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PREFACE

intellectually challenging textbook that would also 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. Others texts have succeeded by sacrificing
accessibility in the name of rigor, where rigor all too often means little more than
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 the adoption list, many of you apparently agree.

I wrote Microeconomics and Behavior in the conviction that the teaching of
intuition and the teaching of technical tools are complements, not substitutes.
Students who learn only technical tools rarely seem to develop any real affec-
tion 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 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 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 ver-
satility of the economic way of thinking.

my goal in writing Microeconomics and Behavior was to produce an

ECONOMIC NATURALISM

In more than 30 years of teaching, I have found no more effective device for
developing intuition than to train students to become “Economic Naturalists.”
Studying biology enables people to observe and marvel at many details of life
that would otherwise have escaped notice. In much the same way, studying
microeconomics can enable students to see the mundane details of ordinary exis-
tence in a sharp new light. Throughout the text, I try to develop intuition by
means of examples and applications drawn from everyday experience. Micro-
economics and Behavior teaches students to see each feature of the manmade land-
scape as the reflection of an implicit or explicit cost-benefit calculation.

To illustrate, an economic naturalist is someone who wonders why the busi-
ness manager of the economics department was delighted when I began putting
the lecture notes for my course on the university’s intranet server, whereas the
very same move made the associate dean in the management school (where I
also teach) upset. About a week into the term, I got an urgent letter from this
dean telling me that henceforth I should instruct the copy center to make hard-
copies of my lecture notes for distribution to siudents free of charge. No similar
instruction came from the business manager of the economics department. When
I asked for clarification, the management school’s dean told me that students had
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been downloading my notes and printing them in the school’s computer labs at
a cost of 5 cents a page, which was far more than the 1.25 cents the school’s copy
center was charging at the time. Fair enough. But then why was the economics
department’s administrator not worried about the same problem? (When I asked
whether he wanted me to distribute hardcopies of my notes, he replied “Don’t
you dare!”)

Their different viewpoints, I soon discovered, had nothing to do with the
very different cultures of the two units, but were instead a consequence of a
small but important difference in economic incentives: In the management
school, the same administrator pays for printing in both the computer labs and
the copy center. The economics department administrator, however, pays only
for printing done on the department copier. When economics students print my
lecture notes off the web in the various campus computer laboratories in the Arts
College, the bills go directly to the College. From the economics department’s
point of view, these copies were free.

Year in and year out, the most valuable assignments in my course are the
two brief papers in which I ask students to report on their efforts to become Eco-
nomic Naturalists. Their specific charge is to use microeconomic principles to
answer a question prompted by a personal observation. In recent terms, students
have grappled with questions like these: Why do the keypads of drive-up ATM
machines have Braille dots? Why do top female models earn more than top male
models? Why do brides spend so much money on wedding dresses, while
grooms often rent cheap tuxedos (even though grooms could potentially wear
their tuxedos on many other occasions and brides will never wear their dresses
again)? Why are child safety seats required in cars but not in airplanes? Why do
airlines charge their highest prices to passengers who buy at the last minute,
while the practice is exactly the reverse for Broadway theaters? The beauty of
this assignment is not only that most students enjoy writing these papers, but
also that few manage to complete them without becoming lifelong Economic
Naturalists.

FOCUS ON PROBLEM SOLVING

Most economists agree that a critical step in learning price theory is to solve
problems. More than any other text currently available in the marketplace, Micro-
economics and Behavior prepares students for its end-of-chapter problems by tak-
ing 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 has proven effective. In the absence of such
groundwork, many students would reach the end-of-chapter problems with lit-
tle or no idea how to proceed.

OPTIMAL TOPIC COVERAGE

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, I have
devoted considerably more attention to its development than competing texts
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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 for discovering which topics are most difficult to
master, I have used research in behavioral economics that identifies systematic
departures from the prescriptions of the rational choice model. For example,
whereas the model says that rational persons will ignore sunk costs, many peo-
ple are in fact strongly influenced by them. (Someone who receives an expen-
sive, but painfully tight, pair of shoes as a gift is much less likely to wear them
than is someone who spent $300 out of his own pocket for those same shoes.)
Especially in the chapters on consumer behavior, I call students’ attention to sit-
uations in which they themselves are likely to make irrational choices. Because
student resources are limited, 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
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 through 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 an entire
chapter devoted to this topic. When the first edition of Microeconomics and Behav-
ior appeared in 1990, many in the economics profession were skeptical about the
emerging field of behavioral economics. But as evidenced by U.C. Berkeley econ-
omist Matthew Rabin’s receipt of the John Bates Clark Award in 2000 (the honor
bestowed every two years by the American Economics Association on the most
outstanding American economist under the age of 40), the behavioral approach
is rapidly becoming part of the microeconomics mainstream.

A BROADER CONCEPTION OF SELF-INTEREST

Another of my goals has been to incorporate a broader conception of preferences
into models of individual choice. Most texts mention at the outset that the
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 nar-
row material interests. But having said that, most texts then proceed to ignore
all motives other than narrow self-interest. It is easy to see why, because eco-
nomic research has scored its most impressive gains on the strength of this por-
trayal 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
patently at odds with much of what we know about human behavior. People
vote in presidential elections. They give anonymously to public television sta-
tions 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.
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Seen through the lens of the self-interest theory emphasized in current micro-
economics textbooks, such behavior is the human equivalent of planets travel-
ing 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 it also devotes an entire chapter to 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 often solve
prisoner’s dilemmas and other commitment problems in a way that purely self-
interested persons cannot.

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 another innovative feature of
Microeconomics and Behavior. Most of the 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 help-
ful 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 covered. The chapter summaries in Microeconomics and Behavior, by
contrast, are written in a narrative form that carefully synthesizes the material
covered in the chapters.

Each chapter concludes 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 occur. Variations and extensions of these exercises are echoed in the end-
of-chapter problems, enabling students to approach these problem sets with
greater confidence. Detailed answers to all end-of-chapter problems are included
in the instructor’s manual.

CHANGES IN THE FIFTH EDITION

Many college textbooks are too long. A natural solution would seem to be to
publish shorter ones. Yet a short book usually fails because too many potential
adopters cannot find their favorite topics in it. Successful books are usually big
to begin with, and invariably grow longer with each edition. New developments
have to be covered, after all, and it's almost impossible to delete existing mate-
rial that adopters have grown accustomed to using.

To that end, we transferred a significant amount of material from the third
edition onto the Microeconomics and Behavior website. For reasons that research
in behavioral economics should have led us to predict, that experiment proved
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a dismal failure. We are creatures of habit. Having invested heavily to inte-
grate their lecture notes with the material covered in the third edition, many
users were distressed at having to instruct their students to download exten-
sive material from the web. Although our intent in transferring content to the
web was not to dilute the integrity of the published text at all, we got the mes-
sage. In this fifth edition of Microeconomics and Behavior, the appendix mate-
rial that appeared in the first three editions has been restored largely intact,
as have several sections that had been deleted from the main text of the fourth
edition.

Our primary focus in the fifth edition, however, was to employ extensive
reviewer feedback in an effort to fine-tune both topic coverage and clarity of
presentation. Chapter 12 on monopoly, for example, now contains additional
material on network economies and the importance of fixed investment in the
information sector. And Chapter 13 on imperfect competition now begins with
an introduction on general principles of game theory before moving on to con-
sider specific oligopoly models as special cases.

In the new edition I have also abandoned the practice in previous editions of
labeling certain chapters “supplementary.” Thus Chapters 6 (The Economics of
Information and Choice under Uncertainty), 7 (Explaining Tastes), 8 (Cognitive
Limitations and Consumer Behavior), 15 (Capital), and 18 (Government), which
had this designation in the fourth edition, no longer bear it. Deleting the supple-
mentary designation will eliminate the potentially misleading signal that the mate-
rial covered in those chapters is less important than the material covered elsewhere.

For users familiar with earlier editions, the most conspicuous change in the
fifth edition will be its completely new look, a result of the first top-to-bottom
design change since the first edition. One of the aims of the new design was to
highlight and reinforce the lessons of the Economic Naturalist examples, a goal
accomplished in two ways. First, these vignettes are now formally designated as
numbered Economic Naturalist examples, in contrast to their appearance in ear-
lier editions as undifferentiated elements in each chapter’s sequence of numeri-
cal examples. And second, many of the Economic Naturalist examples are now
accompanied by simple line drawings in the margins, sketches that portray the
situations described in the examples. For reasons that neuroscientists could best
explain, such drawings seem to trigger rich cognitive associations. My own expe-
rience, for example, has been that if I ask students to recall as many items as
they can from a list of examples I discussed in class several weeks earlier, the
ones accompanied by these simple drawings are listed far more frequently than
the others.

My conviction is that the single most important service we can render to
our microeconomics students is to instill in them an inclination to see the
world around them in economic terms. Learning economics is like learning to
speak another language. Reading about grammar helps, but the only way to suc-
ceed at a deep level is to actually do a lot of talking. The Economic Naturalist
approach is the most effective device I've discovered for getting students to talk
economics. These examples empower them to tell economics stories. Once stu-
dents realize that they can pose and answer interesting economics questions on
their own, they’re hooked. A lifetime trajectory has begun in which their mas-
tery of economic principles not only will not decay with each year following
completion of the course but will actually grow stronger as they continue to hone
their craft.

xi
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In addition to the extensive design changes, the entire text has gone through
its most thorough round of line editing since the first edition. The overall result,
in my view, is by far the strongest edition to date. It retains the essential char-
acter of the earlier editions that attracted such a loyal group of users. But it looks
better and, in countless small ways, is better.

THE ANCILLARIES

The supplements package, which has been expanded and improved, now con-
sists of the following materials:

Instructor’s Manual and Test Bank: Each chapter contains a Chapter Summary, a
Chapter Outline, Teaching Suggestions, a list of Stumbling Blocks for Students,
Answers to Text Questions for Review, Problems, and Study Guide Homework
Assignments. Problems, multiple-choice questions, and essay questions are also
included.

Computerized Test Bank (Windows): The Brownstone Diploma software contains a
test-generation program (Exam for Windows), a grade-book program, and an
online testing program. It can create a wide array of paper tests, self-grading
HTML tests (administered over a campus intranet or the Internet), and network-
based tests (administered over a campus network in a computer lab).
Network-based tests can be automatically graded and their results can be pulled
directly into the grade-book program.

Overhead Transparencies: 200 acetates reproduce key figures in the text.
PowerPoints: These slides represent all the figures in the textbook.

Study Guide: For each chapter, the Guide provides these sections: Boiling Down
(the chapter), Chapter Outline, Important Terms, A Case to Consider, Multiple-
Choice Questions, Problems, and Homework Assignments.

Tutorial Software (Windows): Developed by Mark Reiman of Pacific Lutheran
University, this Windows software contains 12 full-length tutorials, extensive
graphical and numerical exercises, along with a hyperlink glossary and a
bibliography.

Website: The Website contains a great many features for both students and
instructors, including quizzes, PowerPoints, and Career Opportunities for the
student and the complete IM and PowerPoints for the instructor (see

http: /www.mhhe.com/economics/frank5).
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