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he challenge and thrill of learning a new subject
Tis like climbing a mountain. When we set out at
the mountain’s base, we are unsure of the way up.
Along the way, we sometimes feel lost. But as we
progress upward, we see ever more clearly the path
we've followed, even the parts where we felt lost,
and we see how our path fits into a bigger and
broader picture.

Students, like mountaineers, benefit enormously
from the experience of those who have scaled the
peaks before them and from the maps that these ear-
lier climbers have made. They also benefit from prac-
ticing on smaller peaks. And they gain perspective
by pausing on the climb and looking back at where
they’ve been on their ascent.

Our aims in Foundations of Macroeconomics are to
travel with you on a journey of discovery, to support
youevery step of the way so that you are never disori-
ented or 1ost, and to help you understand and appre-
ciate the economic landscape that surrounds you.

The cover of this text symbolizes our aims. The
mountain range is the terrain of economics that we're
going to scale, understand, and appreciate. The ris-
ing sun and Foundations icon are our light sources—
the clearest and most sharply focused explanations
and illustrations of economic principles and ideas.
The icon also emphasizes the idea of building blocks
that fit one on top of another but that stand on a firm
foundation. Each block is a small and easily handled
object that can be understood on its own and then

more keenly appreciated as part of a larger picture.




To Erin,Tessa, Jack,

and Abby
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Preface

Why?

With Parkin’s Economics (now entering its sixth edi-
tion) an established, best-selling principles of economics
textbook, why have we written Foundations of
Macroeconomics and its companion Foundations of
Microeconomics? Is this rational behavior?

We think so. We have been driven to write

Foundations by what our own students and several hun-
dred of our fellow economists in colleges and universities across the United
States have repeatedly told us. Economics is a core competency for the responsi-
ble citizen and is a foundation tool for every type of career. But the challenges of
learning and teaching economics are formidable. Our students have diverse
backgrounds and learning styles. We must fit an entire course in macroeconom-
ics into too few weeks. And we must meet the challenge of using new technolo-
gies in our classrooms.

As we contemplated these challenges, it became clear to us that to meet
them, we needed to rethink the way we teach our subject and to create a new

learning system for our students.

LOWERING THE BARRIERS TO ENTRY

Most economics professors want to teach a serious, analytical course that
explains the core principles of our subject and helps students apply these princi-
ples in their lives and jobs. We are not content to teach “dumbed-down” eco-
nomics. But most students drown rather than learn to swim when thrown into
the deep end of the pool. In this book and its accompanying learning tools, we
make painstaking efforts to lower the barriers to learning and to reach out to the
beginning student.

We focus on core concepts. We steer a steady path between an overload of
detail that swamps the students and a minimalist approach that leaves the stu-
dent dangling with too much unsaid. We explain tough concepts with the sim-
plest, most straightforward language possible, and we reinforce them with clear,
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fully explained graphs. And we offer students a rich array of active learning
tools that provide alternative ways of accessing and mastering the material.

B Focus on Core Concepts

Each chapter of Foundations concentrates on a manageable number of main ideas
(most commonly three or four) and reinforces each idea several times through-
out the chapter. This patient, confidence-building approach guides students
through unfamiliar terrain and helps them to focus their efforts on the most
important tools and concepts of our discipline.

B Diagrams That Tell the Whole Story

We developed the style of our diagrams with extensive feedback from faculty
focus group participants and student reviewers. All figures make consistent use
of color to show the direction of shifts and contain detailed, numbered captions
designed to direct students’ attention step by step through the action. Because
beginning students of economics are often apprehensive about working with
graphs, we have made a special effort to present material in as many as three
ways—with graphs, words, and tables—in the same figure. And in an innova-
tion that seems necessary but is to our knowledge unmatched, nearly all of the
information supporting a figure appears on the same page as the figure itself.
No more flipping pages back and forth!

B Many Learning Tools for Many Learning Styles

Our text and its integrated print and electronic learning package recognize that
our students have a variety of learning styles. Some learn easily by reading the
textbook; others benefit from audio and visual reinforcement. All students can
profit from an active learning approach. Your students’ textbooks come with
access to a suite of innovative learning tools, including tutorial software, an
eText featuring animated graphs with audio voiceovers, interactive quizzing,
and more.

PRACTICE MAKES PERFECT

Everyone agrees that the only way to learn economics is to do it! Reading and
remembering doesn’t work. Active involvement, working problems, repeated
self-testing: These are the ingredients to success in this subject. We have struc-
tured this text and its accompanying electronic and print tools to encourage
learning by doing. The central device that accomplishes this goal is a tightly knit
learning system based on our innovative Checklist-Checkpoints structure.

H Checklists

Each chapter opens with a Chapter Checklist—a list of (usually) three or four
tasks the student will be able to perform after completing the chapter. Each item
in the Checklist corresponds to a major section of the chapter that engages the
student with a conversational writing style, well-chosen examples, and rich and
carefully designed illustrations.
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B Checkpoints

A full-page Checkpoint—containing a Practice Problem with solution and a par-
allel Exercise—immediately follows each chapter section. The Checkpoints serve
as stopping points and encourage students to review the concept and to practice
using it before moving on to new ideas. Diagrams and tables bring added clar-
ity to the Checkpoint problems and solutions.

Each Checkpoint also contains an exact page reference to corresponding
material in the Study Guide as well as a reference to the corresponding section
of eFoundations, our online learning environment. We describe these learning
tools more fully below.

B Chapter Checkpoints

At the end of each chapter, a Chapter Checkpoint summarizes what the student
has just learned with a set of key points, a list of key terms, and a set of exer-
cises, many of which send the student to our Web site for further information or
data.

B Conveying the Excitement

Students learn best when they can see the point of what they are studying. We
show the point in a series of Eye On ... features and in Economics in the News.
Current and recent events appear in Eye on the U.S. Economy boxes. We place
our present experience in global and historical perspectives with Eye on the
Global Economy and Eye on the Past boxes. All of our Eye On ... boxes connect
theory with reality.

Economics in the News, which appears once each chapter, is a brief news item
with questions for discussion or assignment. A Web link provides access to a
more complete version of the news item, together with links to other relevant
information. The Instructor’s Manual contains answers to the questions, and a
set of PowerPoint presentations enables the news story to be discussed and
illustrated in the classroom.

ORGANIZATION

I

Our text focuses on core topics with maximum flexibility. We cover all the stan-
dard topics of the principles of macroeconomics curriculum. And we do so in
the order that is increasingly finding favor in the principles course. We believe
that a powerful case can be made for teaching the subject in the order in which
we present it here. The organizing device is the idea that at full employment,
the real economy is influenced by only real variables and the price level is pro-
portional to the quantity of money. This idea has been incredibly productive in
advancing our understanding of both the full employment economy and the
business cycle. By having a firm understanding of the fundamental forces that
determine potential GDP, the student better appreciates the more complex inter-
actions of real and monetary factors that bring economic fluctuations. Further,
the student sees that the long-term trends in our economy play a larger role in
determining our standard of living and cost of living than do the fluctuations
around the trends.

xxiii
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Deciding the order in which to teach the components of macroeconomics
involves a balancing act that trades off the cumulative nature of the material
against the desire to cover topics that are in the news early in the course. There
is little disagreement that the place to begin is with production possibilities and
demand and supply, followed by the definitions and measurement of the key
macroeconomic variables. We provide a carefully paced and thoroughly modern
treatment of these topics.

The course then divides naturally into three parts. The first explains the real
economy at full employment (potential GDP, investment, saving, the real inter-
est rate, and economic growth, including policies for achieving faster growth).
The second explains the money economy (determining the interest rate in the
short run and price level and inflation in the long run). The third explains eco-
nomic fluctuations (interactions between the real and monetary sectors and sta-
bilization policy issues).

Extensive reviewing suggests that most teachers agree with our view on
how to organize the course. But we recognize that there is a range of opinion
about sequencing, and we have structured our text so that it works equally well
if other sequences are preferred. Some teachers want to follow the measurement
material with the aggregate expenditure (fixed price level) model and aggregate
demand and aggregate supply. Money and economic fluctuations come next.
And the influences on potential GDP and economic growth either come last or
are omitted. Our text fully supports this sequence. After Chapter 7, it is possible
to jump to Chapter 14 (Expenditure Multipliers) or, if an instructor wishes to
skip the Aggregate Expenditures model, directly to Chapter 15 (Aggregate
Supply and Aggregate Demand). The money chapters (Chapters 11, 12, and 13)
can be covered next followed by stabilization policy (Chapters 16, 17, and 18).

A RICH ARRAY OF SUPPORT MATERIALS FORTHE STUDENT

Foundations of Macroeconomics is accompanied by the most comprehensive set of
learning tools ever assembled. All the components of our package are organized
by Checkpoint topic so that the student may move easily between the textbook,
the Study Guide, eText, interactive tutorial, and online quiz, while mastering a
single core concept.

The variety of tools that we provide enables students to select the path
through the material that best suits their individual learning styles. The package
is technology enabled, not technology dependent. Active learners will make
extensive use of the Foundations Interactive software tutorial and the animated
graphics of eText, our online version of the textbook. Reflective learners may
follow a print-only path if they prefer.

Q| study Guide

Neil Garston (California State University-Los Angeles), Tom Larson (California
State University-Los Angeles), and Mark Rush (University of Florida) have pre-
pared a Study Guide that is available in both print and electronic formats. The
Study Guide provides an expanded Chapter Checklist that enables the student
to break the learning tasks down into smaller, bite-sized pieces; self-test materi-
als; expanded explanations of the solutions to the practice problems in the text;
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and additional practice problems. To ensure consistency across the entire pack-
age, the authors who wrote the questions for the Test Banks also wrote the self-
test questions for the Study Guide.

B Foundations Interactive

ATJava and JavaScript tutorial software program that runs in a Web browser,
Foundations Interactive contains electronic interactive versions of most of the text-
book figures. The student manipulates the figures by changing the conditions
that lie behind them and observes how the economy responds to events.
Quizzes that use five question types (fill-in-the-blank, true-or-false, multiple-
choice, numeric, and complete-the-graph) can be worked with, or optionally
without, detailed feedback. Foundations Interactive is available through the Web
site and on CD-ROM.

Q eFoundations

The eFoundations icons found throughout the textbook refer students to the
Foundations Web site, a powerful online learning environment and self-assess-
ment tool. On the Web site, students will find:

s The textbook—the entire textbook in HTML with hyperlinks and animated
figures, more than 100 of which are accompanied by audio explanations
prepared by Morris Knapp (Miami Dade Community College)

* Foundations Interactive—tutorials, quizzes, and graph tools that with a
click of the mouse make curves shift and graphs come to life

¢ The Study Guide—the entire study guide, free, online—with online
quizzes

* Economics in the News updated daily during the school year

¢ Online “Office Hours”—ask your question via email and one of us will
answer you within 24 hours!

¢ Economic links—links to sites that keep you up to date with what’s going
on in the economy and that enable you to work end-of-chapter Web-
based exercises

The power of eFoundations lies not just in the breadth and depth of learning
tools available, but also in the way that we have linked the tools together. For
example, suppose that a student logs on to eFoundations to take a multiple-
choice quiz from the eStudy Guide. When the quiz is submitted for a grade, the
student receives a scorecard with an explanation of why answers are correct or
incorrect, and a hyperlink to the part of the eText that the student should read to better
understand the concept. The student is thus able to navigate easily through the
site and to maximize the payoff from her or his study efforts.

B The Econ Tutor Center

Staffed by qualified, experienced college economics instructors, the Econ Tutor
Center is open five days a week, seven hours a day. Tutors can be reached by
phone, fax, and email. The Econ Tutor Center hours are designed to meet your
students’ study schedules, with evening hours Sunday through Thursday.
Students receive one-on-one tutoring on examples, related exercises, and prob-

XXV
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lems. Please contact your Addison-Wesley representative for information on
how to make this service available to your students.

B Economist.com Edition

The premier online source of economic news analysis, Economist.com provides
your students with insight and opinion on current economic events. Through an
agreement between Addison-Wesley and The Economist, your students can
receive a low-cost subscription to this premium Web site for 3 months, includ-
ing the complete text of the current issue of The Economist and access to The
Economist’s searchable archives. Other features include web-only weekly arti-
cles, news feeds with current world and business news, and stock market and
currency data. Professors who adopt this special edition will receive a compli-
mentary one-year subscription to The Economist and Economist.com.

B The Wall Street Journal Edition

Addison-Wesley is also pleased to provide your students with access to The Wall
Street Journal, the most respected and trusted daily source for information on
business and economics. For a small additional charge, Addison-Wesley offers
your students a 10-week subscription to The Wall Street Journal print edition and
The Wall Street Journal Interactive Edition. Adopting professors will receive a com-
plimentary one-year subscription of both the print and interactive versions.

B Financial Times Edition

Featuring international news and analysis from FT journalists in more than 50
countries, the Financial Times will provide your students with insights and per-
spectives on economic developments around the world. The Financial Times
Edition provides your students with a 15-week subscription to one of the
world’s leading business publications. Adopting professors will receive a com-
plimentary one-year subscription to the Financial Times as well as access to the
Online Edition at FT.com.

A QUALITY-ASSURED SUPPORT SYSTEM FOR
THE INSTRUCTOR

Our instructor resource tools are the most comprehensive, carefully developed,
and accurate materials ever made available. We recognize and respect the desire
of every instructor to use a text and package that contain no nasty surpris-
es—that are safe. This text and package are safe! Foundations Interactive, the
Study Guide, the Web site, and the Test Banks all key off the Checkpoints in the
textbook. The entire package has a tight integrity. We are the authors of
Foundations Interactive and the Web site and we’ve played a key role in review-
ing and revising the Study Guide, Instructor’s Manual, and Test Banks to ensure
that every element of the package achieves the level of coherence that students
and teachers need.
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B Instructor’s Manual

Prepared by Richard Gosselin (Houston Community College) and Mark Rush,
the Instructor’s Manual contains chapter outlines and road maps, answers to in-
text exercises and Economics in the News questions, additional exercises with
solutions, and a virtual encyclopedia of suggestions on how to enrich class pre-
sentation and use class time efficiently.

B Three Test Banks

Three separate Test Banks, with more than 11,000 questions, provide multiple-
choice, true-false, numerical, fill-in-the-blank, short-answer, and essay ques-
tions. Mark Rush reviewed and edited questions from five dedicated principles
instructors to form one of the most comprehensive testing systems on the mar-
ket. Our questions authors are Ali Ataiifar (Delaware County Community
College), Diego Mendez-Carbajo (Illinois Wesleyan University), William Mosher
(Assumption College), Cindy Tori (Valdosta State University), and Nora
Underwood (University of California, Davis). These same questions authors
also wrote questions for the Study Guide and Web site to ensure consistency
across the entire package.

B PowerPoint Resources

Working closely with Charles Pflanz (Scottsdale Community College), we have
played a large role in creating the PowerPoint tools. Every figure and table—
every single one, even those used in Checkpoint questions and solutions—is
included in the PowerPoint lecture notes, many of them animated so that you
can build them gradually in the classroom. We have created these figures and
determined the optimal build sequence for those that are animated. They are all
produced with the same degree of clarity and precision as the figures in the text.
For instructors who prefer to make up their own PowerPoint notes and who
want larger versions of the figures, we’ve also provided a set of full-screen fig-
ures that can be used alone or can be cut and pasted into the instructor’s own
PowerPoint presentations. We’ve also provided special PowerPoint shows on the
Economics in the News feature of each chapter. These materials might be used to
motivate when starting a new topic, or used as a wrap-up and summary.

B eFoundations

The instructor side of eFoundations includes all of the same resources as for stu-
dents, but with the addition of PowerPoint lecture notes, classroom experiments
resources, and an online “Consult the Authors” feature—ask your questions and
make your suggestions via e-mail, and one of us will answer you within 24
hours!

B Overhead Transparencies

Full-color overhead transparencies of all figures from the text will improve the
clarity of your lectures. They are available to qualified adopters of the text (con-
tact your Addison-Wesley sales representative).

xxvii
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B Instructor’s Resource Disk with Computerized Test Banks

This CD-ROM contains Computerized Test Bank files, Test Bank and Instructor’s
Manual files in Microsoft Word, and PowerPoint files. All three Test Banks are
available in Test Generator Software (TestGen-EQ with QuizMaster-EQ). Fully
networkable, it is available for Windows and Macintosh. TestGen-EQ’s graphical
interface enables instructors to view, edit, and add questions; transfer questions
to tests; and print different forms of tests. Tests can be formatted by varying fonts
and styles, margins, and headers and footers, as in any word-processing docu-
ment. Search and sort features let the instructor quickly locate questions and
arrange them in a preferred order. QuizMaster-EQ, working with your school’s
computer network, automatically grades the exams, stores the results on disk,
and allows the instructor to view and print a variety of reports.

B FastFax Testing

FastFax Testing is designed for instructors who do not have access to a com-
puter or an assistant who can help prepare tests for students. Simply choose
from a large pool of questions in the print testbank and include custom headers,
if you like. Fill out the test information sheet that lists instructor-selected ques-
tions and test preferences that describe how the test should be generated. You
may even request multiple forms of a test and receive answer keys for each one.

Turnaround time is usually 48 hours or less and test pages can be mailed or
faxed back to you by the date the test is needed. FastFax Testing is fast, reliable,
and free to qualified adopters of this text.

B CourseCompass

A dynamic, interactive online course management tool powered by BlackBoard,
CourseCompass provides flexible tools and rich content resources that enable
instructors to easily and effectively customize online course materials to suit
their needs. Now instructors can track and analyze student performance on an
array of Internet activities. Please contact your Addison-Wesley representative
for more details.
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