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PREFACE
A LESS IS MORE FOCUS

Our fourth streamlined edition arrives in the midst of some of the most
dramatic upheavals ever witnessed, both in the economy generally and in
higher education in particular. The COVID-19 pandemic has produced levels
of unemployment not seen since the Great Depression and has created
dramatic changes in the ways we teach across educational institutions at
every level.

These developments have reinforced our confidence in the instructional
philosophy that motivated us to produce our first edition—the need to strip
away clutter and focus more intensively on central concepts. This approach,
we believe, is especially well suited for the new environment.

In earlier editions, we noted that although many millions of dollars are
spent each year on introductory economics instruction in American colleges
and universities, the return on this investment has been disturbingly low.
Studies have shown, for example, that several months after having taken a
principles of economics course, former students are no better able to answer
simple economics questions than others who never even took the course.
Most students, it seems, leave our introductory courses without having
learned even the most important basic economic principles. Such dismal
performance, never defensible, has become even more difficult to justify in
the face of looming resource shortages in higher education.

The problem, in our view, has almost always been that courses try to
teach students far too much. In the process, really important ideas get little
more coverage than minor ones, and everything ends up going by in a blur.
The human brain tends to ignore new information unless it comes up
repeatedly. That’s hardly surprising, since only a tiny fraction of the
terabytes of information that bombard us each day is likely to be relevant for
anything we care about. Only when something comes up a third or fourth
time does the brain start laying down new circuits for dealing with it. Yet
when planning their lectures, many instructors ask themselves, “How much
can I cover today?” And because modern electronic media enable them to
click through upwards of 100 PowerPoint slides in an hour, they feel they
better serve their students when they put more information before them. But
that’s not the way learning works! Professors should instead be asking,



“How much can my students absorb?”

Our approach to this text was inspired by our conviction that page viii
students will learn far more if we attempt to cover much less. Our
basic premise is that a small number of basic ideas do most of the heavy
lifting in economics, and that if we focus narrowly and repeatedly on those
ideas, illustrating and applying them in numerous familiar contexts, students
can actually master them in just a single semester. The enthusiastic reactions
of users of previous editions of our textbook affirm the validity of this
premise. Our emphasis throughout is on active learning. We ask students to
apply basic economic ideas themselves to answer related questions,
exercises, and problems.

ADAPTING TO CLASSROOM TRENDS

Baumol’s cost disease refers to the tendency for costs to rise more rapidly for
goods and services for which growth in labor productivity is either slow or
nonexistent. It is thus no surprise that the cost of traditional methods of
delivering classroom instruction has been rising so much faster than the cost
of producing most manufactured goods.

Largely as a result of Baumol’s cost disease, tuition increases have far
exceeded even the rapid growth in the cost of health care. This is what we
would expect if the dominant teaching model remains as it was a century
ago, in which a learned instructor stands in front of a class reciting truths
cataloged in an assigned text. But as the late Herb Stein once remarked, “If
something cannot go on forever, it will stop.” And so it is with rising
tuitions. Universities are already facing strong pressure to moderate their
rates of tuition growth, pressure that has been greatly exacerbated by the
COVID-19 pandemic.

One result has been that much of the content that professors have
traditionally delivered in live lecture will instead be delivered electronically.
Indeed, technological advances have given today’s students an unparalleled
ability to access information via the Internet, YouTube, and social media.

If early experience is any indication, the “flipped-classroom” model is
one of the most promising adaptations to this new environment. In this
approach, students are expected to study basic concepts before coming to
class and then deepen their understanding of them through structured
classroom exercises and discussion. The logic of the flipped classroom is
compelling because under this approach, students have access to instructors



precisely when students are engaged in those activities that students find the
most challenging (for example, problem solving and policy evaluation).
Indeed, numerous studies have found that the flipped-classroom approach
increases both student satisfaction and student learning.

A second adaptation, more pronounced in the wake of the COVID-19
lockdowns of March 2020, has been the move to remote instruction. The
streamlined approach of this text is well suited for the goals of both the
flipped-classroom and remote-instruction models. Rather than trying to
bombard students with information they can easily access online, our book
seeks to promote a deeper understanding of economics by focusing on core
concepts. In addition, one of our central goals has been to create resources
to help instructors promote student engagement outside the classroom.
Some instructors may find these resources useful in completely overhauling
the way they teach, while others may be interested in using them to make a
few minor changes to their current courses.

In other words, this edition is intended to support a variety of teaching
styles (and, indeed, our team of authors varies considerably in our
pedagogical approach). The traditional approach has been to ask students to
read the relevant sections from the textbook before coming to class. But
instructors report that today’s students are far less likely than their
predecessors to complete such assignments. Stronger incentives can boost
compliance. One effective approach assigns SmartBook chapters with
adaptive questioning built in. Another administers brief tests at the start of
class. These might involve two or three simple multiple-choice questions on
the assigned material that are administered and graded electronically via
audience response tools using smartphone apps.

Perhaps the biggest hurdle to effective implementation of the new
teaching approaches has been a dearth of effective pre-class concept-
delivery materials. To help fill this gap, we have created a library of short
videos that focus on basic economic concepts. Many students have found
these videos and animations engaging enough to watch even if they’re not
going to be tested on them, but we’ve also provided easily administered in-
class questions that can boost compliance still further.

A big payoff in both the flipped-classroom and remote-instruction models
comes from being able to use limited class time to discuss the concepts that
students have studied before class. One approach begins by asking students
to answer a multiple-choice question requiring application of a concept, and



then reporting the frequencies with which students selected the various
multiple-choice options. Students are then given a few moments to discuss
the question—either with their neighbors in traditional classroom settings,
or with fellow students in Zoom breakout rooms—before having an
opportunity to change the answers they originally submitted. Professors then
call on students who’ve offered both correct and incorrect answers to the
question to defend their answers to the class and lead the ensuing
discussion. We’ve spent considerable effort drafting the kinds of questions
that reliably provoke animated discussions of this sort.

In summary, here are the resources we have developed to support page ix
the flipped-classroom and remote-instruction approaches, all
available within McGraw Hill Connect® specific to the fourth edition:

Before Class (Exposure)

o SmartBook® Adaptive Reading Assignments: SmartBook contains
the same content as the print book, but actively tailors that content to
the needs of the individual through adaptive probing and integrated
learning resources. Instructions can assign SmartBook reading
assignments for points to create incentives for students to come to class
prepared.

o Learning Glass Lecture Videos: A collection of brief instructional
videos featuring the authors, Kate Antonovics and Ori Heffetz, utilize
exciting learning glass technology to provide students with an overview
of important economic concepts. Perfect for an introduction to basic
concepts before coming to class, or as a quick review, these videos can
be accessed as resources within SmartBook, or are available as stand-
alone assignments within Connect.

In Class (Engagement)

o Clicker Questions: Classroom-tested by the authors, these multiple-
choice questions are designed to facilitate discussion and group work in
class.

o Economic Naturalist Application-Focused Videos: A known
hallmark of this franchise, the Economic Naturalist examples are now
available as an expanded set of short, engaging video vignettes within
Connect and SmartBook.



After Class (Reinforcement)

o Connect Exercises: All end-of-chapter homework exercises are
available to be assigned within Connect. Many of these exercises
include algorithmic variations and require students to interact with the
graphing and tool within the platform. Worked Problem Videos,
available as hints within Connect, work through these problems to aid
in student understanding of core economic concepts and offer
assistance with more challenging material.

o Test Bank Assessment: Hundreds of multiple-choice questions are
available for summative assessments of the chapter content. Select
problems are now offered as an algorithmic alternative, providing even
more variation.

All of the above assets can be implemented by instructors as preferred in
order to satisfy as much or as little of the flipped-classroom approach as is
desired.

KEY THEMES AND FEATURES

Economic Naturalism

Relying on examples drawn from familiar contexts, we encourage students to
become “economic naturalists,” people who employ basic economic
principles to understand and explain what they observe in the world around
them. An economic naturalist understands, for example, that infant safety
seats are required in cars but not in airplanes because the marginal cost of
space to accommodate these seats is typically zero in cars but often hundreds
of dollars in airplanes. Scores of such examples are sprinkled throughout the
text. Each one, we believe, poses a question that should make any curious
person eager to learn the answer.

Our ultimate goal is to produce economic naturalists—people who see
each human interaction as the result of an implicit or explicit cost-benefit
calculation.

The economic naturalist sees mundane details of ordinary existence in a
new light and becomes actively engaged in the attempt to understand them.
Some representative examples follow:

In Micro:



o Why do movie theaters offer discount tickets to students?

« Why do we often see convenience stores located on adjacent street
corners?

o Why do supermarket checkout lines all tend to be roughly the same
length?

In Macro:

o« Why does the average Argentine hold more U.S. dollars than the
average U.S. citizen?

o Why does news of inflation hurt the stock market?
o Why do almost all countries provide free public education?

Economic Naturalist Video Series: We are very excited to offer an
expanded video series based on Economic Naturalist examples. A series of
videos covering some of our favorite micro- and macro-focused examples
can be used as part of classroom presentations, or assigned for homework
along with accompanying questions within McGraw Hill Connect®. These
fascinating, fun, and thought-provoking applications of economics in
everyday life encourage students to think like an economist. Refer to the
distinguishing features pages of the preface for additional information. You
can view one of these dynamic videos here: http://econeveryday.com/why--
do-cooked-rotisserie-chickens-cost-less-than-fresh-uncooked-chickens/

Active Learning Stressed _pagex

The only way to learn to hit an overhead smash in tennis is through repeated
practice. The same is true for learning economics. Accordingly, we
consistently introduce new ideas in the context of simple examples and then
follow them with applications showing how they work in familiar settings. At
frequent intervals, we pose self-tests that both test and reinforce the
understanding of these ideas. The end-of-chapter questions and problems are
carefully crafted to help students internalize and extend basic concepts, and
are available within Connect as assignable content so that instructors can
require students to engage with this material. Experience with earlier editions
confirms that this approach really does prepare students to apply basic
economic ideas to solve economic puzzles drawn from the real world.

Both the Economic Naturalist and Learning Glass videos and


http://econeveryday.com/why-do-cooked-rotisserie-chickens-cost-less-than-fresh-uncooked-chickens/

accompanying multiple-choice questions that test students’ understanding of
the principles illustrated in the videos have become valued tools for
instructors who incorporate elements of the flipped-classroom approach in
their teaching, or those who are relying more heavily on other forms of
remote learning. Our less-is-more approach to topic coverage is also
uniquely well suited to these new instructional approaches.

Modern Microeconomics

o The cost-benefit principle, which tells us to take only those actions
whose benefits exceed their costs, is the core idea behind the economic
way of thinking. Introduced in Chapter 1 and employed repeatedly
thereafter, this principle is more fully developed here than in any other
text. It underlies the argument for economic efficiency as an important
social goal. Rather than speak of trade-offs between efficiency and
other goals, we stress that maximizing economic surplus—that is,
taking those actions whose benefits exceed their costs—facilitates the
achievement of every goal we care about.

o One of the biggest hurdles to the fruitful application of cost-benefit
thinking is to recognize and measure the relevant costs and benefits.
Common decision pitfalls identified by 2002 Nobel Laureate Daniel
Kahneman and others—such as the tendency to ignore implicit costs,
the tendency not to ignore sunk costs, and the tendency to confuse
average and marginal costs and benefits—are introduced early in
Chapter 1 and invoked repeatedly in subsequent chapters.

o There is perhaps no more exciting toolkit for the economic naturalist
than a few principles of elementary game theory. In Chapter 7, Games
and Strategic Behavior, we show how these principles enable students
to answer a variety of strategic questions that arise in the marketplace
and everyday life. In new Chapter 8, An Introduction to Behavioral
Economics, we survey many of the most exciting developments in what
has become the economics profession’s most vibrant new field. We
believe that the insights of the Nobel Laureate Ronald Coase are
indispensable for understanding a host of familiar laws, customs, and
social norms. In Chapter 9, Externalities and Property Rights, we show
how such devices function to minimize misallocations that result from
externalities.



Modern Macroeconomics

Both the Great Recession and the COVID-19 pandemic have renewed
interest in cyclical fluctuations without challenging the importance of such
long-run issues as growth, productivity, the evolution of real wages, and
capital formation. Our treatment of these issues is organized as follows:

o A four-chapter treatment of long-run issues, followed by a modern
treatment of short-term fluctuations and stabilization policy,
emphasizes the important distinction between short- and long-run
behavior of the economy.

o Designed to allow for flexible treatment of topics, these chapters are
written so that short-run material (Chapters 18-20) can be used before
long-run material (Chapters 14—17) with no loss of continuity.

o The analysis of aggregate demand and aggregate supply relates output
to inflation, rather than to the price level, sidestepping the necessity of
a separate derivation of the link between the output gap and inflation.
The discussion of monetary policy has two parts. It starts with a
standard supply and demand analysis of the market for money that is
centered on the short-run interest rate. It then introduces the new tools
of monetary policy, such as quantitative easing and forward guidance,
that have been so important since 2008, and that again took center stage
in the 2020 response to the pandemic.

« This book places a heavy emphasis on globalization, starting Pagexi_
with an analysis of its effects on real wage inequality and progressing
to such issues as the costs and benefits of trade, the role of capital flows
in domestic capital formation, and the links between exchange rates
and monetary policy.

CHANGES IN THE FOURTH EDITION
Changes Common to All Chapters

In all chapters, the narrative has been tightened. Many of the examples have
been updated, with a focus on student-centered examples that connect to
current topics such as the COVID-19 pandemic and the rise of the gig
economy. The examples, self-tests, and the end-of-chapter material from the
previous edition have been redesigned to provide more clarity and ease of



use. Data have been updated throughout.

Chapter-by-Chapter Changes

Chapter 1

Updated student-centered examples, such as Netflix, wireless
keyboards, dogwalking, and Jeff Bezos

New and updated end-of-chapter problems that reinforce the chapter’s
learning objectives

Updated appendix on working with equations, graphs, and tables based
on electric scooter rentals

Chapter 2

Updated student-centered examples, such as digital versus print ads and
Marvel Studio films

New Economic Naturalist, “Why was there a shortage of toilet paper
during the COVID-19 pandemic?”

Three new end-of-chapter questions that reinforce the chapter’s
learning objectives, including a question related to the drop in crude oil
prices during the COVID-19 pandemic

Chapter 3

Minor updates only
Updated student-centered examples, such as LeBron James

New Economic Naturalist, “Why would Jeff Bezos live in a smaller
house in Manhattan than in Medina, Washington?”

Chapter 4

Minor updates only

Chapter 5

Minor updates only

Chapter 6

Updated student-centered examples, such as Instagram, electric scooter
rentals, iTunes, HBO, Netflix, and cable Internet



o Updated end-of-chapter problems
Chapter 7

o Updated student-centered examples, such as the Ford Mustang and
Chevrolet Camaro

Chapter 8

» New to this edition, this chapter serves as an introduction to behavioral
economics for those who wish to incorporate this thought-provoking
material

Chapter 9
» Updated student-centered examples, such as roommate conflicts
» Updated end-of-chapter questions

Chapter 10

o Updated information on carbon taxes, including mention of the Paris
Agreement

o Updated material on welfare payments, in-kind transfers, and the
negative income tax

Chapter 11

o Updated student-centered examples, such as interior designer Kelly
Wearstler

o Revised Economic Naturalist that discusses the U.S.-China trade war
that started in 2018, highlighting that there is more to trade than the
exchange of goods and services and its supply and demand analysis in
this chapter; also covers issues such as intellectual property and
national security

Chapter 12

o Updated discussion of growth that reflects higher Internet and cell
phone penetration

« Updated discussion of recessions and expansions that mentions_page xii
the COVID-19 economic disruptions

Chapter 13



Updated discussion of the correlation between per capita GDP and
health outcomes such as life expectancy that now mentions that within
high-income countries, the relationship can even reverse, with
examples of data from the U.S., Canada, and Japan

Updated discussion of the development of real wages for production
workers and for highly paid baseball players over time that is now
linked together, in the context of a new discussion about increasing
wage inequalities between the highest- and lowest-paid U.S. workers

Chapter 14

Updated examples, data, and figures

Chapter 15

Clarification throughout the chapter of the difference between trends in
average incomes and trends in income inequality

Updated discussion of globalization that now includes recent
developments, including the political opposition to the Trans-Pacific
Partnership trade agreement and the Trump administration’s resistance
to increased economic integration of the U.S. with China

New Economic Naturalist, “Can new technology hurt workers?” that
includes what was previously a paragraph on workers’ resistance to
new technology (with anecdotes on Ned Ludd and the tale of John
Henry); the new EN highlights workers’ concerns about automation,
robotics, and artificial intelligence (AI)

New Economic Naturalist, “How did the COVID-19 pandemic affect
the demand for U.S. jobs?” that discusses the different effects the
pandemic is having on different jobs in different sectors

New discussion of European labor markets that highlights the
deregulation in southern Europe following the global financial crisis
and that, on some metrics, Europe’s labor market does better than the
U.S. labor market

Chapter 16

Updates related to the COVID-19 economic downturn that include the
discussion of U.S. household saving early in the chapter and the
discussion of the U.S. government deficit later in the chapter



New Economic Naturalist, “Why have real interest rates declined
globally in recent decades?” that discusses the combination of higher
global saving and lower global investment that helps explain the
downward trend in real interest rates

Chapter 17

New discussion of the Fed’s role in stabilizing financial markets and as
lender of last resort, which took center stage in recent episodes of
financial panic; the discussion covers Section 13(3) landing during the
2008 and 2020 crises

Updates related to recent U.S.-China trade frictions, in the discussion
of the saving rate and the trade deficit

Updates related to the COVID-19 pandemic and financial markets

Chapter 18

Updates related to the COVID-19 downturn

Revised Economic Naturalist 18.3 that includes discussion of the gig
economy in the context of the natural rate of unemployment in the U.S.

Revised Economic Naturalist 18.5 that discusses the U.S. government’s
response to the COVID-19 pandemic and covers details of the
Coronavirus Aid, Relief, and Economic Security (CARES) Act of 2020
and their economic rationale

Other COVID-19-related updates

Chapter 19

Updates related to COVID-19: in the context of banks’ excess reserves,
in the context of the Fed’s quick cuts of the federal funds rate, in the
context of quantitative easing (QE) and the Fed’s special landing in
2020, and in the context of the Fed’s return to forward guidance in
2020; the chapter highlights the unprecedented speed and severity of
the pandemic’s economic hit, and therefore the unprecedented speed
and size of the policy response

Revisions throughout the chapter that reflect recent developments in
thinking about QE, forward guidance, and other methods; when
introduced in 2008, these methods were viewed as “unconventional”
and “temporary”; the chapter now observes that such methods are



increasingly recognized as a “new normal”
Chapter 20 page xiii

» Updates to Economic Naturalist 20.5 to cover the Fed’s unprecedented
response to COVID-19

» Updated the chapter title to accurately reflect chapter coverage
Chapter 21

o New Economic Naturalist, “What is a safe haven currency?” (such as
the U.S. dollar, the Swiss franc, and the Japanese yen), and how
currencies tend to appreciate in periods of uncertainty; includes specific
examples from the 2008 global financial crisis and the 2020 global
COVID-19 crisis

o Updated Economic Naturalist 21.5 that covers the IMF’s COVID-19-
related landing in early 2020

ORGANIZED LEARNING IN THE FOURTH EDITION
Chapter Learning Objectives

Students and professors can be confident that the organization of each chapter
surrounds common themes outlined by four to seven learning objectives
listed on the first page of each chapter. These objectives, along with AACSB
and Bloom’s Taxonomy Learning Categories, are connected to all test bank
questions and end-of-chapter material to offer a comprehensive, thorough
teaching and learning experience. Reports available within Connect allow
instructors to easily output data related to student performance across chapter
learning objectives, AACSB criteria, and Bloom’s Taxonomy Learning
Categories.

Assurance of Learning Ready

Many educational institutions today are focused on the notion of assurance of
learning, an important element of some accreditation standards. Principles of
Economics, A Streamlined Approach, 4/e, is designed specifically to support
your assurance of learning initiatives with a simple, yet powerful, solution.
Instructors can use Connect to easily query for learning objectives that
directly relate to the objectives of the course and then use the reporting
features of Connect to aggregate student results in a similar fashion, making



the collection and presentation of assurance of learning data simple and easy.

AACSB Statement

The McGraw Hill Companies is a proud corporate member of AACSB
International. Recognizing the importance and value of AACSB
accreditation, the authors of Principles of Economics, A Streamlined
Approach, 4/e, have sought to recognize the curricula guidelines detailed in
AACSB standards for business accreditation by connecting questions in the
test bank and end-of-chapter material to the general knowledge and skill
guidelines found in AACSB standards.

It is important to note that the statements contained in Principles of
Economics, A Streamlined Approach, 4/e, are provided only as a guide for
the users of this text.

A NOTE ON THE WRITING OF THIS EDITION

Ben Bernanke was sworn in on February 1, 2006, as chair and a member of
the Board of Governors of the Federal Reserve System, a position to which
he was reappointed in January 2010. From June 2005 until January 2006, he
served as chair of the President’s Council of Economic Advisers. These
positions have allowed him to play an active role in making U.S. economic
policy, but the rules of government service restricted his ability to participate
in the preparation of previous editions. Since his second term as chair of the
Federal Reserve has completed, we are happy to share that Ben is actively
involved in the revision of the macro portion of this edition.
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