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inadequate information about, 370–372
number of, 59, 60

C
Canada

absolute advantage, 402
domestic automobile industry, 236
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Chicago Board of Trade, 57
chief executive officers, 311
China, reduced reliance on central planning,

and, 35
choices, 3

economic freedom, as goal, 4
freedom of, 36

freedom of choice, 36
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commissions, 309
common stock, 143
communism, 35
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real-world applications, 126–127
time, value of, 127–128
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diamond-water paradox, 127
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dividends, 144
division of labour, 39
Dofasco, 236, 255
dollar votes, 41
domestic price, 409
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product-demand, increasing, 298–299
productivity, increasing, 299
raising price of other inputs, 299

dual rental market, 123
dumping, 418–419
duopoly, 240–241
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economic (opportunity) costs. See also

opportunity costs
defined, 145
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explicit costs, 146, 323
implicit costs, 146, 323
normal profit as cost, 146

economic (pure) profit. See also profit
break-even point, 177
defined, 147, 323
entrepreneur, role of, 323
explicit costs, 323
functions of, 325
implicit costs, 323
innovations and, 325
insurable risk, 324
long run, 147, 148
monopoly, 325
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pure monopolist, 211
resource allocation, 325
risk and, 324–325
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sources of, 324
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uninsurable risk, 324–325

economic efficiency. See efficiency
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labour demand, effect on, 301
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technological advances, 18–19
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cause-effect hypotheses, 6–7
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scarcity, and choice, 4

economic principle, 7
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defined, 9
efficiency, 13
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perfectly inelastic supply, 315–316
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substitute resources, 277–278
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command system, 35
defined, 35
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defined, 161
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education
income inequality, 335
wage differentials, 305

efficiency, 109–111
allocative efficiency, 13, 16–17, 71
dynamic adjustments, 196
equality, vs., 338–340
full employment, 13
full production, 13
gains from generic drugs, 197
law of increasing opportunity cost, 14–16
market system, and, 45
monopolistic competition, 233–235
oligopoly, 246–247
producer surplus, 195
production possibilities curve, 14
production possibilities table, 13–14
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pure competition, 193–196
pure monopoly, 212–213
restatement of, 195–196
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tax revenues, 391
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real-world applications, 101–106
rent controls, 121–123
tax incidence, 101–104, 389–391
total-revenue test, 89–93
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unit elasticity, 89, 91–92

elasticity of factor demand, 279
Ellig, Jerry, 261n
employment. See also unemployment

domestic, increased, 419
employment discrimination, 345
Employment Insurance (EI), 343
Engen, Travis, 331
Enron Corporation, 144
enterprise, freedom of, 36–37
entrepreneur as residual claimant, 324
entrepreneurial ability, 12
entrepreneurs

role of, and economic profit, 323
entry

barriers to entry. See barriers to entry
collusion, obstacle to, 246
long run profit maximization, 189
monopolistic competition, 229
pure competition, 174
pure monopoly, 202

environment and global warming, 367–368
environment, the , and pollution, 47
equality

efficiency, vs., 338–340
total utility, maximization of, 338–339

equality-efficiency tradeoff
defined, 340
equality, case for, 338–339
incentives, 339–340
inequality, case for, 339–340
utility maximization, 338–339

equation of linear relationship, 30–31
equilibrium

dominant strategy equilibrium, 239
externalities, 367
market equilibrium. See market equilib-

rium
Nash equilibrium, 239
price, 68, 70
purely competitive labour market, 293
quantity, 68, 70
wage in monopsony, 297

equilibrium position, 136–137
equilibrium price, 68, 70, 186–187
equilibrium quantity, 68, 70
equilibrium world price, 412
excess capacity, 233
excess demand. See shortage
excess supply. See surplus
excise tax, 390, 394
excludability, 48, 355

exclusive unionism, 299–300
expectations of consumer, 59, 62
explicit costs, 146, 323
export supply curve, 410
exports, 13

equilibrium world price, 412–413
supply and demand, in Canada, 409–411
supply and demand, in United States,

411–412
externalities

Coase theorem, 361
defined, 47, 360
equilibrium, 367
government intervention, 362–364
individual bargaining, 361
lawsuits, 362
liability rules, 362
Lojack auto antitheft device, 375
market for externality rights, 365
negative, 47
optimal amount of externality reduction,

366–367
optimal reduction of an externality, 367
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reducing negative externalities, 393
shifts in MD and MC curves, 367
spillover benefits. See spillover benefits
spillover costs. See spillover costs

F
factor cost, 280
factor demand

changes in prices of other factors,
277–278

complementary factors of production,
278–279

derived demand, as, 271
determinants of, 276–279
ease of factor substitutability, 280
elasticity of, 279
labour. See labour demand
marginal factor cost (MFC), 273
marginal productivity theory, 271–276
marginal revenue product, 272
market demand for factor, 273
MRP = MFC rule, 273
product demand, changes in, 277
product price, 272
productivity, 272
productivity, changes in, 277
pure competition, 273
rule for employing factors, 272–273
schedule, 273
substitute resources, 277–278
under imperfect product market competi-

tion, 273–276
factor market, 50

policy issues, 271
factor prices. See also factor demand

cost minimization, 271
demand, and, 271–276
determination of, 271
marginal productivity theory of income

distribution, 284
money-income determination, 271
policy issues, 271
resource allocation, 271

factors of production, 13
changes in prices, 276, 277–278
complementary, 278–279
defined, 13
increases in factor supplies, 17–18
least-cost rule, 281, 283
optimal combination, 281–285
profit-maximizing rule, 282, 283

fair-return price, 221
fallacies

“after this, therefore because of this” fal-
lacy, 22

causation fallacies, 22
correlation, vs. causation, 22
fallacy of composition, 21–22
post hoc, ergo propter hoc fallacy, 22

fallacy of composition, 21–22, 418
fast food lines, 6
Federal Express, 248
federal government. See governments
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financial institutions, 319–320
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defined, 143
horizontal integration, 143
industry, vs., 188
market economy, in, 35
organization of, 143
pure competition, in. See pure competi-

tion
short-run competitive equilibrium, 186
size of, and costs, 160
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Fisher, Irving, 318
fixed costs, 153
fixed plant, 148
Ford Motor Company, 236, 255
Fording Inc., 256–258
Five Fundamental Questions, 41–45
Frank, Robert, 276
free lunch, 4, 5, 263
free-rider problem, 48, 49, 356
free trade case, 408
freedom
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market system, and, 45, 86
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freedom of enterprise, 36
Fujitsu, 285
full employment, defined, 13
full production, 13
Future and its Enemies, The (Postrel), 52
Future Shop, 256

G
game theory model

basic concepts, 238–239
collusion, 241–242
cooperative games, 239
defined, 238
dominant strategy equilibrium, 239
duopoly strategies, 240–241
incentive to cheat, 242
mutual interdependence, 241
Nash equilibrium, 239
non-cooperative games, 239
payoff matrix, 240
payoffs, 239
players, 238–239
positive-sum games, 239
prisoner's dilemma, 239–240
rules, 239
strategies, 239
zero-sum games, 239

gasoline market, and inadequate information,
369

gender discrimination, 346
General Electric, 204
General Mills, 247
General Motors of Canada, 236, 255
generalizations, 7
generic drugs, 197
gentlemen's agreements, 245
geographic immobility, 307
geographic specialization, 39
George Weston Ltd., 143
gifts, and marginal utility analysis, 128
Gini ratio, 333
global perspective

carbon dioxide emissions, 368
goods and services taxes, 395
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household expenditure spent on food,
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OPEC nations, and daily oil production,

245
short-term nominal interest rates, 323
top 10 brand names, 249
top 12 globalized nations, 408
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global trade. See international trade
global warming, 367–368
globalization, 420

Globe and Mail, 236
gold, 121
gold prices, volatility of, 99
Goldin, Claudia, 346
goods, 10

alternative goods, 58, 67
capital goods, 80
capital goods. See capital goods
capital-intensive, 401
complementary good, 62, 100, 126
consumer goods, 13
government provision of, 48
independent goods, 62, 100
inferior goods, 61, 101
labour-intensive, 401
land-intensive, 401
normal goods, 61, 100
prices of related goods, 62–63
private goods, 48, 355
public goods. See public goods
substitute good, 62, 100, 126

Goods and Services Tax (GST), 396
government failure, 355

bureaucracy, and inefficiency, 386
defined, 384
hidden costs, 385
imperfect institutions, 386
limited and bundled choice, 385
political bias, 385
pork-barrel politics, 384
rent-seeking behaviour, 385
special-interest effect, 384–385

government intervention
direct controls, 362
externalities, 362–364
global warming, 367–368
government restraints, 307–308
noncash transfer, 334
price supports. See price supports
redistribution of income, 334
spillover benefits, 47–48
subsidies. See subsidies
taxation. See taxation

government-set prices
additional consequences, 76–77
price ceiling and shortages, 74–76
price floors and surpluses, 76–77

governments
circular flow model, and, 50–51
cross elasticity of demand, and, 100
key concept, 3
market system, in, 40–41, 79
public choice theory. See public choice

theory
public goods, 48, 49

graphical analysis
law of diminishing returns, 150–151

market equilibrium, 72
price ceiling, effect of, 74
price elasticity of demand, 93

graphs. See also key graphs
ceteris paribus, 28
construction of, 26–27
dependent variable, 26, 27–28
direct relationship, 27
equation of linear relationship, 30–31
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independent variable, 26, 27–28
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meaning of, 26–31
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Great Depression, 17
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Guaranteed Income Supplement (GIS), 342
guiding function of prices, 42–44
Gypsum, 243

H
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moral hazard problem, 372–374
principal-agent problem, 309–310

Herfindahl index, 238, 256
homogeneous oligopoly, 235
Honda, 238, 248
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horizontal merger, 256
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income, determination of, 271
market economy, in, 35

human capital
discrimination, 345
investment in, 305
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human specialization, 39
hypotheses, 6

I
IBM, 204
illegal drugs, decriminalization of, 96
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imperfect competition, 173
imperfect institutions, 386
Imperial Oil (Exxon), 255
Imperial Tobacco Ltd., 237
implicit costs, 146, 323
import competition, 237, 238
import demand curve, 411
import quotas, 413

See also trade barriers
imports

equilibrium world price, 412–413
supply and demand, in Canada, 409–411
supply and demand, in United States,

411–412
incentive function, 316
incentive function of price, 316
incentive pay plan, 308
incentives

cheat, to, 242
economic rent, 316
equality-efficiency tradeoff, 339–340
game theory model, 242
key concept, 3
market system, and, 45, 86
prices, 316

inclusive unionism, 300–301
Inco, 295
income
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changes in, and budget line, 134
consumers, and demand, 58, 61
flow, as, 335
household, 271
inequality in. See income inequality
labour income, dominant role of, 327
proportion of, and price elasticity, 95
wealth, vs., 335–336

income approach and government enterprises,
profit of, 39

income distribution
income inequality. See income inequality
marginal productivity theory of, 284
poverty, 340–343

income effect, 58, 125–126, 138–140
income elasticity of demand

coefficient, 100
defined, 100
inferior goods, 101
insights into economy, 101
normal goods, 100

income inequality
causes of, 334–337
connections, 336
defined, 332
demographic changes, 337
discrimination, 335
education, 335

equality-efficiency tradeoff, 338–339
facts about, 332–334
Gini ratio, 333
government redistribution, effect of, 334
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336–337
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time dimension, 334
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Guaranteed Income Supplement (GIS),
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ideal welfare policy, 343–344
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2005), 326
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equilibrium position, 136–137
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indifference map, 136
individual
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interaction among, 3
key concepts, and, 3

industrial concentration
anti-combines laws, 255–256
defined, 255

industrial regulation
costs of, 259
inefficiency, 259
legal cartel theory of regulation, 260
monopoly, perpetuation of, 259–260
natural monopoly, 259–265
problems with, 259–260
public interest theory of regulation, 259
social regulation, vs., 261–263
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decreasing-cost industry, 192–193
defined, 143
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equilibrium quantity, 68, 70
public goods, 356

quotas, 106, 413
See also import quotas
economic impact of, 416
net costs, 416

R
rate regulation

described, 220
dilemma of regulation, 221
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