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“If you want to be listened to, you should put in time listening.” —Marge Piercy

FROM MARGARET AND DAVE

e understand the unique challenges of teach-

ing and learning AP Economics. This book is

the culmination of our combined 35 years of

work with AP Economics students and teach-

ers. We have seen the challenges first hand, and

we have listened to the concerns and solutions
of the many remarkable teachers with whom it has been
our privilege to work. The creation of this book draws
from our experience in every facet of AP-level education,
from teaching high school classes to leading AP
Economics professional development programs. We have
designed this book and its ancillary resources to be the
most effective possible resources to help teachers and stu-
dents succeed in AP Economics.

It is clear that the foundation of any effective AP
Economics course is a high quality, college level textbook.
The impetus for this project was the recognition that,
while any college level introductory textbook can be adapt-
ed for use in an AP Economics course, no existing textbook
is sufficient for the task. The existing textbooks cover large
amounts of material that is not included on the AP Course
QOutline and omit important topics that are on the
Outline. Teachers using existing textbooks must navigate
around unnecessary chapters, cover chapters with some
relevant topics but lots of superfluous information, and
search for supplementary materials to cover topics not
addressed in the text. These problems hinder the effective-
ness of standard textbooks and make extra work for both
teachers and students. While some other college level
books have been printed as “AP Editions,” the changes in
those editions are little more than new labels and covers.
This book is different. It is made specifically to satisfy the
goals of the AP Economics teacher and student.

Intent on promoting the efficiency and effectiveness of
AP Economics courses, we started with the best available
college-level introduction to economics-Krugman and
Wells’ Economics, second edition. The first edition of the
Krugman and Wells textbook was a resounding success,
quickly becoming one of the best-selling college econom-
ics textbooks. AP Economics teachers embraced the text-
book for its clear explanations and storytelling approach.
The second edition of Economics became even more popu-
lar and successful. We knew that it would be the best foun-
dation for an AP adaptation. Our goal was to retain the
features of Economics that make it a winner, while crafting
it to closely follow the AP syllabus and speak to a high
school audience. We hope the result will serve as the best
possible textbook for teaching and learning AP
Economics.

The Organization of This Book
and How to Use It

The organization of this book is inspired by our goal of
adapting the parent book to best support AP Economics
teachers and students. The sequence of sections and modules
conforms to both the AP Topic Outline and a traditional
sequence of material that has been found to be pedagogically
effective. The sections and modules are grouped into building
blocks in which conceptual marterial learned at one stage is
built upon and then integrated into the conceptual material
covered in the next stage. All material included in the AP
Economics Course Description is included here, and all mate-
rial included here is related to AP course requirements.
Following is a walkthrough of the sections in the book:

Section 1: Basic Economic Concepts

The first section initiates students into the study of eco-
nomics, including scarcity, choice and opportunity cost.
Module 1 provides students with definitions of basic terms
in economics. Module 2 provides an overview of the study of
macroeconomics, including economic growth, unemploy-
ment, inflation, and the business cycle for teachers who
want to give their students a brief introduction to the “big
picture” of economics. Modules 3 and 4 present the produc-
tion possibilities curve model and use it to explain compar-
ative and absolute advantage, specialization and exchange.

Section 2: Supply and Demand

Section 2 begins with an opening story that uses the mar-
ket for coffee beans to illustrate supply and demand, mar-
ket equilibrium, and surplus and shortage. Modules S, 6,
and 7 introduce the important parts of the supply and
demand model; demand, supply, and equilibrium. Module
8 and 9 teach students how to use the model to analyze
price and quantity in markets.

Section 3: Behind the Demand Curve:
Consumer Choice

This section looks more closely at topics related to the
demand curve. Module 10 explains how the income and
substitution effects relate to a downward sloping demand
curve and presents the concept of elasticity. Module 11 is
devoted to developing price elasticity while Module 12
explains three additional elasticity measures important in
economics. Consumer and producer surplus are presented
in Modules 13 and 14 and are used to explain deadweight
loss. Finally, Module 15 presents consumer theory and util-
ity maximization.



Section 4: Behind the Supply Curve: Profit,
Production, and Costs

Section 4 shifts to a more detailed discussion of the sup-
ply curve. This section introduces the production and
cost concepts used throughout the following sections.
The section begins with a discussion of profit and profit
maximization in Modules 16 and 17. Module 18 develops
the production function. Modules 19 and 20 introduce
cost concepts, both short-run and long-run. The last
module provides an introduction to the market struc-
tures covered in Sections 5 and 6.

Section 5: Market Structures: Perfect
Competition and Monopoly

Section S presents the perfect competition and monopoly
market structures. Modules 22-24 present perfect compe-
tition. Modules 22 and 23 develop the perfect competition
model and graphs. Module 24 presents the long-run out-
comes under perfect competition. Modules 25-27 present
the monopoly market structure. Module 25 develops the
basic monopoly model. Module 26 presents public policies
toward monopoly and Module 27 explains the practice of
price discrimination.

Section 6: Market Structures:
Imperfect Competition

This section introduces the imperfectly competitive market
structures: oligopoly and monopolistic competition.
Module 28 introduces oligopoly and Module 30 discusses
oligopoly market structures in the real world. Game theory
as it relates to oligopoly is given special attention in Module
29. Module 31 explains monopolistic competition. Module
32 covers product differentiation under monopolistic com-
petition with special focus on the role of advertising.

Section 7: Factor Markets

This section begins with Module 33, an introduction to
factor markets and factor demand. Modules 34 and 35
present the markets for land, capital, and labor. Module 36
explains how to find the cost-minimizing combination of
inputs. The last module in the section discusses the mar-
ginal productivity theory of income distribution and vari-
ous sources of wage differentials.

Section 8: Market Failure and the Role
of Government

This section focuses on the conditions under which mar-
kets fail and explains public and private approaches to
market failure. Modules 38 and 39 discuss externalities
and the public policies and private remedies available to
address them. Module 40 covers public goods. Module 41
presents the use of antitrust law and government regula-
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tion to promote competition. Module 42 explains theories
of income distribution and income inequality.

The appendix to Section 8 provides enrichment modules.
While not currently part of the material on the AP Topic
Outline, these modules contain extensions of the material
presented in AP courses. They provide enrichment materials
for advanced students or for coverage after the AP exam.
This material may also be considered for inclusion on the
AP Topic Outline in the future. Module 43 presents the eco-
nomics of information, including adverse selection and
moral hazard. Module 44 discusses indifference curves and
consumer choice, an extension of the material in Module 15.

The AP Edition: What’s Different?

Perhaps the most important feature of the AP adaptation
of Economics is what has been left unchanged. We retain
Paul Krugman’s fresh voice and lively writing style, which
AP students find easy to understand. We also adhere to the
general approach of the parent book:

“To achieve deeper levels of understanding of the real
world through economics, students must learn to
appreciate the kinds of trade-offs and ambiguities
that economists and policy makers face when apply-
ing their models to real-world problems. We believe
this approach will make students more insightful and
more effective participants in our common econom-
ic, social, and political lives.”

Finally, we have been careful to maintain the international
focus and global coverage of issues from Economics, 2e.

However, we have made significant changes in the origi-
nal book to meet the specific needs of AP Economics teach-
ers and students. Here are the major adaptations:

Close Adherence to the AP Topic Outline
and Terminology

We have carefully followed the AP Topic Outlines for
Microeconomics and included all of the material required for
the course. The book covers the course material using the same
terminology students will see on the AP Microeconomics
Exam. When there is more than one term that can be used in
a particular situation, we have introduced students to each of
the terms they might see on the exam and made it clear that
the terms are synonymous. Because it closely conforms to the
required course material and introduces AP exam terminolo-
gy, this book helps students learn the material and terminol-
ogy they will see on their AP Microeconomics Exam.

AP Course-friendly Organization

This book is arranged by sections that correspond to the AP
Topic Outline provided by the College Board. Each section
is divided into 4-7 modules. Each module breaks the



course material into a pedagogically appropriate unit that
is designed to be presented in one class period, with addi-
tional class periods for activities, demonstrations, and
reinforcement, as needed. This organization takes teachers
and students through the required AP course material in a
sequence and at a pace designed for optimal success for
students in AP economics classes.

Relevant Examples

The Krugman and Wells textbook was lauded for its use of
relevant and interesting examples to teach economic prin-
ciples. We have retained this approach and many of the
examples from the parent book. However, we have modi-
fied, added, or replaced examples to speak specifically to a
high school audience.

Practice for the AP Exam

Each module in the book ends with AP review material
including sample multiple-choice and free-response ques-
tions related to the content in the module. The multiple-
choice questions are written in the style of the AP exam with
five distracters. Two sample free-response questions are
included for each module, the first of which includes a sam-
ple grading rubric. Providing the rubric helps students to pre-
pare for the format of the AP exam and to better understand
how their responses will be graded (which will help them to
provide better responses on the exam).

Supplements

The teacher and student supplements have been designed
by experts in AP economics to facilitate teaching and
learning. The instructor’s resources are comprehensive
enough to guide new AP teachers through their first years
of teaching AP economics but also provide unique ideas
and suggestions that will help experienced teachers
enhance their courses. The student’s resources help stu-
dents through both the course and preparation for the AP
exam. All supplement materials are developed to adhere to
the AP course outline, goals, and testing format.

Economics by Example

David Anderson’s Economics by Example has become a lead-
ing supplemental resource for AP economics courses. Each
book is bundled with a copy of the Anderson book, and sug-
gestions for how to use it in an AP economics course are
integrated throughout the text and the instructor materials.

Advantages of This Book

This book has all of the advantages found in the parent
book as well as many new advantages unique to the AP
adapration:

» Created by a Team with Insight. The team of authors
for this project has a wealth of experience with AP eco-
nomics. This book is the result of extensive collabora-
tion within the team as well as incredible support from
highly qualified AP content reviewers and accuracy
checkers at all points along the way.

» Created Specifically to Meet the Needs of AP
Economics Teachers and Students. From the Table of
Contents through the supplements, this project is
specifically designed to meet the needs of AP teachers
and students. The outline of the book follows the AP
topic outline, the terminology in the book conforms to
accepted terminology used in AP materials and on the
AP exam, and supplements provide everything new or
experienced teachers and students need to be sucessful
in an AP economics course.

» Chapters build intuition through realistic examples.
In every chapter, real-world examples, stories, applica-
tions, and case studies teach the core concepts and moti-
vate student learning. The best way to introduce
concepts and reinforce them is through real-world
examples; students simply relate more easily to them.

- Pedagogical features reinforce learning. The book
includes a genuinely helpful set of features that are illus-
trated and described later in the Preface.

Modules are accessible and entertaining. A fluid and
friendly writing style makes concepts accessible.
Whenever possible, the book uses examples that are
familiar to students: choosing which college to attend,
paying a high price for a cup of coffee, or deciding where
to eat at the food court at the local shopping mall.

> Although easy to understand, the book also pre-
pares students for the AP exam and further course-
work. Too often, instructors find that selecting a
textbook means choosing between two unappealing
alternatives: a textbook that is “easy to teach” but
leaves major gaps in students’ understanding, or a text-
book that is “hard to teach” but adequately prepares
students for the AP exam and future coursework. This
is an easy-to-understand textbook thart offers the best
of both worlds.

Supplements and Media

We are pleased to offer an enhanced and completely revised
supplements and media package to accompany this text-
book. The package has been crafted by experienced AP
teachers to help instructors teach their AP Economics
course and to give students the tools to develop their skills
in economics and succeed on the AP Economics Exam.

(“Supplements” continued, p. xxvi)
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Engaging examples provide a context for important concepts
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Section 2 uses the supply of
coffee beans and the price
of coffee at the local
Starbucks to teach the
supply and demand model.
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Module 5 Supply and Demand: Introduction
and Demand

Module 6 Supply and Demand: Supply
and Equilibrium

Module 7 Supply and Demand: Changes in
Supply and Demand

Module 8 Supply and Demand: Price Controls
(Ceilings and Floors)

Module 9 Supply and Demand: Quantity
Controls

Economics by Example:

“The Coffee Market's Hot; Why Are Bean

For those who need a cappuccino, mocha latte, or Frappuc-
cino to get through the day, coffee drinking can become an
expensive habit. And on October 6, 2006, the habit gora
little more expensive. On that day, Starbucks raised its
drink prices for the first time in six years. The average price
of coffee beverages at the world’s leading chain of coffee-
houses rose about 11 cents per cup.

Starbucks had kept its prices unchanged for six years. So
what compelled them to finally raise their prices in the fall
of 2006? Mainly the fact that the cost of a major ingredi-
ent—coffee beans—had gone up significantly. In facr, coffee
bean prices doubled between 2002 and 2006.

Who decided to raise the prices of coffee beans? No-
body: prices went up because of events outside anyone’s
control. Specifically, the main cause of rising bean prices
was a significant decrease in the supply of coffee beans
from the world's two leading coffee exporters: Brazil and

Supply
and
Demana

Vietnam. In Brazil, the decrease in supply was a delayed
reaction to low prices earlier in the decade, which led cof-
fee growers to cut back on planting. In Vietnam, the prob-
lem was weather: a prolonged drought sharply reduced
coffee harvests.

And a lower supply of coffee beans from Vietnam or
Brazil inevitably translates into a higher price of coffee on
Main Streer. It's just a matter of supply and demand.

What do we mean by that? Many people use “supply and
demand” as a sort of catchphrase to mean “the laws of the
marketplace at work.” To economists, however, the con-
cepe of supply and demand has a precise meaning: it is a
model of how a market behaves

In this section, we lay out the pieces that make up the
supply and demand model, put them together, and show how
this model can be used ro understand how many—but not
all—markets behave.




Clearly labeled graphs help to explain complex ideas

A Movement Along the Demand Price of

Curve Versus a Shift of the coffee beans

Demand Curve (per pound) A shift of the

The rise in the quantity demanded when going demand curve.. . .

from point A to point B reflects a movement along $2.00 -

the demand curve: it is the result of a fall in the

price of the good. The rise in the quantity de- 175 = )
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the quantity demanded at the demand curve.

Figure 5.3 shows the 1.25 |-

difference between
movement along the
demand curve and a
shiftin demand,
providing a clear
presentation of a
difficult topic.
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Movement Along the Price of
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2 Supply Curve (per pound)

Figure 6.3 in the following
module illustrates the same
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the supply curve: it is 1.75 curve.. . .
a rise in the price of the
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' \ 0.50 . supply curve.
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to distinguish between 3 o 7 10 11.2 12 15 17

demand (blue) and supply | Quantity of coffee beans
(red) curves.

(billions of pounds)
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For Instructors

Teacher’s Resource Binder The TRB, written by Eric Dodge, is
a comprehensive resource for AP Microeconomics teachers
that provides suggestions for organizing an AP Microeco-
nomics course, including a sample syllabus, teaching strate-
gies, suggested resources, and AP tips that will prove helpful
for new and experienced AP teachers alike. In addition, the
following components are provided for each module:

Student learning objectives
Key economic concepts
» Common student difficulties
» Class presentation ideas

» Pacing guides to suggest how much class time to spend
on the module

» Sample lectures
= In-class demonstrations and activities

» Solutions to AP Review problems from the textbook

Teacher’s Resource CD-ROM The CD-ROM contains all text
figures (in JPEG and PPT formats), PowerPoint lecture
slides, and detailed solutions to all of CYU, Tackle the Test,
and end-of-section problems. Using the Teacher’s
Resource CD-ROM, the teacher can easily build classroom
presentations or enhance online courses.

Printed Test Bank The Test Bank, written by Eric Dodge,
provides a wide range of AP-style multiple-choice and
short-answer questions appropriate for assessing student
comprehension, interpretation, analysis, and synthesis
skills. With close to 3000 questions, the Test Bank offers
mulriple-choice questions designed for comprehensive
coverage of the AP course concepts. Questions have been
checked for correlation with the text content and notation,
overall usability, and accuracy.

The questions are organized by section, keyed to the
pertinent module(s), and categorized by degree of diffi-
culty. The Test Bank includes questions designed to rep-
resent the various question formats used on the AP
exam. It contains questions based on the graphs that
appear in the book. These questions ask students to use
the graphical models developed in the textbook and to
interpret the information presented in the graph.
Selected questions are paired with scenarios to reinforce
comprehension.

ExamView® Assessment Suite The Printed Test Bank is
available in computerized format with ExamView.
ExamView Test Generator guides teachers through the
process of creating online or paper tests and quizzes
quickly and easily. Users may select from our extensive
bank of more than 2000 test questions or use the step-by-
step tutorial to write their own questions. Tests may be
printed in many different types of formats to provide
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maximum flexibility or may be administered online using
the ExamView Player. Questions may be sorted according
to various information fields and scrambled to create dif-
ferent versions of tests.

Lecture PowerPoint Presentation Created by Margaret Ray,
the enhanced PowerPoint presentation slides are
designed to assist teachers with lecture preparation and
presentations. The slides contain graphs, data tables, and
bulleted lists of key concepts suitable for lecture presen-
tation. Key figures from the text are replicated and ani-
mated to demonstrate how they build. Notes to the
Instructor are included to provide added tips, class exercises,
examples, and explanations to enhance classroom pre-
sentations. The PowerPoint presentations may also be
customized by adding personalized data, questions, and
lecture notes. The files may be accessed on the instruc-
tor’s side of the Web site or on the Instructor’s Resource
CD-ROM.

For Students

Strive for a 5 Prepared by Margaret Ray, this guide serves as
a study guide for students as they complete the course and
as an AP test preparation resource. It reinforces the topics
and key concepts covered in the text and on the AP exam.

The study guide component of Strive for a § begins with
an overview of the sections to provide a big picture con-
text and to review how the textbook content correlates to
the AP exam weighting and then shifts to a module by
module review. The coverage for each module is organized
as follows:

Before You Read the Module

» Summary: an opening paragraph that provides a brief
overview of the chapter.

> Learning Objectives: a numbered list outlining and
describing the most important concepts in the module.

» A review and discussion of key models and/or graphs
introduced in the module.

While You Read the Module
» Key Terms: a list of boldface key terms—including room
for definitions and note-taking.

» What to watch for: A list of questions that prompt stu-
dents to look for key information as they read, with
space left for answers and note taking.

After You Read the Module

» Review questions: fill-in-the blank questions that review
important material in the module.

Featured graph: a graphing exercise that helps students
understand and draw the important graphs in the
module.



» Practice questions: study questions, and sample free
response questions to help review the material in the
module.

Answer Key

» Solutions: detailed solutions to the Questions, and
Exercises in the Study Guide.

The AP preparation section of Strive fora S is a comprehen-
sive test review resource. It begins with a diagnostic pre-
test and instructions to help students determine where to
focus their test preparation efforts. Test preparation tips,
suggestions for setting a test preparation schedule, and
advice on how to study effectively and efficiently in prepa-
ration for the AP exam are also featured. Finally, sample
practice tests that simulate the AP exam with solutions
and sample grading rubrics are provided. Information
about purchasing the Strive for a § guide may be found on
the Web site.

Krugman’s Economics for AP*, eBook The eBook fully inte-
grates the text with the student media including animared
graphs. The eBook also offers a range of customization
features including bookmarking, highlighting, note-
taking, plus a convenient glossary.

Book Companion Web Site for Students and
Instructors

www.bfwpub.com/highschool/Krugman_AP_Micro
The companion Web site offers valuable tools for both
instructors—including access to the contents of the
Instructors Resource CD and suggestions for additional
resources—and for students—additional opportunities for
self-testing and review. For additional information on the
supplements package and other offerings check out the
Web site.
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