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Writers of introductory textbooks in economics are obliged to make choices. This is hardly surprising, since the fact that people must make choices, sometimes difficult ones, is in the end what economics is about. The first choice in the case of a textbook concerns the approach taken to getting ideas across to different types of students. This in turn reflects the reasons for which students are taking the economics course (for which the text is being used) and the abilities of the target student body, especially where mathematics is an issue. The second concerns the breadth of the subject matter the text covers. Here the choice is between an attempt to cover all the bases adequately or make sure that the more important bases are covered more fully. Inevitably what is published represents the necessity to compromise. Again, this is hardly surprising, since it, too, mirrors how choices are analysed in economics. Trade-offs are at the heart of rational decision-making.

In many, perhaps most, introductory courses the instructor is dealing with two types of student, and, therefore has two different goals. The first group comprises students whose interest in economics is a general one as part of a broad educational curriculum. Some of these students may never take another economics course. For them the imperative is to give them a good understanding of basic economics principles that will enable them to understand more clearly the world in which they will live, and to retain these insights. The second group comprises students whose objectives or whose programmes envisage progressing to a degree where economics is a major component. For this group the aim of an introductory course will be to provide a firm foundation for going further with the discipline. 

Very few undergraduate students of economics proceed to a Ph.D and become professional economists. However, an understanding of basic economics is of immense value in everyday life. We believe that this obvious fact should inform how economics is taught at the introductory level. It is why, in revising the text, we have tried to adhere to the philosophy that informed the original text of Robert Frank and Ben Bernanke. In Europe, as in the U.S., an abiding concern of the academic economist, and one that informed the design of the original text was this: to judge by what is retained afterwards, many students finish introductory courses without having really learned and understood the most important basic economic principles. The problem is that these courses frequently try to teach students far too much. The Frank and Bernanke proposition is encapsulated in the following paragraphs taken from the third U.S. edition preface.

 “Our basic premise is that a small number of basic principles do most of the heavy lifting in economics, and that if we focus narrowly and repeatedly on those principles, students can actually master them in just a single semester.....We rely ... on a well-articulated list of seven core principles, which we reinforce repeatedly by illustrating and applying each principle in numerous contexts…

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

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

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

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

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

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

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

The text encourages students to become “economic naturalists.” This means using basic economic principles to understand and explain what you see in the world around you, and to resolve some apparent paradoxes. For example, we don’t fit child safety restraints in planes, but we do in cars. Do we not care about children in planes? An economic naturalist understands that infant safety seats are required in cars but not in airplanes because of the high marginal cost of space in planes relative to cars and the lower benefit in terms of reduced risk of injury or death. 

Our objective in adapting the original Frank and Bernanke text was to move it somewhat from the first objective towards the second objective, reflecting academic programme structures in countries other than the U.S. However, in doing so we have always been guided by the need to preserve the major advantage the original text had over other texts we had seen. Although we have added some additional theoretical analysis (for example, an expanded use of simple game theory) our focus in this edition remains as it was in the first edition This was the importance of getting ideas across in a fashion that captures the reader’s attention and makes a lasting contribution to basic understanding of the economics underpinnings of ordinary life. Not only is this important in terms of the first objective above, but we believe that it is very important that students who progress with economics should develop a sense of economic intuition as well as mastering technical aspects of the discipline. 

Changes in the Second Edition
Guided by extensive reviewer feedback, our main goal in preparing our second edition has been to reorganize the presentation to accommodate the broadest range of student preparation consistent with the objectives we have already described.  For example, while continuing to emphasize verbal and graphical approaches in the main text, we offer several appendices and boxes that allow for more detailed and challenging algebraic treatments of the same material. Among the hundreds of specific refinements we made, the following merit explicit mention:
· We have continued to try to make formal analysis of various parts of economics available while permitting an instructor to avoid using them, and to use simpler approaches where desired. Thus, while including in some cases the formal analysis in the main text, rather than in chapter appendices, the material is presented in a way that permits the reader to proceed around it if this is appropriate. 

Microeconomics

· More and clearer emphasis on the core principles

· Integration of the material on the workings of markets into a single chapter

· Extended treatment of the principle of comparative advantage and specialisation, and its links to economic growth and the gains from trade based on specialisation and exchange.

· Inclusion, on an optional basis, of rigorous analysis of consumer demand and of profit maximization

· Improved material on the elements of game theory and on the economics of information

· Theoretical and case study analysis of how firms (and regulators) operate in oligopolistic markets
· We have chosen to restrict the material content by removing the section on trade and integration that ended the microeconomics part of the previous edition. In doing this we are responding to suggestions from instructors who adopted the text, most of whom regarded this section as being outside the scope of their course. These chapters will continue to be available on the text web-site for instructors who prefer to use them and drop other material.

· There are two major changes in the chapter organisation of the material in the micro part of the new edition. These have been made in response to feedback from adopters of the text. 
· The first is the bringing together of the basic elements of market analysis into one (rather long) chapter, rather than treating them as separate subjects. 
· The second is the decision to treat the elements of game theory and strategic choice separately from consideration of oligopoly. Introducing students to the basic concepts of game theory is an important element in any modern text, because of the powerful addition it offers to an economist’s understanding of how the world works. It should not be seen as being just part of the analysis of how firms behave in small number markets, important though it is in that context.

Macroeconomics
· Modular presentation: Part 7, “Macroeconomics: Data and Issues,” is a self-contained group of chapters that covers measurement issues relating to GDP, the price level and the labour market. This allows instructors to proceed to either the long run (Part 8, The Economy in the Long Run”) or the short run (Part 9, “The Economy in the Short Run) first with no loss of continuity. 

· A revised presentation of long-run growth and productivity: Chapter 19 uses the Solow Growth Model to analyse key relationships between growth, labour productivity and technical progress.

· A more comprehensive treatment of the Keynesian model: Part 9, “The Economy in the short-run”, presents a three-part treatment of Keynesian macroeconomics. Chapters 21 and 22 deal with the real and monetary sectors which are then integrated to construct the IS-LM model in Chapter 23. Chapters 24 and 25 use the IS-LM model to discuss fiscal and monetary policies in a non-inflationary environment. 

· Refinements in the presentation of Aggregate Demand and Aggregate Supply: Chapters 26 and 27 work together to give students a thorough understanding of both the theory and application of the AD-AS model. In Chapter 26, we develop the reasoning behind the AD curve and the AS curve. In particular: 

· A Central Bank policy rule is integrated into the IS-LM model to derive a downward-sloping AD curve which links short-run equilibrium output to the rate of inflation.

· Based on the occurrence of unanticipated changes in the rate of inflation the AS curve is now an upward-sloping curve with inflation on the vertical axis. This provides the advantage of placing inflationary expectations at the center of the story of how the economy’s self-correcting mechanism works and how monetary policy affects inflation and output in short-run and long-run equilibrium. 

· We provide students with a series of examples that show how the AD and AS curves work together to determine short-run equilibrium and how the economy adjusts to long-run equilibrium. 

· In Chapter 27, we apply the AD-AS model to macroeconomic policy. We distinguish between real and nominal shocks and ask whether or not the Central Bank should accommodate shocks. Finally, we use what students have learned to address important current topics such as central bank independence and inflation targeting. 

· Flexible coverage of international economics: Chapter 28 presents a self-contained discussion of exchange rate determination that can be used whenever an instructor thinks it best to introduce this important subject. The Chapter also integrates trade and capital flows into the IS-LM model and presents a discussion of stabilisation policy in the open economy.

Approach
A key feature of the text is what we call “economic naturalism. By using examples and and posing problems we seek to provide answers to questions that should encourage readers to look at the world through the eyes of an economist. Here are a few examples.

In Micro: 

Why do airline ticket prices rise when most people fly, while strawberry prices fall when people eat more strawberries?

Why did Americans reduce the size of cars bought to a greater degree than Europeans in response to increases in the world price of oil?

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

In Macro: 

Why do Europeans save more than Americans?

Why did the ECB increase interest rates seven times between April 1999 and October 2002?

Does a strong currency imply a strong economy?

Why this rather than another text? In addition to the pedagogic approach already described, we believe that this text differs significantly from others in respect of the emphasis on modern economic analysis. 

· Modern Microeconomics: Economic surplus is more central to the presentation of economics in this than in any other text. This concept underlies the argument for economic efficiency as an important social goal. Instead of dwelling on the problem of equity versus efficiency in policy making, we stress that efficiency (maximizing surplus) permits the achievement of other goals. We analyse rational decision making in a way that identifies the  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. We introduce the student to the elements of game theory, and show how powerful an approach it can be to explaining otherwise baffling problems. We introduce the Coase Theorem, and use it to explain and to question aspects of legal and regulatory policy. The text also introduces students to the economics of information, something that is widely ignored as an area of economics in its own right in many other texts.
· Modern Macroeconomics: Recent developments 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: 

· A two-chapter treatment of long-run issues, followed by a modern treatment of short-term fluctuations and stabilization policy, emphasizing the important distinction between short- and long-run behaviour of the economy. 

· Consistent with both media reporting and public perception we treat the interest rate rather than the money supply as the primary instrument of Central Bank policy. 

· A more realistic treatment of aggregate demand and aggregate supply which 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. 

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

THE CHALLENGE 

The world is a more competitive place now than it was when we started teaching in the 1970s. In arena after arena, business as usual is no longer good enough. Football players used to drink beer and go fishing during the off season, but they now lift weights and ride exercise bicycles. Academics at the start of their careers used chill-out or work on their houses on weekends, but the current crop can now be found most weekends at their computers. The competition for student attention has grown similarly more intense. There are many tempting courses in the typical college curriculum and even more tempting diversions outside the classroom. Students are freer than ever to pick and choose. 

Yet many of us seem to operate under the illusion that most students arrive at college with a burning desire to become economics majors. And many of us do not yet seem to have recognized that students’ cognitive abilities and powers of concentration are scarce resources. To hold our ground, we must become not only more selective in what we teach, but also more effective as advocates for our discipline. We must persuade students that we offer something of value. A well-conceived and well-executed introductory course in economics can teach our students more about society and human behavior in a single term than virtually any other course in the university. This course can and should be an intellectual adventure of the first order. Not all students who take the kind of course we envisioned when writing this book will go on to become economics majors, of course. But many will, and even those who do not will leave with a sense of admiration for the power of economic ideas. 

