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PREFACE

eginning students should know the vitality of modern economics,

and this book is intended to show them. When we wrote the First

Edition, we felt that none of the available texts provided an adequate

understanding of the principles of modern economics—both those

that are necessary to understand how modern economists think
about the world around them and those that are required to understand cur-
rent economic issues. Apparently, our feelings were shared by many others,
as reflected by the success the First Edition has enjoyed, by the feedback we
have received from the market, and especially by the responses our own stu-
dents have had to the book. With the benefit of this feedback, we have made a
painstaking effort to improve the book from cover to cover, focusing both on
clarity and on conciseness. We believe both students and their instructors wi
be pleased with the result.

As with the First Edition, this edition closely parallels the Second Edition
prepared for the American market by Joseph Stiglitz alone. BothAersions
have benefited from his role in U.S. policy making as chairman gf President
Clinton’s Council of Economic Advisers and as a member of the/Cabinet. His
experience has confirmed the view that the traditional principlgs course is far
removed from economic policy concerns and the modery economic ad-
vances that can illuminate them.

The need to confront modern economic policy probl¢ms with modern
economic analysis is no less true in Canada. Indeed, mayy of the problems
are essentially the same. Through our collaboration weg have been able to
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combine Stiglitz's policy experience with Boadway’s intimate knowledge of
the Canadian economy and the policy problems it faces.

Economics is the science of choice, and writing a textbook involves many
choices. As we began working on the Second Edition, we were convinced that
the choices made in the First Edition—for instance, the attention to new top-
ics, such as technological change and finance, and the increased emphasis on
information—moved the book in the right direction. But we were even more
convinced that an understanding of these new topics had to be based on a
solid foundation in established fundamentals, such as the law of supply and
demand, the theory of household and firm decision making, and traditional
perspectives on unemployment, inflation, and economic growth. Thus, the
revision faced several seemingly conflicting challenges, not the least of which
was the need to reinforce the exposition of the fundamentals while at the
same time strengthening the discussion of new topics.

Several of the dramatic changes that loomed large in the early 1990s
while the First Edition was being prepared still occupy centre stage, and
new issues and perspectives have also emerged. The economic systems of
formerly communist countries are still in collapse, with Eastern Europe and
the former Soviet Union making slow and painful transitions to market
economies. International investors, losing confidence in Mexico in 1995,
precipitated a financial crisis that threatened to spread quickly and was only
arrested through international cooperation. The countries of Africa have
seen their desperate economic conditions worsen. The countries of East
Asia, a bright spot in a world facing disappointment, have experienced un-
precedented growth, in some cases at rates in excess of 10 percent year after
year. Japan remains an economic powerhouse, while South Korea, Taiwan,
and the other Asian “tigers” went from being poor backward countries to
being major players by taking advantage of opportunities in international
markets.

Beginning around 1973, growth in the industrialized countries, including
Canada, slowed markedly. Here and in Europe, unemployment rates that in
the 1960s had remained extremely low, often soared into double digits and
stubbornly remained there. Economic inequality increased, with those at the
bottom actually seeing their living standards deteriorate. The mid-1990s
brought Canada signs of the reversal of some of these trends. Inflation fell to
levels that had not been seen for a quarter of a century, and productivity
began to pick up. The poverty rate began to decline, and incomes of all
groups, especially those at the bottom, began to rise. But among many work-
ers, anxiety remained high; while their real wages and incomes had begun
to rise, they still had not recovered to their earlier peaks, and no one was
sure these increases would continue. And unemployment remained stub-
bornly high, especially for new entrants into the labour force. Moreover, the
enormous government debt that had built up over the past 15 years dramati-
cally reduced the government’s options: with a high proportion of the bud-
get needed simply to pay interest on the debt, governments were hard
pressed to maintain public services and to provide assistance to those in
need. Moreover, another time bomb was on the horizon: aging baby boomers



would soon put an unprecedented strain on the public pension and health
care systems.

As the world has changed, expectations have changed as well. While there
has been enormous improvement in the quality of air in our major cities and
while Lake Erie has been rescued from becoming polluted to the point where
life could not survive, our expectations about the environment have grown
even faster; we have become increasingly aware of environmental costs.
Longevity has increased, but our knowledge of how to prolong life has out-
stripped it, and rising health care costs have become a major political issue.
The economic role of women has changed: not only have they taken a more
active part in the labour force, but there has also been a revolution in expecta-
tions concerning the kinds of jobs women can hold.

And in virtually every one of the major issues facing the economy, there
is a debate about the role of government. Government at all levels in Canada
has grown enormously, largely due to the rapid growth of social pro-
grammes and of cash transfers to various groups in the economy. Before
World War II, government took about one out of every six dollars of wages
in taxes; today it takes more than one out of every three. There are differing
views of government responsibility. For instance, people expect, even de-
mand, that government do something about unemployment and provide
free health care and education to all. But at the same time, there is a wider
understanding of the limitations of government in an increasingly global-
ized economy. The increasing government deficits over the past decade,
the largest in Canada’s peacetime history, have meant that one of the
wealthiest countries in the world seems short of money to maintain basic
public programmes. Issues concerning the responsibilities, capabilities,
and strategies of government in the economy have come to the centre of
political debates.

These are exciting issues and events, and they fill the front pages of our
newspapers and the evening television news shows. Yet in the recent past,
teachers of the introductory course in economics have felt frustrated: none of
the textbooks really conveyed this sense of excitement. Try as they might,
none seemed to prepare the student adequately for interpreting and under-
standing these important economic events.

On reflection, one of the reasons for this becomes clear: the principles ex-
pounded in Alfred Marshall’s classic textbook of a hundred years ago, or Paul
Samuelson’s now almost fifty years old, are not the principles for today. The
way we economists understand our discipline has changed to reflect the
changing world, but textbooks have not kept pace. Our professional discourse
is built on a modern economics, but these new developments are simply not
adequately reflected in any of the vast array of textbooks available to us as
teachers.

Indeed, changes in economics over the past half century have been as sig-
nificant as the changes in world events. The basic competitive model of the
economy was perfected in the 1950s. Since then, economists have gone be-
yond that model in several directions as they have come to understand its
limitations better. Earlier researchers paid lip service to the importance of
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incentives and to problems posed by limited information. However, it was
only in the last two decades that real progress was made in understanding
these issues. The 1996 Nobel Prize in economics was awarded to two econo-
mists who pioneered our understanding of the role of information and incen-
tives in the economy. Their work, and the work of others in this field, have
found immediate applications. The collapse of the Soviet bloc economies, the
debt crisis facing many less developed countries, the rush of major bankrupt-
cies in the financial sector, and the escalating costs of health and unemploy-
ment insurance programmes can all be viewed as consequences of the failure
to provide appropriate incentives. Thus, a central question in the debate over
growth and productivity should be: How can an economy provide stronger in-
centives for innovation? The debate over pollution and the environment cen-
tres around the relative merits of regulation and providing incentives not to
pollute and to conserve resources.

The past fifty years have also seen a reexamination of the boundary be-
tween economics and business. Subjects like finance and management used
to be relegated to business schools, where they were taught without reference
to economic principles. Today we know that to understand how market
economies actually work, we have to understand how firms finance and man-
age themselves. Tremendous insights can be gleaned through the application
of basic economic principles, particularly those grounded in an understand-
ing of incentives. Stories of corporate takeovers have been replaced on the
front page by stories of bankruptcies as acquiring corporations have found
themselves overextended. The 1990 Nobel Prize was awarded to three econo-
mists who made the greatest contribution to the integration of finance and
economics. Yet introductory textbooks had not yet built in the basic econom-
ics of finance and management.

We have also come to appreciate better the virtues of competition. We now
understand, for instance, how the benefits of competition extend beyond
price to competition for technological innovation. At the same time, we have
come to see better why, in so many circumstances, competition appears lim-
ited. Again, none of the available textbooks seemed to provide students with a
sense of this new understanding.

Samuelson'’s path-breaking textbook is credited with being the first to inte-
grate successfully the (then) new insights of Keynesian economics with tradi-
tional microeconomics. Samuelson employed the concept of the neoclassical
synthesis—the view that once the economy was restored to full employment,
the old classical principles applied. In effect, there were two distinct regimes
to the economy. In one, when the economy’s resources were underemployed,
macroeconomic principles applied; in the other, when the economy's re-
sources were fully employed, microeconomic principles were relevant. The
belief that these were distinct regimes was reflected in how texts were written
and courses were taught; it made no difference whether micro was taught
before macro, or vice versa. In the last decades, economists came to question
the split that had developed between microeconomics and macroeconomics.
The profession as a whole came to believe that macroeconomic behaviour
had to be related to underlying microeconomic principles; there was one set



of economic principles, not two. But this view simply was not reflected in any
of the available texts.

This book differs from most other texts in several ways. Let us highlight
some of the most prominent distinctions.

* Reflecting the role of economics in policy making, we have introduced ex-
amples throughout the text to relate economic theory to recent policy dis-
cussions. In each chapter, a Policy Perspective box provides a vignette on a
particular issue—such as the Goods and Services Tax, the reform of health
care, environmental regulation, and patent protection for prescription
drugs—both to enliven the course and to enrich the student’'s command
over the basic material.

* Economists are a contentious lot, yet on most issues differences among
economists pale in comparison to differences among noneconomists.
Indeed, there is a high degree of consensus among economists, and we
have drawn attention to this throughout the book with ten points of con-
sensus in economics, among them scarcity, incentives, the benefits of
trade, the role of prices, and competition.

¢ Rather than the traditional approach of stretching the competitive model
out over the entire course, we cover it in a compact format in the first two
parts of the book. This allows students to develop a complete picture of the
basic model, before looking systematically at the role of imperfect markets.
So when we turn to the discussion of the latter in Parts Three and Four, a
better foundation has been laid for an understanding of such issues as
technological change (Chapter 15), information problems and other imper-
fections in the product, capital, and labour markets (Chapter 16), and deci-
sion making within the firm (Chapter 17)—all subjects that get short shrift
in other texts.

* Finance is recognized as an important part of economics. Chapter 8 intro-
duces the basic ideas of time and risk, and presents a brief student’s guide
to investing. Chapter 16 shows how risk is traded on capital markets, and
Chapter 17 discusses how firms raise the funds they need for investment
and relates finance to struggles for corporate control.

¢ Throughout, issues of incentives and the problems posed by incomplete in-
formation are given prominence. To take but two of many examples,
Chapter 16 discusses the role that reputation plays in providing firms with
an incentive to maintain the quality of their products, and Chapter 17 dis-
cusses how firms try to motivate their managers and how managers try to
motivate their workers—and the problems they encounter in doing so.

* As our understanding of the limitations of markets has increased, so has
our understanding of the limitations of government, and the age-old ques-
tion of the appropriate balance between government and the private sector
has to be reexamined. This book looks at a wide range of policy issues, in-
cluding how government can respond to the inefficiencies that arise from
limited competition (Chapter 14) and what the government should do to
preserve the environment (Chapter 19) and to promote greater equality
(Chapter 20). The related issues of how and why government takes the deci-
sions it does are considered in Chapter 18.
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velopment; the importance of trade and financial flows with the rest of the
world; the special relationship we have with our giant neighbour to the south,
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ments; the role our government has assumed in providing an array of social
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of our relatively decentralized federal system of government. Not surprisingly,
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culty of covering their costs. These issues are all reflected in the Canadian
Edition of this book.

Previous users of the book will recognize a considerable shortening of the
text and a corresponding reduction in the number of chapters. This is in di-
rect response to the advice of the several reviewers of the First Edition who
recognized better than I that students need to do more than devote their atten-
tion to economics during their first year of study. The ideas have not changed,
only the economy and efficiency with which they have been presented.

In addition to my deep debt to Joe Stiglitz for giving me the opportunity to
participate in this venture, I have also received some exceptional help in
preparing the Second Canadian Edition. I am particularly indebted to my col-
league Ian Cromb, whose assistance and advice was invaluable in preparing
the various Close-up, Policy Perspective, and Using Economics boxes in the
text and in helping compile the data for the many tables and graphs. He
brought to the collaboration not only his good judgment and good humour
but also his wide experience as a principles instructor at Queen'’s and else-
where in Canada. Alan Harrison of McMaster University also provided very
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wife, Bernie, helped on this edition, as on the first one, with many of the edito-
rial matters. I also benefited greatly from the reactions of my students in the
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Douglas W. Allen, Simon Fraser University; James Feehan, Memorial
University of Newfoundland; Hugh Grant, University of Winnipeg; Geoffrey
B. Hainsworth, University of British Columbia; Michael J. Hare, University
of Toronto; Ian J. Irvine, Concordia University; David Johnson, Wilfrid
Laurier University; Rashid Khan, University of New Brunswick; Robert R.
Kerton, University of Waterloo; R. F. Lucas, University of Saskatchewan;
Henry Rempel, University of Manitoba; Ian Rongve, University of Regina;
Peter Sinclair, Wilfrid Laurier University; and Leon P. Sydor, University of
Windsor.

This book bears more than the logo of W. W. Norton, a company that re-
flects many of the aspects of organizational design that I discuss in the text.
The book would not be nearly the one it is without the care, attention, and
most important, the deep thought devoted to it by so many there. I cannot
sufficiently acknowledge my indebtedness to Drake McFeely, who served as
my editor on the First Edition (and succeeded Don Lamm as president of
Norton), and Ed Parsons, who served as my editor on the Second Edition.
Both have been concerned about the ideas and their presentation and both
have been tough, but constructive, critics. Kate Scott, the manuscript editor,
and Kelly Nusser, the project editor, contributed to the book with uncompro-
mising care and precision. And Rosanne Fox showed that the practice of
proofreading is indeed an art and that she is a wonderfully accomplished
artist. All five made our work harder, so that readers of this book would have
an easier time. Three others at Norton also deserve mention: Claire Acher, for
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outstanding editorial assistance, and Roy Tedoff and Jane Carter for coordi-
nating the production of the book.

Three other people have worked closely with Joe Stiglitz on the two
American Editions, and many of their contributions carry over to the
Canadian Edition: Timothy Taylor on the First Edition and Felicity Skidmore
and John Williams on the Second. All gave their energy and creativity to the
enterprise, applying their deep understanding of economics with a commit-
ment to the notion that it is important for modern economic ideas to be com-
municated widely. The book is immeasurably better as a result.

Necessary and valuable adjuncts to the book are the Study Guide for stu-
dents and the Instructor’s Manual and test bank for teachers. The Study Guide
was very capably revised for the Second Canadian Edition by Alan Harrison of
McMaster University. It was based on the U.S. Edition prepared by Lawrence
Martin of Michigan State University. I took on the Instructor’s Manual with the
careful and helpful assistance of Travis Armour. Alan Harrison also prepared
the test bank, and Stephen R. King and Rick M. McConnell are responsible for
the unusual and effective computer tutorials.

Finally, though I tried to complete this task with minimal disruption to my
family, I am sure that is not the way it seemed to them. At least they know that
if it were not this, it would have been something else. In any case, they showed
characteristic patience with my preoccupations. My only defence is to suggest
that a good understanding of the principles of economics by whomever
should study it at colleges and universities in Canada can only help to serve
the interests of my sons’ generation.

I especially dedicate this book to Andrew, who has struggled with a disease
that few can understand. The plight of those like him should remind us that
the study of economics serves a broader social purpose than just the self-
interest of market participants.

OUTLINE FOR A SHORT COURSE
IN MICROECONOMICS

This book is suitable for short courses offered under a semester system or
other abbreviated schedules. Below we offer a provisional outline for such a
short course, omitting several chapters. Naturally, to a large extent which top-
ics get omitted is a matter of taste. The following is our selection for a short
course using fifteen chapters.
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1 The Automobile and Economics

2 Thinking Like an Economist

3 Trade

4 Demand, Supply, and Price

5 Using Demand and Supply

6 The Consumption Decision

7 Labour Supply

8 Saving and Investing

9 The Firm’s Costs
10 Production in @ Competitive Industry
12 Monopolies and Imperfect Competition
14 Government Policies towards Competition
16 Imperfect Information
18 Government and Public Decision Making
20 Taxation, Redistribution, and Social Insurance

OUTLINE FOR A ONE-SEMESTER
FuLL COURSE

This book may be used with its companion volume, Principles of Macro-
economics and the Canadian Economy (Second Edition), in either a one- or
two-semester course covering both microeconomics and macroeconomics.
Below is our suggested outline for a one-semester course, including chapters
from both books. Chapters from the macroeconomics volume are indicated
with asterisks. The outline includes most of the fundamentals, but of necessity
it must leave out some of the exciting new topics. Naturally, which topics get
omitted is a matter of taste. The following is our selection for a short course
using twenty chapters.
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Thinking Like an Economist

Trade

Demand, Supply, and Price

Using Demand and Supply

The Consumption Decision

Saving and Investing

The Firm'’s Costs

Production in @ Competitive Industry
Monopolies and Imperfect Competition
Imperfect Information

Government and Public Sector Decision Making
Macroeconomic Goals and Measures

The Full-Employment Model

Overview of Unemployment Macroeconomics
Aggregate Demand

Money, Banking, and Credit

Monetary Theory

Inflation: Wage and Price Dynamics
Intergenerational Transfers: Deficits and Public Pensions
Trade Policy




hese days economics is big news. If we pick up a newspaper or turn on the
television for the prime-time news report, we are likely to be bombarded with
statistics on unemployment rates, inflation rates, exports, and imports. How
well are we doing in competition with other countries, such as Japan?
Everyone seems to want to know. Political fortunes as well as the fortunes of
countries, firms, and individuals depend on how well the economy does.

What is economics all about? That is the subject of Part One. Chapter 1 uses
the story of the automobile industry to illustrate many of the fundamental issues with
which economics is concerned. The chapter describes the four basic questions at the
heart of economics and how economists attempt to answer these questions.

Chapter 2 introduces the economists’ basic model and explains why notions of
property rights, profits, prices, and cost play such a central role in economists’ thinking.

A fact of life in the modern world is that individuals and countries are
interdependent. Even a wealthy country like Canada is dependent on foreign countries
for vital imports. Chapter 3 discusses the gains that result from trade—why trade, for
instance, allows greater specialization and why greater specialization results in
increased productivity. It also explains the patterns of trade—why each country imports
and exports the particular goods it does.

Prices play a central role in enabling economies to function. Chapters 4 and 5 take
up the question of what determines prices. What causes prices to change over time?
Why is water, without which we cannot live, normally so inexpensive, while diamonds,
which we surely can do without, are very expensive? What happens to the prices of
beer and cigarettes if the government imposes a tax on these goods? What happens if
the government restricts the quantities that can be produced and sold, as in the case
of some agricultural products? Sometimes the government passes laws requiring firms to
pay wages of at least so much or forbidding landlords to charge rents that exceed a
certain level; what are the consequences of these government interventions?



CONTENTS IN BRIEF

PART ONEIINTRODUCTION

1 | THE AUTOMOBILE AND ECONOMICS -« 1
2 | THINKING LIKE AN ECONOMIST = 22

3 | TRADE « 43

4 | DEMAND, SUPPLY, AND PRICE * 59

5 | USING DEMAND AND SUPPLY « 79

PART TWO |PERFECT MARKETS

6 | THE CONSUMPTION DECISION « 105

7 | LABOUR SUPPLY * 132

8 | SAVING AND INVESTING 155

9 | THE FIRM’S COSTS « 184

10 | PRODUCTION IN A COMPETITIVE INDUSTRY - 214
11 | COMPETITIVE EQUILIBRIUM 239

PART THREE |[IMPERFECT MARKETS

12 | MONOPOLIES AND IMPERFECT COMPETITION « 259

13 | OLIGOPOLIES - 284

14 | GOVERNMENT POLICIES TOWARDS COMPETITION « 303

15 | TECHNOLOGICAL CHANGE « 323

16 | IMPERFECT INFORMATION ¢ 341

17 | FINANCING, CONTROLLING, AND MANAGING THE FIRM * 362

PART FOUR|THE PUBLIC SECTOR
18 | GOVERNMENT AND PUBLIC DECISION MAKING « 387

19 | EXTERNALITIES AND THE ENVIRONMENT « 411
20 | TAXATION, REDISTRIBUTION, AND SOCIAL INSURANCE * 425

GLOSSARY - A 1




CONTENTS

PREFACE

PART ONE

INTRODUCTION

CHAPTER THE AUTOMOBILE AND
ECONOMICS -1

THE AUTOMOBILE: A BRIEF HISTORY * 2  CRISIS IN THE NORTH AMERICAN AUTOMOBILE
INDUSTRY ® 3 PROTECTION FROM FOREIGN COMPETITION ® 4 PoLICY PERSPECTIVE: NAFTA

AND THE AUTOMOBILE INDUSTRY ® 5 CANADA'S PLACE IN THE AUTOMOBILE INDUSTRY ® 6

WHAT IS ECONOMICS? ® 7  MARKETS AND GOVERNMENT IN THE MIXED ECONOMY ¢ 10
MARKETS ® 10 THE ROLE OF GOVERNMENT ® 10  CLOSE-UP: A FAILED ALTERNATIVE TO THE MIXED
Economy ® 11 THE THREE MAJOR MARKETS ® 12  TwO CAVEATS © 13 MICROECONOMICS
AND MACROECONOMICS: THE TWO BRANCHES OF ECONOMICS © 13  THE SCIENCE OF
ECONOMICS ® 14 DISCOVERING AND INTERPRETING RELATIONSHIPS ® 14 CAUSATION VERSUS
CORRELATION ® 15  EXPERIMENTS IN ECONOMICS ® 16 WHY ECONOMISTS DISAGREE ® 16
CLOSE-UP: ECONOMISTS AGREE! ® 17  DISAGREEMENTS WITHIN POSITIVE ECONOMICS @ 18
DISAGREEMENTS WITHIN NORMATIVE ECONOMICS ® 18 CONSENSUS ON THE IMPORTANCE OF
SCARCITY @ 19 REVIEW AND PRACTICE ¢ 19

CHAPTER THINKING LIKE AN
ECONOMIST

THE BASIC COMPETITIVE MODEL ® 23  RATIONAL CONSUMERS AND PROFIT-MAXIMIZING
FIRMS @ 23 COMPETITIVE MARKETS @ 23  PRICES, PROPERTY RIGHTS, AND PROFITS: INCENTIVES




X* CONTENTS

AND INFORMATION ® 24  [NCENTIVES VERSUS EQUALITY ® 95  WHEN PROPERTY RIGHTS

FAIL ® 26 CONSENSUS ON INCENTIVES ® 27 RATIONING ® 27 OPPORTUNITY SETS ¢ 28
POLICY PERSPECTIVE: ASSIGNING FREQUENCIES—AUCTION OR BUREAUCRATIC DISCRETION? ® 29

BUDGET AND TIME CONSTRAINTS ® 30  THE PRODUCTION POSSIBILITIES CURVE © 31 COST e 34
OPPORTUNITY COSTS ® 34  CLOSE-UP: OPPORTUNITY COSTS AND SMOKING ® 35 SUNK COSTS ¢ 36
MARGINAL COSTS ® 36 REVIEW AND PRACTICE ® 37 APPENDIX: READING GRAPHS © 39

CHAPTER TRADE .43

THE BENEFITS OF ECONOMIC INTERDEPENDENCE © 44 THE GAINS FROM TRADE ® 44 TRADE
BETWEEN COUNTRIES © 45 MULTILATERAL TRADE @ 48 COMPARATIVE ADVANTAGE ® 49
USING ECONOMICS: COMPARATIVE ADVANTAGE AND THE GAINS FROM TRADE ® 51 CLOSE-UP: THE
COMPARATIVE ADVANTAGE OF CANADA ® 53  THE PERCEIVED COSTS OF INTERNATIONAL
INTERDEPENDENCE ® 54 PoLicy PERSPECTIVE: THE PROVINCES PROTECT BEER ® 55 CONSENSUS
ON BENEFITS OF TRADE ® 56 REVIEW AND PRACTICE ® 56

CHAPTER DEMAND, SUPPLY, AND
PRICE «59

THE ROLE OF PRICES ® 60 DEMAND ® 61 THE INDIVIDUAL DEMAND CURVE ® 61 THE
MARKET DEMAND CURVE ® 62  SHIFTS IN DEMAND CURVES ® 63  SOURCES OF SHIFTS IN
DEMAND CURVES ® 64 CLOSE-UP: GASOLINE PRICES AND THE DEMAND FOR SMALL CARS ® 65
SHIFTS IN A DEMAND CURVE VERSUS MOVEMENTS ALONG A DEMAND CURVE ® 66 SUPPLY 67
MARKET SUPPLY ® 68 SHIFTS IN SUPPLY CURVES ® 70 SOURCES OF SHIFTS IN SUPPLY

CURVES ® 70  UsING ECONOMICS: THE DROUGHT OF 1988 AS A SUPPLY SHOCK ® 71  SHIFTS

IN A SUPPLY CURVE VERSUS MOVEMENTS ALONG A SUPPLY CURVE ® 72 LAW OF SUPPLY AND
DEMAND © 72 CLOSE-UP: THE STRUCTURE OF ECONOMIC MODELS ® 74  USING DEMAND AND
SuppLY CURVES ® 74 CONSENSUS ON THE DETERMINATION OF PRICES ® 75 PRICE, VALUE,
AND COST © 75 REVIEW AND PRACTICE © 77

CHAPTER USING DEMAND AND SUPPLY 79

SENSITIVITY TO PRICE CHANGES: THE PRICE ELASTICITY OF DEMAND ® 80 PRICE ELASTICITY AND
REVENUES ® 81 CALCULATING PRICE ELASTICITIES ® 83 THE DETERMINANTS OF THE ELASTICITY
OF DEMAND ® 84 THE PRICE ELASTICITY OF SUPPLY ® 86 USING ECONOMICS: CALCULATING
RESPONSES TO OIL PRICE CHANGES ® 88  IDENTIFYING PRICE AND QUANTITY ADJUSTMENTS ® 89



