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To my wife, Diane

To my children, Lisa and Joshua,
who grew up together, not just as
sister and brother, but as best friends



At the end of fall semester a few years ago, I told my class of 1,000 Economics 101
students that I wanted to see how much of the course they would be able to recall
four months after the final exam. I asked them to take a postfinal exam in early
April, covering the same material. A few hundred showed up to take the April
exam. The results were instructive, and perhaps not too surprising.

These were very bright students. The scholastic entrance requirements to the
University of Illinois are quite high. During the semester, they were able to handle
the math and graphs without difficulty. Yet, when it came to the April exam—
only four months after the final—there was much confusion explaining, and even
more graphing, market equilibrium, national income determination, and other
basic ideas.

If I ever thought that the analysis offered in lectures and in the textbook is what
students really ingest during the semester, that thought was very quickly dispelled.

Why is the half-ife of what we teach so short? Are we trying to teach too much?
Is our basic principles course gelting away from being an analysis of basic principles? Have
we forgotten that there is an opportunity cost every time we add material to a
course or textbook? Are our textbooks more plumbers’ manuals on technique than
analyses of a social science subject? What do we want our students to know?

I wrote this textbook with these questions in mind. It is written for the student,
not for the professor. These are two very different readers. To my surprise, I found
it difficult to keep the focus on the student who comes to the material without
prior knowledge. It was much easier to write to the professor. Most of my rewriting
had to do with correcting the focus. Much of the differences in style, content, and
depth of analysis between my text and the others on the market reflects this focus.
My preference was to sacrifice the number of topics for depth and to present the
basics in as nonthreatening a style as possible. I tried always to keep the analysis
within reach of students. Make it real, even personal. Allow them to enjoy the sub-
ject matter, not just to think about the coming exam.

We absorb ideas in many ways: through our heads, our hearts, and our innards.
An idea that stirs you emotionally has staying power. If you can feel it in your bones,
it becomes more than an intellectual exercise. I kept that in mind in every chapter
and in every paragraph written. The style is intentionally conversational, but the
discussion is always serious. If the story is really understood, it will be remembered.
Economists have something to say. That’s what my textbook is about.

MICROECONOMIC ANALYSIS

The microeconomics chapters use continuing scenarios. I put the student on an
island economy where fish is the staple food and commercial fishing a common-
place economic activity. The student sets up and runs a fishing firm. Fishing is
something students can easily visualize and imagine themselves doing. The tech-
nology involved is relatively uncomplicated and the product—fish—is familiar and
about as close to a homogeneous product as there is. The competition that takes
place in the fish market, with price responding to changes in demand and supply,
is also very immediate.

xvii




xviii

The fishing scenario anchors the chapter on supply and demand and several
chapters that follow. It is used in analyzing price controls, appears in Chapter 7 on
business organization, is the centerpiece in Chapter 8 on costs of production, and
appears later in Chapter 9 on maximizing profit. Using this format, the economic
concepts build on each other.

In the chapters on price determination, the analysis shifts to the ice-making
industry (ice is used by the fishing industry). The student, still in the fishing world
of earlier chapters, sees the ice-making firm first as a monopoly. Then, as more
firms enter with product differentiation, the monopoly dissolves into monopolistic
competition, and finally into perfect competition. In the chapters on factor pric-
ing, the setting changes completely to the coal mining industry in Harlan County,
Kentucky. The same coal mining scenario appears in Chapter 15 on wage deter-
mination under competitive conditions, in Chapter 16 on monopsony and unions,
and finally in Chapter 17 on interest rate determination.

Teaching the MR = M C Rule

The importance of the profit maximization rule of MR = MC cannot be overstated.
In most texts, this paramount idea first appears in the context of price determina-
tion in perfect competition. It reappears again in each of the market structure
chapters. I was never happy with this traditional approach. Why? It forces students
to fight their way through to P = MR = MC = ATC while simultaneously trying to
grasp marginal revenue analysis and digest the significance of the MR = MC rule.
That may seem like a reasonable enough exercise to professors. However, to begin-
ning students and nonmajors—who were probably warned through the grapevine
that economics is difficult and boring—this presentation of the material may be
ample confirmation. I think there is a better way to introduce one of the most
important ideas we teach in microeconomic theory.

In this book, a complete chapter—“Maximizing Profit’—is devoted to the idea.
This chapter appears before we discuss the intricacies of market structures and
price determination. Profit maximization is followed by Chapter 10, “Identifying
Markets and Market Structures,” which examines the outstanding characteristics of
each market structure. This allows for an early comparison of market structures.
The stage is then set for price determination in each market, which is done in one
chapter. With the MR = MC rule already thoroughly developed and the various
markets described, MR = MC s both the organizing principle of the chapter and
the universally applied rule. Price analysis focuses on this one central idea.

USE OF PERSONAL NAMEé

I believe that economics is about people. As you read through the chapters, you
can’t help but see many, many names that personalize the discussion. Claudia
Preparata buys fish, Diane Pecknold inherits a tobacco farm, Charles Edwards owns
a coal mine, Nick Rudd is in the ice-making business. These, along with over 90
more, are real people. They are all friends of my son Joshua, who died in 1989, at
age 19, a victim of lymphoma. The textbook is my way of honoring Josh and hon-
oring as well the beautiful people who were a part of his life.

THE TEXTBOOK’S ACCESSORIES
This edition offers instructors a greatly expanded and improved package of sup-

plements. To learn more about these supplements, visit the Gottheil Economics
Web Site (http://gottheil.sweollege.com/), contact your South-Western/ITP sales



representative, or call the Preferred Economics Professor Hotline at South-Western
College Publishing: 800-327-ECON.

Supplements Sampler

Decide which supplements you really need without foraging through stacks of
books. The Supplements Sampler provides a description and sample of the sup-
plements described here.

Supplements Sampler ISBN: 0-324-00223-8

Study Guide: Tools for Success in Economics
A Study Guide is the students’ principal reality check. Do they really know the mate-
rial? It must be not only studentfriendly, but a companion piece that reflects the
text’s heart and soul. Too often, study guides are written by individuals whose con-
nection to the text author is via e-mail. The study guide becomes generic. Not so
here. David Wishart, professor of economics at Wittenberg University, who wrote
the Study Guide, is not only a close friend but an outstanding teacher who began
his teaching career working with me in the principles course at Illinois. His Study
Guide captures the spirit of the text, making it that much easier for students to use.
The Study Guide, available in a comprehensive version or in macroeconomics
and microeconomics versions, explains, reviews, and tests the important principles
introduced in every chapter. Featured sections include Chapter in a Nutshell, Con-
cept Check, Am I on the Right Track?, Graphing Tutorials and Graphing Pitfalls,
True/False Questions, Multiple Choice Questions, Fill-in-the-Blank Questions, and
Discussion Questions.

Comprehensive Version ISBN: 0-5638-86822-8
Microeconomics Version ISBN: 0-538-86826-0
Macroeconomics Version ISBN: 0-538-86827-9

Test Bank

Fred Carr of the University of Akron, with my assistance, has thoroughly revised
and rewritten the Test Bank. Approximately 95 percent of the more than 6,000
questions are new to this edition. Each chapter contains about 165 multiple choice
questions, 25 true/false questions, and up to 10 essay questions.

Microeconomics Test Bank ISBN: 0-538-86825-2
Macroeconomics Test Bank ISBN: 0-538-86828-7

Thomson World Class Learning™ Testing Tools
All of the questions in the printed Test Banks are included in electronic form
in this easy-to-use test creation software, compatible with Microsoft Windows.
Thomson World Class Test enables users to add or edit questions, instructions, and
answers; select questions by previewing the question on the screen; let the system
select questions randomly; select questions by question number; view summaries of
the test or the test bank chapters; set up the page layout for tests; and print tests in
a variety of formats.

In addition, Thomson World Class Test enables instructors to create and admin-
ister tests and quizzes online, whether over the Internet, a local area network (LAN),
or a wide area network (WAN).

Microeconomics World Class Test ISBN: 0-538-86823-6
Macroeconomics World Class Test ISBN: 0-538-86824-4
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Transparency Acetates

A set of approximately 200 full-color transparency acetates has been created from
the key graphs and diagrams in the text. I chose the transparencies to illustrate the
key ideas in the principles course.

Microeconomics Transparency Acetates ISBN: 0-538-86831-7
Macroeconomics Transparency Acetates ISBN: 0-538-86832-5

PowerPoint Slides and Ready Notes

Ken Long of New River Community College has developed comprehensive Power-
Point slides to accompany each chapter in the text. Many of the slides reproduce
the graphs and diagrams in the book. Printed copies for note taking, called Ready
Notes, are available for students to purchase.

PowerPoint Slides ISBN: 0-324-00477-X
Microeconomics Ready Notes ISBN: 0-538-86835-X
Macroeconomics Ready Notes ISBN: 0-538-86836-8

Student Tutorial Software

Students may take advantage of two premier packages of tutorial software pack-
ages, both available to download at no charge from the Gottheil Economics Web
Site (htip://gottheilsweollege.com /). In addition, instructors may request the
software to network or copy and distribute, or your ITP/South-Western Sales Rep-
resentative can help you create a package of the textbook and the software. Con-
tact your sales representative for more details.

ECONOMICS GUIDE TUTORIAL SOFTWARE, VERSION 2.0 Robert
Brooker of Gannon University has developed Economics Guide Tutorial Software,
compatible with Microsoft Windows. Economics Guide software, through the use
of a sophisticated testing engine, presents students with an unlimited supply of
quizzes over the topics covered in each chapter. Students are able to track and
record their progress through each chapter. Economics Guide software is perfect
for review or for test preparation.

Economics Guide Tutorial Software ISBN: 0-538-86830-9

SOUTH-WESTERN ECONOMICS TUTORIAL SOFTWARE, VER-
SION 4.1.2 James T. Doak has developed South-Western Economics Tutorial
Software, compatible with Microsoft Windows. The software is organized around
the major topics covered in microeconomics and macroeconomies, and each topic
provides a series of interactive graphing exercises for students to test their under-
standing of key concepts. Students are able to track and record their progress
through each chapter.

South-Western Economics Tutorial Software ISBN: 0-324-00820-1

Graphing Primer

Among the more difficult challenges students face in an economics course is the
use of graphs. The Graphing Primer helps students master the process of creating,
interpreting, and understanding graphs.

Graphing Primer ISBN: 0-538-86834-1



CNN Economics Video

The CNN Economics Video provides a variety of brief video clips, taken from CNN
programs, to illustrate various aspects of economics.

CNN Video ISBN: 0-538-86839-2

Instructor’s Manual

An Instructor’s Manual is the one private connection between the classroom
instructor and the author. As the text author, I felt it was important to the instruc-
tor, particularly the first-time instructor, that I write the manual myself. The man-
ual is a companion piece to the text. It provides ideas on how to approach each
chapter, tips on how to present the chapter’s material, and alternative illustrations
that can be used to explain points of theory and policy. It also discusses how to turn
student questions into teaching opportunities. In each chapter of the manual, the
corresponding text chapter outline and its key terms are included for easy refer-
ence. The manual also provides detailed answers to the many questions that appear
at the end of each chapter in the text.

Instructor’s Manual ISBN: 0-538-86821-X

Gottheil Economics Web Site
(http:/ /gottheil.swcollege.com/)

The text has its own support site—the Gottheil Economics Web Site. The site pro-
vides updates to the topics discussed in the text and to the addresses given in the
Internet applications. Also available are a number of supplements, such as the
PowerPoint slides and the student tutorial software, to download. And if you have
questions or comments about the book, share them with me through the “Talk to
the Author” section. Take a look and come back often to see what new features
have been added, or visit the South-Western Economics Resource Center (http://
economics.sweollege.com/) to discover other teaching resources from South-
Western College Publishing.

Economics Alive! CD-ROMs—Interactive Study

Guides for Economics
Willie Belton, Richard Cebula, John McLeod,
Georgia Institute of Technology

Economics Alive! CD-ROMs, compatible with Microsoft Windows and Macintosh,
offer you and your students the high-tech, high-fun way to teach and learn eco-
nomics. These multimedia CD-ROMs combine interactive lessons, graphing tools,
and simulations to bring microeconomic and macroeconomic concepts to life. To
learn more about these CD-ROMs, visit the Economics Alive! Web Site (hetp://
econalive.swcollege.com/).

Microeconomics Alive! CD-ROM ISBN: 0-538-84650-X
Macroeconomics Alive! CD-ROM ISBN: 0-538-86850-3

Online Course Creation and Delivery Systems
South-Western College Publishing now makes taking your course online as easy as
typing. Adopters of Principles of Economics, 2nd edition, now have two options—
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Thomson World Class Learning™ and South-Western’s Cyberclass—to create an
online course or a Web site for your traditional course. Visit the South-Western
Economics Resource Center (http://economics.sweollege.com/) or contact your
ITP/South-Western sales representative to learn more about these exciting tools.
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ECONOMICS MUST BE REAL, EVEN PERSONAL.

TO THE STUDENT

Economics is a part of your

daily life, a part of how you
make everyday decisions, a
part of the way you think
about and understand the
world around you. Curious?
If you are, this textbook is for
you. There are no endless
lists of facts here, no dry and
obscure examples. Instead,
you'’ll find stories, conversa-
tions, explanations, and
powerful ideas. These are
the tools and techniques that

effectively teach economics.

Economics must be real,
even personal. To truly
understand economics—not
just learn economic concepts
and terminology, but
understand the essence of

economic thinking—you

must relate on an emotional level to what you are
learning. You must absorb the ideas in this book
through your head, your heart, and your innards.
Feel the ideas in your bones and relate them to
what you know best—your life. Only then will you
understand and remember economics, and only
with this accomplishment will you enjoy your

course in economics.

You will find over the next few months that eco-
nomics and economists have something important
to say about how the world works. And with hard
work, at the end of this journey you will be able to

meaningfully join this conversation.

To help you along the way, I have included several
learning aids in each chapter. Some learning aids
demonstrate the relevancy of what you are reading,
some teach you how to apply economic concepts to
your life, and some test your understanding of the
principles presented in the chapter. Look over the
next few pages to become familiar with these tools.
And enjoy! Economics is an exciting, inspiring,

and relevant subject. —Fred Gottheil




THE BASICS OF
ECONOMIC
ANALYSIS
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PART OPENERS: Economics
Chat Part Openers capture
real-life student conversations
about economics. Economics
Chat features help demon-
strate why the chapters that
follow are important to you.
LEARNING OBJECTIVES:
Each chapter opens with
Learning Objectives that
introduce the key principles
raised in the chapter.
Learning Objectives do

not highlight everything

in the chapter, only the

most important principles.
KEY GRAPHS: Exhibits
illustrate key graphical
concepts in a clear, efficient
manner. Key Graphs highlight
those exhibits that demon-
strate crucial principles.
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LEARNING

AIDS

Walk through the first three chapters,

captured in brief on the next few pages.

You’ll see how to effectively use the

learning aids found throughout the book.

CHAPTER

PRODUCTION POSSIBILITIES
AND OPPORTUNITY COSTS

THIB CHAPTER INTRODUGES YOU TO THE

ECONOMIC PRINCIPLES ASSOCIATRO WITH.
. * FACTORS OF PROCLICTION

* PRODUCTION POSSIBILITIES
* OPPORTUNITY COST
* THE LAW OF INCHEASING COSTS

* TECHNOLOGICAL CHANGE AND ECONOMIC GROWTH

* DIVISION OF LABOR AND SPECIALIZATION
* ABSOLUTE AND COMPARATIVE ADVANTAGE

XXV



LEARNING

AIDS CONTINUED

xxvi

CHECK YOUR

UNDERSTANDING: ——
Check Your Understanding
features raise questions you
should be able to answer if
you understand the material.
For help, arrows point to the
portion of the text that con-
tains the explanation.
MARGIN DEFINITIONS:
Margin Definitions define
important vocabulary
introduced in the text.

ON THE NET: Economics on
the Net margin notes show
you where to find and how
to use the best economic
resources on the Internet.
You’ll be surprised what lies
at your fingertips.
ECONOMIC CONSULTANTS:
Economic Consultants
features place you in the role
of the economist! Economic
Consultants is a fictional
economic research and
analysis firm run by students.
In your role, you need to
prepare reports that address

fundamental economic issues.

Useful Internet addresses are
included to help you with
your research and analysis.
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Why does scarcity force pegple ‘

insatiable wants? |
UNDERSTANDING
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ADDED PERSPECTIVE:
Added Perspective boxed
features show how the eco-
nomic principles introduced
in the chapter relate to real-
life events. Most Added
Perspective features include
a question for consideration
and Internet addresses for
further research.

CHAPTER REVIEW &

KEY TERMS: Chapters

end with a Chapter Review,

a brief recounting of the
principles covered in the
chapter with explanation,
and Key Terms, a list of

the important vocabulary
introduced in the chapter.
QUESTIONS & PRACTICE
PROBLEMS: Questions test
your understanding of the
qualitative concepts covered
in the chapter, while Practice
Problems test your ability
with quantitative techniques.
PRACTICE TEST: To wrap up
the chapter, a Practice Test
presents 8-10 multiple choice
problems, like those typically
found on exams, that address
the key principles in the
chapter. Answers are found
in an appendix at the end
of the textbook.

LEARNING AID

CONTINUED
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A\DDITIONAL RESOURCES FOR STUDENTS

STUDENT

We've put together a few
additional resources that you
may wish to purchase to help
you in your economics class.
For additional information
and even samples of some
of these resources, visit the

Gottheil Economics Web Site

(htp://gottheil.sweollege.com).

To order any of these
items, contact your college

bookstore or call the ITP

Customer Service Center
at 1-800-347-7707.

CENTER
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STUDENT STUDY GUIDE: TOOLS OF SUCCESS

IN ECONOMICS: Explains, reviews, and tests
important facts, concepts, and diagrams found

in the textbook. Featured sections to enhance
learning include Chapter in a Nutshell, Concept
Check, Am I on the Right Track?, Graphing
Tutorials and Graphing Pitfalls, True/False
Questions, Multiple Choice Questions, Fill-in-the
Blanks, and Discussion Questions.

Full Version ISBN: 0-538-86822-8

Micro Version ISBN: 0-5638-86826-0

Macro Version ISBN: 0-538-86827-9

GRAPHING PRIMER: Using graphs in economics

is often one of the most difficult aspects of the prin-
ciples course. This supplement helps you master the
processes of creating, interpreting, and understand-
ing graphs. ISBN: 0-5638-86834-1

STUDENT TUTORIAL SOFTWARE:: These Windows-
based software packages enable you to quiz yourself
and assess your understanding of key concepts.

The software packages are available to download
for free at the Gottheil Economics Web Site
(http://gottheil.swcollege.com).

ISBN: 0-538-86830-9 and 0-324-00820-1

GOTTHEIL ECONOMICS WEB SITE:
(http://gottheil.swcollege.com) This support site
provides updates to the textbook written by the
author. In addition, the Internet applications
found in every chapter are repeated and updated
periodically. The site also contains learning
resources and a “Talk to the Author” section.
SOUTH-WESTERN ECONOMICS RESOURCE
CENTER: (http://economics.sweollege.com/)

The South-Western Economics Resource Center
presents the latest in high-tech tools available to
teach and learn economics. Here’s a sample of
what you will find:

® Economics Alive! Student Center

® EconDebate Online—Economic Policy Debates

¢ EconNews Online—News Summary Service



ECONOMICS ALIVE!

INTERACTIVE STUDY CD-ROMS FOR ECONOMICGS

MICROECONOMICS ALIVE!
CD-ROM

ISBN: 0-538-84650-X
MACROECONOMICS ALIVE!
CD-ROM

ISBN: 0-538-86850-3

by Willie Belton, Richard
Cebula, and John McLeod,
all of the Georgia Institute
of Technology.

Improve your economic performance with the
high-tech, high-fun way to learn economics.

This multimedia CD-ROM combines interactive
lessons, graphing tools, and real-life simulations
to bring economics to life. Additional study tools,
as well as system requirements and purchase
information, can be found at the Economics
Alive! Web Site (http://econalive.sweollege.com).

Improve Your Economic

erstand the economic conce|

behind graphs . . . .

Do you have what it takes to
make Ostrich Burger réstaurant
succeed? Jump right into the
action, make economic decisions,
and see your results,

Maxim
economics . ..

The fun doe Visit Economics Alive! on t

Performance.

[ T

... by changing variables, shi
and watching the results.

e

. .. while simulations test your skill to
maximize profit.

Webh: econalive



