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PREFACE

For students who care about how the world works, microeconomics is one of
the most relevant and interesting subjects they study. A good grasp of micro-
economics is vital for managerial decision making, for designing and under-
standing public policy, and more generally for appreciating how a modern
economy functions.

We wrote this book, Microeconomics, because we believe that students need
to be exposed to the new topics that have come to have a central role in mi-
croeconomics over the past decade—topics such as game theory and com-
petitive strategy, the roles of uncertainty and information, and the analysis of
pricing by firms with market power. We also felt that students need to be
shown how microeconomics can be used as a practical tool for decision mak-
ing. Microeconomics is an exciting and dynamic subject, but students need to
be given an appreciation of its relevance and usefulness. They want and need
a good understanding of how microeconomics can actually be used outside
the classroom.

To respond to these needs, our book provides a fresh treatment of micro-
economic theory that stresses its relevance and application to both manage-
rial and public-policy decision making. This applied emphasis is accomplished
by including more than eighty extended examples that cover such topics as
the analysis of demand, cost, and market efficiency, the design of pricing
strategies, investment and production decisions, and public policy analysis.
Because of the importance that we attach to these examples, they are included
in the flow of the text, rather than being “boxed” or screened. (A list of the
examples is included in the table of contents on pages xvii—xix.)

The coverage in Microeconomics incorporates the dramatic changes that have
occurred in the field in recent years. There is growing interest in game theory
and the strategic interactions of firms (Chapters 12 and 13), in the role and
implications of uncertainty and asymmetric information (Chapters 5 and 17),
in the pricing strategies of firms with market power (Chapters 10 and 11), and
in the design of policies to deal efficiently with externalities such as environ-
mental pollution (Chapter 18). These topics, which have only recently received
attention in most books, are covered extensively here.

That the coverage in Microeconomics is comprehensive and up-to-date does
not mean that it is “advanced” or difficult. We have worked hard to make the
exposition clear and accessible as well as lively and engaging. We believe that
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the study of microeconomics should be enjoyable and stimulating. We hope
that our book reflects this. Except for appendices and footnotes, Microeconomics
uses no calculus. As a result, it should be suitable for students with a broad
range of backgrounds. (Those sections that are more demanding are marked
with an asterisk and can be easily omitted.)

Changes in the Fourth Edition

The second and third editions of this book contained a variety of changes and
additions that built on the success of the first edition. These included a num-
ber of new topics, such as the extent of a market, revealed preference, Engel
curves, advertising, the theory of comparative advantage, strategic trade pol-
icy, and incentive design in vertically integrated firms. But even more im-
portantly, with the assistance of a number of able reviewers, we heavily re-
vised the first eight chapters of the text, and updated many of the examples.
Our primary goal in revising the book has always been to make the text as
clear, accessible, and interesting as possible. The fourth edition continues this
tradition. We have added some new material, but we have also revised much
of the existing text with the goal of improved clarity and accessibility.

Changes in this edition include a more detailed introductory discussion of
supply and demand in Chapter 2, and a revised exposition of some of the core
theory throughout the book, but especially in the the first ten chapters. New
material on cost-of-living indexes has been added to Chapter 3, an expanded
discussion of productivity growth has been added to Chapter 6, and we have
expanded our discussion of costs in Chapter 7. We have also revised and ex-
panded our discussion of the antitrust laws in Chapter 10, and we have in-
cluded new material on bundling in Chapter 11. We have added a number of
new examples, and most of the existing examples have been revised and up-
dated.

Finally, we have modified many of the diagrams to improve their accuracy
and clarity. This edition, like the third edition, is printed in four colors.
However, this time we have tried to use those colors more effectively to make
the diagrams as clear and pedagically effective as possible.

Alternative Course Designs

Microeconomics offers instructors substantial flexibility in course design. For
a one-quarter or one-semester course stressing the basic core material, we
would suggest using the following chapters and sections of chapters: 1, 2, 3,
4.1-44, 6.1-6.5, 7.1-7.4, 8, 9.1-94, 10.1-10.4, 11.1-11.3, 12.1-12.2, 12.5-12.6, 14,
15.1-15.4, 18.1-18.2, and 18.5. A somewhat more ambitious course might also
include parts of Chapters 5 and 16, and additional sections in Chapters 6, 7,
9, 10, and 12. To emphasize uncertainty and market failure, an instructor
should also include substantial parts of Chapters 5 and 17.

Depending on one’s interests and the goals of the course, other sections
could be added or used to replace the materials listed above. A course that



emphasized modern pricing theory and business strategy would include all
of Chapters 10, 11, 12, and 13, and the remaining sections of Chapter 15. A
course in managerial economics might also include the appendixes to
Chapters 4, 7, and 11, as well as the appendix on regression analysis at the
end of the book. A course that emphasized welfare economics and public pol-
icy should include Chapter 16 and additional sections of Chapter 18.

Finally, we want to stress that those sections or subsections that are more
demanding and /or are peripheral to the core material have been marked with
an asterisk. These sections can easily be omitted without detracting from the
flow of the book.

Supplementary Materials

Ancillaries of an exceptionally high quality are available to instructors and
students using this book. The instructor’s manual was written by Gilbert Davis
and Valerie Suslow of the University of Michigan. It provides answers to all
of the Questions for Review and all of the Exercises that appear at the end of
chapters, as well as a summary of the key points in each chapter. It also con-
tains a series of teaching suggestions. It is available from the publisher on re-
quest, as is a separate test bank, writter by Nancy Fox of Saint Joseph’s
University.

The study guide, written by Valerie Suslow of the University of Michigan
and Jonathan Hamilton of the University of Florida, provides a wide variety
of review materials and exercises for students. It can be purchased separately
by students and others using the book.

For more information on the availability of the supplementary materials,
contact your Prentice Hall sales representative.
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