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Relevant economic statistics, selected years, 1947-1982

| Sales by manufacturers
(billions of dollars)*
Profits by manufacturers —
(billions of doflars)*

After-tax manufacturing profits per 6.7 64
dollar of sales (cents)*

~

—~

49

4 Index of busi sector productivi 322 345 385
(1992 = 100)

5 A 1ch

ge in busi sector -_— 23 32
productivity (%)
é Nonagricultural employees in -— - -
goods-producing industries (millions)
7 Nonagricultural employees in -— -— -—
service-producing industries (millions)
8 Compensation of employ 130.1 141.9 181.4
(billions of dollars)
Average weekly hours in private -_— — v—
nonagricultural industries**
10 Average hourly earnings in private — -— —
nonagricultural industries (dollars)
|1 Average weekly earnings in private -— — s
nonagricultural industries (dollars)
12 Federal minimum wage rate 75 a5 75
(dollars per hour)

o

13 Prime interest rate (%) 1.63 2.00 2.56
14 Ten-year Treasury bond interest —_ — —
rate (%)
15 Net farm income (billions of dollars) 154 12.8 15.9
16 Index of prices received by farmers — -— -
(1990-1992 = 100)
17 Index of prices paid by farmers —_— - -—
(1990-1992 = 100)
18 Persons below poverty level — — —_—
(millions)
19 Poverty rate (% of population) — — _—
| 20 Gini ratios for household income — —_— —
distribution (range = 0-1)
21 U.S. goods exports 16.1 122 14.2
(billions of dollars)
22 U.S. goods imports 6.0 6.9 1.2
(billions of dollars)
23 Trade bal on current 9.0 0.9 0.9
(billions of dollars)
24 Industry R&D expenditures -_— - -
: (billions of dollars)

25 Price of crude oil 2.16 .77 2717
(U.S. average, dollar per barrel)
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1
i
A
¢

w

*Revised definition for this series beginning in 1973.

**Includes overtime. ese—
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Welcome to the seventeenth edition of Microeconomics, the
micro portion of Economics, the nation’s best-selling eco-
nomics textbook. An estimated 13 million students
worldwide have now used this book. Economics has been
adapted into Australian and Canadian editions and trans-
lated into Italian, Russian, Chinese, French, Spanish,
Portuguese, and other languages. We are pleased that Eco-
nomics continues to meet the market test: nearly one out of
four U.S. students in principles courses used the sixteenth

edition.

A Note about the Cover

The seventeenth edition cover includes a photograph of a
staircase in the Musée des Beaux-Arts in Nancy, France.
The photo is a metaphor for the step-by-step approach
that we use to present basic economic principles. It also
represents the simplicity, beauty, and power of basic eco-
nomic models. Our goal is to entice the student to walk up
the staircase. The floors above contain hundreds of years
of accumulated economic knowledge, a portion of which
we have captured for you here.

Preface

Fundamental Objectives

We have three main goals for Microeconomics:

* Help the beginning student master the principles
essential for understanding the economizing problem,
specific economic issues, and the policy alternatives.

* Help the student understand and apply the economic
perspective and reason accurately and objectively
about economic matters.

* Promote a lasting student interest in economics and
the economy.

What’s New and Improved?

One of the benefits of writing a successful text is the op-
portunity to revise—to delete the outdated and install the
new, to rewrite misleading or ambiguous statements, to
introduce more relevant illustrations, to improve the orga-
nizational structure, and to enhance the learning aids.
A chapter-by-chapter list of changes is available at our
Web site, www.mcconnelll7.com. The more significant
changes include the following.

Chapter-Level Learning
Objectives

Several learning objectives have been included on the first
page of each chapter. After reading a chapter, students should
have mastered these core concepts. Questions in Test Banks
I and II are organized according to these learning objectives,
as are the narrated PowerPoint presentations.

Worked Problems
We continue to integrate the book and our Web site with
in-text Web buttons that direct readers to Web site con-
tent. Specifically, we have added a third Web button con-
sisting of a set of 50 worked problems.
Written by Norris Peterson of Pacific
Lutheran University, these pieces consist
of side-by-side computational questions
and the computational procedures used
to derive the answers. In essence, they
extend the textbook’s explanations involving computa-
tions—for example, of the unemployment rate, the
inflation rate, per-unit production costs, economic
profit, and more. From a student perspec-
tive, they provide “cookbook” help for
problem solving.
This new content joins two carryover Web
buttons from the prior edition. “Interactive

vii
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Graphs” (developed under the supervision
of Norris Peterson) depict more than 30
major graphs and instruct students to shift
the curves, observe the outcomes, and derive
~ relevant generalizations. “Origins of the
Idea” are brief histories (written by Randy Grant of Linfield
Coll.ege) of 70 major ideas identified in the book. Students
are interested in learning about the economists who first
deyeloped ideas such as opportunity costs, equilibrium
price, the multiplier, comparative advantage, and elasticity.

-~

New Internet Chapter

A new Internet chapter is available for free use at our Web
site, www.mcconnell17.com. “Natural Resource and En-
ergy Economics” (Chapter 15Web) covers topics such as the
optimal rate of extraction, resource substitution, resource
sustainability, oil prices, and alternative energy sources. For
an outline of this chapter, see page 307 of this book.

The new Internet chapter was written by Sean Masaki
Flynn. Sean is an important new member of the McConnell
and Brue author team. He did his undergraduate work at
USC, obtained his Ph.D. from the University of California—
Berkeley (2002), and teaches at Vassar College. He is the au-
thor of the best-selling Economics for Dummies. We are very
excited to have Sean on the authorship team, since he shares
our desire to present economics in a way that is understand-
able to all.

The Web chapter has the same design, color, and fea-
tures as regular book chapters, is readable in Adobe Acro-
bat format, and can be printed if desired. It is supported by
the Study Guide, Test Banks, and other supplements to the
book.

Consolidated Chapter

With overwhelming support of reviewers, we have consoli-
dated the first two chapters of the prior edition into a single
chapter, “Limits, Alternatives, and Choices” (Chapter 1).
This new chapter quickly and directly moves the student
into the subject matter of economics, demonstrating its
methodology. This consolidation has the side benefit of
reducing Part 1 (the common chapters in Economics, Macro-
economics, and Microeconomics) from six chapters to five.

Consumer Surplus, Producer
Surplus, and Deadweight Loss
Analysis

Our previous chapter on elasticity is now “Extensions of

Demand and Supply Analysis” (Chapter 6). Along with

elasticity, this chapter introduces consumer surplus,

producer surplus,

appear again in the pure compe
chapters. Knowing that some 1n
cover deadweight loss analysis,

and deadweight loss. These topics

tition and pure monopoly
structors do not want to
we have taken care to

present the ideas in a way that will enable instructors to

skip these insertions.

New and Relocated ‘“Consider
This’’ and ‘“Last Word’’ Boxes

Our “Consider This” boxes are used to provide analogie§,
examples, or stories that help drive home central economic
ideas in a student-oriented, real-world manner. For in-
stance, the idea of trade secrets is described with the story

CONSIDER THIS

Unprinci-
pled Agents
In the 19908
many corpora-
3ddresied

of executive pay
oithor as shares of the firmis stock or as stock options. Stock.
options are contracts that allow executives or other key em-
ployees to buy shares of their employers! stock at fixed, lower

closely with those of the broader corporate owners. By
pursuing high profits and share prices, the executives
would enhance their own wealth as well as that of afl the
stockholders.

This solutionl to the principal-agent pr oblem had an un-
expected negative side effect. It promptad a few unscrupu-
lous executives to Inflate their firms! share prices by hiding
Costs, overstating revenues, engaging in deceptive transac-
tions, and, in general, maggeratng profits. These executives
then 30ld large quantities of their inflated stock, making quick
personal fortunes. In some cases, lindependent outside au-
diting firms turned out to be not 10 independent. because
they held valuable consulting contracts with the firms being
audited.

When the stock-market bubble of the late 1990s burst,
many instances of business manipulations and fraudulent ac-
counting were exposed. Several exacutives of large US. firms
were indicted and a few large firms collapsed, among them
Enron (energy trading), WorldCom (communications), and

principal-agent problem is not an easy problem to solve.

1t has hecomne wxreasogly commonplace
plast kadneys, hungy, brver
from deveased indnhals b those whoe

crgams have faded o ace (ke
yecms and inaay of dew

domaicd orgams crmes 13 excumsied 4000
dearhs m the Usand Staves cach year

Why Shorages! Se
shortages of dewred oo
econamias What 1 diffe

A Legal Market for Human Organs?

of “cat gut” and violin
strings, while McDonald’s
“McHits” and “McMisses”
demonstrate the idea of
consumer  sovereignty.
These brief vignettes, each
accompanied by a photo, il-
lustrate key points in a
lively, colorful, and easy-
to-remember way.

New “Consider This”
boxes include such dispa-
rate topics as fast-food lines
(Chapter 1), the economics
of war (Chapter 1), “buy-
ing American” (Chapter 2),
ticket scalping (Chapter 3),
salsa and coffee beans
(Chapter 3), unprincipled
agents (Chapter 4), a CPA
and a house painter (Chap-
ter5), waste-to-oilconversion
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methods (Chapter 15Web), art for art’s sake (Chapter 16),
and the hedging of risk in agriculture (Chapter 19).

Our “Last Word” pieces are lengthier applications
and case studies located toward the end of each chapter.
In this edition, we included photos to pique student inter-
est. New and relocated Last Words include those on pit-
falls to sound economic reasoning (Chapter 1), a market
for human organs (Chapter 3), the long-run problem of
financing Social Security (Chapter 4), efficiency gains
from entry (Chapter 9), the effects of economic growth of
the environment (Chapter 15Web), and mandatory health
insurance (Chapter 21).

Contemporary Discussions

and Examples

The seventeenth edition refers to and discusses many cur-
rent topics. Examples include the economics of the war in
Iraq, China’s rapid growth rate, the productivity accelera-
tion, the recent profit paths of Wal-Mart and General
Motors, rapidly expanding and disappearing U.S. jobs, ris-
ing oil prices, recent antitrust actions, farm subsidy pro-
grams, welfare caseloads, prescription drug coverage under
Medicare, health savings accounts (HSAs), immigration
impacts, large U.S. trade deficits, offshoring of American
jobs, and many more.

Distinguishing Features

Comprehensive Explanations at an Appro-
priate Level Microeconomics is comprehensive,
analytical, and challenging yet fully accessible to a wide
range of students. The thoroughness and accessibility en-
able instructors to select topics for special classroom em-
phasis with confidence that students can read and
comprehend other independently assigned material in the
book. Where needed, an extra sentence of explanation is
provided. Brevity at the expense of clarity is false
economy.

Fundamentals of the Market System Many
economies throughout the world are making difficult tran-
sitions from planning to markets. Our detailed description
of the institutions and operation of the market system in
Chapter 2 is even more relevant than before. We pay par-
ticular attention to property rights, entrepreneurship,
freedom of enterprise and choice, competition, and the
role of profits because these concepts are often misunder-
stood by beginning students.

PREFACE | ix

Early and Full Integration of International
Economics We give the principles and institutions of
the global economy early treatment. Chapter 5 examines
the growth of world trade and its major participants, spe-
cialization and comparative advantage, the foreign ex-
change market, tariffs and subsidies, and various trade
agreements. This strong introduction to international
economics permits “globalization” of later discussions in
both the macro and the micro chapters. Then, we delve
into the more difficult, graphical analysis of international
trade and finance in Chapters 23 and 24.

Early and Extensive Treatment of Gov-
ernment Government is an integral component of
modern capitalism. This book introduces the economic
functions of government early and accords them system-
atic treatment in Chapter 4. Chapter 16 examines govern-
ment and market failure in further detail, and Chapter 17
looks at salient facets of public choice theory and taxation.
Part 5 of the text include issue- and policy-oriented
chapters.

Stress on the Theory of the Firm and
Technological Advance We have given much at-
tention to microeconomics in general and to the theory of
the firm in particular, for two reasons. First, the concepts
of microeconomics are difficult for most beginning stu-
dents; abbreviated expositions usually compound these
difficulties by raising more questions than they answer.
Second, we wanted to couple analysis of the various mar-
ket structures with a discussion of the impact of each mar-
ket arrangement on price, output levels, resource
allocation, and the rate of technological advance. Our
Chapter 12 on the microeconomics of technology is
unique to principles books.

Focus on Economic Issues For many students,
the chapters on antitrust, agriculture, income inequality,
health care, and labor issues are where the action is cen-
tered. We guide that action along logical lines through the
application of appropriate analytical tools. In this part, we
favor inclusiveness; instructors can effectively choose two
or three chapters from this group.

Integrated Text and Web Site Microeconomics
and its Web site are highly integrated through in-text Web
buttons, Web-based end-of-chapter questions, bonus Web
chapter, multiple-choice self-tests at the Web site, online
newspaper articles, math notes, and other features. Our
Web site is part and parcel of our student learning pack-
age, customized to the book.




