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PREFACE

As any experienced editor will attest, the college textbook market is a crapshoot.

In each major market there are dozens, if not scores, of books competing for
the instructor’s limited attention, and each year there are at least several highly
touted new entries. With so many titles to choose from, quality alone does not
assure success. Indeed, I am struck that several of the new books I liked best in
recent years somehow failed to capture the market’s fancy.

And so 1 am especially grateful for the market’s warm reception of the first
two editions of Microeconomics and Behavior. What pleases me most is that the text
has done so well despite its ambitious and uncompromising agenda for the
course. My goal was to write an intellectually challenging text that at the same
time would be accessible and engaging to students. The more common approach
in this market has been to emphasize one of these dimensions or the other. For
example, some texts have done well by sacrificing rigor in the name of user-
friendliness. But although such books sometimes keep students happy, they often
fail to prepare them for upper-division courses in the major. Other texts have
succeeded by sacrificing accessibility in the name of rigor, where rigor is all too
often taken to mean mathematical density. These courses overwhelm many
undergraduates, and even those few who become adept at solving well-posed
mathematical optimization problems are often baffled by questions drawn from
everyday contexts. I have always believed that a text could at once be rigorous
and user-friendly. And to judge by the breadth of Microeconomics and Behavior’s
adoption list, many of you apparently agree.

I wrote Microeconomics and Behavior in the conviction that the teaching of intu-
ition and the teaching of technical tools are complements, not substitutes. Stu-
dents who learn only technical tools rarely seem to develop any real affection for
our discipline, and even more rarely do they acquire that distinctive mindset we
call “thinking like an economist.” By contrast, students who develop economic
intuition are stimulated to think more deeply about the technical tools they learn
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and to find more interesting ways to apply them. Most important, they usually
end up liking economics.

Microeconomics and Behavior develops the core analytical tools with great
patience and attention to detail. At the same time, it embeds these tools in a
uniquely diverse collection of examples and applications to illuminate the power
and versatility of the economic way of thinking,.

Economic Naturalism

In more than 25 years of teaching, I have found that the most effective device for
developing intuition is to train students to become “economic naturalists.” Study-
ing biology enables people to observe and marvel at many details of life that
would otherwise have escaped notice. In much the same way, studying micro-
economics can enable students to see the mundane details of ordinary existence
in a sharp new light. Throughout the text, I try to develop intuition by means of
examples and applications drawn from everyday experience. Microeconomics and
Behavior teaches students to see each feature of the man-made landscape as the
reflection of an implicit or explicit cost-benefit calculation.

To illustrate, an economic naturalist is someone who wonders why kitchens
in modern American houses often occupy more than 30 percent of the ground
tloor area, compared to less than half that percentage in houses built near the
turn of the century. People untutored in the art of economic naturalism some-
times mention the “deepening love affair” between Americans and their kitch-
ens. Or they may speculate that we build bigger kitchens because we spend more
time in the kitchen than we used to. But although these responses are not wrong
in any strict sense, neither are they explanations. Economic naturalists want to
know what causes the growing affinity for kitchens. And the first explanation they
search for is a significant change in relative prices.

Perhaps the most important such change has been the rising opportunity cost
of time. The growing percentage of two-earner families has made it more attrac-
tive to do larger, but less frequent, shopping trips, and buying groceries in larger
batches naturally creates a demand for more kitchen space to store them. Tech-
nological changes have aiso contributed. The proliferation of automobile own-
ership has made it easier to transport large quantities of groceries; and refrig-
eration, freezing, special packaging, and the like have made it possible to store
food for much longer periods. Economic naturalists recognize in these factors the
seeds of plausible hypotheses about why modern kitchens are so much larger.
They spend little energy investigating deepening love affairs for kitchens.

Recent developments in the economics of information provide a rich source of
intellectually engaging applications for the economic naturalist. For example,
critics often remark with surprise that the Australian films shown in the United
States— Breaker Morant, Gallipoli, My Brilliant Career, Mad Max, Crocodile Dundee,
The Last Wave, Picnic at Hanging Rock, Strictly Ballroom, Priscilla: Queen of the
Desert, and others—are so much better than the average American film. On a
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moment’s reflection, however, this is just what we ought to have expected. To
see why, note the criteria by which people decide whether to see a film: Is it by
a well-known director? Does it feature a favorite actor or actress? Has it gotten
rave reviews in the media? Have friends who have seen it had good things to
say about it? The one thing these early Australian films had in common was that
few Americans had ever heard of the people who made or starred in them.
Although Peter Weir, Paul Hogan, Judy Davis, Mel Gibson, and a few other Aus-
tralian directors and actors have since gone on to fame in the United States, they
were virtually unknown at the time their films were first shown here. So the
investors who were trying to decide which Australian films to book into U.S.
theaters knew their only chance for success lay in films that would generate good
reviews and strong word-of-mouth—in a word, only the very best films. Any-
thing less simply would not justify the heavy investments required to launch a
movie in the American market. The economics of information thus tells us not
that Australian films are of uniformly high quality, but that only the very highest-
quality Australian films can hope to make money in the U.S. market.

Reproduced by Special Permission of Playboy magazine.

Copyright € 1981 by Playboy.

CPrvaptt::

“Look at this this way: If 1 weren’t a very good lawyer,
could I practice in a clown costume?”

Another rich source of material for the economic naturalist comes from the
burgeoning literature on the new institutional economics. Ronald Coase’s 1960
paper, “The Problem of Social Cost,” is by a wide margin the most widely cited
economics paper of the post-World War 1II era, and in 1991 Coase was at long
last awarded the Nobel Prize in economics. Unaccountably, however, many
microeconomics texts barely mention his seminal ideas. Microeconomics and Behav-
ior, by contrast, devotes an entire chapter to applications of the Coase theorem
and related developments in the growing literature on transaction costs.
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Focus on Problem Solving

Most economists agree that the best way to learn price theory is by solving prob-
lems. More than any other text currently available in the marketplace, Microeco-
nomics and Behavior prepares students for its end-of-chapter problems by taking
them through a sequence of carefully crafted examples and exercises within each
chapter. Because most of these examples and exercises are drawn from familiar
contexts, and because students engage more readily with the concrete than with
the abstract, this approach proves most effective. By contrast, my experience with
many current texts is that students often reach the end-of-chapter problems with
little or no idea how to proceed.

Optimal Topic Coverage

Given the explosion of interesting new micro topics that has occurred in recent
decades, it has become increasingly difficult to keep intermediate texts within
reasonable length. No one likes to see a favorite topic omitted, but I have done
some trimming. Concepts like arc-elasticity of demand and the kinked-demand
curve oligopoly model get short shrift in Microeconomics and Behavior, freeing up
space for more valuable topics—a modern treatment of price discrimination; a
spatial model of monopolistic competition; a careful introduction to game theory
and strategic behavior; and a fresh look at the policy implications of the modern
theory of monopoly, to name just a few.

A guiding principle in the evolution of Microeconomics and Behavior has been
that topics should be emphasized in proportion both to their importance and to
the difficulty that students have in mastering them. Because the basic rational
choice model is the building block for much of what comes later in the course,
[ have devoted considerably more attention to its development than competing
texts do. I have also allocated extra space for elasticity and its applications in
demand theory, and for the average-marginal distinction in production theory.

As an additional means of identifying topics most difficult to master, I have
made use of recent research showing that people often systematically violate the
prescriptions of the rational choice model. For example, whereas the model says
that rational persons will ignore sunk costs, many people are in fact strongly
influenced by them. (Someone who receives an expensive, but painfully tight,
pair of shoes as a gift is much less likely to wear them than is someone who
spent $200 out of his own pocket for those same shoes.) Especially in the chapters
on consumer behavior, I call students’ attention to situations in which they them-
selves are likely to make irrational choices. Because students’ resources are lim-
ited, it makes sense to focus on precisely those issues for which knowing price
theory is most likely to be helpful.

It may seem natural to wonder whether discussing examples of irrational
choices might confuse students who are struggling to master the details of the
rational choice model. Ironically, however, my experience has been exactly to the
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contrary. Such examples actually underscore the normative message of the tra-
ditional theory. Students who are exposed to them invariably gain a deeper
understanding of the basic theoretical principles at issue. Indeed, they often seem
to take an almost conspiratorial pride in being able to see though the errors of
judgment that many consumers make. For instructors who want to pursue how
cognitive limitations affect consumer behavior in greater detail, there is a sup-
plementary chapter on this topic.

A Broader Conception of Self-Interest

One of my goals in Microeconomics and Behavior has been to incorporate a broader
conception of preferences into models of individual choice. Most texts mention
at the outset that our rational choice model takes people’s tastes as given. They
may be altruists, sadists, or masochists; or they may be concerned solely with
advancing their own material interests. But having said that, most texts then pro-
ceed to ignore all motives other than material self-interest. It is easy to see why,
because economic research has scored its most impressive gains on the strength
of this portrayal of human motivation. It tells us, for example, why car pools
form in the wake of gasoline price increases; and why thermostats are generally
set lower in apartments that have separately metered utilities.

And yet, as students are keenly aware, our homo economicus caricature is pat-
ently at odds with much of what we know about human behavior. People vote
in presidential elections. They give anonymously to public television stations and
private charities. They donate bone marrow to strangers with leukemia. They
endure great trouble and expense to see justice done, even when it will not undo
the original injury. At great risk to themselves, they pull people from burning
buildings, and jump into icy rivers to rescue people who are about to drown.
Soldiers throw their bodies atop live grenades to save their comrades. Seen
through the lens of the self-interest theory emphasized in current microeconomics
textbooks, such behavior is the human equivalent of planets traveling in square
orbits. Indeed, many students are strongly alienated by our self-interest model,
which they perceive as narrow and mean-spirited.

Microeconomics and Behavior freely concedes the importance of the self-interest
motive in many contexts, but also contains a supplementary chapter on the role
of unselfish motives in social and economic transactions. Employing elementary
game theory, this chapter identifies circumstances in which people who hold such
motives have a competitive advantage over pure opportunists. It shows, for
example, that people known to have cooperative predispositions can solve pris-
oner’s dilemmas and other commitment problems in a way that purely self-inter-
ested persons cannot.

Our theoretical models of human nature are important, not least because they
mold our expectations about how others will behave. Economics is the social sci-
ence most closely identified with the self-interest model of human behavior. Does
this model color our expectations of others, and perhaps even our own behavior?
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In a recent study, two colleagues and I found numerous indications that econo-
mists are much more likely than others to behave opportunistically in social
dilemmas.! For example, academic economists were more than twice as likely as
the members of any other discipline we surveyed to report that they give no
money at all to any private charity. In an experiment, we also found that eco-
nomics majors were more than twice as likely as nonmajors to defect when play-
ing one-shot prisoner’s dilemmas with strangers.

This difference was not merely a reflection of the fact that people who chose
to major in economics were more opportunistic to begin with. We found, for
example, that the difference in defecting grew larger the longer a student had
studied economics. Questionnaire responses also indicated that freshmen in their
first microeconomics course were more likely at the end of the term to expect
opportunistic behavior from others then they were at the beginning.

There are thus at least some grounds for concern that, by stressing only the
self-interest motive, economists may have undermined our students” propensities
for cooperative behavior. The irony, as I attempt to show in Chapter 7, is that the
internal logic of the economic model never predicted such narrowly self-inter-
ested behavior in the first place.

Additional Pedagogical Features

Unlike most intermediate texts, Microeconomics and Behavior contains no boxed
applications, which tend to distract students from the thread of argument being
developed. Instead, applications and examples are integrated fully into the text.
Many of these have the added advantage of being drawn from experiences to
which students can personally relate.

The chapter introductions and summaries are other innovative features of
Microeconomics and Behavior. Most chapters begin with an anecdote that poses a
problem or question that the material developed in the chapter will enable the
student to answer. These introductions have proved especially helpful for the
many students who find that getting started is often the hardest step. The chapter
summaries in most current texts consist of brief annotated lists of the topics cov-
ered. The chapter summaries in Microeconomics and Behavior, by contrast, are writ-
ten in a narrative form that carefully synthesizes the material covered in the
chapters.

Each chapter conciudes with a selection of problems that range in difficulty
from routine to highly challenging. These problems have all been class-tested to
assure their accuracy and effectiveness in helping students master the most
important concepts in the chapters.

Answers to all in-text exercises appear at the end of the chapter in which they

!See R. H. Frank, T. D. Gilovich, and D. T. Regan, “Does Studying Economics Inhibit Cooperation?”
Journal of Economic Perspectives, Spring 1993,
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occur. Variations and extensions of these exercises are echoed in the end-of-chap-
ter problems, which enables students to approach these problem sets with greater
confidence. Detailed answers to all end-of-chapter problems are included in the
instructor’s manual.

Core and Supplementary Chapters

Even though Microeconomics and Behavior was not written to include every topic
that might conceivably appeal to the members of an adoption committee, it does
contain more material than can be covered comfortably in a single term. As the
table of contents makes clear, it includes the standard micro-text core chapters,
in the order in which they are most commonly presented. It also includes five
supplementary chapters that explore new developments and other material not
generally included in the core chapters. With the time constraints of the single-
term course in mind, the supplementary chapters have been written in a more
discursive style than the core chapters, which makes them accessible to students
with little or no faculty supervision. Thus, with virtually no disruption of estab-
lished single-term lecture plans, these chapters can be assigned as supplementary
readings.

Changes in the Third Edition

The rule in publishing is to stick with a winning formula. So although the third
edition of Microeconomics and Behavior contains many new examples and appli-
cations throughout, it is essentially similar to the first two editions in terms of
its topic coverage and pedagogy. Still, there have been a number of refinements,
some of which I list here:

= Earlier introduction of marginal analysis. In earlier editions, all of the exam-
ples in Chapter 1 involved choices among discrete alternatives. In this edition,
I introduce the concept of marginal analysis in this chapter by means of sev-
eral examples involving choice over continuous outcomes.

= A nontechnical section on the marginal utility approach to the consumer
choice problem. Earlier editions treated the consumer choice problem by
means of the indifference curve/budget constraint approach in the text, with
a mathematical appendix on the calculus-based marginal utility approach. In
response to requests from numerous users and reviewers, I have added a sec-
tion in Chapter 3 of the third edition that presents the marginal utility
approach in noncalculus terms.

= Relegation of material to appendices. Because student attention is a scarce
resource, the addition of new material creates a need to delete existing mate-
rial. Yet inevitably what gets left behind turns out to be somebody’s favorite




XU

PREFACLE

material. I have tried to mitigate this problem by relegating material to appen-
dices rather than deleting it outright. Another change in the third edition is
that the appendices now appear as a group at the end of the text, rather than
individually at the end of their respective chapters.

= Consolidation of Chapters 13 and 14. In a concession to the fact that the
boundary between oligopoly and monopolistic competition is neither theo-
retically nor empirically well defined, I have combined the two chapters on
these topics into a single chapter in the third edition.

The Ancillaries

For the third edition, Jim Halteman of Wheaton College has expanded and
upgraded the well-received study guide and instructor’s manual and test bank
he produced for the earlier editions. Amy Glass of Ohio State University has pro-
vided valuable additional testing materials. This edition also comes with an inter-
active student software package by Mark Reiman of Pacific Lutheran University
that features a Windows interface, 12 full-length tutorials, extensive graphical
and numerical exercises, a hyperlink glossary, bibliography, and testing options.
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