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Our approach in this new edition remains what it was in the first edition: to provide students
and instructors with a text that delivers complete coverage of economic topics using many
real-world examples. Our goal from the beginning has been to teach economics in a “widget-
free” way by using real-world business and policy examples.

Much has happened in the U.S. and world economies since we prepared the previous
edition, including the longest economic expansion in the history of the U.S. economy, the
first significant international trade war since the 1930s, and record peacetime federal budget
deficits. We have incorporated many of these developments in the new real-world exam-
ples and policy discussions in this edition and also in the extensive digital resources, which
include:

® More than 70 author-created application videos of the chapter openers and Apply the
Concept features

®  More than 160 figure animation videos

®  More than 20 Solved Problem whiteboard videos

New 1o This Edition

Here is an overview of the revisions, followed by a more detailed description of the changes
in each chapter.

Overview of Changes

®  All the chapter openers feature either new companies or have updated information.

® Chapters 1-4include new An Inside Look features to help students apply economic think-
ing to current events and policy debates as they are presented in news articles.

® There are 14 new Apply the Concept features and videos to help students tie economic
concepts to current events and policy issues. The Apply the Concept features and videos
that were retained from the previous edition have been updated.

® There are 4 new Solved Problems, and many of those retained from the previous edition
have been updated. The Solved Problem feature uses real-world products, events, and
policies to help students break down and answer economic problems step by step.
New to this edition are whiteboard videos of select Solved Problems that bring these real-
world problems to life with audio, background photos, and step-by-step construction
of graphs and tables.

®  All the figures and tables and their animations have been updated with the latest data
available.

® Many of the end-of-chapter Problems and Applications have been updated or replaced. In
most chapters, one or two problems include graphs or tables for students to analyze.
Select chapters have a category titled Real-Time Data Exercises, and we have updated some
of those exercises.

® Based on marketing feedback and our analysis of instructor assignments, we have made
the following organizational changes to the print version of the book:

o We cut the income statement and balance sheet material from the appendix to
Chapter 6 (the discussion of present value was retained) and the gold standard and
Bretton Woods material from the appendix to Chapter 19 (now Chapter 18). All of
this material is still available within MyLab Economics for instructors and students
who wish to use it.
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o  Westreamlined and merged Chapter 18, “Macroeconomics in an Open Economy,”
and Chapter 19, “The International Financial System” into one chapter, Chapter 18,
“Macroeconomics in an Open Economy”

New Content and Features by Chapter

Here is a description of key changes by chapter.

Chapter 1, “Economics: Foundations and Models,” opens with a new discussion
of how the Trump administration’s tariff policy may affect Apple and other firms.
An Inside Look at the end of the chapter presents a news article and analysis of whether
those tariffs are bringing manufacturing jobs back home or primarily raising prices
for U.S. consumers. New Solved Problem 1.1 analyzes the marginal benefit and margi-
nal cost of the U.S. Postal Service delivering packages for Amazon. A new Apply the
Concept discusses whether a congressional bill aimed at increasing the pay of low-wage
workers could backfire.

Chapter 2, “Trade-offs, Comparative Advantage, and the Market System,”
opens with an updated discussion of the resource allocation decisions Elon Musk
and managers at Tesla Motors face. An Inside Look at the end of the chapter discusses
the plans of Porsche’s parent company, Volkswagen, to create a full line of electric
automobiles. A new Apply the Concept discusses the recent debates about socialism.

Chapter 3, “Where Prices Come From: The Interaction of Demand and
Supply,” opens with a new discussion of Nike and the highly competitive market
for athletic shoes. We use that market to develop the demand and supply model. An
Inside Look at the end of the chapter examines plans by BASF and Reebok to release
3D printed shoes. There are three new Apply the Concepts: “Forecasting the Demand for
Athletic Shoes,” “Fracking, the U.S. Oil Boom, and Expected Oil Prices,” and “Higher
Demand for Cobalt—But Lower Prices?” New Solved Problem 3.4 examines how we can
predict changes in the price and quantity of merino wool.

Chapter 4, “Economic Efficiency, Government Price Setting, and Taxes,”
opens with an updated discussion about the economic link between food riots in
Venezuela and the rise in popularity of Uber in the United States. At the end of the
chapter, An Inside Look examines why Uber is suing New York City over its limit on the
number of cars ride-hailing companies are allowed. New Solved Problem 4.4 examines
who bears the burden of the Seattle beverage tax.

Chapter 5, “The Economics of Health Care,” opens with a new discussion of
whether private insurance companies such as Blue Cross and Blue Shield should
be eliminated in favor of a single-payer government health system. New Table 5.2
summarizes and compares the essential aspects of the health care systems in Canada,
Japan, and the United Kingdom. A new Apply the Concept discusses the debate over
“Medicare for All.”

Chapter 6, “Firms, the Stock Market, and Corporate Governance,” opens with
a new discussion of Lyft’s initial public offering. A new Apply the Concept explores
why someone would want to buy Lyft stock, given the company’s financial losses.
New Table 6.2 summarizes the historical long-run returns from investing in different
assets. Coverage of recent issues in corporate governance policy, formerly in Section
6.4, has been streamlined and merged into Section 6.3. The appendix still covers
present value, but the coverage of income statements and balance sheets now appears
as an online appendix.

Chapter 7, “Comparative Advantage and the Gains from International
Trade,” opens with a discussion of how the 2019 Trump Administration tariffs on
imports from China affected Whirlpool, a home appliance maker based in Benton
Harbor, Michigan. A new Apply the Concept analyzes who gains and who loses from
tariffs on imports from China.



Chapter 8, “GDP: Measuring Total Production and Income,” opens with a new
discussion of how General Motors and other car companies deal with the business
cycle. A new Apply the Concept discusses whether gross domestic income is a more
reliable measure of total production than gross domestic product.

Chapter 9, “Unemployment and Inflation,” opens with a new discussion of how
Wisconsin-based Stoughton Trailers dealt with the challenge of finding workers
during a period of very low unemployment. A new Apply the Concept discusses whether
advances in information technology permanently increase structural unemployment.
A new section covers trends in labor force participation rates.

Chapter 10, “Economic Growth, the Financial System, and Business Cycles,”
begins with a new opener that discusses how millennials (people born between 1981
and 1996) have experienced both technological change and the effects of the business
cycle. New Figure 10.9 and surrounding text also cover this topic.

Chapter 11, “Long-Run Economic Growth: Sources and Policies,” opens with
a new discussion of the role of technological change and creative destruction in
lifting living standards. A new Apply the Concept explores the economic growth of
sub-Saharan Africa and projections of future growth for that region.

Chapter 12, “Aggregate Expenditure and Output in the Short Run,” opens with
a new opener about how the business cycle affects manufacturers of recreational
vehicles (RVs), such as Airstream, many of which are based in Elkhart, Indiana. A new
section covers the volatility of consumer spending on durables, and new Table 12.1
summarizes the relationship between actual investment and planned investment.

Chapter 13, “Aggregate Demand and Aggregate Supply Analysis,” opens with
a new discussion of the effect of the business cycle on General Motors and other auto
manufacturers. A new Apply the Concept discusses whether there really is a business cycle.

Chapter 14, “Money, Banks, and the Federal Reserve System,” opens with a new
discussion of the Venmo app, which allows people to send money to friends using
their smartphones.

Chapter 15, “Monetary Policy,” opens with a new discussion of the organization of
the Federal Reserve and Fed Chair Jerome Powell’s relationship with President Trump
in 2019. Coverage of the financial crisis of 2007-2009 has been streamlined.

Chapter 16, “Fiscal Policy,” opens with a new discussion of the effects of fiscal
policy on the growth rate of real GDP. A new Apply the Concept discusses modern
monetary theory (MMT) and whether policymakers should worry about the national
debt. New Solved Problem 16.6 explores how the Italian government confronts its
budget deficit.

Chapter 17, “Inflation, Unemployment, and Federal Reserve Policy,” opens
with a new discussion of the Fed’s challenge of meeting its dual mandate of low
inflation and unemployment while dealing with political pressure from President
Trump. A new Apply the Concept considers whether the Phillips curve has disappeared.
There are two new sections in the chapter: One covers the recent debates about the
future of the Federal Reserve, and another discusses whether the Fed should be
independent of Congress and the president.

Chapter 18, “Macroeconomics in an Open Economy,” includes streamlined and
updated content from two seventh edition chapters: Chapter 18 of the same title and
Chapter 19, “The International Financial System.” The appendix on the gold standard and
Bretton Woods that appeared in the seventh edition Chapter 19 is now an online appendix.

To make room for new content, we cut 14 Apply the Concepts and 2 Solved Problems from the
previous edition and transferred some of them to the book’s Instructor’s Manual, where they
are available for instructors who wish to continue using them. As noted earlier, as a result of
market feedback and analysis of instructor assignments we moved two appendices to appear
within MyLab Economics and streamlined and merged two chapters.
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Solving Teaching and Learning
Challenges

Many students who take a principles of economics course have difficulty seeing the relevance
of key concepts such as opportunity cost, trade-offs, scarcity, and demand and supply to their
lives and their careers. This reduces the willingness of some students to prepare for class and
to be engaged during class. We address this challenge with contextual learning, a modern
organization of content, engaging pedagogy, and an extensive selection of digital assets.

The Foundation: Contextual Learning and Modern
Organization

We believe a course is successful if students can apply what they have learned to both their
personal lives and their careers and if they have developed the analytical skills to understand
what they see in the media. That’s why we explain economic concepts by using many real-
world business examples and applications in the chapter openers, graphs, Apply the Concept
features, An Inside Look features, and end-of-chapter problems. This approach helps majors
from all disciplines become educated consumers, voters, and citizens. In addition to our
widget-free approach, we have a modern organization and place interesting policy topics
early in the book to pique student interest.

Students come to study macroeconomics with a strong interest in understanding
events and developments in the economy. We capture that interest and develop students’
economic intuition and understanding by presenting macroeconomics in a way that is
modern and based in the real world of business and economic policy. And we believe we
achieve this presentation without making the analysis more difficult. We avoid the recent
trend of using simplified versions of intermediate models, which are often more detailed
and complex than what students need to understand the basic macroeconomic issues.
Instead, we use a more realistic version of the familiar aggregate demand and aggregate
supply model to analyze short-run fluctuations and monetary and fiscal policy. We also
avoid the “dueling schools of thought” approach often used to teach macroeconomics at the
principles level. We emphasize the many areas of macroeconomics where most economists
agree. And we present throughout real business and policy situations to develop students’
intuition.

Here are a few highlights of our approach to macroeconomics:
® A careful discussion of macro statistics. Many students pay some attention to the

financial news and know that the release of statistics by federal agencies can cause move-

ments in stock and bond prices. A background in macroeconomic statistics helps clarify
some of the policy issues encountered in later chapters. In Chapter 8, “GDP: Measur-
ing Total Production and Income,” and Chapter 9, “Unemployment and Inflation,” we
provide students with an understanding of the uses and potential shortcomings of the
key macroeconomic statistics, without getting bogged down in the minutiae of how the
statistics are constructed. For instance, we discuss the important differences between
the payroll survey and the household survey for understanding conditions in the labor
market. We explain why financial markets react more strongly to news from the payroll
survey. We provide a discussion of the employment—population ratio, which is not cov-
ered in some other texts but which many economists regard as a key measure of labor
market performance.

® Early coverage of long-run topics. We place key macroeconomic issues in their
long-run context in Chapter 10, “Economic Growth, the Financial System, and Busi-
ness Cycles,” and Chapter 11, “Long-Run Economic Growth: Sources and Policies.”



Chapter 10 puts the business cycle in the context of underlying long-run growth and
discusses what actually happens during the phases of the business cycle. We believe
this material is important if students are to have the understanding of business cycles
they will need to interpret economic events; this material is often discussed only
briefly or omitted entirely in other books. We know that many instructors prefer
to have a short-run orientation to their macro courses, with a strong emphasis on
policy. Accordingly, we have structured Chapter 10 so that its discussion of long-run
growth is sufficient for instructors who want to move quickly to short-run analysis.
Chapter 11 uses a simple neoclassical growth model to explain important growth
issues. We apply the model to topics such as the decline of the Soviet economy, the
long-run prospects for growth in China, the implications of the slowdown in produc-
tivity growth for the U.S. economy, and the failure of many developing countries to
sustain high growth rates. We also challenge students with the discussion “Why Isn’t
the Whole World Rich?”
A dynamic model of aggregate demand and aggregate supply. We take a fresh
approach to the standard aggregate demand and aggregate supply (AD—AS) model in
Chapter 13, “Aggregate Demand and Aggregate Supply Analysis.” We realize there is
no good, simple alternative to using the AD—AS model when explaining movements in
the price level and in real GDP. But we know that more instructors are dissatisfied with
the AD—AS model than with any other aspect of the macro principles course. The key
problem, of course, is that AD—AS is a static model that attempts to account for dynamic
changes in real GDP and the price level. Our approach retains the basics of the AD-AS
model but makes it more accurate and useful by making it more dynamic. We emphasize
two points:

1. Changes in the position of the short-run (upward-sloping) aggregate supply curve

depend mainly on the state of expectations of the inflation rate.
2. The existence of growth in the economy means that the long-run (vertical) aggregate
supply curve shifts to the right every year.

This “dynamic” AD-AS model provides students with a more accurate understanding of
the causes and consequences of fluctuations in real GDP and the price level. We introduce
this model in Chapter 13 and use it to discuss monetary policy in Chapter 15, “Monetary
Policy,” and fiscal policy in Chapter 16, “Fiscal Policy.” The material on dynamic AD—-AS
is presented in self-contained sections in Chapters 13, 15, and 16, so instructors may
safely omit the sections on the dynamic AD-AS model without any loss in continuity
to the discussion of macroeconomic theory and policy.

Extensive coverage of monetary policy. Because of the central role monetary pol-
icy plays in the economy and in students’ curiosity about business and financial news,
we devote two chapters to the topic: Chapter 15, “Monetary Policy,” and Chapter 17,
“Inflation, Unemployment, and Federal Reserve Policy.” We emphasize the issues
involved in the Fed’s choice of monetary policy targets, and we include coverage of
the Taylor rule. We also cover the Fed’s new policy tools and the debate over whether
the Fed’s policies during and after the 2007-2009 financial crisis were consistent
with its mandate under the Federal Reserve Act, and recent challenges to the Fed’s
independence.

Coverage of both the demand-side and supply-side effects of fiscal policy. Our
discussion of fiscal policy in Chapter 16, “Fiscal Policy,” carefully distinguishes between
automatic stabilizers and discretionary fiscal policy. We also provide significant cover-
age of the supply-side effects of fiscal policy. A new section discusses the requirements
for the Trump administration to hit its goal of restoring the long-run annual growth rate
of real GDP to 3 percent.

A self-contained but thorough discussion of the Keynesian income-expenditure
approach. The Keynesian income—expenditure approach (the “45°-line diagram,”
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or “Keynesian cross”) is useful for introducing students to the short-run relationship
between spending and production. Many instructors, however, prefer to omit this mate-
rial. Therefore, we use the 45°-line diagram only in Chapter 12, “Aggregate Expendi-
ture and Output in the Short Run.” The discussions of monetary and fiscal policy in
Chapter 15, “Monetary Policy,” and Chapter 16, “Fiscal Policy,” respectively, use only the
AD-AS model, making it possible to omit Chapter 12.

* Extensive international coverage. We include two chapters devoted to international
topics: Chapter 7, “Comparative Advantage and the Gains from International Trade,”
and Chapter 18, “Macroeconomics in an Open Economy.” Having a good understand-
ing of the international trading and financial systems is essential to understanding the
macroeconomy and to satisfying students’ curiosity about the economic world around
them. In addition to the material in our two international chapters, we weave interna-
tional comparisons into the narratives of several other chapters, including our discus-
sion of labor market policies in Chapter 17, “Inflation, Unemployment, and Federal
Reserve Policy,” and central banking in Chapter 14, “Money, Banks, and the Federal
Reserve System.”

* Flexible chapter organization. Because we realize that there are a variety of
approaches to teaching principles of macroeconomics, we have structured our
chapters for maximum flexibility. For example, our discussion of long-run eco-
nomic growth in Chapter 10, “Economic Growth, the Financial System, and Business
Cycles,” makes it possible for instructors to omit the more thorough discussion of
these issues in Chapter 11, “Long-Run Economic Growth: Sources and Policies.” Our
discussion of the Keynesian 45°-line diagram is confined to Chapter 12, “Aggregate
Expenditure and Output in the Short Run,” so that instructors who do not use this
approach can proceed directly to aggregate demand and aggregate supply analy-
sis in Chapter 13, “Aggregate Demand and Aggregate Supply Analysis.” While we
devote two chapters to monetary policy, the first of these—Chapter 15, “Monetary
Policy”—is a self-contained discussion, so instructors may safely omit the mate-
rial in Chapter 17, “Inflation, Unemployment, and Federal Reserve Policy,” if they
choose to. Finally, instructors may choose to omit both of the international chapters
(Chapter 7, “Comparative Advantage and the Gains from International Trade,” and
Chapter 18, “Macroeconomics in an Open Economy”), cover just Chapter 7 on
international trade, or cover just Chapter 18. Please refer to the flexibility chart on
pages P14-P15 of this preface to help select the chapters and order best suited to
your classroom needs.

Pedagogy That Emphasizes Real-World Examples,
Applications, and Practice

A number of pedagogical features illustrate the relevance of economics to students’ everyday
lives, help students focus on key concepts, and help them prepare for exams.

Business Cases and An Inside Look News Articles

Each chapter-opening case provides a real-world context for learning, sparks students’
interest in economics, and helps unify the chapter. The case describes an actual company
facing a real situation. The company is integrated in the narrative, graphs, and pedagogical
features of the chapter. Some of the chapter openers focus on the role of entrepreneurs in
developing new products and bringing them to market. For example, Chapter 2 features
Elon Musk of Tesla Motors; Chapter 14 features Venmo app founders Andrew Kortina and
Iqram Magdon-Ismail; and Chapter 18 features Jeff Bezos of Amazon.
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In 1973, the firm introduced the Nike Oregon Waffle,

lent cushioning and traction. Nike was able to achieve
lasting success by combining innovative shoe designs
with d

in  low-wage labor. C
factories to launch a new shoe bran i relatively low cost.
which eases the entry of new firms into the industry. As a
result, competition is intense, and firms have to respond
quickly to changes in consumer tastes. Nike has adapted
10 increased competition by offering “Nike by You,” which
allows people to customize their athletic shoes by color,
style,and treatment of the Nike swoosh logo.

‘Although sales of athletic shoes were strong in 2019,
there are no guarantees in a market system. Will athletic
shoes remain popular, allowing Nike, Adidas, and their
competitors to continue earning substantial profits? Or
will competition and changes in consumer astes force

profits,
ther once fashionable products, from men's hats to wrist-

star athletes.

watches?.
fi

In recent years,

choice of a

f F &, Albirds began scl

pay e produ
ANINSIDELOOK at the end of this chapter discusses
s Jspeed

shoes with wool upper
Adopting such strategies allowed these firms to avoid

plansby
shoes.
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Objectives

@ 1 vemanasiso i oot son 6

Lst ond describe the variabies that Influence demand.

Lst and describe the variabies that influence supply.

@ oreotequiorium: puting Demand and suppy Togather,aoe 87

Use @ graph o llustrate market equilbrium.

Economics in Your Life & Career

Can You Forecast the Future Demand for Athlefic Shoes?

Firms face many challenges in responding to changes in
consumer demand. For example, firms selling athletic
shoes need to forecast future demand in order to deter-
mine how much production capacity they wil need. If
You were a manager for a firm that sells athletic shoes,

such as Nike, Adidas, or Allbirds, what factors would you
take into account in forecasting future demand? As you
read this chapter, try to answer this question. You can
check your answer against the one we provide at the
end of this chapter.

PREFACE

P-7

An Inside Look is a two-page feature that shows students how to apply the concepts from
the chapter to the analysis of a news article. The feature appears at the end of Chapters 1-4.
An Inside Look presents an excerpt from an article, analysis of the article, a graph(s), and critical
thinking questions.

AN
[LS11R If the Shoe Fits . . . Print It?
LOOK

3DPRINT

BASF and Reebok to
Release Additional 3D
Printed Liquid Speed
Shoes, More Projects in
Development

@ i major shoe manfact-
ing corporatons have been turming
103D prining over the s
yars, Whil 30 priied
Tilling shoe stoes just et

“The point of automation is o
shorten the production cost and
enable that automation,” said Chau
s Manager for

z

medial and the lateral parts of your

foot,so you gt a more custom 1"
Nguyen also calls the shoe the
high UstiLaor,

Footwer, PM North America, BASF.
“Sa instead of a person sitting there
and putting a sole on, they were able
todispenseitin 3D on the part isclf
that saved a ot oftme.

Rechok approached BASF, which
it had worked with before, about cre-
ating a polyurethane material that it
could use to create a unique outsole,

most outsoles have been made from
rubber, but the polyurethane allows
for better rebound.

“When you're running, a cer-
tain amount of energy is going to the
ground” he said. "So, when you hit
the ground,in thiscase, i bsorbs the
energy and then it returns it that's
why it called high rebound.

it design potential and customization
possbilies. Now we'r in the age of
thesmallsries of xclusive 3D prining
shoe. Earicrthisyear Nike ntroduced
the firstshoe with a 3D printed upper,

uid that could be drawn on to create
an outsole that melds with the lacing

“We provide the material to Ree-

first released in November, only 300

Key Points in the Article

30 printng technology has entered the
reaim of the highly competitive athietic
shos market. In 2016, Resbok introduced
the Liquid Speed shos, made in part using
3D prnting, with compeiors such as Nike
and New Balance adopting s technology
for a imited number of products in 2018,
3D prining allows shoe manufacturers to
improve the fit and performance of their
products and elminates the noed for the
expensive and tme-consuming mo-driven
production process common in tradtional
oo manufacturing. The cost savings also

expect greater accessibiy as a rest of
decraases i cost

Analyzing the News
@ s rumertantc oo

factrers are starting o ncorporate 3D
printng technology nto their Gesin and

techmology o produce components fo cer-
tain product lines. 3D printng allows for
‘expandad design possiilties and product
customization. Although 3D prnting is ot

Who are loking for the better it and per-
formance these shoss offer. Figure 2 lls-
trates an increase in consumars’ taste for
athitic shoes as a result of the bette fit

paries see the potential for tis process fo

improve productty and incrase profts.
Using 3 printers would alow shoo
companies to avoid much of the trad

tional producton process, which s both

it the emand curve to the gt from
D, 10 D, resuling in an increasa in both
the aquilibrium price (7, 1o R) and the
eauiibrium quaniy (@, t @;). The higher
eauiibrium price esuts in an increase in

D printng
oprosents a positive tachnological change,
allowing a fi to produce more output
using the same amount of inputs. Suppose
Figure 1 below lustrates the market fo ath-
letic shoos. This positive technological
change shifts the supply curve 10 the right,
oM S 10,5, resuling in a decrease n the.
ecibrum price Py to P) and an incresse.
in the equilbrium quanity (@, to Q). The
lower equilbrium price wil lso esultn an
increase i quantity demanded, lustrated
by the movement from the original squiio
rium (point A) 1o the new equilbrium
aint B

@2t s norasing produston of

ment rom equillrium point 4 to ecqulit
ium point 6.

Thinking Critically

1. Why is it partcularly important for &
finm ke Reebok to stay informed of
technological advancements and seok
out the ones t could possidly use In s
operations?

2. Suppose that athetc shoe firms expe.
tience an mprovement in technology
ffom the use of 3D printing an that the
improved pertormance and fit o these
30 printed shaes increases consumors'
{asto for the shoss. Draw a demand and

bok that ha the requird rheology  Recbok was borowing lab tme,but s i Spaod shos and plans 15 suppy ra f ekt sfustion
i st eyt GRS L Uy "ok s borvine bt bt e o Wi e 014 Spesd scn s s 0 sy gagh o e s st
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pelbyiasts daw e dicly e out or Liguid e I i .
ontothe shoc This allows ora tighter — some.formal wear), but especial merge on the market o s o | oy
o anditsprety contlooking 0. runing shoe, where perormance b long. 4 well 4 some o parcisioss) pY s kot shss)
© e techmique lso docs awey  depenis gy on hoe comfortably  devclopments rom Resbok. As 3D
with the radionl mold-drven pro. theshoe fis. Th deignofhe Ligud
Ces. which s cxpensive and time.  Speed shoe allows for an especilly ” g
e i iR e B il ncessain
S o
T
el oot o
of the shoe. Youhave tension at the  shoes that have been relased, Many o
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Solved Problems

Many students have great difficulty handling applied economics problems. We help students
overcome this hurdle by including in each chapter two or three worked-out problems that
analyze real-world economic issues they hear and read about in the news. Our goals are to
keep students focused on the main ideas of each chapter and give them a model for how to
solve an economic problem by breaking it down step by step. We tie additional exercises in
the end-of-chapter Problems and Applications section to every Solved Problem. Additional Solved
Problems appear in the Instructor’s Manual. In addition, the Test Banks include problems tied
to the Solved Problems in the main book.
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New to this edition are whiteboard videos of select Solved Problems that bring these real-
world problems to life with audio, background photos, and step-by-step construction of
graphs and tables.

94 CHAPTER 3

The Effect of Demand and Supply Shiffs on Equilbrium 95

PS Solved Problem 3.4 e =
Can We Predict Changes in the Price and Quantity of Merino Wool? .
When a
from merino wool, it helped increase the popularity of this equilibrium price of merino wool has increased or
el wich ol ool Anevsar s s demindsnd sl shoving
denoted ha,
ling an we use this information to be crtain whether ~
and odorressing propertis.” Most merino woolis har- i e usethis information to be certain wh ‘,“’“
vested from sheep raised in Australia and New Zealand. The e eq " q 4 ~
increased or decreased? Use ademand and supply o,
article noted that the sheep population in these countries o e o
has been declining because sheep farmers have been con- graph showing the market for merino wool to s o,
verting o dairy farming or rasing wheat and other crops trse your e
Solving the Problem o S e
Step 1: Review the. 2
and supply curve ffct theequibriom price, 50 you might want (o eview .
the secion The Effectof \.\.m‘m Demandand Supply over Time ing, this graph shows the cquilibrium quanity decreasing. The uncertainty

Step 2: Answer part (a) using demand and supply analy

s The problem gives tent with what Table 3.3 indicates happens when the demand curve shifts to

e the demand for merine woalin sehletc showts i cxhr peoduets, So he the right and the supply curve shifs to the lef. Therefore, the answer to part

emand curve has shifted 0 he right The problem aso ives you the nfor. 6)is that we cannot be certain whether the equilirium quantity of merino
mtion that farmers in Australia and New Zealand have been moving out of ‘wool has increased or decreased

The Extra Credit:

0 dairy farming or raising crops because wool prices had been declining The farmers

were responding to the market signal they reccived from the price of wool declining

fo]lowmg graph shows both of these shifts,

il o the pricesof b productsthey could spply.Rising ool prics sl
prcea N tive to the pr ther products . Relng woclp ting
ernewes! s signal that some P espond o by recurning 1o rising sheep, Eventualy, e
would expect that the quantity of merino wool willincrease i response to the change
£ - in consumer tastes
Your
3
— 0, Shifts in a Curve versus Movements along a Curve
Vhen analy d y curves, ashifi
" ina by o cause
[ b hat an incr y priccofa
o ] » Guanity of goodto the
merino veol good is constant. The result will be an increase in the quantity demanded but not an

ply: Ifthe price of
ness of sellers to supply the good is constant, the quantity supplied decreases, but the
supply does not. For supply to decrease, the whole curve must shift.

Table 33 fihe d
supply curve shifs o the lft, the equilibrium price must increase. Therefore,

of merino wool hasincreased.

Step 3:

: is. The grap!
Step 2shows that iy of merino wool h a1

Apply the Concept

Each chapter includes two to four Apply the Concept features that provide real-world reinforce-
ment of key concepts and help students learn how to interpret what they read on the Web and in
newspapers. Most of the 60 Apply the Concept features use relevant, stimulating, and provocative
news stories focused on businesses and policy issues. One-third of them are new to this edition,
and most others have been updated. Several discuss health care and trade, which have been at
the forefront of recent policy discussions. Each Apply the Concept has at least one supporting
end-of-chapter problem to allow students to test their understanding of the topic discussed.

Apply the Concept
@

Foreccsling the Demand for Athletic Shoes
Itsimportant for forecast the demand for their b
doing so helps them determine how much of a good to producc Firms typically set
‘manufacturing schedules at least a month ahead of time. The market for athletic shoes is
steadil d firms need to carefully plan increases in productive
capacity. Firms that fail to produce a large enough quantity to keep pace
ith ing demand ut But will the demand

for athletic shoes continue to grow, or has it reached a peak?

Richard Tedlow of the Harvard Business School has developed a
theory of the “three phases of marketing” that can provide some insight
into How the markets for many consumer products develop over time.
The table below summarizes the phases. The first phase often has many
large firms, each producing a relatively small volume of goods and
charging high prices. This phase corresponds to the carbonated soft
drink industry in the late nineteenth century, the automobile industry
in the carly twentieth century, and the personal computer industry in
the late 1970s. In the second phase, the market consolidates, with one or
a few brands attaining high market shares by selling a large number of

units at lower prices. This phase corresponds to the soft drink industry

during the middle of the twentieth century, the automobile industry during the 1920,
and the personal computer industry during the late 1980s. The third phase of marketing
involves a rapid multiplication of products introduced by the leading firms. Colas, auto-
mobiles, and personal computers are all currently i this phase. For instance, Coca-Cola

and Pepsi are the dominant firms in the carbonated soft drink industry, but they offer a
large varicty of products, from basic Coke and Pepsi o caffeine-free Coke and Pepsi, Dict
Cherry Coke, and Pepsi Mango.

Phase 1 Phase 2

Parick . FallonfBloomberg via Getty Images
How will changes in demaographics,
income, and tastes shape the market
for athletic shoes?

nineteenth century.

The athletic shoe industry is probably in the third phase of marketing, with market

leaders Nike, Adidas, Skechers, New Balance, and Under Armour each having market
shares of at least 5 percent and offering a variety of styles, and dozens of smaller firms
making up the remainder of the market.

Managers at athletic shoe firms will have to take into account a number of factors
when estimating the future demand for athletic shoes. Factors that will tend to lead to
higher demand for athletic shoes include (1) the popularity of the product with millen-
nials and members of generation Z; (2) the trend away from women wearing high heels
toward wearing more casual shoes; and (3) rising incomes in some developing countries,
such as China and India, which should increase demand. But in their key North Ameri-
can and European markets, thletic shoe irms face slowing population growth, which
will reduce the rate at which demand increases. Th pend hang-
ing tastes. As millennials and members of generation Z have become less interested in
participating in competitive running, the sector of the industry producing running shoes
has already experienced declining sales. Similarly, a significant fraction of the demand
for basketball shoes comes from people who collect them or buy them intending to
resell them to collectors. Although an article in the Wall Sreet Journal described collect-
ing athletic shoes as a “mainstream passion,” if tastes change and collectors stop buying
hundreds of pairs of new shoes each, demand will decline.

As we saw in Chapter 1, economists can use formal models to forecast future
values of economic variables. In this case, an economist forecasting the demand for
athletic shoes would want to include the factors mentioned in the previous para-
graphs, although forecasting changes in tastes can be difficult and, over the longer
run, changes in the growth of income and population across countries cannot be
estimated exactly.

Your Tum: festyour understanding by doing related problem 117 afthe end of tis chape.

Evolution: Evolution: E
« Many large firms. « Market consolidation, with one or a few « Arapid multplication of products Introduced
. brand &
volume of goods and charging high prices. « Each firm salling a large number of units at Example:
Examples: lower pric « The carbonated solft drink industry today,
« The carbonated soft drink industry in the. Examples: with Coca-Cola and Pepsi being the domi-
late nineteenth century « The carbonated soft drink industry during nant firms
« The automobile industry in the early the middle of the . today
twentieth century . 19208 o
« The personal computer industry in the late « The personal comp yin the late . today
05 19805
« The athietic shoe v . 19708




Don'’t Let This Happen to You

We know from many years of teaching which concepts students
find most difficult. We include in each chapter a box feature called
Don'’t Let This Happen to You that alerts students to the most common
pitfalls in that chapter’s material. We follow up with a related ques-
tion in the end-of-chapter Problems and Applications section.

Concept Checks

For each learning objective section, we provide a Concept Check
that is accessible in the corresponding section within the MyLab
Economics page. Each Concept Check contains one or two
multiple-choice, true/false, or fill-in questions. These checks act
as “speed bumps” that encourage students to stop and check their
understanding of fundamental terms and concepts before moving
on to the next section. The goal of this digital resource is to help
students assess their progress on a section-by-section basis so they
can be better prepared for homework, quizzes, and exams.

Graphs and Summary Tables

Graphs are an indispensable part of a principles of eco-
nomics course but are a major stumbling block for many
students. Every chapter except Chapter 1 includes end-of-
chapter problems that require students to draw, read, and
interpret graphs. Video animations of the figures appear
within the book’s MyLab Economics page. We use four
devices to help students read and interpret graphs:

1. Detailed captions
2. Boxed notes

3. Color-coded curves

4. Summary tables with graphs

Table 3.1
Variables That Shift Market

shifts the demand curve ...  because ...

Anincrease in ...

Price
(dollars per
pair of shoes)

$150

125
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Don’t Let This Happen to You

Remember: A Change in a Good's Price Does Not
Cause the Demand or Supply Curve to Shift

dentis asked to drawa demand and graphto
illustrate how an increase in the price of oranges would affect the
market for apples, with other variables being constant. He draws
the graph on the left and explains it as follows: “Becatise apples
and oranges are substitutes, an increase in the price of oranges
will causc an initial shift to the right in the demand curve for
apples, from D; to D,. However, because this initial shift in the
demand curve for apples results in a higher price for apples, P,
consumers willfind apples less desirable, and the demand curve
willshift to thelleft from D to D, resulting in a final equilibrium
price of P, Do you agree or disagree with the student’s analysis?

You should disagrec. The student has correetly understood
that an increase in the price of oranges will cause the demand
curve for apples to shift to the right. But, the second demand

Price of
apples

Price of|

Supply  apples,

P2 P2

Py

=
D,

Py 2 Py

Dy

curve shift the student describes, from D, to Dy, will not take
place. Changes in the price of a product do not result in shifts in
the product’s demand curve. Changes in the price of a product
result only in movements along a demand curve.

The graph on the right shows the correct analysis. The
increase in the price of oranges causes the demand curve for
apples to increase from D; to Dj. At the original price, Py, the
increase in demand nitially results in a shortage of apples equal
10.Q; — Q. But, as we have seen, a shortage causes the price to
increase until the shortage is eliminated. In this case, the price
willrise to P,, where both the quantity demanded and the quan-
tity supplied are equal to Q. Notice that the increase in price
causes a decrease in the quantity demanded, from Qs to Q3. but
does not cause a decrease in demand.

Your Turn: Test your understanding by doing related problems 4.13
and 4.14 at the end of this chapter.

Supply

Dy
Dy

0 Quantityof 0
apples per month

A shift of the
demand curve
is a change in
demand.

oS\

A movement
along the
demand curve
is a change in
quantity
demanded.

Demand, D,

Q Qs Quantity of

apples per month

Figure 3.3

A Change in Demand versus a
Change in Quantity Demanded

If the price of athletic shoes falls from
$150 to $125, the result will be a move-
ment along the demand curve from point
A to point B—an increase in quantity
demanded from 8 million pairs of shoes
per week to 9 million pairs. If consum-
ers’ incomes increase, or if another fac-
tor changes that makes consumers want
more of the product at every price, the
demand curve will shift to the right—
an increase in demand. In this case, the
increase in demand from D, to D, causes
the quantity of athletic shoes demanded

Dy

10

Demand Curves income (and the good Price consumers spend more of their
is normal) higher incomes on the good.
—
Dy D,
0 Quantity
income (and the good Price consumers spend less of their
is inferior) higher incomes on the good.
o
Dy Dy
0 Quantity
the price of a substitute Price consumers buy less of the
substitute good and more of this.
— good.
D, D,
4 Quantity
the price of a Price consumers buy less of the
complementary good complementary good and less of
R this good.
Dy Dy
0 Quantity
taste for the good Price consumers are willing to buy a
larger quantity of the good at
— every price
Dy D,
0 Quantity
Price
population additional consumers result in a
greater quantity demanded at
—— every price.
D, D,
4 Quantity
Price
the expected price of the consumers buy more of the good
good in the future today to avoid the higher price
e in the future.
Dy Dy

0 Quantity

Quantity (millions of
pairs of shoes per week)

at a price of $150 to increase from
8 million pairs at point A to 10 million
pairs at point C.
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Here is a screen capture to show one of the many figure animation videos that appear within
MyLab Economics and the eText.

Figure Animation 3.1 A Demand Schedule and Demand Curve

Demand Schedule Price
-~ - (dollars per
Price _Quantity pair of shoes)
(dollars per (millions of pairs
pair of shoes) of shoes per week)
$150 8 $150 L4
0 \

125 @

0 8 9 Quantity (millions of
—) pairs of shoes per week)

Review Questions and Problems and Applications—Grouped by
Learning Objective to Improve Assessment

We group the main end-of-chapter material—Summary, Review Questions, and Problems and
Applications—under learning objectives. The goals of this organization are to make it easier for
instructors to assign problems based on learning objectives and to help students efficiently
review material that they find difficult. If students have difficulty with a particular learning
objective, an instructor can easily identify which end-of-chapter questions and problems
support that objective and assign them as homework or discuss them in class. Also, student
learning will be enhanced by having the summary material and problems grouped together
by learning objective, which allows them to focus on the parts of the chapter they find most
challenging. Each major section of the chapter, paired with a learning objective, has at least
two review questions and three problems.

As in the previous editions, we include one or more end-of-chapter problems that test
students’ understanding of the content presented in the chapter-opening business vignette,
Solved Problem, Apply the Concept, Economics in Your Life & Career, and Don'’t Let This Happen to You
special features in the chapter. Instructors can cover a feature in class and assign the corre-
sponding problem(s) for homework. The Test Bank files also include questions that pertain
to these special features.

Critical Thinking Exercises

Each chapter includes two or more Critical Thinking Exercises that help students build skills
in the following areas: (1) analyzing and interpreting information; (2) applying reasoning
and logic to new or unfamiliar ideas and situations; (3) examining ideas and concepts from
multiple perspectives; and (4) clearly communicating their findings in a brief paper or class
presentation.

Real-Time Datla Exercises

We end select chapters with at least two Real-Time Data Exercises that help students become
familiar with a key data source, learn how to locate data, and develop skills in interpreting
data. Select Real-Time Data Analysis Exercises allow students and instructors to use the very
latest data from the Federal Reserve Economic Data (FRED) website.



Developing Career Skills

It is important for students to learn key economic terms, concepts, and models. But for a
course to be successful, students need to develop the skills and confidence to apply what
they've learned outside the classroom.

After the chapter-opening real-world business case, we have a feature titled Economics
in Your Life & Career that adds a personal dimension to the chapter opener by asking students
to consider how economics affects their lives and careers. The feature piques the interest of
students and emphasizes the connection between the material they are learning and their
personal and career decisions.

Economics in Your Life & Career

Can You Forecast the Future Demand for Athletic Shoes?

Firms face many challenges in responding to changes in
consumer demand. For example, firms selling athletic
shoes need to forecast future demand in order to deter-
mine how much production capacity they will need. If
you were a manager for a firm that sells athletic shoes,

such as Nike, Adidas, or Allbirds, what factors would you
take into account in forecasting future demand? As you
read this chapter, try to answer this question. You can
check your answer against the one we provide at the
end of this chapter.

At the end of the chapter, we use the chapter concepts to answer the questions asked at
the beginning of the chapter.

Economics in Your Life & Career

Can You Forecast the Future Demand for Athletic Shoes?

At the beginning of this chapter, we asked what vari-
ables you would take into account in forecasting future
demand if you were a manager for a firm selling ath-
letic shoes. In Section 3.1, we discussed the factors that
affect the demand for a product and provided a list of
the most important variables. In the Apply the Concept
in the same section, we discussed the future demand for
athletic shoes.

In forecasting demand for athletic shoes, you should
take into account factors such as changing demographics,
as millennials and members of generation Z become larger
fractions of prime-age consumers, and the extent to which

changing consumer tastes may help or hurt demand. You
may also need to consider whether increased advertising
of athletic shoes by large firms such as Adidas and Nike
in developing countries with rising incomes will raise
consumer awareness of the product in those countries and
increase demand for athletic shoes being sold by other
firms as well.

The factors discussed in this chapter provide you
with the basic information needed to forecast demand
for athletic shoes, although arriving at numerical fore-
casts requires using statistical analysis that you can learn
in more advanced courses.

Chapter 1, “Economics: Foundations and Models,” includes a section that describes eco-
nomics as a career and the key skills students of any major can gain from studying economics.
As described earlier, features such as chapter-opening business cases, Apply the Concepts, Solved
Problems, and end-of-chapter problems provide real-world context for learning that exposes
students to economics as applied in a variety of large and small businesses, government
agencies, and nonprofit organizations. Critical Thinking Exercises, located at the end of each
chapter, help build student skills to analyze and interpret information and apply reasoning
and logic to new or unfamiliar ideas and situations.

PREFACE

P-11



P-12 PREFACE

Instructor Teaching Resources

The authors and Pearson Education have worked together to integrate the text, print, and
media resources to make teaching and learning easier.

Supplements Available to Instructors for

Download at www.pearsonhighered.com Features of the Supplement
Instructor’s Manual « Chapter-by-chapter summaries organized by learning objectives
Authored by Eva Dziadula of the University of » Extended examples and class exercises
Notre Dame » Teaching outlines incorporating key terms and definitions, teaching tips,
and topics for class discussion
« New Solved Problems
* New Apply the Concept features
« Solutions to all review questions, problems, and Real-Time Data Exercises
in the book
Test Bank « Each volume includes 4,000 multiple-choice, true/false, short-answer,

Authored by Randy Methenitis of Richland College and graphing questions.

Test questions are annotated with the following categories:
Difficulty—1 for straight recall, 2 for some analysis, and 3 for complex
analysis

Type—multiple-choice, true/false, short-answer, essay

Topic—the term or concept the question supports

Learning outcome

Page number in the main book

Special feature in the main book

The Association to Advance Collegiate Schools of Business (AACSB)
Guidelines, which propose learning experiences in the following
categories of Assurance of Learning Standards: Written and Oral
Communication; Ethical Understanding and Reasoning; Analytical
Thinking; Information Technology; Interpersonal Relations and
Teamwork, Diverse and Multicultural Work; Reflective Thinking; and
Application of Knowledge

Computerized TestGen Allows instructors to customize, save, and generate classroom tests.
Instructors can edit, add, or delete questions from the Test Banks;
analyze test results; and organize a database of tests and student
results.

Many options are available for organizing and displaying tests, along with
search and sort features.

The software and the Test Banks can be downloaded from

www.pearsonhighered.com.

Three Sets of PowerPoint Lecture Presentations A comprehensive set of PowerPoint slides can be used by instructors for
Authored by Paul Holmes of Ashland University class presentations or by students for lecture preview or review. These
slides include all the graphs, tables, and equations in the textbook. Two
versions are available: step-by-step mode, in which you can build graphs
as you would on a blackboard, and automated mode, in which you use a
single click per slide.

A comprehensive set of PowerPoint slides have Classroom Response
Systems (CRS) questions built in so that instructors can incorporate CRS
“clickers” into their classroom lectures.

Student versions of the PowerPoint slides are available as .pdf files.

This version allows students to print the slides and bring them to class
for note taking.







FLEXIBILITY CHART

The following chart helps you organize your syllabus based on your teaching preferences and objectives:

Core

Optional Policy

Chapter 1: Economics: Foundations
and Models

Chapter 2: Trade-offs, Comparative
Advantage, and the Market System

Chapter 3: Where Prices Come From:
The Interaction of Demand and

Supply

Chapter 7: Comparative Advantage
and the Gains from International
Trade

Chapter 8: GDP: Measuring Total
Production and Income

Chapter 9: Unemployment and
Inflation

Chapter 10: Economic Growth,
the Financial System, and Business
Cycles

Chapter 11: Long-Run Economic
Growth: Sources and Policies

Chapter 13: Aggregate Demand
and Aggregate Supply Analysis

Chapter 1 Appendix: Using Graphs
and Formulas

Chapter 4 Appendix: Quantitative Chapter 4: Economic Efficiency,
Demand and Supply Analysis Government Price Setting, and Taxes

Chapter 5: The Economics of Health
Care

Chapter 6: Firms, the Stock Market,
and Corporate Governance

Chapter 6 Appendix: Using Present
Value

Chapter 6 Online Appendix: Income
Statements and Balance Sheets

Chapter 12: Aggregate Expenditure
and Output in the Short Run

Chapter 12 Appendix: The Algebra
of Macroeconomic Equilibrium

Chapter 13 Appendix:
Macroeconomic Schools of Thought



Core

Chapter 14: Money, Banks, and the
Federal Reserve System

Optional Policy

Chapter 15: Monetary Policy

Chapter 16 Appendix: A Closer Look Chapter 16: Fiscal Policy
at the Multiplier

Chapter 17: Inflation, Unemployment,
and Federal Reserve Policy

Chapter 18: Macroeconomics in an
Open Economy

Chapter 18 Online Appendix:
The Gold Standard and the Bretton
Woods System
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