as follows:

m A three-chapter treatment of long-run issues, fol-
lowed by a modern treatment of short-term fluctu-
ations and stabilization policy, emphasizing the
important distinction between short- and long-run
behavior of the economy.

m Designed to allow for flexible treatment of top-
ics, these chapters are written so that short-run
material (Chapters 17-20) can be used before
long-run material (Chapters 14-16) with no loss
of continuity.

m This book places a heavy emphasis on globaliza-
tion, starting with an analysis of its effects on real
wage inequality and progressing to such issues as
the benefits of trade, the causes and effects of pro-
tectionism, the role of capital flows in domestic
capital formation, and the links between exchange
rates and monetary policy.



ORGANIZATION OF THE BRIEF
SECOND EDITION

In Microeconomics

® More and clearer emphasis on the core principles:
If we asked a thousand economists to provide their
own versions of the most important economic prin-
ciples, we’d get a thousand different lists. Yet to
dwell on their differences would be to miss their
essential similarities. It is less important to have ex-
actly the best short list of principles than it is to use
some well-thought-out list of this sort.

m Outsourcing discussion supports comparative ad-
vantage material: In Chapter 2, students will see a
full-spectrum view of production possibilities and
the realities economies face considering outsourc-
ing decisions.

m Strong connection drawn between core concepts:
Chapter 6 makes strong connections among mar-
ket equilibrium and efficiency, the cost of prevent-
ing price adjustments, economic profit, and the
Invisible Hand theory.

m Using economics to help make policy decisions:
Chapter 10 features important policy decisions and
uses economics to sort out the best options. Health
care, environmental regulation, international trade,
and income redistribution are all discussed in this
relevant and interesting chapter.

In Macroeconomics

m Flexible, modular presentation: Part 5, “Macroeco-
nomics: Data and Issues,” is a self-contained group
of chapters that covers measurement issues. This
allows instructors to proceed to either the long run
(Part 6, “The Economy in the Long Run”) or the
short run (Part 7, “The Economy in the Short Run)
first with no loss of continuity.

m Thorough discussion of labor markets: Labor mar-
ket trends in employment, wages, and unemploy-
ment are covered together in Chapter 13 to help
students fully understand the connections between
all three topics.

m Strong connection drawn between financial mar-
kets and money: Chapter 16 brings together infor-
mation on financial intermediaries, bond and stock
markets, and money so that students can make the
connections among stock markets, bond markets,
commercial banks, and money.

m Clear discussion of output gaps and Okun’s Law:
The formulas for the output gap and Okun’s Law
are now written out explicitly to help students
apply these concepts to real-world data.

m The simple Keynesian model: We present the simple
Keynesian model through examples that are devel-
oped both graphically and numerically.

m Monetary Policy coverage organization: The institu-
tional details of the Federal Reserve are discussed at
the beginning of Chapter 19, followed by the effects
of Federal Reserve policy on planned aggregate ex-
penditure. The money market is also discussed, but
instructors who wish to skip this material can easily
do so. In addition, the effects of monetary policy are
summarized using logic chains that students can
easily understand.

m The presentation of Aggregate Demand and Aggre-
gate Supply: Chapter 20 has been completely re-
written. The model is now the standard AD/AS
model with the price level on the vertical axis. A
coherent, intuitive derivation of the AD curve and
AS curve is also presented.

m Flexible coverage of international economics: Chap-
ter 21 is a self-contained discussion of exchange rates
that can be used whenever an instructor thinks it best
to introduce this important subject. This chapter also
integrates the discussion of trade and capital flows so
that students see that the balance of trade and net
capital inflows are two sides of the same issue.

CHANGES IN THE BRIEF
SECOND EDITION

Changes Common to all Chapters

In all chapters, the narrative has been tightened and
shortened slightly. Many of the examples have been up-
dated, with a focus on examples that connect to current
events such as the financial crisis of 2008 and the Great
Recession of 2007-2009. The illustrations that accom-
pany the economic naturalist examples have been en-
larged significantly. A majority of the appendices have
been removed. Data has been updated throughout.

Chapter-by-Chapter Changes

m Chapters 1-3: Content and data updates have been
made as needed.

m Chapter 4: Content from Chapters 4 and 5 of the
previous edition has been combined to form this
new chapter entitled Demand and Elasticity.



Deleted from the previous edition, Chapter 4 was
the section on elasticity of supply, which has now
been moved to Chapter 5 of this new edition. De-
leted from the previous edition, Chapter 5§ was the
section on the rational spending rule, and it no
longer appears in this book.

Chapter 5: This is Chapter 6 from the previous
edition. The material on cost curves has been re-
vised substantially to place emphasis on marginal
cost, which is by far the most important cost con-
cept. Material on supply elasticity from Chapter 4
of the previous edition has been incorporated into
this chapter.

Chapter 6: This is Chapter 7 from the previous edi-
tion. The material on the invisible hand in this
chapter has been substantially revised to accommo-
date the simplified treatment of costs in Chapter 5.

Chapter 7: This is Chapter 8 from the previous edi-
tion. Material in this chapter has been revised to
accommodate the simplified treatment of costs in
Chapter 5. Content and data updates have been
added as needed.

Chapter 8: This is Chapter 9 from the previous
edition. Content and data updates have been added
as needed.

Chapter 9: This is Chapter 10 from the previous
edition. Content and data updates have been added
as needed.

Chapter 10: This is Chapter 11 from the previous
edition.

Chapter 11: This is Chapter 12 from the previous
edition. The Economic Naturalist 12.1 example
was removed to help keep focus on the basic defini-
tion of GDP. Box 12.1 (chain weighting) was de-
leted to simplify the presentation of real GDP.

Chapter 12: This is Chapter 13 from the previous
edition. A new Economic Naturalist example on
core inflation, an increasing popular concept that is
commonly discussed in the media, has been added.

Chapter 13: This is Chapter 14 from the previous
edition. The discussion of European unemployment
has been removed. Improved and timely coverage
on the duration of unemployment is featured, as
unemployment durations have risen sharply in the
current recession.

Chapter 14: This is Chapter 15 from the previous
edition. Box 15.1 (production functions) has been

removed to keep presentation of growth determi-
nants verbal and intuitive. This chapter has been
rearranged so that the costs of economic growth and
possible limits to growth are discussed together as
there is much overlap (e.g., pollution is a both a cost
of economic growth and a potential limit to growth.)

Chapter 15: This is Chapter 16 from the previous
edition. The connections between saving, capital
gains/losses and wealth have been tightened. This
is important because capital gains/losses due to ris-
ing and falling house prices were an important de-
terminant of both household saving (causing it to
fall when house prices rose and rise when they de-
clined) and wealth.

Chapter 16: This is Chapter 17 from the previous
edition. A section on hyperinflations and their con-
nection to the quantity theory of money has been
added. Box 17.1 on percentage changes was de-
leted; this keeps the quantity theory of money at an
intuitive level.

Chapter 17: This is Chapter 18 from the previous
edition. The entire chapter is now focused on recent
(2001 and 2007-2009) recessions. The term “busi-
ness cycle” is now an important part of the chapter.
This makes it possible to relate the output gap, cy-
clical unemployment, and Okun’s law to the com-
mon question, “how do we measure business
cycles?” Graphs that show potential output and the
output gap have been added to supply concrete ex-
amples. The formulas for calculating the output gap
and Okun’s Law are written out explicitly. In earlier
editions, students had to figure them out from the
context, sowing confusion about the concept.

Chapter 18: This is Chapter 19 from the previous
edition and is now entitled Spending, Output and
Fiscal Policy. Examples focus on recent (2001 and
2007-2009) recessions so students can make con-
nections between abstract concepts and current
events. Removed Box 19.1 (on J.M. Keynes) and
integrated Box 19.2 (Key assumption of the Keynes-
ian model) into the text. New material has been
written that place fiscal policy in the larger context
of stabilization policy to help provide clarity in dis-
tinguishing among monetary policy, fiscal policy,
and stabilization policy.

Chapter 19: This is Chapter 20 from the previous
edition and is now entitled Monetary Policy and
the Federal Reserve. The discussion of monetary
policy rules has been removed. A discussion of
new Fed policy, payment of interest on reserves,



has been added. Important because this is a tool
Ben Bernanke has identified as crucial to keeping
inflation in check.

m Chapter 20: This is Chapter 21 from the previous
edition, but it has been completely rewritten and is
now entitled Aggregate Demand, Aggregate Sup-
ply, and Stabilization Policy. The model is now the
standard AD/AS model with the price level on the
vertical axis. Concepts learned in Chapters 18 and
19 are used provide a coherent, intuitive deriva-
tion of the AD curve. Assumptions and examples
regarding the price-setting behavior of firms that
are used throughout Chapters 17-19 are the basis
for the AS curve. AD/AS analysis is focused on the
causes of business cycles and how fiscal and mon-
etary policy can be used to deal with them. Appli-
cations of fiscal and monetary policy during the
2007-2009 recession are integrated throughout
the chapter so general concepts can be connected
with current events.

m Chapter 21: This is Chapter 22 from the previous
edition. The discussion of fixed exchange rates has
been eliminated.

ORGANIZED LEARNING INTHE
BRIEF SECOND EDITION

Chapter Learning Objectives

Students and professors can be confident that the orga-
nization of each chapter surrounds common themes
outlined by five to seven learning objectives listed on
the first page of each chapter. These objectives, along
with AASCB and Bloom’s Taxonomy Learning Catego-
ries, are connected to all Test Bank questions and end-
of-chapter material to offer a comprehensive, thorough
teaching and learning experience.

Assurance of Learning Ready

Many educational institutions today are focused on the
notion of assurance of learning, an important element
of some accreditation standards. Principles of Econom-
ics, Brief Edition, 2/e is designed specifically to support
your assurance of learning initiatives with a simple, yet
powerful, solution.

You can use our test bank software, EZTest, to
easily query for Learning Objectives that directly re-
late to the objectives for your course. You can then
use the reporting features of EZTest to aggregate stu-
dent results in a similar fashion, making the collec-
tion and presentation of assurance of learning data
simple and easy.

AACSB Statement

The McGraw-Hill Companies is a proud corporate
member of AACSB International. Recognizing the im-
portance and value of AACSB accreditation, the authors
of Principles of Economics, Brief Edition, 2/e have
sought to recognize the curricula guidelines detailed in
AACSB standards for business accreditation by con-
necting questions in the test bank and end-of-chapter
material to the general knowledge and skill guidelines
found in the AACSB standards. It is important to note
that the statements contained in Principles of Econom-
ics, Brief Edition, 2/e are provided only as a guide for
the users of this text.

A NOTE ONTHEWRITING OF
THIS EDITION

Ben Bernanke was sworn in on February 1, 2006, as
Chairman and a member of the Board of Governors of
the Federal Reserve System, a position to which he was
reappointed in January 2010. From June 2005 until
January 2006, he served as chairman of the Presidenit’s
Council of Economic Advisers. These positions have al-
lowed him to play an active role in making U.S. eco-
nomic policy, but the rules of government service have
restricted his ability to participate in the preparation of
the Brief Editions.

Fortunately, we were able to enlist the aid of Louis
D. Johnston of the College of Saint Benedict | Saint
John’s University to take the lead in creating the macro
portion of the Brief Edition, 2/e. Ben Bernanke and
Robert Frank express their deep gratitude to Louis for
the energy and creativity he has brought to his work on
the book. He has created a great tool for students and
professors.



SUPPEEMENTS

SUPPLEMENTS FORTHE INSTRUCTOR

The following ancillaries are available for quick down-
load and convenient access via the textbook’s Web site
at www.mhhe.com/fbbrief2e and are password pro-
tected for security.

Instructor’s Manual

Prepared by Per Norander of Missouri State University,
this expanded manual features general topics such as
Using the Web Site, Economic Education Resources,
and Innovative Ideas. Additionally, each chapter will
also include: an Overview, Concepts Students Should
Master, Teaching Tips/Student Stumbling Blocks, Addi-
tional Economic Naturalist Examples, In-Class and
Web Activities, an Annotated Chapter Outline, and An-
swers to Textbook Problems.

Test Banks

Prepared by Kate Krause of the University of New
Mexico [micro] and Paul Fisher of Henry Ford Com-
munity College [macro], each manual contains nearly
4,000 questions categorized by chapter learning objec-
tives, AACSB learning categories, Bloom’s Taxonomy
objectives, and level of difficulty.

Computerized Test Bank

McGraw-Hill’s EZ Test is a flexible and easy-to-use
electronic testing program. The program allows you to
create tests from book-specific items. It accommodates
a wide range of question types and you can add your
own questions. Mulitple versions of the test can be cre-
ated and any test can be exported for use with course
management systems such as WebCT, BlackBoard or
Page Out. EZ Test Online is a new service and gives
you a place to easily administer your EZ Test-created
exams and quizzes online. The program is available for
Windows and Macintosh environmnents.

PowerPoints

Prepared by Nora Underwood of the University of Cen-
tral Florida, these slides contain a detailed, chapter-by-
chapter review of the important ideas presented in the
textbook, accompanied by animated graphs and slide
notes. You can edit, print, or rearrange the slides to fit
the needs of your course.

Customizable Micro Lecture Notes and
PowerPoints

One of the biggest hurdles to an instructor consider-
ing changing textbooks is the prospect of having to
prepare new lecture notes and slides. For the micro-
economics chapters, this hurdle no longer exists. A
full set of lecture notes for principles of microeco-
nomics, prepared by Bob Frank for his award-win-
ning introductory microeconomics course at Cornell
University, is available as Microsoft Word files that
instructors are welcome to customize as they see fit.
The challenge for any instructor is to reinforce the
lessons of the text in lectures without generating stu-
dent unrest by merely repeating what’s in the book.
These lecture notes address that challenge by con-
structing examples that run parallel to those pre-
sented in the book, yet are different from them in
interesting contextual ways. Also available is a com-
plete set of richly illustrated PowerPoint files to ac-
company these lecture notes. Instructors are also
welcome to customize these files as they wish.

SUPPLEMENTS FORTHE STUDENT

Online Learning Center
www.mhhe.com/fbbrief2e

For students there are such useful features as the Glos-
sary from the textbook, Graphing Exercises, a set of
study PowerPoints, and practice quizzes.

Premium Content

The Online Learning Center now offers students the
opportunity to purchase premium content. Like an elec-
tronic study guide, the OLC Premium Content enables
students to take self-grading quizzes for each chapter as
well as to download Paul Solman videos—all accessible
through the student’s MP3 device.
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