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Ithough many millions of dollars are spent each year on introductory

economics instruction in American colleges and universities, the return

on this investment has been disturbingly low. Studies have shown, for
example, that several months after having taken a principles of economics
course, former students are no better able to answer simple economic questions
than others who never even took the course. Most students, it seems, leave our
introductory courses without having learned even the most important basic eco-
nomic principles.

The problem, in our view, is that these courses almost always try to teach
students far too much. In the process, really important ideas get little more cov-
erage than minor ones, and everything ends up going by in a blur. Many instruc-
tors ask themselves, “How much can I cover today?” when instead they should
be asking, “How much can my students absorb?”

Our textbook grew out of our conviction that students will learn far more if
we attempt to cover much less. Our basic premise is that a small number of ba-
sic principles do most of the heavy lifting in economics, and that if we focus nar-
rowly and repeatedly on those principles, students can actually master them in
just a single semester.

The enthusiastic reactions of users of our first two editions affirm the valid-
ity of this premise. Although recent editions of a few other texts now pay lip ser-
vice to the less-is-more approach, ours is by consensus the most carefully thought
out and well-executed text in this mold. Avoiding excessive reliance on formal
mathematical derivations, we present concepts intuitively through examples
drawn from familiar contexts. We rely throughout on a well-articulated short list
of core principles, which we reinforce repeatedly by illustrating and applying
each principle in numerous contexts. We ask students periodically to apply these
principles themselves to answer related questions, exercises, and problems.

Throughout this process, we encourage students to become “economic nat-
uralists,” people who employ basic economic principles to understand and ex-
plain what they observe in the world around them. An economic naturalist
understands, for example, that infant safety seats are required in cars but not
in airplanes because the marginal cost of space to accommodate these seats is
typically zero in cars but often hundreds of dollars in airplanes. Scores of such
examples are sprinkled throughout the book. Each one, we believe, poses a ques-
tion that should make any normal, curious person eager to learn the answer.
These examples stimulate interest while teaching students to see each feature of
their economic landscape as the reflection of an implicit or explicit cost-benefit
calculation. Students talk about these examples with their friends and families.
Learning economics is like learning a language. In each case, there is no substi-
tute for actually speaking. By inducing students to speak economics, the eco-
nomic naturalist examples serve this purpose.

FEATURES

m An emphasis on core principles: As noted, a few core principles do most of
the work in economics. By focusing almost exclusively on these principles,
the text assures that students leave the course with a deep mastery of
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T : ‘nts with
them. In contrast, traditional encyclopedic texts so ov‘erwhclrl? stul((k )i
detail that they often leave the course with little useful working kno g
at all.

m The Scarcity Principle: Having more of one good thing usually means having
less of another.

m The Cost-Benefit Principle: Take no action unless its marginal benefit is at
least as great as its marginal cost.

m The Incentive Principle: Cost-benefit comparisons are relevant not only
for identifying the decisions that rational people should make, but also for
predicting the actual decisions they do make.

m The Principle of Comparative Advantage: Everyone does best when egch
concentrates on the activity for which he or she is relatively most productive.

m The Principle of Increasing Opportunity Cost: Use the resources with the
lowest opportunity cost before turning to those with higher opportunity
Costs.

m The Equilibrium Principle: A market in equilibrium leaves no unexploited
opportunities for individuals but may not exploit all gains achievable
through collective action.

m The Efficiency Principle: Efficiency is an important social goal, because
when the economic pie grows larger, everyone can have a larger slice.

Economic naturalism expanded in Macro: Economic naturalist examples typi-
cally invoke a more aggregative perspective in macroeconomics, but still entail
explicit or implicit cost-benefit calculations. In macro, for example, the economic
naturalist might ask questions like these:

m Why did the Federal Reserve lower interest rates in 2001-2003 and then
raise them in 2004-2005?

m China as Number One?
m Why has U.S. labor productivity grown so rapidly since 19952

Active learning stressed: The only way to learn to hit an overhead smash in
tennis is through repeated practice. The same is true for learning economics.
Accordingly, we consistently introduce new ideas in the context of simple
examples and then follow them with applications showing how they work in
familiar settings. At frequent intervals, we pose exercises that both test and
reinforce the understanding of these ideas. The end-of-chapter questions and
problems are carefully crafted to help students internalize and extend core con-
cepts. Experience with our first two editions confirms that this approach really
does prepare students to apply basic economic principles to solve economic
puzzles drawn from the real world.

Modern Macroeconomics: Recent developments have renewe

: . _ : ' d interest in cycli-
cal fluctuations without challenging the import

: . ance of such long-run issues as
growth, productivity, the evolution of real wages, and capital formation. Our
treatment of these issues is organized as follows:

m A five-chapter treatment of long-run issues prior to an analysis of short-run
fluctuations, followed by a modern treatment of short-term fluctuations and
stabilization policy, emphasizing the important distinction between short-
and long-run behavior of the economy.
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m Consistent with both media reporting and recent research on the central
bank reaction function, we treat the interest rate rather than the money
supply as the primary instrument of Fed policy.

m The analysis of aggregate demand and aggregate supply relates output to
inflation, rather than to the price level, sidestepping the necessity of a separate
derivation of the link between the output gap and inflation.

m This book places a heavy emphasis on globalization, starting with an analy-
sis of its effects on real wage inequality and progressing to such issues as the
benefits of trade, the causes and effects of protectionism, the
role of capital flows in domestic capital formation, the link
between exchange rates and monetary policy, and the sources of
speculative attacks on currencies.

m Web site: Developed by Scott Simkins of North Carolina A & T
State University, an expert in the growing field of economics
education on the World Wide Web. The ambitious Web site con-
tains a host of features that will enhance the principles classroom,
including dynamic graphs, video lectures, e-mail updates, micro-
economic experiments, current news articles, information about
the text, an eLearning session, and more.

A NOTE ON THE WRITING OF THIS EDITION

For two-and-a-half years, Ben Bernanke served as a member of the Board of Gov-
ernors of the Federal Reserve System, and he has recently been appointed as
chairman of the President’s Council of Economic Advisers. These positions have
allowed him to play an active role in making U.S. economic policy, but the rules
of government service have restricted his ability to participate in the preparation
of the third edition.

Fortunately, we were able to enlist the aid of Roger Kaufman of Smith College
to take the lead in revising the macro portions of the book. Roger, who is a long-
time user of the book and a superb teacher, brings extensive classroom experience
to the project. He has done an excellent job of updating the book to reflect the
most important recent developments in the world economy. Pedagogically, he has
made the book more student-friendly and the presentation more patient, while
retaining the book’s underlying approach and strengths. Ben Bernanke and Robert
Frank express their deep gratitude to Roger for the energy and creativity he has
brought to his work on the book. He has made the book a better tool for students
and professors.

IMPROVEMENTS

m Expanded discussion of macroeconomic policy: The revised monetary policy
reaction function we introduce in Chapter 14 is a more realistic description of
the way in which the Fed actually conducts monetary policy and clarifies the
Taylor rule. In Chapter 15 we use this policy reaction function to help students
distinguish between a move along the aggregate demand curve and a shift in the
aggregate demand curve resulting from a change in monetary policy. Then, in a
new, optional Chapter 16, we provide a more complete analysis of the interac-
tion between fiscal and monetary policy, illustrating the crucial role of the
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