7% CENGAGE

AUTHENTIC CENGAGE PRODUCT

L&

FQLOBAACQS7229

=%, MINDTAP
g M!!—.\lgg NOW WITH MINDTAP




MACRO

ECON’

WILLIAM A. McEACHERN

University of Connecticut

T S : g ox
€ g Australia » Brazll'« MexIco * Singapore * United Kingdom * United States :



CENGAGE

Mocro ECONG
Will McEachern

Senior Vice President, Higher Ed Product,
Content. and Market Development: Erin Joyner

Product Manager: Chris Rader
Content/Media Developer: Sarah Keeling
Product Assistant: Denisse Zavala-Rosales
Marketing Manager: Jjohn Carey
Marketing Coordinator: Audrey Jacobs
Content Project Manager: Darrell E. Frye
Sr. Art Director: Bethany Bourgeots

Internal Designer: Lou Ann
Thesing/Thesing Design

Cover Designer: Lisa Kuhn, Curio Press, LLC
Cover Image: Shutterstock.com/Carlos Castilla
Intellectual Property Analyst: Diane Garrity

Intellectual Property Project Manager:
Sarah Shainwald

Producuon Service: SPi Global

Printed in the United States of America
Print Number: 01

Print Year: 2018

© 2019, 2017 Cengage Learning, Inc.

Unless otherwise noted, all content is © Cengage.

ALL RIGHTS RESERVED. No part of this work covered by the copyright herein

may be reproduced or distributed in any form or by any means, except as

permitted by U.S. copyright law, without the prior written permission of the

copyright owner,

For product information and technology assistance, contact us at
Cengage Customer & Sales Support, 1-800-354-9706 or
support.cengage.com.

For permission to use material from this text or product,
submit all requests online at www.cengage.com/permissions.

Library of Congress Control Number: 2017959212

Student Edition ISBN: 978-1-337-40874-5
Student Edition with MindTap ISBN: 978-1-337-40873-8

Cengage

20 Channel Center Street
Boston, MA 02210

USA

Cengage is a leading provider of customized learning solutions with
employees residing in nearly 40 different countries and sales in more
than 125 countries around the world. Find your local representative at
www.cengage.com.

Cengage products are represented in Canada by
Nelson Education, Ltd.

To learn more about Cengage platforms and services, visit
www.cengage.com.

To register or access your online learning solution or purchase materials
for your course, visit www.cengagebrain.com.




Shutterstock com/Carlos Castilla

<

cEACHERN

= e O N 6 BRIEF
z?;\l M Acﬂu CONTENTS

PART 1 INTRODUCTION TO ECONOMICS

| The Art and Science of Economic Analysis 2

2 Economic Tools and Economic Systems 24
3 Economic Decision Makers 40
4 Demand, Supply, and Markets 56

PART 2 FUNDAMENTALS OF MACROECONOMICS

5 Introduction to Macroeconomics 74
6 Tracking the U.S. Economy 94

1 Unemployment and Inflation 112

8 Productivity and Growth 134

9 Aggregate Demand 152

0 Aggregate Supply 172

PART 3 FISCAL AND MONETARY POLICY
11 Fiscal Policy 190
12 Federal Budgets and Public Policy 206
13 Money and the Financial System 224

14 Banking and the Money Supply 246
15 Monetary Theory and Policy 264
16 Macro Policy Debate: Active or Passive? 282

PART 4 INTERNATIONAL ECONOMICS
17 International Trade 302
18 International Finance 322

19 Economic Development 338

Index 358

BRIEF CONTENTS ii




CONTENTS

Part 1
INTRODUCTION TO ECONOMICS

1

N

w

The Art and Science of Economic
Analysis 2

The Economic Problem: Scarce Resources,
Unlimited Wants 3

The Art of Economic Analysis 7

The Science of Economic Analysis 10
Some Pitfalls of Faulty Economic

Anazlysis 13

If Economist Are So Smart, Why Aren't
They Rich? 14

Final Word 15

Understanding Graphs 18

Economic Tools and Economic
Systems 24

1 Choice and Opportunity Cost 25

Comparative Advantage, Specialization,
and Exchange 27

3 The Economy’s Production

Possibilities 30

© Cartoon Netwerk/Evarart Collaction

“»
@
o
°
E
=
S
(Z)
&
S
=
)
E
e |
c
o
o
5
°
o
=
E
P
®
o
-
a
2

4-3

fconomic Systems 34
Final Word 37

Economic Decision Makers 40

The Household 41

The Firm 43

The Government 47
The Rest of the World 53
Final Word 54

Demand, Supply, and Markets 56

Demand 57

What Shifts a Demand Curve? 60
Supply 62

What Shifts a Supply Curve? 63
Demand and Supply Create a Market 65

Changes in Equilibrium Price
and Quantity 67

Disequilibrium 70
Final Word 71

Part 2

FUNDAMENTALS OF
MACROECONOMICS




6-1

6-2

\O

9-1
02

93
9-4

Introduction to
Macroeconomics 74

The National Economy 75

> Economic Fluctuations and Growth 78

Agaregate Demand and Aggregate Supply 81
A Brief History of the U.S. Economy 84

S FinalWord 90

Tracking the U.S. Economy 94
The Product of a Nation 95

Circular Flow of Income and Expenditure 100
Limitations of National Income Accounting 102
Accounting for Price Changes 105

FinalWord 109

Unemployment and Inflation 112

Unemployment: Its Measure and Sources 113
Other Unemployment Issues 121

Inflation: Its Measure and Sources 123

Effects of Inflation 127

Final Word 130

Productivity and Growth 134

The Theory of Productivity and Growth 135
Productivity and Growth in Practice 141
Other Issues of Technology and Growth 145
Final Word 150

Aggregate Demand 152
Consumption 153

Nonincome Determinants
of Consumption 156

Other Spending Components 159
Aggregate Expenditure and Income 162

e
=
=
<
a
o
<
S
o
o
-
2
>
e
=3
®
E
o
<

9.5  The Simple Spending Multiplier 164
9.6 The Aggregate Demand Curve 166

97 FinalWord 170

17\

19, Aggregate Supply 172

10-1  Aggregate Supply in the Short Run 173
10-2  From the Short Run to the Long Run 178
10-3  Aggregate Supply in the Long Run 181
10-4  Changes in Aggregate Supply 184
10-5  Final Word 187

Part 3

FISCAL AND MONETARY
POLICY

11 Fiscal Policy 190

11-1  Theory of Fiscal Policy 191

11-2  Fiscal Policy up to the Stagflation
of the 1970s 194

11-3  Limits on Fiscal Policy’s Effectiveness 197
11-4  Fiscal Policy from 1980 to 2007 199

11-5  Fiscal Policy During and After the Great
Recession 200

11-6  FinalWord 203

CONTENTS V




12

ederal Budgets
and Public Policy 206
Federal Budaet Process 207
npact of the Federal Budget 210

The National Debtin Perspective 216

ral Debtand the Economy 219

5 al\Ward 999
2-S HnalWord 222

] 3 Money and the Financial
System 224

The Birth of Money 225

3-2 Money and Banking 229

3 Financaal Institutions in the United States

232

13-4 Banking During and After the Great Recession
§

f2007-2009 239

o

13-5 FinalWord 243

1 4 Banking and the Money
Supply 246

Money Aggregates 247

How Banks Work 250

How Banks Create Money 254

The Fed'’s Tools of Monetary Control 258

Final Word 261

15 Monetary Theory and Policy 264

15-1 The Demand and Supply of Money 265

Money and Aggregate Demand in the
Short Run 268

Money and Aggregate Demand in the Long Run 271
Targets for Monetary Policy 275
Final Word 279

1 6 Macro Policy Debate: Active
or Passive? 282

16-1 Active Policy versus Passive Policy 283

16-2 The Role of Expectations 290

16-3 Policy Rules versus Discretion 293

6-4 The Phillips Curve 296

16-5 FinalWord 299

Part 4
INTERNATIONAL ECONOMICS

i1Stockphoto. com/Rafael Ramiraz

17 International Trade 302

17-1 The Gains from Trade 303

17-2 Trade Restrictions and Welfare Loss 310
17-3 Efforts to Reduce Trade Barriers 314
17-4 Arguments for Trade Restrictions 316
17-5 FinalWord 319

18 International Finance 322
18-1
18-2
18-3

Balance of Payments 323
Foreign Exchange Rates and Markets 328

Other Factors Influencing Foreign Exchange
Markets 331

International Monetary System 333
Final Word 335

18-4
18-5

19 Economic Development 338

19-1 Worlds Apart 339

19-2 Productivity: Key to Development 344
19-3
19-4
19-5

International Trade and Development 350
Foreign Aid and Economic Development 352
Final Word 356

Index 358




¢ MINDTAP

% % From Cengage

Fit your coursework
iInto your hectic life.

Make the most of your time by learning
your way. Access the resources you need
to succeed wherever, whenever.

Study with digital flashcards, listen to audio
textbooks, and take quizzes.

Review your current course grade and

(M) compare your progress with your peers.

& Get the free MindTap Mobile App and learn
wherever you are.

Break Limitations. Create your
own potential, and be unstoppable
with MindTap.

MINDIA POWERED BY TOU.

ISBN13. 978-1-337-40873-8
ISBN 10: 1-337-40873- 5

L

781337 I

9

408738




