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  lthough many billions of dollars are spent each 
year on introductory economics  instruction in 
co  l  leges and universities worldwide, the return on 

this investment has been disturbingly low. Studies have 
shown, for exa  m  ple, that several months after having 
taken   a principles   of ec  o  nomics course, former students 
are no better able to answer simple economic questions 
than others who never even took the course. Most st  u-
  dents, it seems, leave our introductory courses without 
having learned even the most important basic economic 
principles.  
   The problem, in our view, is that these courses 
 almost always try to teach st  u  dents 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. Many instructors ask themselves, 
“How much can I cover today?” when  i  n  stead they 
should be asking, “How much can my students 
 absorb?”  
   Our textbook grew out of our conviction that st  u-
  dents will learn far more if we attempt to cover much 
less. Our b  a  sic 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 prin-
ciples, students can actually master them in just a single 
semester.  
   The enthusiastic reactions of users of the original 
U.S. editions affirm the validity of this premise. 
Avoiding e  x  cessive reliance on formal mathematical 
der  i  vations, we present concepts intuitively through 
examples drawn from familiar contexts. We rely 
throughout on a well-articulated list of seven Core 
Principles, which we rei  n  force repeatedly by illustrat-
ing and applying each principle in numerous con-
texts. We ask students period  i  cally to apply these 
principles themselves to answer r  e  lated questions, 
exercises, and problems.  
   Throughout this process, we encourage students to 
become “economic natura  l  ists,” people who employ 
basic economic principles to understand and 
explain what they observe in the world around them. 
An economic naturalist understands, for exa  m  ple, that 
infant safety seats are required in cars but not in air-
planes because the marginal cost of space to 
accommodate these seats is typically zero in cars but 
often hundreds of  dollars in ai  r  planes. Scores of such 
examples are sprinkled throughout the book. Each 
one, we believe, poses a question that should make any 
curious person eager to learn the  a  n  swer. These 
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A  examples stimulate interest while teaching students to 
see each feature of their economic landscape as the re-
flection of one or more of the Core Princ  i  ples. Students 
talk about these examples with their friends and fami-
lies. Learning economics is like learning a la  n  guage. In 
each case, there is no substitute for actually speaking. 
By indu  c  ing st  u  dents to speak economics, the eco-
nomic naturalist examples serve this purpose.  
   For those who would like to learn more about the 
role of examples in learning economics, Bob Frank’s lec-
ture on this topic is posted on YouTube’s  “A  u  thors@
Google” series (  www.youtube.com/watch?v=QalNVxeIKEE   
or search “A  u  thors@Google: Robert Frank”).  

  KEY THEMES AND FEATURES  

  An Emphasis on Seven Core Principles  
  As noted, a few core principles do most of the work in 
economics. By focusing almost exclusively on these 
pri  n  ciples, the text assures that students leave the course 
with a deep mastery of them. In contrast, traditional en-
cyclopedic texts so ove  r  whelm st  u  dents with detail that 
they often leave the course with little useful working 
knowledge at all.  

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

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

  ■     The Incentive Principle:     Cost-benefit compari-
sons are relevant not only for identif  y  ing the de-
cisions that rational people should make, but 
also for predicting the actual dec  i  sions they do 
make.  

  ■     The Principle of Comparative Advantage:     Every-
one does best when each concentrates on the 
 acti  v  ity for which he or she is relatively most 
 pr  o  ductive.  

  ■     The Principle of Increasing Opportunity Cost:   
Use the resources with the l owest opportunity 
cost b  e  fore tur  n  ing to those with higher opportu-
nity costs.  

  ■     The Efficiency Principle:   Efficiency is an important 
social goal because when the economic pie grows 
larger, ev  e  r  y  one can have a larger slice.  



 LAST A HEAD a

  ■     The Equilibrium Principle:     A market in equilib-
rium leaves no unexploited opportunities for 
 ind  i  viduals but may not exploit all gains achievable 
through collective action.  

  Economic Naturalism  
  Our ultimate goal is to produce economic naturalists—
people who see each human action as the result of an 
i  m  plicit or explicit cost-benefit calculation. The eco-
nomic naturalist sees mundane details of ordinary exi  s-
  tence in a new light and becomes actively engaged in 
the attempt to understand them. Some representative 
exa  m  ples:  

  In Micro:  

  ■   Why do movie theatres offer discount tickets to 
st  u  dents?  

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

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

  In Macro:  

  ■   Why has investment in computers increased so 
much in recent de  c  ades?  

  ■   Why does news of inflation hurt the stock market?  

  ■   Why do almost all countries provide free public 
ed  u  cation?  

  Active Learning Stressed  
  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 
intr  o  duce new ideas in the context of simple exam-
ples and then follow them with applications showing 
how they work in familiar settings. At frequent inter-
vals, we pose concept checks that both test and rein-
force the unde  r  standing of these ideas. The 
end-of-chapter questions and problems are carefully 
crafted to help students internalize and extend core 
concepts. Experience with earlier  ed  i  tions confirms 
that this approach really does prepare students to 
 apply basic economic principles to solve ec  o  nomic 
puzzles drawn from the real world.  

  Modern Microeconomics  

  ■     Economic surplus,   introduced in Chapter 1 and em-
ployed repeatedly thereafter, is more fully d  e  veloped 

here than in any other text. This concept  underlies 
the argument for economic efficiency as an impo  r-
  tant social goal. Rather than speak of trade-offs b  e-
  tween efficiency and other goals, we stress that 
maximizing economic surplus facilitates the 
achiev  e  ment of   all   goals.  

  ■     Common decision pitfalls   identified by 2002 Nobel 
Laureate Daniel Ka  h  neman and others—such as 
the tendency to ignore implicit costs, the tendency 
not to ignore sunk costs, and the tendency to con-
fuse a  v  erage and marginal costs and benefits—are 
introduced early in Chapter 1 and invoked repeat-
edly in subsequent cha  p  ters.  

  ■   There is perhaps no more exciting toolkit for the 
economic naturalist than a few   principles of 
 el  e  mentary game theory.   In Chapter 9, we show 
how these principles enable students to answer a 
variety of strategic que  s  tions that arise in the 
marketplace and everyday life. We b  e  lieve that 
the insights of the Nobel Laureate Ronald Coase 
are indispensable for understanding a host of 
 familiar laws, customs, and social norms. In 
Cha  p  ter 10 we show how such devices function 
to minimize misallocations that result from 
 exte  r  nalities.  

  Modern Macroeconomics  
  The   severe economic downturn   that began in late 2007 
has renewed interest in cyclical fluctuations without 
cha  l  lenging the importance of such long-run i  s  sues as 
growth, productivity, the evolution of real wages, and 
capital formation. Our treatment of these issues is o  r-
  ganized as follows:  

  ■   A three-chapter treatment of   long-run issues,   fo  l-
  lowed by a modern treatment of   short-term fluctu-
ations and stabilization policy,   emphasizes the 
important distinction between short- and long-run 
b  e  havior of the economy.  

  ■     Designed to allow for flexible treatment of top-
ics,   these chapters are wri  t  ten so that short-run 
material (Chapters 21–25) can be used before 
long-run material (Chapters 18–20) with no loss 
of continuity.  

  ■   This book places a heavy emphasis on   globaliza-
tion,   starting with an analysis of its effects on real 
wage inequality and progressing to such issues as 
the ben  e  fits of trade, the role of capital flows in 
domestic capital formation, and the links between 
exchange rates and monetary po  l  icy.  
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  ORGANIZATION OF THIS EDITION  

  In Microeconomics  

  ■     More and clearer emphasis on the Core Princi-
ples:   If we asked a thousand economists to pro-
vide their own versions of the most important 
economic principles, we’d get a tho  u  sand differ-
ent lists. Yet to dwell on their di  f  ferences would 
be to miss their essential similarities. It is less im-
portant to have exactly the best short list of pri  n-
  ciples than it is to use some well-thought-out list 
of this sort.  

  ■     Outsourcing discussion supports comparative ad-
vantage mat  e  rial:   In Chapter 2, students will see a 
full-spectrum view of production possibilities and 
the realities economies face considering outsourc-
ing dec  i  sions.  

  ■     Strong connection drawn between core concepts:   
Chapter 7 makes strong conne  c  tions among mar-
ket equilibrium and efficiency, the cost of prevent-
ing price adjustments, economic profit, and the 
Invisible Hand th  e  ory.  

  ■     Using economics to help make policy decisions:   
Chapters 12 and 13 fe  a  ture important policy deci-
sions and uses economics to sort out the best op-
tions. Health care, env  i  ronmental regulation, 
international trade, and income redistribution are 
all di  s  cussed.  

  In Macroeconomics  

  ■     Flexible, modular presentation:   Part 5, “Macroeco-
nomics: Data and I  s  sues,” is a self-contained group 
of chapters that covers measurement issues. This 
allows instru  c  tors to proceed to either the long run 
(Part 6, “The Economy in the Long Run”) or the 
short run (Part 7, “The Economy in the Short 
Run”) first with no loss of continuity.  

  ■     Thorough discussion of labor markets:   Labor mar-
ket trends in employment, wages, and unemplo  y-
  ment are covered together in Chapter 17 to help 
students fully understand the connections between 
all three to  p  ics.  

  ■     Strong connection drawn between financial mar-
kets and money:   Chapter 20 brings together info  r-
  mation on financial intermediaries, bond and stock 
markets, and money so that students can make the 
conne  c  tions among stock  markets, bond markets, 
commercial banks, and money.  

  ■     Clear discussion of output gaps and Okun’s Law:   
The formulas for the output gap and Okun’s Law 
are written out explicitly to help st  u  dents apply 
these concepts to real-world data.  

  ■     The simple Keynesian model:   We present the sim-
ple Keynesian model through examples that are d  e-
  veloped both graphically and n  u  merically.  

  ■     Monetary policy coverage organization:   The institu-
tional details of the Federal Reserve, the U.S. central 
bank, are discussed at the beginning of Chapter 23, 
followed by the effects of central bank’s policy on 
planned aggregate expend  i  ture. The money market 
is also discussed, but instructors who wish to skip 
this material can easily do so. In a  d  dition, the ef-
fects of monetary policy are summarized using logic 
chains that students can easily u  n  derstand.  

  ■     The presentation of aggregate demand and aggregate 
supply:   Chapters 24 and 25 work together to give stu-
dents a thorough unde  r  standing of the   AD-AS   model.  

   ■      In Chapter 24, we focus on the nuts and bolts of 
the   AD-AS   model itself. Coherent, intu  i  tive deri-
vations of the   AD   curve and   AS   curve are pre-
sented, with an emphasis on connecting each 
side of the model to co  n  cepts the students 
learned in previous chapters. The model is then 
a  p  plied to business cycles, with an emphasis on 
the 2007–2009 recession.  

    ■   In Chapter 25, we apply the   AD-AS   model to 
macroec  o  nomic policy. First, we focus on how 
fiscal and monetary policy should be conducted 
in the face of shocks to a  g  gregate demand and 
aggregate supply. We then examine the role of 
inflation expectations and credibility in policy-
making, and link this to a discussion of infl  a  tion 
targeting. Finally, we analyze the effects of fiscal 
policy on long-run growth with an emphasis on 
how changes in marginal tax rates can  affect l  a-
  bor supply and hence potential output.  

  ■     Flexible coverage of international economics:   
Chapter 26 is a self-contained discussion of ex-
change rates that can be used whenever an instruc-
tor thinks it best to intr  o  duce this important 
subject. This chapter also int  e  grates the discussion 
of trade and capital flows so that students see that 
the balance of trade and net capital inflows are two 
sides of the same issue.  

All currency amounts are expressed in U.S. dollars 
 unless specified otherwise.
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WHAT’S NEW TO THIS EDITION

In Asia and many parts of the world, students taking in-
troductory economics usually read principles of econom-
ics textbooks written by American professors. Naturally, 
these professors used cases and examples that their stu-
dents are most familiar with to illustrate core economics 
concepts. In general, Asian readers have little knowledge 
about American cases and examples, which in turn 
 hinders their ability to apprehend the applications of core 
economics principles to real life examples. For example, 
baseball is a popular sport in North America but not so in 
Asia. While Americans often eat pizza, Asians do not have 
a strong preference for pizza. However, as the United 
States is one of the most important economic powers in 
the world, it is instrumental for all economics students, 
Americans and Asians alike, to understand its market 
structure and financial system. Moreover, famous U.S. 
television programs are broadcasted through television 
stations around the world with or without translation.
 With the advancement in information technology 
and the high penetration of smartphone with internet ac-
cess, people around the world are becoming closer to 
one another. Local news may spread across the globe 
within hours and a trendy product originated from a city 
may become a worldwide hit in weeks. For example, 
pearl milk tea, which used to be a popular local drink in 
Taiwan, is widely available in many parts of the world 
today. Therefore, students taking introductory econom-
ics in any country should take a global perspective and 
can benefit from studying real life examples selected 
from different parts of the globe.
 Cases and examples included in this book are care-
fully selected to arouse the interest of target readers. All 
products and services discussed, such as donuts and 
smartphones, are familiar to youngsters worldwide. Ce-
lebrities chosen to illustrate core concepts, such as Leb-
ron James, are household names around the world. 
Although this book is targeted at economics students in 
Asia, it is also equally appealing to youngsters around 
the globe. In short, Principles of Economics: Asia Global 
Edition, 1/e provides students with a lens through which 
to view, understand, and analyze current economic sce-
narios by eliminating overwhelming detail. It makes ex-
tensive use of examples from Asia and North America 
to explain the Seven Core Principles.

  ORGANIZED LEARNING IN THIS EDITION  

  Chapter Learning Objectives  
  Students and professors can be confident that the orga-
nization of each chapter surrounds common themes 

ou  t  lined by four to seven learning obje  c  tives listed on 
the first page of each chapter. These objectives, along 
with AASCB and Bloom’s Ta  x  onomy Learning Catego-
ries, are co  n  nected to all Test Bank questions and end-
of-chapter m  a  terial to offer a comprehe  n  sive, thorough 
teaching and learning experience.  

  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, 
Asia Global Edition, 1/e   is designed specifically to support 
your a  s  surance of learning initiatives with a simple, yet 
powerful, sol  u  tion.  
   You can use our test bank software, EZ Test, to eas-
ily query for learning obje  c  tives that directly relate to 
the objectives for your course. You can then use the re-
porting features of EZ Test to aggregate student r  e  sults 
in a similar fashion, ma  k  ing the colle  c  tion and presenta-
tion of assurance of learning data simple and easy.  

  AACSB Statement  
  The McGraw-Hill Companies is a proud corporate 
member of AACSB International. Recognizing the im-
po  r  tance and value of AACSB accreditation, the authors 
of   Princ  i  ples of Economics, Asia Global Edition, 1/e   have 
sought to recognize the curricula guidelines detailed in 
AACSB standards for business accreditation by connect-
ing que  s  tions in the test bank and end-of-chapter mate-
rial to the general knowledge and skill guidelines found 
in AACSB standards. It is impo  r  tant to note that the 
statements contained in   Principles of Economics, Asia 
Global Edition, 1/e   are provided only as a guide for the 
u  s  ers of this text.  

  A NOTE ON THE WRITING OF THE U.S. 
EDITION  

  Ben Bernanke was sworn in on February 1, 2006, as 
Chairman and a me  m  ber of the Board of Governors of 
the Federal Reserve System, a position to which he was 
rea  p  pointed in January 2010. From June 2005 until Jan-
uary 2006, he served as chairman of the President’s 
Council of Economic Advi  s  ers. These positions have 
allowed him to play an active role in making U.S. eco-
nomic policy, but the rules of government service have 
restricted his ability to participate in the prepar  a  tion of 
the fifth edition.  
   Fortunately, we were able to enlist the aid of Louis D. 
Johnston of the College of Saint Benedict | Saint John’s 
University to take the lead in crea  t  ing the macro portion of 
the original U.S. edition. Ben Bernanke and Robert Frank 
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express their deep gratitude to Louis for the e  n  ergy and 
creativity he has brought to his work on the U.S. edition. 
He has created a great tool for students and pr  o  fessors.  
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