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Solved Problem 10.1: Finding the Optimal  

Level of Consumption  374
What if the Rule of Equal Marginal Utility per  
Dollar Does Not Hold?  375
Don’t Let This Happen to You: Equalize  

Marginal Utilities per Dollar  376
The Income Effect and Substitution Effect of  
a Price Change  377
Don’t Let This Happen to You: The Income  

Effect Doesn’t Involve an Increase in Money  
Income  377

10.2 Where Demand Curves Come From  379
Apply the Concept: Are There Any  

Upward-Sloping Demand Curves in  
the Real World?  380

10.3 Social Influences on Decision Making  381
The Effects of Celebrity Endorsements  382
Network Externalities  382
Does Fairness Matter?  383
Apply the Concept: Taylor Swift Tries  

to Please Fans and Make Money  386
Solved Problem 10.3: Why Doesn’t Tesla  

Charge Its Employees to Park Their Cars?  387
10.4 Behavioral Economics: Do People Make  
Rational Choices?  389

Pitfalls in Decision Making  389
Apply the Concept: Sunk Costs and Sports  

Teams  390
“Nudges”: Using Behavioral Economics to Guide  
Behavior  391
The Behavioral Economics of Shopping  392
Apply the Concept: Trying to Use the Apple 

Approach to Save J.C. Penney  393
Conclusion  395
Chapter Summary and Problems  396
Appendix: Using Indifference Curves and  
Budget Lines to Understand Consumer Behavior  402
Consumer Preferences  402

Indifference Curves  402
The Slope of an Indifference Curve  403
Can Indifference Curves Ever Cross?  403

The Budget Constraint  404

Choosing the Optimal Consumption of Pizza  
and Coke  405

Apply the Concept: Apple Determines  
the Optimal Mix of iPhone Features  406

Deriving the Demand Curve  407
Solved Problem 10A.1: When Does a Price  

Change Make a Consumer Better Off?  408
The Income Effect and the Substitution Effect  
of a Price Change  409
How a Change in Income Affects Optimal  
Consumption  411

The Slope of the Indifference Curve, the Slope  
of the Budget Line, and the Rule of Equal  
Marginal Utility per Dollar Spent  412

The Rule of Equal Marginal Utility per Dollar  
Spent Revisited  412
Review Questions  414
Problems and Applications  414

CHAPTER 11: Technology, Production, and Costs  416

Fracking Lowers the Cost of Oil and  Revolutionizes  
the World Market  416
11.1 Technology: An Economic Definition  418

Apply the Concept: Oil Roughnecks Encounter 
Robots and Drones  418

11.2 The Short Run and the Long Run in Economics  419
The Difference between Fixed Costs and  
Variable Costs  419
Apply the Concept: Fixed Costs in the  

Publishing Industry  420
Implicit Costs versus Explicit Costs  420
The Production Function  421
A First Look at the Relationship between  
Production and Cost  421

11.3 The Marginal Product of Labor and  
the Average Product of Labor  423

The Law of Diminishing Returns  423
Graphing Production  424
Apply the Concept: Adam Smith’s Famous Account  

of the Division of Labor in a Pin Factory  425
The Relationship between Marginal Product  
and Average Product  425
An Example of Marginal and Average Values:  
College Grades  426

11.4 The Relationship between Short-Run  
Production and Short-Run Cost  427

Marginal Cost  427
Why Are the Marginal and Average Cost Curves  
U Shaped?  427
Solved Problem 11.4: Calculating Marginal  

Cost and Average Total Cost  429
11.5 Graphing Cost Curves  430
11.6 Costs in the Long Run  432

Economies of Scale  432
Long-Run Average Cost Curves for Automobile  
Factories  433
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Solved Problem 11.6: Using Long-Run Average  
Cost Curves to Understand a Business Merger  433

Apply the Concept: The Colossal River Rouge:  
Diseconomies of Scale at Ford Motor Company  435

Don’t Let This Happen to You: Don’t Confuse 
 Diminishing Returns with  Diseconomies of Scale  436

Conclusion  437
Chapter Summary and Problems  438
Online Appendix: Using Isoquants and Isocost  
Lines to Understand Production and Cost

PART 5 Market Structure and Firm 
Strategy

CHAPTER 12: Firms in Perfectly Competitive 
 Markets  446

Are Cage-Free Eggs the Road to Riches?  446
12.1 Perfectly Competitive Markets  449

A Perfectly Competitive Firm Cannot Affect  
the Market Price  449
The Demand Curve for the Output of a Perfectly 
 Competitive Firm  450
Don’t Let This Happen to You: Don’t Confuse  

the Demand Curve for Farmer Parker’s Wheat  
with the Market Demand Curve for Wheat  450

12.2 How a Firm Maximizes Profit in a Perfectly 
 Competitive Market  451

Revenue for a Firm in a Perfectly Competitive Market  452
Determining the Profit-Maximizing Level of Output  452

12.3 Illustrating Profit or Loss on the Cost  
Curve Graph  455

Showing Profit on a Graph  455
Solved Problem 12.3: Determining Prof it- 

Maximizing Price and Quantity  456
Don’t Let This Happen to You: Remember That 

Firms Maximize Their Total Prof it, Not Their  
Prof it per Unit  458

Illustrating When a Firm Is Breaking Even  
or Operating at a Loss  458

12.4 Deciding Whether to Produce or to  
Shut Down in the Short Run  459

The Supply Curve of a Firm in the Short Run  459
Apply the Concept: What Does “Break Even”  

Mean in the Oil Fields?  460
Solved Problem 12.4: When to Shut Down a Farm  462
The Market Supply Curve in a Perfectly Competitive 
Industry  463

12.5 “If Everyone Can Do It, You Can’t Make Money  
at It”: The Entry and Exit of Firms in the Long Run  464

Economic Profit and the Entry or Exit Decision  464
Long-Run Equilibrium in a Perfectly Competitive Market  466
The Long-Run Supply Curve in a Perfectly  
Competitive Market  468
Apply the Concept: The Winding Path to  

Long-Run Equilibrium in the Egg Market  469
Increasing-Cost and Decreasing-Cost Industries  470

12.6 Perfect Competition and Economic Efficiency  470
Productive Eff iciency  470
Solved Problem 12.6: How Productive Eff iciency 

 Benef its Consumers  471
Allocative Eff iciency  472

Conclusion  473
Chapter Summary and Problems  474

CHAPTER 13: Monopolistic Competition:  
The Competitive Model in a More Realistic  
Setting  482

The Coffee Industry: From Supermarket Cans  
to Third Wave Coffeehouse  482
13.1 Demand and Marginal Revenue for a Firm  
in a Monopolistically Competitive Market  484

The Demand Curve for a Monopolistically  
Competitive Firm  484
Marginal Revenue for a Firm with a  
Downward-Sloping Demand Curve  485

13.2 How a Monopolistically Competitive  
Firm Maximizes Profit in the Short Run  487

Solved Problem 13.2: Does Minimizing  
Cost Maximize Prof it at Apple?  488

13.3 What Happens to Profits in the Long Run?  490
How Does the Entry of New Firms Affect the  
Profits of Existing Firms?  490
Don’t Let This Happen to You: Don’t Confuse Zero  

Economic Profit with Zero Accounting Profit  492
Apply the Concept: Can Third Wave Coffeehouses 

Remain Prof itable?  492
Is Zero Economic Profit Inevitable in the Long Run?  493
Solved Problem 13.3: The Profitability of Amazon Go  494

13.4 Comparing Monopolistic Competition  
and Perfect Competition  495

Excess Capacity under Monopolistic Competition  495
Is Monopolistic Competition Ineff icient?  496
How Consumers Benefit from Monopolistic  
Competition  496
Apply the Concept: Are Ghost and Virtual  

Restaurants the Wave of the Future?  496
13.5 How Marketing Differentiates Products  497

Brand Management  498
Advertising  498
Defending a Brand Name  498

13.6 What Makes a Firm Successful?  499
Apply the Concept: Is Being the First Firm  

in the Market a Key to Success?  500
Conclusion  501
Chapter Summary and Problems  502

CHAPTER 14: Oligopoly: Firms in Less  
Competitive Markets  510

Apple, Spotify, and the Music Streaming  
Revolution  510
14.1 Oligopoly and Barriers to Entry  512

Barriers to Entry  513
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Apply the Concept: Are Unlicensed Yoga  
Instructors a Menace to Public Health?  515

14.2 Game Theory and Oligopoly  516
A Duopoly Game: Price Competition between  
Two Firms  517
Firm Behavior and the Prisoner’s Dilemma  518
Don’t Let This Happen to You: Don’t  

Misunderstand Why Each Firm Ends Up  
Charging a Price of $9.99  518

Solved Problem 14.2: Is Offering a College  
Student Discount a Prisoner’s Dilemma  
for Apple and Spotify?  518

Can Firms Escape the Prisoner’s Dilemma?  520
Apply the Concept: Are the Big Four  

Airlines Colluding?  521
Cartels: The Case of OPEC  522

14.3 Sequential Games and Business Strategy  524
Deterring Entry  524
Solved Problem 14.3: Is Deterring Entry  

Always a Good Idea?  526
Bargaining  526

14.4 The Five Competitive Forces Model  528
Competition from Existing Firms  528
The Threat from Potential Entrants  528
Competition from Substitute Goods or Services  528
The Bargaining Power of Buyers  529
The Bargaining Power of Suppliers  529
Apply the Concept: Do Large Firms Live Forever?  529

Conclusion  531
Chapter Summary and Problems  532

CHAPTER 15: Monopoly and Antitrust Policy  538

The Monopoly in Your Mailbox  538
15.1 Is Any Firm Ever Really a Monopoly?  540

Apply the Concept: Has the USPS Outlived  
Its Usefulness?  540

15.2 Where Do Monopolies Come From?  542
Government Action Blocks Entry  542
Apply the Concept: Does Hasbro Have  

a Monopoly on Monopoly?  543
Control of a Key Resource  544
Apply the Concept: Are Diamond Prof its  

Forever? The De Beers Diamond Monopoly  544
Network Externalities  545
Natural Monopoly  546

15.3 How Does a Monopoly Choose Price and  
Output?  547

Marginal Revenue Once Again  547
Profit Maximization for a Monopolist  547
Solved Problem 15.3: Finding the Profit-Maximizing  

Price and Output for a Cable Monopoly  549
Don’t Let This Happen to You: Don’t Assume  

That Charging a Higher Price Is Always  
More Prof itable for a Monopolist  550

15.4 Does Monopoly Reduce Economic  
Efficiency?  551

Comparing Monopoly and Perfect Competition  551

Measuring the Eff iciency Losses from Monopoly  552
How Large Are the Efficiency Losses Due to Monopoly?  553
Market Power and Technological Change  553

15.5 Price Discrimination: Charging Different  
Prices for the Same Product  554

The Requirements for Successful Price Discrimination  554
An Example of Price Discrimination  554
Don’t Let This Happen to You: Don’t Confuse  

Price Discrimination with Other Types  
of Discrimination  555

Solved Problem 15.5: How Apple Uses  
Price Discrimination to Increase Prof its  556

Airlines: The Kings of Price Discrimination  557
Big Data and Dynamic Pricing  558
Perfect Price Discrimination  560
Price Discrimination across Time  561
Can Price Discrimination Be Illegal?  562

15.6 Government Policy toward Monopoly  562
Antitrust Laws and Antitrust Enforcement  562
Mergers: The Trade-off between Market Power  
and Eff iciency  563
The Department of Justice and FTC Merger  
Guidelines and the Herfindahl-Hirschman  
Index of Concentration  564
Regulating Natural Monopolies  565
Apply the Concept: Should the Justice  

Department Break Up Google, Amazon,  
and Facebook?  566

Conclusion  568
Chapter Summary and Problems  569

PART 6 Labor Markets, Public Choice, 
and the Distribution of Income

CHAPTER 16: The Markets for Labor  
and Other Factors of Production  578

Great Hamburger? Thank a Robot  578
16.1 The Demand for Labor  580

The Marginal Revenue Product of Labor  580
Solved Problem 16.1: Hiring Decisions  

by a Firm That Is a Price Maker  582
The Market Demand Curve for Labor  583
Factors That Shift the Market Demand Curve  
for Labor  583

16.2 The Supply of Labor  584
The Market Supply Curve of Labor  585
Factors That Shift the Market Supply Curve  
of Labor  585

16.3 Equilibrium in the Labor Market  586
The Effect on Equilibrium Wages of a Shift in  
Labor Demand  587
Apply the Concept: Does It Matter Which  

College You Attend?  587
The Effect of Immigration on the U.S. Labor Market  589
Apply the Concept: Will You Compete with  

a Robot for a Job—Or Work with One?  591
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16.4 Explaining Differences in Wages  593
Don’t Let This Happen to You: Remember That  

Prices and Wages Are  Determined at the Margin  595
Apply the Concept: Technology and the Earnings  

of “Superstars”  595
Compensating Differentials  596
Discrimination  596
Solved Problem 16.4: Is Passing “Comparable  

Worth” Legislation a Good Way to Close  
the Gap between Men’s and Women’s Pay?  598

Apply the Concept: Does Greg Have an Easier  
Time Finding a Job Than Jamal?  599

Labor Unions  601
16.5 Personnel Economics  602

Should Workers’ Pay Depend on How Much  
They Work or on How Much They Produce?  602
Apply the Concept: A Better Way to Sell  

Contact Lenses  603
Other Considerations in Setting Compensation  
Systems  604

16.6 The Markets for Capital and Natural  
Resources  604

The Market for Capital  604
The Market for Natural Resources  605
Monopsony  605
The Marginal Productivity Theory of Income 
 Distribution  607

Conclusion  607
Chapter Summary and Problems  608

CHAPTER 17: Public Choice, Taxes,  
and the Distribution of Income  616

Should Your Small Business Be Taxed Like Apple?  616
17.1 Public Choice  618

How Do We Know the Public Interest? Models  
of Voting  618
Government Failure?  620
Is Government Regulation Necessary?  622

17.2 The Tax System  622
An Overview of the U.S. Tax System  623
Progressive and Regressive Taxes  624
Apply the Concept: Which Groups Pay  

the Most in Federal Taxes?  625
Marginal and Average Income Tax Rates  626
The Corporate Income Tax  626
International Comparison of Corporate Income Taxes  626
Evaluating Taxes  627
Apply the Concept: Should the Federal  

Government Begin to Tax Wealth?  630
17.3 Tax Incidence Revisited: The Effect of Price  
Elasticity  631

Don’t Let This Happen to You: Don’t Confuse  
Who Pays a Tax with Who Bears the Burden  
of the Tax  632

Apply the Concept: Do Corporations Really Bear  
the Burden of the Federal Corporate Income Tax?  632

Solved Problem 17.3: The Effect of Price  
Elasticity on the Excess Burden of a Tax  633

17.4 Income Distribution and Poverty  634
Measuring the Income Distribution and  
Measuring Poverty  634
Showing the Income Distribution with a Lorenz Curve  636
Problems in Measuring Poverty and the  
Distribution of Income  637
Explaining Income Inequality  640
Policies to Reduce Income Inequality  641
Apply the Concept: Who Are the 1 Percent,  

and How Do They Earn Their Incomes?  643
Poverty around the World  644

Conclusion  646
Chapter Summary and Problems  647

PART 7 Macroeconomic Foundations 
and Long-Run Growth

CHAPTER 18: GDP: Measuring Total Production 
and Income  654

Politics, Macroeconomics, and General Motors  654
18.1 Gross Domestic Product Measures Total  
Production  657

Measuring Total Production: Gross Domestic  
Product  657
Solved Problem 18.1: Calculating GDP  658
Production, Income, and the Circular-Flow  
Diagram  658
Components of GDP  660
Don’t Let This Happen to You: Remember  

What Economists Mean by Investment  661
An Equation for GDP and Some Actual Values  661
Apply the Concept: Microsoft’s Steve Ballmer  

Uses the U.S. Constitution to Reorganize  
Government Data  662

Measuring GDP Using the Value-Added Method  664
18.2 Does GDP Measure What We Want It  
to Measure?  664

Shortcomings in GDP as a Measure of Total  
Production  664
Apply the Concept: Why Do Many Developing  

Countries Have Such Large Underground  
Economies?  665

Shortcomings of GDP as a Measure of Well-Being  666
18.3 Real GDP versus Nominal GDP  667

Calculating Real GDP  668
Solved Problem 18.3: Calculating Real GDP  668
Comparing Real GDP and Nominal GDP  669
The GDP Deflator  670

18.4 Other Measures of Total Production and  
Total Income  670

Gross National Product  671
National Income  671
Personal Income  671
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Disposable Personal Income  671
The Division of Income  671
Apply the Concept: Should We Pay More  

Attention to Gross Domestic Income?  673
Conclusion  674
Chapter Summary and Problems  675

CHAPTER 19: Unemployment and Inflation  682

Former Inmates and Stoughton Trailers Meet  
in a High-Pressure Economy  682
19.1 Measuring the Unemployment Rate,  
the Labor Force Participation Rate, and the  
Employment–Population Ratio  684

The Household Survey  684
Solved Problem 19.1: What Happens if the BLS 

Includes the Military?  686
Problems with Measuring the Unemployment Rate  687
Unemployment Rates for Different Groups  688
How Long Are People Typically Unemployed?  689
Trends in Labor Force Participation  689
Apply the Concept: How Large Is the Potential  

U.S. Labor Force?  690
The Establishment Survey: Another Measure  
of Employment  692
Revisions in the Establishment Survey Employment  
Data: How Bad Was the 2007–2009 Recession?  693
Job Creation and Job Destruction over Time  694

19.2 Types of Unemployment  694
Frictional Unemployment and Job Search  694
Structural Unemployment  695
Cyclical Unemployment  696
Full Employment  696
Apply the Concept: Will Advances in  Information  

Technology Permanently Increase Structural 
Unemployment?  696

19.3 Explaining Unemployment  698
Government Policies and the Unemployment Rate  698
Labor Unions  699
Efficiency Wages  700

19.4 Measuring Inflation  700
The Consumer Price Index  700
Is the CPI Accurate?  702
Don’t Let This Happen to You: Don’t Miscalculate  

the Inflation Rate  702
The Producer Price Index  703

19.5 Using Price Indexes to Adjust for the Effects  
of Inflation  703

Solved Problem 19.5: What Has Been Happening  
to Real Wages in the United States?  704

19.6 Nominal Interest Rates versus Real Interest Rates  705
19.7 Does Inflation Impose Costs on the Economy?  707

Inflation Affects the Distribution of Income  708
The Problem with Anticipated Inflation  708
The Problem with Unanticipated Inflation  709
Apply the Concept: What’s So Bad about Falling Prices?  709

Conclusion  711
Chapter Summary and Problems  712

CHAPTER 20: Economic Growth, the Financial 
 System, and Business Cycles  722

Millennials Experience the iPhone, Snapchat, . . .  
and the Great Recession  722
20.1 Long-Run Economic Growth  724

Apply the Concept: The Connection between 
 Economic Prosperity and Health  725

Calculating Growth Rates and the Rule of 70  727
What Determines the Rate of Long-Run Growth?  728
Solved Problem 20.1: Where Does Productivity  

Come From?  729
Apply the Concept: Can India Sustain Its Rapid 

Growth?  730
Potential GDP  732

20.2 Saving, Investment, and the Financial System  733
An Overview of the Financial System  733
The Macroeconomics of Saving and Investment  734
The Market for Loanable Funds  736
Apply the Concept: Ebenezer Scrooge: Accidental  

Promoter of Economic Growth?  737
Solved Problem 20.2: Are Future Budget Deficits  

a Threat to the Economy?  739
20.3 The Business Cycle  741

Some Basic Business Cycle Definitions  741
How Do We Know When the Economy Is in  
a Recession?  742
What Happens during the Business Cycle?  743
Don’t Let This Happen to You: Don’t Confuse  

the Price Level and the Inflation Rate  744
Has the U.S. Economy Returned to Stability?  748

Conclusion  749
Chapter Summary and Problems  750

CHAPTER 21: Long-Run Economic Growth:  
Sources and Policies  756

Technological Change, Creative Destruction,  
and Rising Living Standards  756
21.1 Economic Growth over Time and around  
the World  758

Economic Growth from 1,000,000 b.c.e.  
to the Present  758
Apply the Concept: Why Did the Industrial  

Revolution Begin in England?  759
Small Differences in Growth Rates Are Important  760
The Problem with Slow Economic Growth  761
Don’t Let This Happen to You: Don’t Confuse  

the Average Annual Percentage Change with  
the Total Percentage Change  761

The Variation in per Capita Income around the World  761
Is Income All That Matters?  762

21.2 What Determines How Fast Economies Grow?  763
The Per-Worker Production Function  764
Which Is More Important for Economic Growth:  
More Capital or Technological Change?  765
Technological Change: The Key to Sustaining  
Economic Growth  765

A01_HUBB0645_08_GE_FM.indd   19 23/12/2021   17:28



20 C O N T E N T S

Apply the Concept: What Explains the Economic 
 Failure of the Soviet Union?  766

Solved Problem 21.2: Using the Economic  
Growth Model to Analyze the Failure of  
the Soviet Economy  767

New Growth Theory  768
Joseph Schumpeter and Creative Destruction  769

21.3 Economic Growth in the United States  770
Economic Growth in the United States since 1950  771
Is the United States Headed for a Long Period  
of Slow Growth?  771

21.4 Why Isn’t the Whole World Rich?  773
Catch-up: Sometimes but Not Always  774
Solved Problem 21.4: The Economic Growth  

Model’s Prediction of Catch-up  776
Why Haven’t Most Western European Countries,  
Canada, and Japan Caught Up to the United States?  777
Why Don’t More Low-Income Countries Experience 
Rapid Growth?  779
Apply the Concept: Why Hasn’t Mexico Grown  

as Fast as China?  779
The Benefits of Globalization  782

21.5 Growth Policies  782
Enhancing Property Rights and the Rule of Law  783
Apply the Concept: Will China’s Standard of  

Living Ever Exceed That of the United States?  783
Improving Health and Education  784
Policies That Promote Technological Change  785
Policies That Promote Saving and Investment  785
Apply the Concept: Is Sub-Saharan Africa  

on the Road to Economic Growth?  786
Is Economic Growth Good or Bad?  787

Conclusion  788
Chapter Summary and Problems  789

PART 8 Short-Run Fluctuations

CHAPTER 22: Aggregate Expenditure and  
Output in the Short Run  798

Glamping and Airstream’s Ride on the  
Business Cycle  798
22.1 The Aggregate Expenditure Model  800

Aggregate Expenditure  800
The Difference between Planned Investment  
and Actual Investment  801
Macroeconomic Equilibrium  801
Adjustments to Macroeconomic Equilibrium  802

22.2 Determining the Level of Aggregate  
Expenditure in the Economy  803

Consumption  803
The Volatility of Consumer Spending on  
Durables  805
The Relationship between Consumption and  
National Income  808
Income, Consumption, and Saving  809

Solved Problem 22.2: Calculating the Marginal  
Propensity to Consume and the Marginal  
Propensity to Save  810

Planned Investment  811
Apply the Concept: Is Student Loan Debt  

Causing Fewer Young People to Buy Houses?  812
Government Purchases  814
Net Exports  815
Apply the Concept: The iPhone Is Made in 

China . . . or Is It?  816
22.3 Graphing Macroeconomic Equilibrium  817

Showing a Recession on the 45°-Line Diagram  820
The Important Role of Inventories  821
A Numerical Example of Macroeconomic  
Equilibrium  822
Don’t Let This Happen to You: Don’t Confuse  

Aggregate Expenditure with Consumption  
Spending  823

Solved Problem 22.3: Determining  
Macroeconomic Equilibrium  823

22.4 The Multiplier Effect  824
Apply the Concept: The Multiplier in Reverse:  

The Great Depression of the 1930s  827
A Formula for the Multiplier  828
Summarizing the Multiplier Effect  829
Solved Problem 22.4: Using the Multiplier  

Formula  830
The Paradox of Thrift  831

22.5 The Aggregate Demand Curve  831
Conclusion  834
Chapter Summary and Problems  835
Appendix: The Algebra of Macroeconomic  
Equilibrium  842

Review Questions  843

CHAPTER 23: Aggregate Demand and  
Aggregate Supply Analysis  844

General Motors Hopes the Economic Expansion  
Doesn’t Die of Old Age  844
23.1 Aggregate Demand  846

Why Is the Aggregate Demand Curve Downward  
Sloping?  846
Shifts of the Aggregate Demand Curve versus  
Movements along It  848
The Variables That Shift the Aggregate Demand Curve  848
Don’t Let This Happen to You: Understand Why the 

Aggregate Demand Curve Is Downward Sloping  849
Solved Problem 23.1: Movements along  

the Aggregate Demand Curve or Shifts  
of the Curve?  850

Apply the Concept: Which Components of  
Aggregate Demand Changed the Most during  
the 2007–2009 Recession?  851

23.2 Aggregate Supply  853
The Long-Run Aggregate Supply Curve  853
The Short-Run Aggregate Supply Curve  854
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Apply the Concept: How Sticky Are Wages?  855
Shifts of the Short-Run Aggregate Supply Curve  
versus Movements along It  857
Variables That Shift the Short-Run Aggregate  
Supply Curve  857

23.3 Macroeconomic Equilibrium in the Long  
Run and the Short Run  859

Recessions, Expansions, and Supply Shocks  860
Apply the Concept: Does It Matter What  

Causes a Decline in Aggregate Demand?  861
Apply the Concept: Is the Business Cycle  

Really a Cycle?  864
23.4 A Dynamic Aggregate Demand and  
Aggregate Supply Model  866

What Is the Usual Cause of Inflation?  867
The Recession of 2007–2009  867
Solved Problem 23.4: Showing the Oil Shock  

of 1974–1975 on a Dynamic Aggregate  
Demand and Aggregate Supply Graph  870

Conclusion  871
Chapter Summary and Problems  872
Appendix: Macroeconomic Schools of Thought  880
The Monetarist Model  880
The New Classical Model  881
The Real Business Cycle Model  881
The Austrian Model  882

Apply the Concept: Karl Marx: Capitalism’s  
Severest Critic  882

PART 9 Monetary and Fiscal Policy

CHAPTER 24: Money, Banks, and the Federal 
Reserve System  884

Is Venmo the End of Money?  884
24.1 What Is Money, and Why Do  
We Need It?  886

Barter and the Invention of Money  886
The Functions of Money  887
What Can Serve as Money?  888
Apply the Concept: Your Money Is No  

Good Here!  889
24.2 How Is Money Measured in the  
United States Today?  890

M1: A Narrow Definition of the Money Supply  890
M2: A Broad Definition of Money  891
Don’t Let This Happen to You: Don’t Confuse  

Money with Income or Wealth  892
Solved Problem 24.2: The Def initions of  

M1 and M2  892
What about Credit Cards and Debit Cards?  892
Apply the Concept: Are Bitcoins Money?  893

24.3 How Do Banks Create Money?  894
Bank Balance Sheets  894
Apply the Concept: Help for Young Borrowers:  

Fintech or Ceilings on Interest Rates?  895

Using T-accounts to Show How a Bank Can  
Create Money  897
The Simple Deposit Multiplier  899
Don’t Let This Happen to You: Don’t Confuse  

Assets and Liabilities  900
Solved Problem 24.3: Showing How Banks  

Create Money  900
The Simple Deposit Multiplier versus the  
Real-World Deposit Multiplier  902

24.4 The Federal Reserve System  903
The Establishment of the Federal Reserve System  903
How the Federal Reserve Manages the Money Supply  905
The “Shadow Banking System” and the Financial  
Crisis of 2007–2009  908

24.5 The Quantity Theory of Money  910
Connecting Money and Prices: The Quantity Equation  910
The Quantity Theory Explanation of Inflation  910
How Accurate Are Forecasts of Inflation Based  
on the Quantity Theory?  911
High Rates of Inflation  912
Apply the Concept: The German Hyperinflation  

of the Early 1920s  913
Conclusion  914
Chapter Summary and Problems  915

CHAPTER 25: Monetary Policy  922

Who Elected the Fed?  922
25.1 What Is Monetary Policy?  924

The Goals of Monetary Policy  924
25.2 The Money Market and the Fed’s Choice  
of Monetary Policy Targets  926

Monetary Policy Targets  926
The Demand for Money  926
Shifts in the Money Demand Curve  927
How the Fed Manages the Money Supply:  
A Quick Review  928
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PREFACE

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 world of economics since we prepared the previous  edition, 
including the longest economic expansion in the history of the U.S. economy and the first 
significant international trade war since the 1930s. We have incorporated many of these 
developments in the new real-world examples and policy discussions in this edition and also 
in the extensive digital resources, which include:

• More than 130 author-created application videos of the chapter openers and Apply the 
Concept features

• More than 250 figure animation videos
• More than 20 Solved Problem whiteboard videos

New to 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 1–4 include 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 27 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 8 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:

❍❍ We cut the income statement and balance sheet material from the appendix to 
Chapter 8 (the discussion of present value was retained); the isoquant and isocost 
line material from the appendix to Chapter 11; and the gold standard and  Bretton 
Woods material from the appendix to Chapter 30 (now Chapter 28). All of this mate-
rial is still available within MyLab Economics for instructors and students who wish 
to use it.
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❍❍ We removed Chapter 16, “Pricing Strategy,” but retained the coverage of price  
discrimination and integrated it into Chapter 15, “Monopoly and Antitrust.”

❍❍ We streamlined and merged Chapter 29, “Macroeconomics in an Open Economy,” 
and Chapter 30, “The International Financial System” into one chapter, Chapter 28, 
“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, “Externalities, Environmental Policy, and Public Goods,” opens 
with a new discussion of NextEra Energy, which produces more electricity using 
solar and wind power than any other company in the world. A new Apply the Concept 
discusses whether the United States needs a Green New Deal. New Solved Problem 5.3 
examines the role of congestion fees in addressing traffic problems in Manhattan.

Chapter 6, “Elasticity: The Responsiveness of Demand and Supply,” opens with 
an updated discussion of how to evaluate the success of the soda taxes enacted by several 
cities, including San Francisco and Philadelphia, in improving people’s health and 
increasing tax revenue. New Solved Problem 6.3 covers the possible effect of a city policy 
to raise the fine for drivers parked at expired meters. A new Apply the Concept discusses 
the price elasticity of demand for the Amazon and Netflix movie streaming services.

Chapter 7, “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 7.2 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.”
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Chapter 8, “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 8.1 summarizes the historical long-run returns from investing in different 
assets. Coverage of recent issues in corporate governance policy, formerly in Section 
8.4, has been streamlined and merged into Section 8.3. The appendix still covers 
present value, but the coverage of income statements and balance sheets now appears 
as an online appendix.

Chapter 9, “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 10, “Consumer Choice and Behavioral Economics,” opens with a 
discussion of the problems that led Sears to file for bankruptcy and close all of its 
stores. A new Apply the Concept discusses how Taylor Swift avoided ticket scalping 
problems during her 2018 Reputation concert tour. Another new Apply the Concept 
illustrates sunk costs for the San Francisco Giants baseball team. A new Don’t Let This 
Happen to You covers the potential confusion between the income effect of a price 
change and the effect of an increase in money income.

Chapter 11, “Technology, Production, and Costs,” opens with a new discussion 
of fracking and its effect on the world market for oil. A new Apply the Concept examines 
the use of robots and drones in the oil industry. New Solved Problem 11.7 examines the 
long-run average cost curves for fracking companies. The appendix, “Using Isoquants 
and Isocost Lines to Understand Production and Cost,” now appears as an online 
appendix.

Chapter 12, “Firms in Perfectly Competitive Markets,” opens with an updated 
discussion of the diff iculty farmers have making an economic profit selling cage-
free eggs. There are two new Apply the Concepts: “What Does ‘Break Even’ Mean 
in the Oil Fields?” and “The Winding Path to Long-Run Equilibrium in the Egg 
Market.”

Chapter 13, “Monopolistic Competition: The Competitive Model in a 
More Realistic Setting,” opens with a new discussion of the rise of third wave 
coffeehouses; a new Apply the Concept explores whether third wave coffeehouses 
can remain profitable; and new Solved Problem 13.3 analyzes the long-run effects of 
Amazon Go’s “Just Walk Out” technology.

Chapter 14, “Oligopoly: Firms in Less Competitive Markets,” includes two new 
Apply the Concepts: “Are Unlicensed Yoga Instructors a Menace to Public Health?” and 
“Do Large Firms Live Forever?”

Chapter 15, “Monopoly and Antitrust Policy,” opens with a new discussion of the 
U.S. Postal Service (USPS) and why Congress gave it a monopoly on delivery of first-
class mail. A new Apply the Concept discusses how package delivery competitors such 
as FedEx and UPS compete with the USPS. Another new Apply the Concept considers 
whether the Justice Department should break up Google, Amazon, and Facebook. 
New Table 15.2 summarizes how airlines maximize profit by charging different ticket 
prices to business travelers and leisure travelers. We have cut the seventh edition’s 
Chapter 16, “Pricing Strategy,” but retained its coverage of price discrimination and 
moved it here into Chapter 15 as Section 15.5, “Price Discrimination.”

Chapter 16, “The Markets for Labor and Other Factors of Production,” opens 
with a new discussion of how robotic technology is being used in three areas: in 
restaurants to make hamburgers, in Amazon Go convenience stores, and at a mining 
company in Australia.
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Chapter 17, “Public Choice, Taxes, and the Distribution of Income,” opens 
with an updated discussion of the Tax Cut and Jobs Act of 2017. A new Apply the 
Concept explores whether the federal government should tax wealth and whether such 
a tax is economically efficient.

Chapter 18, “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 19, “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 20, “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 20.9 and surrounding text also cover this topic.

Chapter 21, “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 22, “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 22.1 
summarizes the relationship between actual investment and planned investment.

Chapter 23, “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 24, “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 25, “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 26, “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 26.6 explores how the Italian government confronts its 
budget deficit.

Chapter 27, “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 28, “Macroeconomics in an Open Economy,” includes streamlined and 
updated content from two seventh edition chapters: Chapter 29 of the same title and 
Chapter 30, “The International Financial System.” The appendix on the gold standard and 
Bretton Woods that appeared in the seventh edition Chapter 30 is now an online appendix.
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To make room for new content, we cut 21 Apply the Concepts and 9 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 three appendices to 
appear within MyLab Economics, cut one chapter, and streamlined and merged two chapters.

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.

Microeconomics
We are convinced that students learn to apply economic principles best if they are taught in a 
familiar context. Whether they become artists, social workers, business managers, engineers, 
bankers, or government employees, students benefit from understanding economics. We 
therefore use many diverse real-world business and policy examples to illustrate economic 
concepts. Here are a few highlights of our approach to microeconomics:

• A strong set of introductory chapters. The introductory chapters provide students 
with a solid foundation in the basics. We emphasize the key ideas of marginal analysis 
and economic efficiency. In Chapter 4, “Economic Efficiency, Government Price Setting, 
and Taxes,” we use the concepts of consumer surplus and producer surplus to mea-
sure the economic effects of price ceilings and price floors as they relate to the familiar 
examples of rental properties and the minimum wage. (We revisit consumer surplus 
and producer surplus in Chapter 9, “Comparative Advantage and the Gains from Inter-
national Trade,” where we analyze government policies that affect trade, including the 
trade war that began in 2018; and in Chapter 15, “Monopoly and Antitrust Policy,” where 
we analyze price discrimination and the effect of market power on economic efficiency.) 
In Chapter 8, “Firms, the Stock Market, and Corporate Governance,” we provide stu-
dents with a basic understanding of how firms are organized, raise funds, and provide 
information to investors. We also illustrate how in a market system entrepreneurs meet 
consumer wants and efficiently organize production.

• Early coverage of policy issues. To expose students to policy issues early in the course, 
we discuss trade policy and tariffs in Chapter 1, “Economics: Foundations and Models”; 
rent control and the minimum wage in Chapter 4, “Economic Efficiency,  Government 
Price Setting, and Taxes”; air pollution, global warming, and public goods in Chapter 5, 
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“Externalities, Environmental Policy, and Public Goods”; government policy toward soda 
and other sweetened beverages in Chapter 6, “Elasticity: The Responsiveness of Demand 
and Supply”; and health care policy in Chapter 7, “The Economics of Health Care.”

• Complete coverage of monopolistic competition. We devote a full chapter, 
 Chapter 13, “Monopolistic Competition: The Competitive Model in a More Realistic 
Setting,” to monopolistic competition prior to covering oligopoly and monopoly in 
Chapter 14, “Oligopoly: Firms in Less Competitive Markets,” and Chapter 15, “Monopoly 
and Antitrust Policy.” Although many instructors cover monopolistic competition very 
briefly or dispense with it entirely, we think it is an overlooked tool for reinforcing the 
basic message of how markets work in a context that is much more familiar to students 
than are the agricultural examples that dominate discussions of perfect competition. We 
use the monopolistic competition model to introduce the downward-sloping demand 
curve material usually introduced in a monopoly chapter. This approach helps students 
grasp the important point that nearly all firms—not just monopolies—face downward-
sloping demand curves. Covering monopolistic competition directly after perfect com-
petition also allows for early discussion of topics such as brand management and sources 
of competitive success. Nevertheless, we wrote the chapter so that instructors who prefer 
to cover monopoly (Chapter 15, “Monopoly and Antitrust Policy”) directly after perfect 
competition (Chapter 12, “Firms in Perfectly Competitive Markets”) can do so without 
loss of continuity.

• Extensive, realistic game theory coverage. In Chapter 14, “Oligopoly: Firms in Less 
Competitive Markets,” we use game theory to analyze competition among oligopolists. 
Game theory helps students understand how companies with market power make 
strategic decisions in many competitive situations. We use familiar companies such as 
Apple, Amazon, Dell, Spotify, and Walmart in our game theory applications.

Macroeconomics
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 intu-
ition 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 stu-
dents 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 18, “GDP: Measur-
ing Total Production and Income,” and Chapter 19, “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.
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