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Preface

We love economics. We marvel at the way economic systems work. When we buy a smart-
phone, we think about the complex supply chain and the hundreds of thousands of people 
who played a role in producing an awe-inspiring piece of technology that was assembled 
from components manufactured across the globe.

The market’s ability to do the world’s work without anyone being in charge strikes 
us as a phenomenon no less profound than the existence of consciousness or life itself. 
We believe that the creation of the market system is one of the greatest achievements of 
humankind.

We wrote this book to highlight the simplicity of economic ideas and their extraordinary 
power to explain, predict, and improve what happens in the world. We want students to 
master the essential principles of economic analysis. With that goal in mind, we identify 
the three key ideas that lie at the heart of the economic approach to understanding human 
behavior: optimization, equilibrium, and empiricism. These abstract words represent three 
ideas that are actually highly intuitive.

Our Vision: Three Unifying 
Themes
The first key principle is that people try to choose the best available option: optimization. 
We don’t assume that people always successfully optimize, but we do believe that people 
try to optimize and often do a relatively good job of it. Because most decision makers try 
to choose the alternative that offers the greatest net benefit, optimization is a useful tool 
for predicting human behavior. Optimization is also a useful prescriptive tool. By teaching 
people how to optimize, we improve their decisions and the quality of their lives. By the 
end of this course, every student should be a skilled optimizer—without using complicated 
mathematics, simply by using economic intuition.

The second key principle extends the first: economic systems operate in equilibrium, a 
state in which everybody is simultaneously trying to optimize. We want students to see that 
they’re not the only ones maximizing their well-being. An economic system is in equilib-
rium when each person feels that he or she cannot do any better by picking another course 
of action. The principle of equilibrium highlights the connections among economic actors. 
For example, Apple stores stock millions of iPhones because millions of consumers are 
going to turn up to buy them. In turn, millions of consumers go to Apple stores because 
those stores are ready to sell those iPhones. In equilibrium, consumers and producers are 
simultaneously optimizing and their behaviors are intertwined.

Our first two principles—optimization and equilibrium—are conceptual. The third is 
methodological: empiricism. Economists use data to test economic theories, learn about 
the world, and speak to policymakers. Accordingly, data play a starring role in our book, 
though we keep the empirical analysis extremely simple. It is this emphasis on matching 
theories with real data that we think most distinguishes our book from others. We show 
students how economists use data to answer specific questions, which makes our chapters 
concrete, interesting, and fun. Modern students demand the evidence behind the theory, 
and our book supplies it.

For example, we begin every chapter with an empirical question and then answer that 
question using data. One chapter begins by asking:

Why are you so much more prosperous than your great-great-grandparents were?

  17
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Later in the chapter, we demonstrate the central role played by technology in explaining U.S. 
economic growth and why we are much better off than our relatives a few generations ago.

In our experience, students taking their first economics class often have the impression 
that economics is a series of theoretical assertions with little empirical basis. By using 
data, we explain how economists evaluate and improve our scientific insights. Data also 
make concepts more memorable. Using evidence helps students build intuition,  because 
data move the conversation from abstract principles to concrete facts. Every chapter sheds 
light on how economists use data to answer questions that directly interest students. 
 Every chapter demonstrates the key role that evidence plays in advancing the science of 
economics.

Features
All of our features showcase intuitive empirical questions.

•	 In	Evidence-Based Economics (EBE), we show how economists use data to answer 
the question we pose in the opening paragraph of the chapter. The EBE uses actual 
data that highlights some of the major concepts discussed within the chapter. This 
tie-in with the data gives students a substantive look at economics as it plays out in 
the world around them.

The questions explored aren’t just dry intellectual ideas; they spring to life the 
minute the student sets foot outside the classroom—Is Facebook free? Is college 
worth it? Are tropical and semitropical areas condemned to poverty by their geogra-
phies? What caused the recession of 2007–2009? Are companies like Nike harming 
workers in Vietnam?

 7.3

 7.4

 Section 7.2  |  How Does a Nation’s Economy Grow? 151

 7.1     Evidence-Based Economics 

  T he theoretical discussion in the previous section supports the central role of tech-
nology in explaining sustained growth. We will now see that empirical evidence 
also bolsters the conclusion that technology plays a key role. 

 To evaluate the sources of U.S. economic growth, we follow the  same  strategy  as in 
the previous chapter. There, we  used    the aggregate production function and estimates of 
the physical capital stock and the efficiency units of labor across different countries to 
 evaluate     their contributions to cross-country differences in GDP. The only major differ-
ence here is that higher-quality U.S. data enable us to conduct the analysis for GDP per 
hour worked rather than GDP per worker, thus allowing us to measure the labor input 
more accurately. We start the analysis in 1950. 

  Exhibit    7.10    records average GDP per hour worked (in 2005 constant dollars), the 
average value of the physical capital stock per hour worked, and the most important 
component of the human capital of workers—the average years of schooling—for 10-
year periods starting in 1950. (To remove the short-term effects of the last recession from 
our calculations on long-term growth, the last period is 2000–2007.) The exhibit shows 
the steady increase in GDP per hour worked, physical capital stock per hour worked, and 
educational attainment in the United States between 1950 and 2007. 

  We then  use a methodology similar to that in the previous chapter to  compute the con-
tribution of physical capital, human capital (efficiency units of labor), and technology to the 
growth of GDP in the United States. The results are recorded in columns 4, 5, and 6 of the ex-
hibit (in percentages). Column 7 then gives the annual growth rate of GDP per hour worked, 
which is the sum of the contributions of physical capital, human capital, and technology. 

 This exhibit highlights the central role that technology has played in U.S. growth. 
Let’s examine the 1960s, shown in the second row. The 0.17 percent recorded as the 
contribution of human capital indicates that if the human capital of U.S. workers had 
remained constant in the 1960s, then the growth rate of GDP per hour worked in the 
1960s would have been lower by 0.17 percent (3.09 percent instead of 3.26 percent). In 

 Q: Why are you so much more prosperous than 
your great-great-grandparents were? 

 Exhibit  7.10   Contribution of Technology, Physical Capital, and Human Capital to the 
Growth of GDP per Hour Worked in the United States between 1950 and 2007.
(Column 6 is computed by subtracting columns 4 and 5 from column 7.)

Sources: Data from Bureau of Labor Statistics, Bureau of Economic Analysis, and United States Census Bureau.       

 Time Period 

 GDP per 
Hour Worked 

(2005 
Constant 
Dollars) 

(1) 

 Physical 
Capital 

Stock per 
Hour Worked 

(2005 
Constant 
Dollars)

(2) 

 Average 
Years of 

Schooling 

(3) 

 Growth (%) 
Resulting 

from Physical 
Capital ( K ) 

(4) 

 Growth (%) 
Resulting 

from Human 
Capital ( H ) 

(5) 

 Growth (%) 
Resulting 

from 
Technology 

( A ) 

(6) 

  Annual 
Growth Rate 
of GDP per 

Hour Worked  

(7) 
 1950–1959   8.30  102,548   9.38  0.89  0.28  2.37     3.54% 
 1960–1969  11.50  119,593  10.16  0.89  0.17  2.20  3.26 
 1970–1979  14.96  128,591  11.15  0.88  0.01  1.22  2.11 
 1980–1989  17.46  137,637  12.07  0.86  0.30  0.45  1.61 
 1990–1999  20.95  144,354  12.77  0.84  0.36  0.87  2.07 
 2000–2007  27.06  158,755  13.22  0.99  0.19  1.29  2.47 

 7.2
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•	 In	keeping	with	the	optimization	theme,	from	time	to	time	we	ask	students	to	make	a	
real economic decision or evaluate the consequences of past real decisions in a  feature 
entitled Choice & Consequence. We explain how an economist might  analyze 
the same decision. Among the choices investigated are such questions and concepts as 
the power of growth, foreign aid and corruption, and policies that address the problem 
of banks that are “too big to fail.”

 7.2

 7.3

 Section 7.4  |  Growth, Inequality, and Poverty 159

 7.1

 7.4

 Life expectancy around the world was much lower 70 years 
ago than it is today.  4   In 1940, child and infant mortality 
rates were so high and adult diseases, such as pneumonia 
and tuberculosis, were so deadly (and without any cure) 
that life expectancy at birth in many nations stood at less 
than 40 years. For example, the life expectancy at birth 
of an average Indian was an incredibly low 30 years. In 
Venezuela, it was 33; in Indonesia, 34; in  Brazil, 36. Life 
expectancy at birth in many Western nations was also low 
but still considerably higher than the corresponding num-
bers in the poorer nations. Consider that life expectancy 
at birth in the United States was 64 years.   

  In the course of the next three or four decades, this 
picture changed dramatically.  As we saw in the previous 
chapter, w    hile the gap in life expectancy between rich 
and poor nations still remains today, health conditions 
have improved significantly all over the world, particularly 
before the spread of the AIDS epidemic in sub-Saharan 
Africa starting in the 1980s. Life expectancy at birth in 
India in 1999 was 60 years. This was twice as large as the 
same number in 1940. It was also 50 percent higher than 
life expectancy at birth in Britain in 1820 (40 years), which 
had approximately the same GDP per capita as India in 
1999. How did this tremendous improvement in health 
conditions in poor nations take place? 

 The answer lies in scientific breakthroughs and innova-
tions that took place in the United States and Western 
Europe throughout the twentieth century. First, there 
was a wave of global drug innovation, most importantly 
the development of antibiotics, which produced many 
products that were highly effective against major killers 
in  developing countries. Penicillin, which provided an ef-
fective treatment against a range of bacterial infections, 
 became widely available by the early 1950s. Also impor-
tant during the same period was the development of new 
vaccines, including ones against yellow fever and smallpox. 

 The second major factor was the discovery of DDT 
 (Dichlorodiphenyl trichloroethylene). Although eventually 
the excess use of DDT as an agricultural pesticide would 

turn out to be an environmental hazard, its initial use in 
disease control was revolutionary. DDT allowed a break-
through in attempts to control one of the major killers of 
children in relatively poor parts of the world—malaria. 
 Finally, with the establishment and help of the World Health 
Organization (WHO), simple but effective medical and 
public health practices, such as oral rehydration and boil-
ing water to prevent cholera, spread to poorer countries. 

     LETTING THE DATA SPEAK 

 Life Expectancy and Innovation 

        

 Therefore, although not directly useful for closing the gap between wealthy nations and 
the rest of the world, continuing with the innovative agenda in the United States and Europe 
is an important weapon in the fight against international poverty.    

 In this  and the previous  chapter, we have focused on how physical capital, human capital, 
and technology determine the potential for economic growth and cross-country differences 
in GDP per capita. We have seen how an economy—rich or poor—can grow by investing 
more in physical capital, upgrading the human capital of its workforce, and improving its 
technology and efficiency of production. The natural question then is why many countries 
in the world do not pursue such improvements but remain poor or submit to low growth 
instead.  This is the topic of our next chapter.     

7.2

7.3

7.4

142 Chapter  7  |  Economic Growth

 But the implications of this difference 200 years later will be quite impressive. The 
country growing at 1 percent per year will achieve GDP per capita of approximately $7,316 
in 2010. In contrast, because of the exponential nature of growth, the country growing at 
2 percent per year over the same period will reach a GDP per capita of $52,485. Thus, there 
will be a more than sevenfold difference between these two countries resulting from “just” 
a 1 percent difference in growth rates. 

 If instead of 1 percent growth per year, the second country had no growth (that is, 0 per-
cent growth rate), then it would remain at the same level of GDP per capita, $1,000, in 2010. 

  You have two choices. You can either start a job with a 
salary of $1,000 per month and a 6 percent increase in 
your salary every month. Or you can start with a salary 
of $2,000, but never get a raise. Which one of these two 
options do you prefer? 

 The answer might naturally vary from person to per-
son. If you have an immediate need for money, you 
may be  attracted by the prospect of a $2,000 paycheck. 
But before you rush to sign on the dotted line for the 
$2,000-per-month job, think of the implications of the 
6 percent monthly increase. With a 6 percent-per-month 
increase, your monthly salary will already exceed $2,000 
after only a year. After 4 years, it will be approximately 
$16,400 a month. So if you were thinking of staying in this 
job for more than a year, starting with a lower salary might 
be a much better idea. 

 The first option is attractive, at least for those of you 
intending to stay with it for a while, precisely because of 
exponential growth. The 6-percent-per-month increases 

in salary do not apply to the base salary (if they did, this 
would have increased your salary by $60 every month). 
Rather, they compound, meaning that each 6 percent 
applies to the amount that has accumulated up to that 
point. Thus after 1 month, your salary will be $1,060. 
 After 2 months, it is $1,060 × 1.06 = $1,123.60. After 
3 months, it is $1,123.60 × 1.06 = $1,191.02, and so on. 
We will next see that exponential growth plays the same 
role in countries’ growth trajectories as in your potential 
income in these two hypothetical jobs. 

     CHOICE & CONSEQUENCE 

 The Power of Growth   

7.1

Exhibit  7.3   GDP per Capita in the United States with a Nonproportional Scale 
(2005 Constant Dollars)

Source: Data from Maddison Project (1820–1959) and World Bank DataBank: World Development Indica-
tors (1960–2012); J. Bolt and J. L. van Zanden, The First Update of the Maddison Project; Re-Estimating 
Growth Before 1820. Maddison Project Working Paper 4 (2013).         
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•	 Letting the Data Speak is another feature that analyzes an economic question 
by using real data as the foundation of the discussion. Among the many issues we 
explore are such topics as life expectancy and innovation, living in an interconnected 
world,  and why Chinese authorities have historically kept the yuan undervalued.
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Organization
Part I Introduction to Economics lays the groundwork for understanding the economic 
way of thinking about the world. In Chapter 1, we show that the principle of optimization 
explains most of our choices. In other words, we make choices based on a consideration 
of benefits and costs, and to do this we need to consider trade-offs, budget constraints, and 
opportunity cost. We then explain that equilibrium is the situation in which everyone is 
simultaneously trying to individually optimize. In equilibrium, there isn’t any perceived 
benefit to changing one’s own behavior. We introduce the free-rider problem to show that 
individual optimization and social optimization do not necessarily coincide.

Because data plays such a central role in economics, we devote an entire chapter—
Chapter 2—to economic models, the scientific method, empirical testing, and the critical 
distinction between correlation and causation. We show how economists use models and 
data to answer interesting questions about human behavior. For the students who want to 
brush up their graphical skills, there is an appendix on constructing and interpreting graphs, 
which is presented in the context of an actual experiment on incentive schemes.

Chapter 3 digs much more deeply into the concept of optimization, including an in-
tuitive discussion of marginal analysis. We use a single running example of choosing an 
apartment, which confronts students with a trade-off between the cost of rent and the time 
spent commuting. We demonstrate two alternative approaches—optimization in levels and 
optimization in differences—and show why economists often use the latter (marginal) 
technique.

Chapter 4 introduces the demand and supply framework via a running example of the 
market for gasoline. We show how the price of gasoline affects the decisions of buyers, 
like commuters, and sellers, like ExxonMobil. As we develop the model, we explore how 
individual buyers are added together to produce a market demand curve and how individual 
sellers are added together to generate a market supply curve. We then show how buyers 
and sellers jointly determine the equilibrium market price and the equilibrium quantity of 
goods transacted in a perfectly competitive market. Finally, we show how markets break 
down when prices aren’t allowed to adjust to equate the quantity demanded and the quan-
tity supplied.

Part II Introduction to Macroeconomics provides an introduction to the field. In  
Chapter 5 we explain the basic measurement tools. Here we explore the derivation of the 
aggregate output of the economy, or the gross domestic product (GDP), with the produc-
tion, expenditure, and income methods, explaining why all these methods are equivalent 
and lead to the same level of total GDP. We also consider what isn’t measured in GDP, such 
as production that takes place at home for one’s family. Finally, we discuss the measure-
ment of inflation and the concept of a price index.

In Chapter 6 we show how income (GDP) per capita can be compared across countries 
using two similar techniques—an exchange rate method and a purchasing power method. 
We explain how the aggregate production function links a country’s physical capital stock, 
labor resources (total labor hours and human capital per worker), and technology to its 
GDP and thus draw the link between income per capita and a country’s physical capital 
stock per worker, human capital, and technology. We then use these tools to investigate the 
roles of physical capital, human capital, and technology in accounting for the great differ-
ences in prosperity across countries.

In Part III, Long-Run Growth and Development, we turn to a comprehensive treatment 
of growth and development. In Chapter 7, we show that economic growth has transformed 
many countries over the past 200 years. For example, in the United States today, GDP per 
capita is about 25 times higher than it was in 1820. In this discussion, we explain the “ex-
ponential” nature of economic growth, which results from the fact that new growth builds 
on past growth, and implies that small differences in growth rates can translate into huge 
differences in income per capita over several decades. We explain how sustained economic 
growth relies on advances in technology and why different countries have experienced dif-
ferent long-run growth paths. We also emphasize that economic growth does not benefit all 
citizens equally. For some citizens, poverty is the unintentional by-product of technologi-
cal progress. For the instructors who want a more in-depth treatment of growth and the 
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determinants of GDP, we present a simplified version of the Solow Model in an optional 
appendix to the chapter.

Why do some nations not invest enough in physical and human capital, adopt the best 
technologies, and organize their production efficiently? Put another way, why isn’t the 
whole world economically developed? Chapter 8 probes this question and considers the 
fundamental causes of prosperity. We discuss several potential fundamental causes, in par-
ticular, geography, culture, and institutions, and argue why the oft-emphasized geographic 
factors do not seem to account for much of the wide cross-country gaps in economic 
prosperity.

In Part IV, Equilibrium in the Macroeconomy, we discuss three key markets that play a 
central role in macroeconomic analysis: the labor market, the credit market, and the market 
for bank reserves. Chapter 9 begins with the labor market—labor demand and labor sup-
ply. We first describe the standard competitive equilibrium, where the wage and the quan-
tity of labor employed are pinned down by the intersection of the labor demand and labor 
supply curves. We then show how imperfectly flexible wages lead to unemployment. We 
then use this framework to discuss the many different factors that influence unemployment, 
including both frictional and structural sources.

Chapter 10 extends our analysis by incorporating the credit market. We explain how 
the modern financial system circulates funds from savers to borrowers. We describe the 
different types of shocks that can destabilize a financial system. We look at how banks and 
other financial intermediaries connect supply and demand in the credit market, and we use 
banks’ balance sheets to explain the risks of taking on short-term liabilities and making 
long-term investments.

Chapter 11 introduces the monetary system. We begin by explaining the functions of 
money. The chapter then introduces the Federal Reserve Bank (the Fed) and lays out the 
basic plumbing of the monetary system, especially the role of supply and demand in the 
market for bank reserves. We explain in detail the Fed’s role in controlling bank reserves 
and influencing interest rates, especially the interest rate on bank reserves (the federal 
funds rate). The chapter explains the causes of inflation and its social costs and benefits.

In Part V, Short-Run Fluctuations and Macroeconomic Policy, we use a modern 
framework to analyze and explain short-run fluctuations. Our analysis is inclusive and  
integrative, enabling us to combine the most relevant and useful insights from many dif-
ferent schools of economic thought. We believe that the labor market is the most in-
formative lens through which first-year economics students can understand economic 
fluctuations. We therefore put the labor market and unemployment at the center of our 
analysis. In this part of the book, we also extend our discussion of the role of finan-
cial markets and financial crises. We present a balanced perspective that incorporates the  
diverse range of important insights that have emerged in the last century of theoretical and 
empirical research.

Chapter 12 lays the foundations of this approach, showing how a wide range of economic 
shocks cause short-run fluctuations and how these can be studied using the labor market. We 
trace out the impact of technological shocks, shocks to sentiments (including animal spirits), 
and monetary and financial shocks that work through their impact on the interest rate or by 
causing financial crises. In each case, we explain how multipliers amplify the impact of the 
initial shock. We also explain how wage rigidities affect the labor market response to these 
shocks. We apply our labor market model to both economic contractions and expansions and 
look at the problems that arise when the economy grows too slowly or too quickly.

Chapter 13 discusses the wide menu of monetary and fiscal policies that are used to 
partially offset aggregate fluctuations. We describe the most important strategies that have 
recently been adopted by central banks. We then discuss the role of fiscal policy and pro-
vide an analytic toolkit that students can use to estimate the impact of countercyclical 
expenditures and taxation. 

In Part VI, Macroeconomics in a Global Economy, we provide a wide-angle view of the 
global economy and the relationships that interconnect national economies. In  Chapter 14 
we show how international trade works, using the key concepts of specialization,  comparative 
advantage, and opportunity cost. We study the optimal allocation of tasks  inside a firm and 
show that firms should allocate their employees to tasks—and individuals should choose 
their occupations—according to comparative advantage. We then broaden the picture by 
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focusing on the optimal allocation of tasks across countries and show that here, too, the 
same principles apply. We analyze international flows of goods and services and the fi-
nancial consequences of trade deficits. We describe the accounting identities that enable 
economists to measure the rich patterns of globalized trade. We also discuss the critical role 
of technology transfer.

Chapter 15 studies the determinants of exchange rates—both nominal and real— 
between different currencies and how they impact the macroeconomy. We describe the 
different types of exchange rate regimes and the operation of the foreign exchange market. 
Finally, we study the impact of changes in the real exchange rate on net exports and GDP.

MyEconLab®

MyEconLab is an extraordinary online course management, homework, quizzing, testing, 
activity, and tutorial resource.

For Instructors
With comprehensive homework, quiz, test, activity, practice, and tutorial options, instruc-
tors can manage all their assessment and online activity needs in one place. MyEconLab 
saves time by automatically grading questions and activities and tracking results in an online 
gradebook. 

Each chapter contains two preloaded homework exercise sets that can be used to build 
an individualized study plan for each student. These study plan exercises contain tutorial 
resources, including instant feedback, links to the appropriate chapter section in the eText, 
pop-up definitions from the text, and step-by-step guided solutions, where appropriate. 
Within its rich assignment library, instructors will find a vast array of assessments that ask 
the students to draw graph lines and shifts, plot equilibrium points, and highlight important 
graph areas, all with the benefit of instant, personalized feedback. This feedback culmi-
nates, when needed, with the correct graph output alongside the student’s personal answer, 
creating a powerful learning moment.

After the initial setup of the MyEconLab course for Acemoglu/Laibson/List, there are 
two primary ways to begin using this rich online environment. The first path requires no 
further action by the instructor. Students, on their own, can use MyEconLab’s adaptive 
Study Plan problems and tutorial resources to enhance their understanding of concepts. 
The online gradebook records each student’s performance and time spent on the assess-
ments, activities, and the study plan and generates reports by student or chapter.

Alternatively, instructors can fully customize MyEconLab to match their course ex-
actly: reading assignments, homework assignments, video assignments, current news as-
signments, digital activities, experiments, quizzes, and tests. Assignable resources include:

•	 Preloaded	exercise	assignment	sets	for	each	chapter	that	include	the	student	tutorial	
resources mentioned earlier

•	 Preloaded	quizzes	for	each	chapter
•	 Interactive Reading Assignments in MyEconLab enable educators to encourage core 

reading by providing an assessment incentive along the way. These short reading 
segments feature embedded exercises that prompt students to learn actively. These 
exercises are automatically graded, so educators can integrate assessment into read-
ing assignments quickly and easily.

•	 Assignable	and	gradable	exercises	that	are	similar	to	the	end-of-chapter	questions	and	
problems and numbered exactly as in the book to make assigning homework easier

•	 Real-Time Data Analysis Exercises allow students and instructors to use the very lat-
est data from the Federal Reserve Bank of St. Louis’s FRED site. By completing the 
exercises, students become familiar with a key data source, learn how to locate data, 
and develop skills in interpreting data.

•	 In	the	eText	available	in	MyEconLab,	select	exhibits	labeled	MyEconLab	Real-Time	
Data allow students to display a pop-up graph updated with real-time data from  FRED.
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•	 Current News Exercises provide a turnkey way to assign gradable news-based exer-
cises in MyEconLab. Each week, Pearson scours the news, finds current economics 
articles, creates exercises around the news articles, and then automatically adds them 
to MyEconLab. Assigning and grading current news-based exercises that deal with the 
latest economics events and policy issues have never been more convenient.

•	 Econ Exercise Builder allows you to build customized exercises. Exercises include 
multiple-choice, graph drawing, and free-response items, many of which are gener-
ated algorithmically so that each time a student works them, a different variation is 
presented.

•	 Test	Item	File	questions	that	allow	you	to	assign	quizzes	or	homework	that	will	look	
just like your exams

MyEconLab grades every problem type (except essays), even problems with graphs. 
When working homework exercises, students receive immediate feedback, with links to 
additional learning tools.

•	 Experiments in MyEconLab are a fun and engaging way to promote active learn-
ing and mastery of important economic concepts. Pearson’s Experiments program is 
flexible and easy for instructors and students to use.
•	 	Single-player	experiments	allow	your	students	to	play	against	virtual	players	from	

anywhere at any time as long as they have an Internet connection.
•	 	Multiplayer	experiments	allow	you	to	assign	and	manage	a	real-time	experiment	

with your class.
Pre- and post-questions for each experiment are available for assignment in 

MyEconLab.
For a complete list of available experiments, visit www.myeconlab.com.

•	 Digital Interactives immerse students in a fundamental economic principle, helping 
them to learn actively. They can be presented in class as a visually stimulating, highly 
engaging lecture tool, and can also be assigned with assessment questions for grad-
ing. Digital Interactives are designed for use in traditional, online, and hybrid courses, 
and many incorporate real-time data, as well as data display and analysis tools. To 
learn more, and for a complete list of digital interactives, visit www.myeconlab.com. 

Learning Catalytics™ is a bring-your-own-device classroom engagement tool that allows 
instructors to ask students questions utilizing 18 different question types, allowing students 
to participate in real time during lectures. With Learning Catalytics you can:

•	 Engage	students	in	real	time,	using	open-ended	tasks	to	probe	student	understanding.
•	 Promote	 student	 participation	 using	 any	modern	Web-enabled	 device	 they	 already	

have—laptop, smartphone, or tablet.
•	 Address	misconceptions	before	students	leave	the	classroom.
•	 Understand	immediately	where	students	are	and	adjust	your	lecture	accordingly.
•	 Improve	your	students’	critical-thinking	skills.
•	 Engage	with	and	record	the	participation	of	every	student	in	your	classroom.

Learning Catalytics gives you the flexibility to create your own questions to fit your course 
exactly or choose from a searchable question library Pearson has created.

For more information, visit learningcatalytics.com.

Customization and Communication MyEconLab in MyLab/Mastering provides additional 
optional customization and communication tools. Instructors who teach distance-learning 
courses or very large lecture sections find the MyLab/Mastering format useful because they 
can upload course documents and assignments, customize the order of chapters, and use com-
munication features such as Document Sharing, Chat, ClassLive, and Discussion Board.

For Students
MyEconLab puts students in control of their learning through a collection of testing, prac-
tice, and study tools tied to the online, interactive version of the textbook and other media 
resources.
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In MyEconLab’s environment, students practice what they learn, test their understand-
ing, and pursue a personalized and adaptive study plan generated from their performance 
on sample tests and from quizzes created by their instructor. In Homework or Study Plan 
mode, students have access to a wealth of tutorial features, including:

•	 Instant	feedback	on	exercises	that	helps	students	understand	and	apply	the	concepts
•	 Links	to	the	eText	to	promote	reading	of	the	text	just	when	the	student	needs	to	revisit	

a concept or an explanation
•	 Animations	 of	most	 of	 the	 textbook’s	 exhibits	 provide	 step-by-step	 animation	 and	

audio to help students develop intuition in reading and interpreting graphs. The anima-
tions are accessible directly from the eText or from the Multimedia Library.

•	 Step-by-step	guided	solutions	that	force	students	to	break	down	a	problem	in	much	
the same way an instructor would do during office hours

•	 Pop-up	key	term	definitions	from	the	eText	to	help	students	master	the	vocabulary	of	
economics

•	 A	 graphing	 tool	 that	 is	 integrated	 into	 the	 various	 exercises	 to	 enable	 students	 to	
build and manipulate graphs to better understand how concepts, numbers, and graphs 
connect

Additional MyEconLab Resources
•	 Enhanced eText—In addition to the portions of eText available as pop-ups or links, a 

fully searchable enhanced eText is available for students who wish to read and study in 
a fully electronic environment. The enhanced eText includes all of the animations and 
embedded links to all of the end-of-chapter questions and problems, enabling students 
to read, review, and immediately practice their understanding. The embedded exercises 
are auto-graded exercises and feed directly into MyEconLab’s adaptive Study Plan.

•	 Print upgrade—For students who wish to complete assignments in MyEconLab but 
read in print, Pearson offers registered MyEconLab users a loose-leaf version of the 
print text at a significant discount.

MyEconLab and Adaptive Learning MyEconLab’s Study Plan is now powered by a so-
phisticated adaptive learning engine that tailors learning material to meet the unique needs 
of each student. MyEconLab’s new Adaptive Learning Study Plan monitors students’ 
performance on homework, quizzes, and tests and continuously makes recommendations 
based on that performance.

If a student is struggling with a concept such as supply and demand or having trouble 
calculating a price elasticity of demand, the Study Plan provides customized remediation 
activities—a pathway based on personal proficiencies, number of attempts, or difficulty of 
questions—to get the student back on track. Students will also receive recommendations 
for additional practice in the form of rich multimedia learning aids such as an interactive 
eText, Help Me Solve This tutorials, and graphing tools.

The Study Plan can identify a student’s potential trouble spots and provide learning 
material and practice to avoid pitfalls. In addition, students who are showing a high de-
gree of success with the assessment material are offered a chance to work on future topics 
based on the professor’s course coverage preferences. This personalized and adaptive 
feedback and support ensures that students are optimizing their current and future course 
work and mastering the concepts, rather than just memorizing and guessing answers. 

Dynamic Study Modules, which focus on key topic areas and are available from within 
MyEconLab, are an additional way for students to obtain tailored help. These modules 
work by continuously assessing student performance and activity on discrete topics and 
provide personalized content in real time to reinforce concepts that target each student’s 
particular strengths and weaknesses.

Each Dynamic Study Module, accessed by computer, smartphone, or tablet, promotes 
fast learning and long-term retention. Because MyEconLab and Dynamic Study Modules 
help students stay on track and achieve a higher level of subject-matter mastery, more class 
time is available for interaction, discussion, collaboration, and exploring applications to 
current news and events. Instructors can register, create, and access all of their MyEconLab 
courses at www.pearsonmylab.com.
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Instructor Resources
The Instructor’s Manual for Macroeconomics was prepared by Rashid Al-Hmoud of 
Texas Tech University and includes:

•	 A	chapter-by-chapter	outline	of	the	text
•	 Lecture	notes	highlighting	the	big	ideas	and	concepts	from	each	chapter
•	 Teaching	Tips	on	how	to	motivate	the	lecture
•	 Common	Mistakes	or	Misunderstandings	 students	often	make	and	how	 to	correct	

them
•	 Short,	real-world	Alternative	Teaching	Examples,	different	from	those	in	the	text

Active Learning Exercises, included online and at the end of each Instructor’s Manual 
chapter, were also prepared by Rashid Al-Hmoud and include:

•	 3–5	Active	Learning	Exercises	per	chapter	that	are	ideal	for	in-class	discussions	and	
group work

The Solutions Manual, prepared by Bruce Watson of Boston University, includes solu-
tions to all end-of-chapter Questions and Problems in the text. It is available in print and 
downloadable PDFs.

Three flexible PowerPoint Presentation packages make it easy for instructors to  design 
presentation slides that best suit their style and needs:

•	 Lecture	notes	with	animations	of	key	text	exhibits,	as	well	as	alternative		examples	
with original static exhibits.

•	 Exhibits	from	the	text	with	step-by-step	animation
•	 Static	versions	of	all	text	exhibits

Each presentation maps to the chapter’s structure and organization and uses terminol-
ogy used in the text. Steven Yamarik of California State University, Long Beach created the 
Lecture PowerPoint presentation. Paul Graf of Indiana University, Bloomington prepared the 
step-by-step instructions for the animated exhibits.

The Test Bank for Macroeconomics was written by Anuradha Gupta and Julia Paul, and 
edited and reviewed by Todd Fitch of University of California, Berkeley; Gregory Gilpin 
of Montana State University; Grace O of Georgia State University; Nevin Cavusoglu 
of James Madison University; and Sang Lee of Southeastern Louisiana University. The 
Test Bank contains approximately 2,100 multiple-choice, numerical, short-answer, and 
essay questions. These have been edited and reviewed to ensure accuracy and clarity, and 
 include terminology used in the book. Each question can be sorted by difficulty, book 
topic, concept covered, and AACSB learning standard to enhance ease of use. The Test 
Bank is available in Word, PDF, and TestGen formats.

The Test Bank is available in test generator software (TestGen with QuizMaster). 
 TestGen’s graphical interface enables instructors to view, edit, and add questions; trans-
fer questions to tests; and print different forms of tests. Instructors also have the option 
to reformat tests with varying fonts and styles, margins, and headers and footers, as in 
any word-processing document. Search-and-sort features let the instructor quickly locate 
questions and arrange them in a preferred order. QuizMaster, working with your school’s 
computer network, automatically grades the exams, stores the results on disk, and allows 
the instructor to view and print a variety of reports.

Instructor’s Resource Center
Instructor resources are available online via our centralized supplements Web site, the In-
structor Resource Center (www.pearsonglobaleditions.com). For access or more informa-
tion, contact your local Pearson representative or request access online at the Instructor 
Resource Center.

A02_ACEM0635_01_GE_FM.indd   25 17/03/15   7:31 PM



A02_ACEM0635_01_GE_FM.indd   26 17/03/15   7:31 PM



  27

As the three of us worked on this project, we taught each other a lot about economics, teach-
ing, and writing. But we learned even more from the hundreds of other people who helped us 
along the way. For their guidance, we are thankful and deeply humbled. Their contributions 
turned out to be critical in ways that we never imagined when we started, and our own ideas 
were greatly improved by their insights and advice. 

Our reviewers, focus group participants, and class testers showed us how to better for-
mulate our ideas and helped us sharpen our writing. Through their frequently brilliant feed-
back, they corrected our economic misconceptions, improved our conceptual vision, and 
showed us how to write more clearly. Their contributions appear in almost every paragraph 
of this book. All of their names are listed below.

Our research assistants—Alec Brandon, Justin Holz, Josh Hurwitz, Xavier Jaravel, 
Angelina Liang, Daniel Norris , Yana Peysakhovich, and Jan Zilinsky—played a critical 
role at every phase of the project, from analyzing data to editing prose to generating deep 
insights about pedagogical principles that are woven throughout the book. These research 
assistants played many roles. We learned to trust their instincts on every element of the 
book, and quickly realized that their contributions were indispensable to the project’s 
success. We are especially indebted to Josh, who has earned our eternal gratitude for 
many late work nights and for his brilliant editorial and economic insights.

We are grateful to Zick Rubin, who advised us as we started to organize the project and 
encouraged us as the book developed. We are also deeply thankful to the many inspiring 
economists who contributed major components of the project. Bruce Watson of Boston 
University, Anuradha Gupta, and Julia Paul contributed extensively to the development 
of the end-of-chapter questions and problems, which stand out as examples of inspiring 
pedagogy. Rashid Al-Hmoud of Texas Tech University wrote the innovative and intuitive 
Instructor’s Manual and Active Learning Exercises. Steven Yamarik, California State Uni-
versity, Long Beach and Paul Graf, Indiana University, Bloomington created outstanding 
PowerPoint slides and animations that illuminate and distill the key lessons of the book. 
Anuradha Gupta and Julia Paul created the expansive test bank. 

Most importantly, we acknowledge the myriad contributions of our editors and all of 
our amazing colleagues at Pearson. They have marched with us every step of the way. 
We wouldn’t dare count the number of hours that they dedicated to this project– including 
 evenings and weekends. Their commitment, vision, and editorial suggestions touched 
every sentence of this book. Most of the key decisions about the project were made with 
the help of our editors, and this collaborative spirit proved to be  absolutely essential to 
our writing. Dozens of people at Pearson played key roles, but the most important contri-
butions were made by Adrienne D’Ambrosio, Executive  Acquisitions Editor, Mary Clare 
 McEwing, Executive  Development Editor, Nancy  Freihofer,  Production Manager, Sarah 
 Dumouchelle, Andra Skaalrud, Diane Kohnen, and Ann Francis our Project Managers, 
 Kathleen McLellan, Product Testing and Learner  Validation Manager, Lori DeShazo,  
 Executive Field Marketing  Manager,  Alison Haskins,  Senior Product Marketing Man-
ager, Noel Lotz, Digital Content Team Lead, Melissa Honig, Digital Studio Project Man-
ager, and Margaret E. Monahan-Pashall.

We are particularly grateful to Adrienne who has been deeply committed to our project 
from the first day and has tirelessly worked with us at every key decision. We also wish 
to thank Denise Clinton, Digital Editor, who first got us started, and Donna Battista, Vice 
President Product Management, who championed the project along the way. All of these 
advisers transformed us as writers, teachers, and communicators. This book is a testimony 
to their perseverance, their dedication, and their brilliant eye for good (and often bad!) 
writing. Their commitment to this project has been extraordinary and inspirational. We are 
profoundly grateful for their guidance and collaboration.
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