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PREFACE TO

MICROECONOMICS

Books are the carriers of civilization. Without books,
history is silent, literature dumb, science crippled,
thought and speculation at a standstill. They are
engines of change, windows on the world, lighthouses
erected in a sea of time.

Barbara Tuchman

THis book has served as the standard bearer for the
teaching of elementary economics since the landmark
1948 edition. Each new edition has distilled the deep-
est thinking of economists about how the economy
works and about what society can do to improve peo-
ple’s living standards.

But economics is an evolving science; it must solve
emerging puzzles and grapple with current dilemmas
of public policy. The 1980s saw the emergence
around the world of a new emphasis on the use of
markets to allocate resources. This rediscovery of the
market occurred not only in capitalist countries like
the United States but also in socialist countries like
China and the Soviet Union. As countries turned in-
creasingly to the market to answer the age-old ques-
tions of political economy, the need to understand the
strengths and weaknesses of the price mechanism—
which is the study of microeconomics—takes on a
renewed vitality.

The other major development of the 1980s was the
discovery by Americans that they were part of a com-
plex global trading system. Over the course of the last
decade, many American industries lost their preemi-
nence to competitors from East Asia. As a result, the
United States began to incur huge trade deficits so
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PREFACE

that, by decade’s end, the United States was the world’s largest debtor. International
economics came again to the fore.

All these and a host of other issues test the ingenuity of modern economics. The
need to keep Economics at the forefront of modern economic analysis in the rapidly
evolving world economy motivated the fruitful collaboration of the twelfth edition—a
collaboration between two scholarly generations. This thirteenth edition continues that
new tradition, affording the authors an exciting opportunity to forge a synthesis of
modern mainstream economics and to present not only the enduring truths of microeco-
nomic analysis but also the new approaches to microeconomics that are being applied
to so many areas of social and political activity. New approaches featured here include
the rise of the Chicago school and the impact of that school on regulation and antitrust
policy, the neo-conservative doctrines about poverty and social programs, and the
new-wave theories of economic protection.

Our task in these pages is straightforward: to present a clear, accurate, and interest-
ing introduction to the principles of modern microeconomics and to the institutions of
the American and world economy. Our primary goal is to survey microeconomics. But
in doing this we would rather be right than exciting; our experience shows that eco-
nomics no longer deserves its old title as ‘‘the dismal science,”” and besides it is
anything but dull.

THE THIRTEENTH EDITION

The thirteenth edition continues the last edition’s sweeping reorganization and rewrit-
ing. The book has been through a searching review for superfluous elements: every
paragraph, every figure, and every table has been scrutinized to ensure that it is both
necessary and clearly expressed. Many a sentence and appendix has fallen before the
merciless scissors. While we have ruthlessly trimmed unnecessary details or outmoded
theories, nothing essential has been sacrificed.

We are sometimes asked our philosophy in writing an introductory textbook. Above
all, we want this book to be authoritative, comprehensive, and clear:

= The thirteenth edition contains an authoritative statement of modern economic
science. The road to economic knowledge has been an arduous one traveled by many
generations of economists. The outcome of this journey, surveyed in these pages, is an
improved understanding of comparative advantage and international trade, the pricing
of products and inputs, the determinants of poverty along with the structure of antipov-
erty programs, and the forces that lead to economic discrimination. This text will
explain how modern microeconomics views each of these pivotal topics.

= A comprehensive survey of modern microeconomics needs 650 pages. Reports of
teachers advised us that no major topic has been omitted. Between these covers you
will find all the major themes and topics of our subject, from absolute advantage to
zero-pollution emissions, from mercantilism to libertarian economics. There is free-
dom to choose.

= Most of all, we try to be clear. What good are deep theorems that no student can
understand? Every page has been studied by reviewers and students to weed out ines-
sential digressions or inapt phrasing. Nietzsche once complained about *‘the offensive
simplicity of the style’” of the nineteenth century economist John Stuart Mill. We
would love to be indicted for that offense.



Revisions in this Edition

Economics is a dynamic science—changing to reflect the shifting trends in economic
affairs, in finance, in the world economy, and in society at large. This book evolves
along with the science it surveys. Every chapter has moved forward in time to keep
pace with economic analysis and policy. What are the major changes?

1. Increased Emphasis on International Economics

Americans are learning that no nation is an island. Our living standards are affected by
technological developments in Japan and Germany; our companies must contend with
competitors from Korea and Brazil. Similarly, no complete understanding of modern
economics is possible without a thorough grounding in the world economy. The thir-
teenth edition therefore contains a new emphasis on the essential elements of interna-
tional economics.

The major new themes in this edition include: analysis of the relation of protection-
ism to game theory in Chapters 12 and 26; an up-to-date analysis of the debt crisis in
Chapter 24; a new presentation of the theory of comparative advantage in Chapter 25;
an analysis of the reasons behind economists’ realistic disillusionment with floating
exchange rates in Chapter 27; and a survey of the problem of the stubborn U.S. trade
deficit and growing foreign indebtedness in Chapter 27.

2. Comprehensive Modern Treatment of Factor Markets
In a modern economy, factor markets are just as important as product markets. Our
approach is to present a thorough analysis of the general principles of price and output
determination in factor markets, a lucid treatment of marginal productivity theories,
and thoughtful studies of labor, resource, and capital markets.

This analysis of factor markets contains a number of special topics that are indispen-
sable for understanding today’s complex world: the theory of rent and unique factors of
production; the tragedy of the commons related to global environmental problems; the
theory of capital and interest along with an application to the determination of business
profits; two chapters on labor markets, including the modern theory of discrimination
and the doctrine of comparable worth; and a discussion of the economic roots of
poverty, including an audit of neoconservative fears that the mixed economy is losing
ground on economic betterment of poorer groups.

3. Unified Treatment of Production and Cost

Earlier editions treated production and cost theory separately. The thirteenth edition
has unified these two topics into a pair of chapters, Chapters 8 and 9, so that the
essential duality of these two topics can be exploited. The exposition is buttressed by a
real-world example of oil pipelines, based on engineering data, that allows students to
appreciate how cost and production data are grounded in technological data and shows
diminishing returns at work.

4. Clear Exposition of Major Ideas

We have pored over every chapter to improve the clarity of the exposition. The com-
ments of over 1000 students as well as suggestions of teachers, practitioners, and
experts have been incorporated in the thirteenth edition.

PREFACE
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PREFACE

The introductory chapter now spells out the essence of economics with intriguing
and important illustrations; more than 100 new end-of-chapter examples have been
added to focus student attention on key concepts or policy issues; Chapter 5’s elemen-
tary analysis of supply and demand now includes additional examples and has been
redrafted for ease of comprehension; the treatment of comparative advantage in Chap-
ter 25 has been revised for greater coherence; new tables help summarize essential
points of analysis, and new sections on economic growth, price and income elastici-
ties, and comparative advantage help deepen students’ understanding.

The glossary, which was first introduced in the twelfth edition, has been carefully
tuned to meet the needs of this edition; all major terms now have a capsule definition
that students can easily turn to. As a new study aid, the most important terms are
printed in boldface when first defined in the text; they all then appear again in the
glossary to reinforce the indispensable vocabulary of economics in the student’s mind.

One of the distinguishing features of Economics has been the presentation of central
but sometimes advanced theories in understandable ways. For the thirteenth edition we
have redrafted the chapters on general equilibrium, public choice, and decisions of the
firm to make these topics understandable to beginning students.

5. Increased Emphasis on History and Policy

Economics is at its core an empirical science. It first aims to explain the world around
us and then helps us craft economic policies, based on sound economic principles, that
can improve society’s real-world functioning.

Drawing upon history, economic chronicles, and the authors’ experience, the thir-
teenth edition places a renewed emphasis on empirical evidence to illustrate economic
theories. The chapters on microeconomics draw upon case studies, economic history,
business decisions, and real-world experience to illustrate the fundamental principles.
Examples such as OPEC pricing, airline deregulation, the comparable worth contro-
versy, antitrust policy and practice, collective bargaining by labor unions, production
theory, and an analysis of tax reform help bring the theorems of microeconomics to
life.

This ‘‘hands-on’’ approach to economics allows students to understand better the
relevance of economic analysis to real-world problems.

Optional Matter

Economics courses range from one-quarter surveys to year-long intensive honors
courses. This textbook has been carefully designed to meet all situations. The more
advanced materials have been placed in appendixes or specially designated sections.
These will appeal to curious students and to demanding courses that want to survey the
entire discipline thoroughly. As is traditional with this book, we have included ad-
vanced problems to test the mettle of the most dedicated student.

If yours is a fast-paced course, you will appreciate the careful layering of the more
advanced material. Hard-pressed students can skip the advanced sections, encounter-
ing the core of microeconomic analysis without losing the thread of economic reason-
ing. And for those who teach the bright honors students, this book will challenge the
most advanced young scholar. Indeed, many of today’s leading economists have writ-
ten to say they have used parts of Economics all along their pilgrimage to the Ph.D.



Format

The thirteenth edition has adapted the successful new format introduced in the last
edition. There are more headings to remind the student of the thrust of the argument.
Special footnotes (in gray boxes) are reserved for important and useful illustrations of
the core material in the chapter.

New features in this edition include scores of fresh end-of-chapter questions, with a
special emphasis upon short problems that reinforce the major concepts surveyed in the
chapter. Terms printed in bold type mark the first occurrence and definition of the most
important words that constitute the language of economics. And many tables and
figures have been added or redrawn to crystallize essential parts of the analysis.

But these many changes have not altered one bit the central stylistic beacon that has
guided Economics since its first days: to use simple sentences, clear explanations, and
concise tables and graphs.

The Microeconomics Split Edition

An important innovation in the thirteenth edition is the decision to provide two paper-
back volumes, Microeconomics (Chapters 1—-4 and 18—40 of the full text) and Macroe-
conomics (Chapters 1-17 and 36—40 of the full text). This new format will allow
greater economy and flexibility to the one-semester or one-quarter course.

In designing the paperback split editions, we have made each split completely self-
contained. You can move straight through the chapters in Microeconomics knowing
that the exposition, cross-references, and examples have been tailored with your needs
in mind. At the same time, no material has been cut from this split edition, so you can
be confident that a careful study of Microeconomics will provide the full range of
analysis, policy discussion, and history that is given in the full text. Whether your
special interest is comparable worth, the tragedy of the commons, or oligopoly theory,
you can find in these pages the entire discussion of microeconomics contained in the
thirteenth edition of Economics.

Auxiliary Teaching and Study Aids

Students of this edition will benefit greatly from the Study Guide. This carefully de-
signed aid has been prepared by Professor Gary Yohe of Wesleyan University, who
worked in close collaboration with us in our revision. Both when used alongside
classroom discussions and when employed independently for self-study, the Study
Guide has proved to be an impressive success.

In addition, instructors will find the Instructor’s Manual and Test Bank useful for
planning their courses and preparing multiple sets of test questions in both print and
computerized format. Moreover, McGraw-Hill has designed a beautiful set of two-
color overhead transparencies for presenting the tabular and graphical material in the
classroom. Additional figures from the text are available on transparency masters.
These items can all be obtained by contacting your local McGraw-Hill sales representa-
tive.
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Economics in the Computer Age

This edition is accompanied by the Interactive Economic Graphic Tutorial to accom-
pany Samuelson/Nordhaus, which combines text, graphics, page references to the
book, and key concepts on the same screen. Shifts in curves are shown by arrows that
guide the student through economic processes step by step. The program is available
for the IBM PC and compatibles; it will reinforce the text and provide personal instruc-
tion for the central concepts of Economics.
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TO THE SOVEREIGN READER

The thirteenth edition marks the fortieth birthday of Economics. The first twelve edi-
tions of this book have opened the world of economics to millions of students around
the world, and this edition can also serve you well.

One book studied in a single course cannot make you an expert in the subject. But
then, most students are not pursuing careers in economics. Rather, you are likely to be
concerned with gaining a basic understanding of how our complex economy works.
We have therefore laid out a survey of the essential concepts and policy problems of
modern microeconomics as simply as we can, omitting no important topics, using no
misleading oversimplifications, but burdening you with no unnecessary complications.

Who has been uppermost in our minds as we wrote this thirteenth edition? You, the
beginning student. On every page we have asked: What are the crucial forces that will
influence our economy in the 1990s and the early twenty-first century? What tools will
be most helpful for men and women entering careers in business, law, government,
and the 1001 other paths that young people follow?
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PREFACE

At every point in the writing of this edition we have worked to clarify and sharpen
the analysis, to make sure the tables and charts are well labeled, and to check for the

relevance of each historical illustration.

The Intellectual Marketplace
Markets will hold center stage in the pages that follow: markets for corn and wheat,
stocks and bonds, French francs and Japanese yen, unskilled labor and highly trained
neurosurgeons. There is also a marketplace of ideas, where contending schools of
economists develop their theories and attempt to persuade their colleagues. You will
find a fair and impartial review of the thinking of the intellectual giants of our profes-
sion in the chapters that follow—from the early economists like Adam Smith, David
Ricardo, and Karl Marx to modern-day titans like Milton Friedman and Robert Solow.
You have probably read in the newspaper about supply and demand, antitrust policy,
the trade deficit, and the government debt. After you have completed a thorough study
of microeconomics in this textbook, you will not only know precisely what these words
mean; you will also understand the economic forces that influence and determine them.

How to Study Economics

We have designed this book so that it can be fruitfully used by the beginning freshman
as well as by advanced students in the severest honors course. It is carefully layered so
that each reader can pursue topics quickly or in depth.

Divide and Conquer

No one can tell you the best way to read a textbook, for individual styles differ greatly
among students. But educators and psychologists offer counsel about certain tried-and-
true methods that will help you learn the subject more quickly and retain the material
longer.

To begin with, this is obviously not a novel or a detective story. Economics is best
learned by daily study in small chunks. Don’t wait until 2 or 3 days before a test to
begin your studies; make steady progress through the material by keeping up with the
assigned reading.

For each chapter, begin by searching for the basic ideas for perspective. You may
first want to skim through the material, look at the summary, and study the major
concepts and definitions. Next, read the material carefully, underlining the important
sentences and taking notes on focal ideas. Then refresh your memory by reading the
final summary, reviewing the major concepts, and going back through the chapter to
doublecheck the highlights.

Read Actively

Above all, be an active participant in your study. Always ask yourself, *“Why is this
important?”’ or ‘*What is a current example of this theory?’” Think of new examples as
you study the text. Read the newspaper to witness economic history unfolding daily.
Argue about the analysis or examples with your teachers and classmates. Do the end-



of-chapter questions and work through Professor Gary Yohe’s Study Guide to help
cement the important concepts in your mind and test the limits of your understanding.

Skoal!

Our envy goes with you, the beginning student, as you set out to explore the exciting
world of economics for the first time. This is a thrill that, alas, you can experience only
once in a lifetime. So, as you begin, we wish you bon voyage!

Paul A. Samuelson
William D. Nordhaus
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