
Preface

Bringing new textbooks in Introductory Economics to a market already supplied with 
a number of alternatives raises obvious questions. How are these new books distinct? 
What are the underlying motivations? What are the advantages for students and 
instructors?

Curtis, Irvine, Begg: Microeconomics and Macroeconomics are primarily new books 
and are not just Canadian adaptations of books focussed on other national economies. 
A fresh start has been made on the content, organization, and writing of most of the 
topics and issues covered. 

However, we have built on the philosophy and pedagogy of David Begg’s intro-
ductory book, Economics, which has dominated the United Kingdom market in recent 
years. His text is comprehensive for the needs of new students of economics, and 
focusses upon the essentials. We emphasize policy issues and the use of the core ana-
lytical tools that first year students should master. The results are books more focussed 
and more compact than virtually all books on the principles of economics in the 
Canadian marketplace. In contrast with some encyclopedic books, we make choices 
and concentrate on the core topics important to an introductory course. 

Consistent with this approach, there are no appendices or “afterthought” chap-
ters. If important material is challenging, it is still included in the main body of the 
text; it is not relegated elsewhere for a limited audience. The results are introductory 
Microeconomics and Macroeconomics books of just fifteen chapters and sixteen chapters 
respectively; four of which, three introductory chapters and an international trade 
chapter, are common to both. 

The examples used in the text are domestic and international and are from the 
modern era—consumers buy iPods, snowboards, and jazz, and not so much coffee 
and hamburgers. Globalization is a recurring theme. The book has a complete array 
of figures, tables, and illustrations, and occasional linear equations that are carefully 
explained and developed. 

NOTE ABOUT THE COVER
“If we look at the world in the form of a circle, let us look at what is on the inside 
of the circle as experience, culture and knowledge: let us look at this as the past 
... What is outside of the circle is yet to be experienced. But in order to expand 
the circle we must know what is inside the circle ... it has been the art that has 
brought us back to our roots. ... I am proud to be one of those people chosen to 
put the puzzle back together and move on ... The challenge is ours to keep expand-
ing the circle.”

—Robert Davidson

CONTENT

Microeconomics provides a concise, yet complete, coverage of microeconomic theory, 
application and policy in a Canadian and global environment. We begin by explaining 
and developing the standard tools of analysis in the discipline.



Economic policy is about the well-being of the economy’s participants, and 
economic theory should inform economic policy. So we investigate early in the 
text the meaning of ‘well-being’ in the context of an efficient use of the economy’s 
resources.

We then develop an understanding of individual optimizing behaviour. This 
optimizing behaviour is then used to link household decisions on savings with firms’ 
decisions on production, expansion, and investment. A natural progression is to 
explain production and cost structures.

From the individual level of household and firm decision-making, the text then 
explores behaviour in a variety of different market structures. 

Markets for the inputs in the productive process—capital and labour—are a 
natural component of firm-level decisions. Education and human capital are omni-
present concepts and concerns in the modern economy, so we devote a complete 
chapter to them.

The book concludes by examining the role of a non-market player in the economy— 
the government, and then develops the key elements in the modern theory of inter-
national trade. 

Opportunity cost, a global economy, and behavioural responses to incentives are 
the dominant themes.

STRUCTURE

The structure of Microeconomics is reasonably conventional but is differentiated in 
the development at several points.

CHAPTERS 1–3 provide the tool kit, covering the nature of economics, models, data 
and diagrams, and basic supply and demand.

CHAPTER 4, Elasticities of Demand and Supply, involves understanding and measur-
ing the responses of economic players to prices and incentives in the marketplace. In 
this chapter we develop an array of unit-free responses—elasticities.

CHAPTER 5, Welfare Economics, develops the essentials of welfare economics. An 
understanding of opportunity cost and efficient markets is critical to new students. 
Since these concepts are omnipresent in the discipline, they should be introduced 
early and applied frequently. Surplus, market efficiency, deadweight losses, taxes, and 
externalities are all developed. But distributional and equity considerations underlie 
all market interactions, and the authors show how different income distributions can 
lead to different efficient outcomes.

CHAPTER 6, Consumer Choice and Demand Decisions, develops consumer theory 
from both a utility and indifference curve perspective. The correspondence between 
the two is developed.

CHAPTER 7, Firms, Investors, and Capital Markets, is an introduction to the theory 
and practice of the firm. It differs substantially from virtually all other texts. The 
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integration of the household and the firm is typically dealt with in macroeconom-
ics. This chapter integrates, in a “micro” context, the presence of the stock market, 
concepts of risk, investment, portfolio management, and returns in our daily lives 
that suggest that the firm is not an isolated entity. It not only produces goods and 
services; it also provides investors with a means of saving for retirement, diversifying 
their income sources and risk, and thereby taking on the role of an engine of growth 
in the economy.

CHAPTER 8, Production and Costs, develops cost and production theory—initially 
following the standard paradigm, but then explaining learning by doing, clusters, 
economies of scope, and other features of the modern global economy.

CHAPTER 9, Perfect Competition, and CHAPTER 10, Monopoly, develop perfect 
competition and monopoly.

CHAPTER 11, Imperfect Competition, develops imperfect competition, monopolis-
tic competition, Cournot duopolies, and game theoretic competition. 

CHAPTER 12, The Markets for Labour and Capital, examines the factors of pro-
duction and their pricing. It deals with both labour and capital, and consequently 
with asset valuation and discounting. This material is always challenging for the 
student.

CHAPTER 13, Human Capital and the Distribution of Income, develops the con-
cept of human capital and the distribution of income. Knowledge, education, and a 
skilled workforce are deemed such important elements of the modern economy that 
a full chapter is given to them.

CHAPTER 14, Government Activity in the Canadian Economy, is devoted to gov-
ernment. It explains the functions that governments perform, and how the federal 
and provincial governments perform them in Canada. It describes the major sources 
of tax revenue, and the interrelationship between federal and provincial governments. 
The role played by the government in relation to markets and competition policy is also 
developed.

CHAPTER 15, International Trade, develops the essentials of international trade: 
how the Canadian economy has evolved in the post-World War II era and in the 
post-NAFTA era, the theory of comparative advantage, the role of exchange rates, 
protectionism, and trading blocks. It ends with a section designed to give students 
exposure to arguments for and against protectionism.  
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LEARNING SOLUTIONS

To provide guidance and insights throughout the text, we include a number of proven 
pedagogical aids, to assist student learning, including:

Part Openers/Chapter Openers set the scene for the  
areas of study in the chapters that follow.

Learning Outcomes identify the primary 
topics to be covered in the following pages, 
and highlight what should be understood 
when the chapter has been completed.
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PART 6Government and the 
Trading World

The private sector accounts for no more than two-thirds of most 

developed economies. Governments play an important role—in taxing, 

spending, regulating, and redistributing. Furthermore, the domestic 

private sector is not insulated from the world around it. Globalization 

is a central fact of modern economic life, as we have emphasized 

repeatedly to this point.

 In this part we first explore exactly how provincial and federal 

governments in Canada impact the economy. We then examine trade 

patterns between Canada and the rest of the world, the reasons for 

trade between economies, why trade barriers such as tariffs exist, and 

the role of international organizations.

Chapter 14:  Government Activity in the Canadian 
Economy

Chapter 15: International Trade

Government Activity 
in the Canadian 

Economy

By the end of this chapter you should understand:

• Market failure and the role of government
• Fiscal federalism: taxing and spending in Canada
• Federal-provincial relations and powers
• Redistribution to individuals
• Regulatory activity and competition policy

14C H A P T E R

Governments have a profound impact on economies. The economies of Scandinavia 
are very different from those in North America. North and South Korea are night and 
day, even though they were identical several decades ago. Canada and Argentina were 
very similar in the early decades of the twentieth century. Both had abundant space, 
natural resources and migrants. Today Canada is one of the most prosperous econo-
mies in the world, while Argentina struggles as a low-income, conflict-ridden society.

Governments, therefore, are not peripheral to the marketplace. They can facilitate 
or hinder the operation of markets. They can ignore poverty, or implement policies 
to support those on low income and those who are incapacitated. Governments can 
treat the economy as their fiefdoms, as has been the case for decades in many African 
economies and Afghanistan. By assuming the role of warlords, local governors inhibit 
economic development, because the fruits of investment and labour are subject to cap-
ture by the ruling power elite. Application Boxes contain  

current and practical examples  
to highlight the application of 
the concepts to economics in the 
real world. These boxes also pro-
vide further and more in-depth 
discussions of key models and 
theories to expand on the core 
concepts in the book.

As is clear from Figure 13.1, earnings are raised both by education and experience. 
Learning on the job is central to the age-earnings profiles of the better educated, and is 
less important for those with lower levels of education. On-the-job training improves 
human capital through work experience.

If on-the-job training increases worker productivity, who should pay for this learn-
ing—firms or workers? To understand who should pay, we distinguish between two 
kinds of skills: firm-specific skills that raise a worker’s productivity in a particular 
firm, and general skills that enhance productivity in many jobs or firms.

Firm-specific HK could involve knowing how particular components of a com-
plex process work together. But an IT worker who masters Microsoft Word, or Lotus 
Notes, or Mathematica has portable, or general, skills.  As for who should pay, clearly 
a firm should be willing to undertake most of the cost of firm-specific skills, because 
they are of limited value to the worker should he go elsewhere. At the same time, the 
accumulation of such HK makes it less likely that the firm will lose the worker.

Firms offering general or transferable training try to pass the cost on to the work-
ers, perhaps by offering a wage-earnings profile that starts very low, but that rises 
over time. Low-wage apprenticeships are an example. The worker pays for her train-
ing by working for less than her MP, whether as a plumber or a doctor-in-residence. 
Workers are willing to pay for much of the cost of this HK, because their projected 
age-earnings profiles permit them to recoup the cost in the form of higher future 
returns.

A P P L I C A T I O N  B O X  1 3 . 2

Student Loans in Canada

Among graduating students in Canada, 45 per-
cent have student loans, and the average size 
of these loans has grown over time to about 
$13,000. Student loans, in addition to grants 
which go to students from low-income house-
holds, have been an important source of funding 
for very many of Canada’s almost one million 
university students. Currently, these loans are 
provided and managed by the National Student 
Loans Service Centre, which has replaced the 
Canada Student Loan Program. The outstanding 
stock of loans stands at $9 billion.

While this program enables many students 
to attend post-secondary institutions, several 
problems exist. The first is that the amount stu-
dents would like to borrow is often greater than 

they are offered. The second is that there has 
been a high rate of default on these loans—up 
to 25 percent for many cohorts. This is a seri-
ous threat to the viability of the system. For 
many unemployed graduates with no income 
prospects, there is every incentive to declare 
bankruptcy rather than to continue with their 
efforts to repay in the future. In a remarkably 
interesting piece of research, M. Connolly, C. 
Montmarquette, and A. Bejaoui have shown 
that, when an individual misses even one inter-
est payment after his or her graduation, this 
is a signal that there is a high likelihood that 
such an individual will ultimately default. But 
new regulations make personal bankruptcy and 
default much more difficult.
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Source: M. Connolly, C. Montmarquette, and A. Bejaoui, “Econometric Models of Student Loan Repayments in Canada,” Actualité Économique, 2004.

 13.3 On-the-Job Training 

On-the-job training 
improves human capital 
through work experience.

Firm-specific skills raise 
a worker’s productivity in 
a particular firm, whereas 
general skills enhance 
productivity in many jobs 
or firms.
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Review
Question 3

telephone service, and then an additional charge that varies with the number of min-
utes spent on long-distance calls. In this way, it is possible for the supplier to charge 
a price per unit of output that is closer to marginal cost, and still make a profit, than 
under an average cost pricing formula.

Nobel Laureate George Stigler has argued that there is a serious danger of regula-
tors becoming too close to the regulated, and that the relationship can evolve to a point 
where the regulator may protect the regulated firms. A case in point was Canada’s airline 
industry in the 1970s, at which time regulation was probably inhibiting entry.  

It is now time to turn our attention explicitly outward. We have discussed the global 
economy on many occasions. Our objective is to develop the theory of international 
trade, with a view to understanding why it can increase the living standards of all trad-
ing economies.

 FIGURE 14.2 Regulating a Decreasing-Cost Supplier
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The profit-maximizing (monop-
oly) output is Qm, where MR 
= MC  and price is Pm. This 
output is inefficient, because 
marginal benefit > MC. Q* is 
the efficient output and will be 
sold at the price P*, but results 
in losses because AC > P at that 
output. A regulated price that 
covers costs is where ATC = D. 
This is closer to the efficient 
output Q* than is the monopo-
ly output Qm.

“Next” Feature appears before the 
end-of-chapter summary and is a 
paragraph linking the chapter in 
which it appears with the material to 
come in the next chapter.

Welfare Economics CHAPTER 5 85

rent than Heward, who in turn will accept less than Ian. The minimum prices that the 
suppliers are willing to accept are called reservation prices or values, and these are given 
in the lower part of Table 5.1. Unless the market price is greater than their reservation 
price, suppliers will hold back. 

By definition, and as we stated in Chapter 3, the demand curve is made up of the 
valuations placed on the good by the various demanders. Likewise, the reservation 
values of the suppliers form the supply curve. If Alex is willing to pay $900, then that 
is his demand price; if Heward is willing to put his apartment on the market for $350, 
he is by definition willing to supply it for that price.

In this example, the equilibrium price for apartments will be $500. Let us see 
why. At that price the value placed on the marginal unit supplied by Kirin equals 
Evan’s willingness to pay. Five apartments will be rented. A sixth apartment will not 
be rented because Lynne will let her apartment only if the price reaches $550. But the 
sixth potential demander is willing to pay only $400. Note that, as usual, there is just 
a single price in the market. Each renter pays $500, and therefore each supplier also 
receives $500.

We can now compute the consumer and supplier surplus for each participant in 
the market. For example, Don is willing to pay $600, but actually pays $500. His con-
sumer surplus is therefore $100. In Figure 5.1, we can see that each consumer’s surplus 
is the distance between the market price and the individual’s valuation. These values 
are given in the final column of the top half of Table 5.1.

Using the same reasoning, we can calculate each supplier’s surplus, which is the 
excess of the amount obtained for the rented apartment over the reservation price. For 
example, Heward obtains a surplus on the supply side of $150, while Jeff gets $50. The 
supplier’s surplus is also called the producer’s surplus.

We now see why these are called surplus measures. The suppliers and demanders are 
all willing to participate in this market because they earn this surplus. It is a measure of their 
gain from being involved.

Consumer surplus is the 
excess of consumer will-
ingness to pay over the 
market price

Supplier or producer 
surplus is the excess of 
market price over the 
reservation price of the 
supplier 

 FIGURE 5.1 The Market for City Apartments

Demanders and suppliers of apartments are ranked in order of the value they place on an apartment. 
The market equilibrium is where the marginal demand value of Evan equals the marginal supply 
value of Kirin at $500. Five apartments are rented in equilibrium.
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Question 1
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Figures and tables are presented  
in a simple and clear design. The use 
of colour will help students to  
interpret and absorb key economic  
data and concepts. Captions explain  
what is being demonstrated.

End-of-Chapter Summaries 
review and reinforce the main 
topics covered in each chapter.

• A pure monopoly is a structure where a single 
supplier produces for the whole market. Though 
rare in reality, this case offers an important bench-
mark against which to compare less extreme forms 
of monopoly power.

• A monopoly can continue to survive as a result of 
owning a patent, or having increasing returns to 
scale, or through successful lobbying and protec-
tion seeking, or predatory pricing. In the case of 
returns to scale, the structure is termed a natural 
monopoly.

• The monopolist supplies the whole market and 
therefore faces a downward-sloping demand 
curve. He is not a price taker. Increased output 
involves a lower price, and therefore the marginal 
revenue from additional sales declines.

• A profit-maximizing monopolist should set MR 
= MC in its choice of output. The resulting price 
will be in excess of marginal cost, unlike perfect 
competition. However, the monopolist has no sup-
ply curve.

• In the long run, a monopolist will choose that 
plant size that yields the most profit. Shifts in 
demand are therefore ultimately met with different 
plant sizes.

• A monopoly will result in an inefficient market 
output, unlike perfect competition. This is because 
the profit-maximizing output is where MC = MR, 
not where MC = P. Deadweight losses are there-
fore associated with a monopoly structure.

• A discriminating monopolist is one who can 
successfully charge different prices to different 

consumers. Such behaviour is not altruistic; it is 
designed to increase profit over the single-price 
policy. Price discrimination also has the potential 
to reduce deadweight loss. A discriminating seller 
must be able to segregate her customers and pre-
vent resale. Perfect price discrimination involves 
charging a different price to every buyer or for 
every unit sold.

• A cartel is a group of firms that collude in such a 
way as to increase their collective profit. By acting 
in unison, they behave as a multi-plant monop-
olist, and therefore charge a higher price than in a 
more competitive environment. Most cartels have 
an inherent instability because of the incentive 
to break the supply-restriction behaviour that is 
required for the cartel to sustain itself.

• Monopolies give rise to rent-seeking behaviour 
in their efforts to be self-sustaining: Resources that 
could be devoted to the production of goods and 
services are instead used to maintain a monopoly 
position. Such resource use is wasteful.

• A monopoly can allocate some of its supernormal 
profits to research and development, and can 
therefore be more innovative than a perfectly 
competitive firm. However, there is little empiri-
cal evidence to support the view that a monopoly 
structure results in more R&D than one in which 
several large firms compete.

• Invention is the discovery of a new product or 
process through research. Product innovation 
refers to new or better products or services, whereas 
process innovation refers to new or better produc-
tion or supply.

www.mcgrawhill.ca/olc/curtisirvine
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K E Y  T E R M S

Monopolist   175
Natural monopoly   176
Marginal revenue   179
Price discrimination   186
Perfect price discrimination   189

Cartel   190
Rent seeking   191
Invention   192
Product innovation   192
Process innovation   192

Key Terms appear in boldface within 
the text where the term first appears, 
with the definition provided in the 
margin and summarized at the end 
of each chapter.

• A pure monopoly is a structure where a single 
supplier produces for the whole market. Though 
rare in reality, this case offers an important bench-
mark against which to compare less extreme forms 
of monopoly power.

• A monopoly can continue to survive as a result of 
owning a patent, or having increasing returns to 
scale, or through successful lobbying and protec-
tion seeking, or predatory pricing. In the case of 
returns to scale, the structure is termed a natural 
monopoly.

• The monopolist supplies the whole market and 
therefore faces a downward-sloping demand 
curve. He is not a price taker. Increased output 
involves a lower price, and therefore the marginal 
revenue from additional sales declines.

• A profit-maximizing monopolist should set MR 
= MC in its choice of output. The resulting price 
will be in excess of marginal cost, unlike perfect 
competition. However, the monopolist has no sup-
ply curve.

• In the long run, a monopolist will choose that 
plant size that yields the most profit. Shifts in 
demand are therefore ultimately met with different 
plant sizes.

• A monopoly will result in an inefficient market 
output, unlike perfect competition. This is because 
the profit-maximizing output is where MC = MR, 
not where MC = P. Deadweight losses are there-
fore associated with a monopoly structure.

• A discriminating monopolist is one who can 
successfully charge different prices to different 

consumers. Such behaviour is not altruistic; it is 
designed to increase profit over the single-price 
policy. Price discrimination also has the potential 
to reduce deadweight loss. A discriminating seller 
must be able to segregate her customers and pre-
vent resale. Perfect price discrimination involves 
charging a different price to every buyer or for 
every unit sold.

• A cartel is a group of firms that collude in such a 
way as to increase their collective profit. By acting 
in unison, they behave as a multi-plant monop-
olist, and therefore charge a higher price than in a 
more competitive environment. Most cartels have 
an inherent instability because of the incentive 
to break the supply-restriction behaviour that is 
required for the cartel to sustain itself.

• Monopolies give rise to rent-seeking behaviour 
in their efforts to be self-sustaining: Resources that 
could be devoted to the production of goods and 
services are instead used to maintain a monopoly 
position. Such resource use is wasteful.

• A monopoly can allocate some of its supernormal 
profits to research and development, and can 
therefore be more innovative than a perfectly 
competitive firm. However, there is little empiri-
cal evidence to support the view that a monopoly 
structure results in more R&D than one in which 
several large firms compete.

• Invention is the discovery of a new product or 
process through research. Product innovation 
refers to new or better products or services, whereas 
process innovation refers to new or better produc-
tion or supply.
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K E Y  E Q U AT I O N S  A N D  R E L AT I O N S

R E V I E W  Q U E S T I O N S

 1. Suppose you are told by a production engineer 
that the relationship between output on the one 
hand and inputs, in the form of labour (L) and 
capital (K), on the other is given by Q = √K � .√L. 
For example, if you were to use 4 units of K and 
9 units of L you would obtain Q =√4. � √9 = 2 � 
3 = 6. Suppose the firm has 25 machines, which 
means K = 25 and, therefore, Q = 5√L. This capital 
is fixed, so we are operating in the short run.
a. Compute the output that can be produced in 

this firm using 1 through 9 units of labour by 
substituting these numbers into the produc-
tion function. You will need a calculator.

b. Draw the resulting TP curve to scale, relating 
output to labour.

c. Inspect your graph to see that it displays 
diminishing MP.

 2. The total product schedule for Flimsy Products is 
given in the table below.

a. Draw the total product curve for this firm.
b. Calculate the AP and draw the resulting rela-

tionship on a separate graph.
c. Calculate the MP and draw the schedule on 

the same graph as the AP.
d. By inspecting the AP and MP curves, can you 

tell if you have drawn them correctly? Why?

 3. Return to question 1 above and now calculate and 
plot the AP and MP curves.

Answers to odd-numbered Review Questions can be found in Appendix A on the Online Learning Centre.

Equations
Average variable cost:  AVC = TVC/Q (8.1) p. 146 

Marginal cost:  MC = �TC/�Q (8.2a) p. 148
 
                       MC = Wage/MP (8.2b) p. 148

Relations
Productivity: If MP > AP then AP↑; If MP < AP then AP↓
 
Productivity and costs: AVC↓ when AP↑; AVC↑ when AP↓ 

AVC reaches a minimum where AP is a maximum. 

Marginal cost and marginal product: MC↓ when MP↑;   MC↑ when MP↓ 

 MC reaches a minimum where MP is a maximum. 

Marginal cost and average variable cost: 

 When MC < AVC then AVC↓; when MC > AVC then AVC↑ 

Marginal cost and average total cost:

 When MC < ATC then ATC↓; when MC > ATC then ATC↑ 

Output 1 6 12 20 30 42 52 60 66 70
Labour 1 2 3 4 5 6 7 8 9 10

Key Equations and Relations 
are serially numbered. Linear 
equations are explicitly solved 
in the textual development.

COMPREHENSIVE LEARNING AND TEACHING PACKAGE

We have developed a number of supplements for both teaching and learning to accom-
pany this text.

Lyryx
Lyryx Assessment for Economics is a leading edge online assessment program 
designed to support both students and instructors. The assessment takes the form of 
a homework assignment called a Lab. The assessments are algorithmically generated 
and automatically graded so that students get instant grades and detailed feedback. 
New Labs are randomly generated each time, providing the student with unlimited 
opportunities to try a question. After they submit a Lab for marking, students receive 
extensive feedback on their work, thus enhancing their learning experience.

 1. Stream Lined is a company specializing in the 
production of bicycle shirts. It has a fixed capital 
stock, and sells its shirts for $20 each. It pays a 
weekly wage of $400 per worker. Stream Lined must 
maximize its profits by determining the optimal 
number of employees to hire. The marginal prod-
uct of each worker can be inferred from the table 
below. Determine the optimal number of employ-
ees. [Hint: You must determine the VMPL schedule, 
having first computed the MPL.]

 2. Mini Mine is a small mining firm in Northern 
Alberta. The going wage rate in the region is $300 
per week. The productivity of the workers in the 
firm, which has a fixed capital stock, is given 
below.

a. If the price of ore is $10 per tonne, determine 
the optimal employment level for this firm.

b. Instead of there being many potential work-
ers, suppose that there are only six workers 
who can be hired in the neighbourhood. If 
the price of output is still fixed at $10, and the 
productivity of workers is still defined by the 
data in the second row, draw the VMPL curve, 
insert the supply limit, and determine the 
equilibrium wage.

 3. Suppose that, in question number 1 above, wages 
are not fixed. Instead, the firm must pay $50 more 
to employ each individual worker. The first worker 
is willing to work for $250, the second for $300, 
the third for $350, etc. But, once employed, each 
worker actually earns the same wage. Determine 
the optimal number of workers to be employed. 
[Hint: You must recognize that each worker earns 

the same wage; so when one additional worker 
is hired, the wage must increase to all workers 
employed.]

 4. Consider the following supply and demand equa-
tions for berry pickers.

  Demand: W = 22 − 0.4L; Supply: W = 10 + 0.2L
a. Plot these functions and calculate the equilib-

rium wage and employment level.
b. Illustrate in the diagram the areas defining 

transfer earnings and rent.
c. Compute the transfer earnings and rent com-

ponents of the total wage bill.

 5. The industry demand for plumbers is given by the 
equation W = 50 − .08L, and there is a fixed supply 
of 300 qualified plumbers.
a. Draw a diagram illustrating the supply, 

demand, and equilibrium. 
b. Solve the supply and demand equations for 

the equilibrium wage, W.
c. If the plumbers now form a union and demand 

a wage of $30 per hour, illustrate the new equi-
librium on your diagram, and calculate the 
new level of employment.

 6. The following table describes the income stream 
for different capital investments. The income 
flows accrue at the end of years 1 through 4, and 
the cost at the beginning of the first year. The 
interest rate is given in the first column, and the 
cost in the final column.  For each investment cal-
culate the present value of the stream of services 
and decide upon whether the investment should 
be undertaken or not.

www.mcgrawhill.ca/olc/curtisirvine
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R E V I E W  Q U E S T I O N S

Answers to odd-numbered Review Questions can be found in Appendix A on the Online Learning Centre.

Employment 0 1 2 3 4 5 6
Total output 0 20 50 75 95 110 120

 Workers 0 1 2 3 4 5 6 7 8 9 10
 Output 0 100 190 270 340 400 450 490 520 540 550

Interest 
   rate Year 1 Year 2 Year 3 Year 4 Cost

 8% 8,000 9,000 12,000 12,000 37,000
 6% 0 1,000 1,000 1,000 2,750
 10% 4,000 5,000 6,000 0 12,000

Government and the Trading WorldPART 6270

Review
Question 3

telephone service, and then an additional charge that varies with the number of min-
utes spent on long-distance calls. In this way, it is possible for the supplier to charge 
a price per unit of output that is closer to marginal cost, and still make a profit, than 
under an average cost pricing formula.

Nobel Laureate George Stigler has argued that there is a serious danger of regula-
tors becoming too close to the regulated, and that the relationship can evolve to a point 
where the regulator may protect the regulated firms. A case in point was Canada’s airline 
industry in the 1970s, at which time regulation was probably inhibiting entry.  

It is now time to turn our attention explicitly outward. We have discussed the global 
economy on many occasions. Our objective is to develop the theory of international 
trade, with a view to understanding why it can increase the living standards of all trad-
ing economies.

 FIGURE 14.2 Regulating a Decreasing-Cost Supplier
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The profit-maximizing (monop-
oly) output is Qm, where MR 
= MC  and price is Pm. This 
output is inefficient, because 
marginal benefit > MC. Q* is 
the efficient output and will be 
sold at the price P*, but results 
in losses because AC > P at that 
output. A regulated price that 
covers costs is where ATC = D. 
This is closer to the efficient 
output Q* than is the monopo-
ly output Qm.

Review Questions located at the  
end of each chapter encourage students 
to review and apply the knowledge 
acquired from each chapter. Text  
material tied into the Review Questions  
is indicated by a question-mark and  
the respective question numbers in  
the margin of the text.



For the Student: Lyryx Assessment for Economics offers algorithmically generated 
and automatically graded assignments. Students get instant grades and instant feed-
back—no need to wait until the next class to find out how well they did! Grades are 
instantly recorded in a grade book that the student can view.

Students are motivated to do their labs for two reasons: first because it can be tied 
to assessment, and second, because they can try the lab as many times as they wish 
prior to the due date with only their best grade being recorded.

Instructors know from experience that if students are doing their economics 
homework, they will be successful in the course. Recent research regarding the use 
of Lyryx has shown that when labs are tied to assessment, even if worth only a small 
percentage of the total grade of the course, students WILL do their homework—and 
MORE THAN ONCE!

For the Instructor: The goal of Lyryx Assessment for Economics is for instructors to 
use the labs for course marks instead of creating and marking their own assignments, 
saving instructors and teaching assistants valuable time which they can use to help 
students directly. After registering their courses with Lyryx, instructors can create labs 
of their choice by selecting problems from our bank of questions, and set a deadline for 
each one of these labs. The content, marking, and feedback of the problems has been 
developed and implemented with the help of experienced instructors in economics. 
Instructors have access to all their students’ marks and can view their labs. At any time, 
the instructors can download the class grades for their own programs.

Please contact your iLearning Sales Specialist for additional information on the 
Lyryx Assessment Economics system.

Visit http://lyryx.com

Student Online Learning Centre
This electronic learning aid, located at www.mcgrawhill.ca/olc/curtisirvine offers 
a wealth of materials including multiple-choice quizzes, web links, internet questions, 
searchable glossary, The Globe&Mail News feeds and other News feeds, link to iStudy, 
answers to the odd-numbered review questions, and much more.
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Instructor Online Learning Centre (OLC)
The OLC at www.mcgrawhill.ca/olc/curtisirvine includes a password protected 
Web site for instructors. The downloadable instructor supplements include Instructor’s 
Manual and PowerPoint® Presentation. 

Instructor’s CD-ROM 
The CD contains the Instructor’s Manual, Computerized Test Bank, and PowerPoint 
Presentation.

• Instructor’s Manual contains brief chapter outlines, introductions, examples, 
teaching tips, and answers to the end-of-chapter Review Questions.

• The Computerized Test Bank contains extensive multiple-choice questions and 
problems for exams.

• The PowerPoint® Presentation offers visual presentations that may be edited 
and manipulated to fit a particular course format. The slides contain useful 
outlines, summaries, and exhibits from the text.

iStudy
Open 24 hours a day so you can study when you want, how you want, and where 
you want. Many students find study guide materials to be indispensable in helping 
to understand the course material being learned. iStudy (the interactive study guide) 
will help students meet their goals by testing their cumulative understanding of the 
material they are studying; this will help students assess their mastery of the con-
cepts they are learning. 

Each chapter in iStudy contains an introductory statement, a chapter outline 
keyed directly to the textbook chapter organization, headings and subheadings, 
quick quiz, a list of important terms, fill-in questions, true-false and multiple-choice 
questions, objective questions, and discussion questions. The answers and grading 
are provided automatically when the student clicks the submit button. iStudy also 
contains “Interactive Graphs” which depict major graphs and instruct students to 
shift the curves, observe the outcomes, and derive relevant generalizations. 

iStudy comprises a superb “tutor” for students. To see a free sample chapter, go 
to the Online Learning Centre at www.mcgrawhill.ca/olc/curtisirvine. Please 
contact your iLearning Sales Specialist for more information on iStudy and how to 
package access to this site with the text. Full access can also be purchased through 
the Online Learning Centre or by purchasing a pin code card through their campus 
bookstore.

Σ-STAT
Σ-STAT is an educational resource designed by Statistics Canada and made available 
to Canadian educational institutions. Using 450,000 current CANSIM (Canadian 
Socio-economic Information Management System) Time Series and the most recent 
—as well as historical—census data, Σ-STAT lets you bring data to life in colour-
ful graphs and maps. Access to Σ-STAT is made available to purchasers of this book, 
via the Curtis, Irvine, Begg Online Learning Centre, by special agreement between 
McGraw-Hill Ryerson and Statistics Canada. 
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COURSE MANAGEMENT

Visit www.mhhe.com/pageout to create a Web page for your course using our 
resources. PageOut is the McGraw-Hill Ryerson Web site development centre. The 
PageOut software is free to adopters and is designed to help faculty create an online 
course, complete with assignments, quizzes, links to relevant Web sites, and more—all 
in a matter of minutes.

In addition, content cartridges are available for the course management systems 
WebCT and Blackboard. These platforms provide instructors with user friendly, 
flexible teaching tools. Please contact your local McGraw-Hill Ryerson iLearning 
Sales Specialist for details.

SUPERIOR SERVICE

Service takes on a whole new meaning with McGraw-Hill Ryerson and Microeconomics 
and Macroeconomics. More than just bringing you the textbook, we have consistently 
raised the bar in terms of innovation and educational research—both in economics 
and in education in general. These investments in learning and the education commu-
nity have helped us understand the needs of students and educators across the country 
and allowed us to foster the growth of truly innovative, integrated learning.

Your Integrated Learning Sales Specialist is a McGraw-Hill Ryerson representative 
who has the experience, product knowledge, training, and support to help you assess 
and integrate any of the above-noted products, technology, and services into your 
course for optimum teaching and learning performance. Whether it’s using our test 
bank software, helping your students improve their grades, or putting your entire 
course online, your iLearning Sales Specialist is there to help you do it. Contact your 
local iLearning Sales Specialist to learn how to maximize all of McGraw-Hill Ryerson’s 
resources.

iLearning Services Program
McGraw-Hill Ryerson offers a unique iServices package designed for Canadian faculty. 
Our mission is to equip providers of higher education with superior tools and resources 
required for excellence in teaching. For additional information, please visit http://
www.mcgrawhill.ca/highereducation/services.

Teaching, Learning & Technology Conference Series 
The educational environment continually changes, and McGraw-Hill Ryerson continues 
to be committed to helping instructors acquire the skills they need to succeed in this new 
milieu. Our innovative Teaching, Learning & Technology Conference Series brings fac-
ulty together from across Canada with 3M Teaching Excellence award winners to share 
teaching and learning best practices in a collaborative and stimulating environment. 
Pre-conference workshops on general topics, such as teaching large classes and technol-
ogy integration, are also offered. McGraw-Hill Ryerson will also work with instructors at 
their institution to customize workshops that best suit the needs of faculty.

Research Reports on Technology and Student Success in Higher Education
These landmark reports, undertaken in conjunction with academic and private sector 
advisory boards, are the result of research studies into the challenges professors face 
in helping students succeed, and the opportunities that new technology presents to 
impact teaching and learning. 
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