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Chapter 10 
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Chapter 14 Firms in Competitive Markets 

Chapter 15 Monopoly 
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PREFACE 

xvi ii 

As soon as we got our hands on the first U.S. edition of Principles of Micro
economics, it was clear to us that "this one is different." If other first-year 
economics textbooks are en cyclopedias, Gregory Mankiw's was, and still is, 
a handbook. 

Between us, we have many years of experience teaching first-year economics. 
Like many instructors, we found it harder and harder to teach with each new edi
tion of the thick, standard textbooks. It was simply impossible to cover all of the 
material. Of course, we could have skipped sections, features, or whole chapters, 
but then, apart from the sheer hassle of telling students which bits to read and not 
to read, and worries about the consistencies and completeness of the remaining 
material, we ran the risk of leaving students with the philosophy that what 
matters is only what's on the exam. 

We do not believe that the writers of these other books set out with the intention 
of cramming so much material into them. It is a difficult task to put together the 
perfect textbook-one that all instructors would approve of and that all students 
would enjoy using. Therefore, to please all potential users, most of the books end 
up covering a wide range of topics. And so the books grow and grow. 

Professor Mankiw made a fresh start in the first U.S. edition. He included 
all the important topics and presented them in order of importance. And in the 
eighth U.S. edition, he has resisted the temptation to add more and more mate
rial. We have, in adapting the text for Canadian students, taken a minimalist 
approach: "If it isn't broken, don't fix it!" While the book is easily recognizable 
as Mankiw's, we have made changes that increase its relevance to Canadian 
students. Some of these changes reflect important differences between the 
Canadian and U.S. economies. For example, the Canadian economy is much 
smaller and more open than the U.S. economy, and this fact is explicitly recog
nized in this edition. Other changes reflect important institutional differences 
between the two countries, including the structure of the tax system and the 
nature of competition policy. Finally, the Canadian edition focuses on issues 
and includes examples that are more familiar and relevant to a Canadian 
audience. 

We would not have agreed to participate in the Canadian edition if we were 
not extremely impressed with the U.S. edition. Professor Mankiw has done an 
outstanding job of identifying the key concepts and principles that every first
year student should learn. 

It was truly a pleasure to work with such a well-thought-out and well-written 
book. We have enjoyed teaching from the earlier Canadian editions and we look 
forward to using the eighth Canadian edition. We hope you do, too. 

How the Book Is Organized 
To write a brief and student-friendly book, Mankiw considered new ways to orga
nize familiar material. What follows is a whirlwind tour of this text. The tour, we 
hope, will give you a sense of how the pieces fit together. 
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Introductory Material 
Chapter 1, "Ten Principles of Economics," introduces students to the economist's 
view of the world. It previews some of the big ideas that recur throughout eco
nomics, such as opportunity costs, marginal decision making, the role of incen
tives, the gains from trade, and the efficiency of market allocations. Throughout 
the text an effort is made to relate the discussion back to the ten principles of eco
nomics introduced in Chapter 1. The interconnections of the material with the ten 
principles are clearly identified throughout the text. 

Chapter 2, "Thinking Like an Economist," examines how economists approach 
their field of study, discussing the role of assumptions in developing a theory 
and introducing the concepts of an economic model. It also discusses the role of 
economists in making policy. The appendix to this chapter offers a brief refresher 
course on how graphs are used and how they can be abused. 

Chapter 3, "Interdependence and the Gains from Trade," presents the theory 
of comparative advantage. This theory explains why individuals trade with their 
neighbours, as well as why nations trade with other nations. Much of economics 
is about how market forces coordinate many individual production and consump
tion decisions. As a starting point for this analysis, students see in this chapter 
why specialization, interdependence, and trade can benefit everyone. 

The Fundamental Tools of Supply and Demand 
The next three chapters introduce the basic tools of supply and demand. Chapter 4, 
"The Market Forces of Supply and Demand," develops the supply curve, the 
demand curve, and the notion of market equilibrium. Chapter 5, "Elasticity 
and Its Application," introduces the concept of elasticity and uses it to analyze 
events in three different markets. Chapter 6, "Supply, Demand, and Government 
Policies," uses these tools to examine price controls, such as rent-control and 
minimum-wage laws, and tax incidence. 

Chapter 7, "Consumers, Producers, and the Efficiency of Markets," extends the 
analysis of supply and demand using the concepts of consumer surplus and pro
ducer surplus. It begins by developing the link between consumers' willingness 
to pay and the demand curve, and the link between producers' costs of produc
tion and the supply curve. It then shows that the market equilibrium maximizes 
the sum of the producer and consumer surplus. Thus, students learn early about 
the efficiency of market allocations. 

The next two chapters apply the concepts of producer and consumer surplus to 
questions of policy. Chapter 8, "Application: The Costs of Taxation," shows why 
taxation results in deadweight losses and what determines the size of those losses. 
Chapter 9, "Application: International Trade," considers who wins and who loses 
from international trade and presents the debate over protectionist trade policies. 

More Microeconomics 
Having examined why market allocations are often desirable, the book then 
considers how the government can sometimes improve on them. Chapter 10, 
"Externalities," explains how external effects such as pollution can render market 
outcomes inefficient and discusses the possible public and private solutions to 
those inefficiencies. Chapter 11, "Public Goods and Common Resources," con
siders the problems that arise when goods, such as national defence, have no 
market price. Chapter 12, "The Design of the Tax System," describes how the gov
ernment raises the revenue necessary to pay for public goods. It presents some 
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xx PREFACE 

institutional background about the Canadian tax system and then discusses how 
the goals of efficiency and equity come into play when designing a tax system. 

The next five chapters examine firm behaviour and industrial organization. 
Chapter 13, "The Costs of Production," discusses what to include in a firm's costs 
and introduces cost curves. Chapter 14, "Firms in Competitive Markets," ana
lyzes the behaviour of price-taking firms and derives the market supply curve. 
Chapter 15, "Monopoly," discusses the behaviour of a firm that is the sole seller 
in its market, the inefficiency of monopoly pricing, the possible policy responses, 
and the attempts by monopolies to price-discriminate. Chapter 16, "Monopo
listic Competition," looks at behaviour in a market in which many sellers offer 
similar but differentiated products. It also discusses the debate over the effects 
of advertising. Chapter 17, "Oligopoly," covers markets in which there are only 
a few sellers, using the prisoners' dilemma as the model for examining strategic 
interaction. 

The next three chapters present issues related to labour markets. Chapter 18, 
"The Markets for the Factors of Production," emphasizes the link between factor 
prices and marginal productivity. Chapter 19, "Earnings and Discrimination," 
discusses the determinants of equilibrium wages, including compensating differ
entials, human capital, and discrimination. Chapter 20, "Income Inequality and 
Poverty," examines the degree of inequality in Canadian society, alternative views 
about the government's role in changing the distribution of income, and various 
policies aimed at helping society's poorest members. 

The final two chapters present optional material. Chapter 21, "The Theory 
of Consumer Choice," analyzes individual d ecision making using budget con
straints and indifference curves. Chapter 22, "Frontiers of Microeconomics," 
introduces the topics of asymmetric information, political economy, and behav
ioural economics. Some instructors may skip all or some of this material. Instruc
tors who do cover these topics may choose to assign these chapters earlier than 
they are presented in this text, and they have been written to give that flexibility. 
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I 
Case Studies Economic theory is useful and 
interesting only if it can be applied to under
standing actual events and policies. Updated or 
replaced w ith more current Canadian examples, 
the numerous case studies apply the theory that 
has just been developed. 
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The purpose of this textbook 

is to help students learn 

the fundamental lessons 

of economics and to show 

how such lessons can be 

applied to the world in which 

they live. Toward that end, 

various learning tools recur 

throughout the book. 

Chapter Openers Well-designed chapter 
openers act as previews that summarize the 
major concepts to be learned in each chapter. 

Rent Control 

"Local ordinances that limit ren t increases for some 
rental housing units have had a positive impact over the 
past three decades on the amount and quality of broadly 
affordable rental housing in cities that have used them.• 

What do economists say? 

4% uncertain -----'~.--- 1% agree 

95% disagree 

Source: IGM Economic Experts Panel, February 7, 2012. 
Figure C 2018 Cengage Learning. 

New "Ask the Experts" Boxes Feature Opinions 
from the World's Most Prominent Economists. This 
timely learning feature highlights the IGM Economics 
Experts Panel, a longitudinal survey of several dozens of the 
world's most prominent economists. Every few weeks these 
experts review a proposition and respond whether they 
agree with it, disagree with it, or are uncertain. The insights 
from this feature demonstrate to your students situations 
when economists are united, when they are divided, and 
when they simply don't know what to think. 
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Figures and Tables Colourful and eye-
ca tching visuals are used to make important 
economic points and to clarify Canadian 
and other key economic concepts. They have 
also proved to be valuable and memorable 
teaching aids. 
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"In the News" Features One benefit that students 
gain from studying economics is a new perspective and 
greater understanding about news from Canada and 
around the world. To highlight this benefit, excerpts 
from many Canadian news articles, including opinion 
columns written by prominent economists, show how 
basic economic theory can be applied. 

The Legacy of Adam Smith and David Ricardo 
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FIGURE 2A.5 
Calculating the Slope of 
a Line 
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"FYI" Features These features provide 
additional material "for your information." 
Some of them offer a glimpse into the history 
of economic thought. Others clarify technical 
issues. Still others discuss supplementary 
topics that instructors might choose either to 
discuss or to skip in their lectures. 
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nefit of a cleaner environment and the improved health that comes with it, they 
ve the cost o f reducing the incomes of the regulated firms' owners, workers, 
d customers. 
Another tradeoff society faces is between efficiency and equity. Efficiency 
?ans that society is getting the maximum benefits from its scarce resources. 
1uity means that the benefits of those resources are distributed fairly among 
: iety's members. ln other words, efficiency refers to the size of the economic 
?, and equ ity refers to how the pie is divided into ind ividual slices. 
When government policies are designed, these two goals often conflict. Con
ler, for instance, policies aimed at achieving a more equal distribution of 
Jnomic well-being. Some of these policies, such as the welfare system or 
ip loyment Insurance, try to help those members of society who are most in 
ed. Others, such as the individual income tax, ask the financially successful to 
ntribute more than others to support the government. Though they achieve 
~ater equality, these policies may reduce efficiency. When the government 
Jis tributes income from the rich to the poor, it reduces the reward for working 

efficiency 
the poperty of SOCiety 
getting the roost it can fr001 
its scace reso..xces 

equity 
thei:ropertyofdiStntumg 
economc prospelity fairty 
amcrig the membern of 
SOdety 

II Describe an Important tradooff you recently faced. • Give an example of some 
action that has both a monetary and nonmonetary opportunity cost. • Describe 
an incentive your parents and/or guardians offered to you in an effort to inffu
ence your behaviour. 

Quick Quizzes After each major sec
tion, students are offered a quick quiz 
to check their comprehension of what 
they have just learned. If students 
cannot readily answer these quizzes, 
they should stop and reread the material 
before continuing. 

Key Concept Definitions When key concepts are 
introduced in the chapter, they are presented in bold 
typeface. In addition, their definitions are placed in the 
margin and in the Glossary at the back of the book. This 
treatment helps students learn and review the material. 

Chapter Summaries Each chapter ends with a brief 
summary that reminds students of the most important 
lessons that they have just learned. Later in their study, 
it offers an efficient way to review for exams. 
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List of Key Concepts A list of key concepts at the end 
of each chapter offers students a way to test their under
standing of the new terms that have been introduced. Page 
references are included so that students can review terms 
they do not understand in the original context. 

Questions for Review At the end of each chapter are 
questions for review that cover the chapter's primary les
sons. Students can use these questions to check their com
prehension and to prepare for exams. 

Quick Check Multiple Choice These end-of-chapter 
questions provide a quick check of the student's under
standing of the material in a multiple-choice format. 

Problems and Applications Each chapter also contains 
a variety of problems and applications that ask students to 
apply the material they have learned. Some instructors may 
use these questions for homework assignments. Others may 
use them as a starting point for classroom discussion . 
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New in This Eighth Canadian Edition 
The eighth Canadian edition of Principles of Microeconomics has been carefully 
revised to ensure its contents are current and its examples reflect the inter
ests and concerns of the student market. In a previous edition, responding to 
reviewers who requested additional but unobtrusive mathematics support, 
we supplemented four chapters with new appendices: "The Mathematics of 
Market Equilibrium" (Chapter 4), "The Mathematics of Market Equilibrium 
with Taxes" (Chapter 6), "The Mathematics of Consumer and Producer Sur
p lus" (Chapter 7), and "The Mathematics of Deadweight Loss" (Chapter 8). 
This is continued in the eighth Canadian edition, relying more on a numerical 
approach, carrying the same demand and supply curves throughout the appen
dices. We have also included technical questions in all end-of-appendix assign
ments and assured their difficulty level. Examples, key figures, and graphs 
have been updated throughout the text. Most photos have been replaced and 
many new photos are added throughout the new edition. The all-new "Ask the 
Experts" boxes feature opinions from the world's most prominent economists. 
The insights from this feature demonstrate to your students situations when 
economists are united, when they are divided, and when they simply don' t 
know what to think. 

Here is a chapter-by-chapter list of significant changes: 

Chapter 1 A new case study on crosswalk countdown signals to illustrate prin
ciple number 4: people respond to incentives. 

Chapter 2 A new Graphing Functions section in the appendix. 

Chapter 4 A new In the News feature on Tesla and the Canadian town of Cobalt, 
Ontario. A new case study on marijuana legalization and black markets. 

Chapter 6 An updated discussion on the minimum wage, including a new In the 
News feature. 

Chapter 7 An expanded discussion of the nature of equilibrium in competitive 
markets, focusing on the coordinating role of markets. A new case study on Uber 
and consumer surplus and a related In the News feature on the way Taylor Swift 
sells online concert tickets. 

Chapter 8 Major chan ges emphasizing the relationship between OWL and the 
behavioural shrinkage in the tax base. New discussion of the marginal cost of 
public funds, including a case study based on Canadian taxes. More emphasis on 
the tradeoffs governments make in determining how "big" government should be. 

Chapter 9 Inclusion of a general discussion of globalization with a new In the 
News feature. An enhanced discussion of the "winners" and "losers" from trade, 
and a brief discussion of the politics of free trade. 

Chapter 10 A new case study on climate policy in Canada. A new In the News 
feature on some externalities associated with marijuana. 
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Chapter 11 A new section expanding on the difference between public and pri
vate goods. A new case study on the elimination of the tolls on Vancouver's Port 
Mann Bridge. 

Chapter 12 Tables and figures updated throughout this chapter. Expanded dis
cussion on the incidence of corporate taxes in Canada. 

Chapter 13 A new In the News feature discussing the implications of artificial 
intelligence (AI) on the future of work. 

Chapter 17 A new In the News feature on the "athlete's dilemma," applying 
game theory to doping in sports. 

Chapter 18 Updated case study on productivity and wages in Canada. 

Chapter 19 Updated case study on the education wage gap. Updated case study 
on the gender wage gap. 

Chapter 20 Expanded discussion of measuring poverty in Canada. 

Instructor Resources 

PREFACE xxv 

The Nel•on Edu<ation Tmh;ng Advantage (NETA) progrnm dehvecs 'e'"'a"h- (~ij n era 
based instructor resources that promote student engagement and higher-order 
thinking to enable the success of Canadian students and educators. Visit Nelson • engagement 1assessment 1 success 

Education's Inspired Instruction website at nelson.corn / inspired / to find out NELSONEoucAnoNTEACHINGAovANTAGE 

more about NETA. 
The following instructor resources have been created for Mankiw, Principles of 

Microeconomics, Eighth Canadian Edition. Access these ultimate tools for custom
izing lectures and presentations at nelson.corn/instructor. 

NETA Test Bank 
This resource was written by Angela Trimarchi, Wilfrid Laurier University. It 
includes over 2800 multiple choice questions written according to NETA guide
lines for effective construction and development of higher-order questions. The 
technical check was performed by Ross Meacher. Also included are approximately 
340 true /false and 170 short-answer questions, as well as 120 problems. 

The NETA Test Bank is available in a new, cloud-based platform. Nelson 
Testing Powered by Cognero® is a secure online testing system that allows 
instructors to author, edit, and manage test bank content from anywhere Internet 
access is available. No special installations or downloads are needed, and the 
desktop-inspired interface, with its drop-down menus and familiar, intui
tive tools, allows instructors to create and manage tests with ease. Multiple test 
versions can be created in an instant, and content can be imported or exported 
into other systems. Tests can be delivered from a learning management system, 
the classroom, or wherever an instructor chooses. Nelson Testing Powered by 
Cognero for Mankiw, Principles of Microeconomics, Eighth Canadian Edition, can 
be accessed through nelson.corn/ instructor. 
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MINDTAP 

NETA PowerPoint 
Microsoft®PowerPoint® lecture slides for every chapter have been created by 
Marc Prud'Homme, University of Ottawa. There is an average of 35-45 slides 
per chapter, many featuring key figures, tables, and photographs from Mankiw, 
Principles of Microeconomics, Eighth Canadian Edition. These slides also include 
instructor notes of suggested classroom activities and links to videos and news 
articles for classroom discussion. NETA principles of clear design and engaging 
content have been incorporated throughout, making it simple for instructors to 
customize the deck for their courses. 

Image Library 
This resource consists of digital copies of figures, short tables, and photographs 
used in the book. Instructors may use these jpegs to customize the NETA Power
Point or create their own PowerPoint presentations. 

Polling Questions 
Another valuable resource for instructors are polling questions created specifically 
for Principles of Microeconomics, Eighth Canadian Edition, by Lavinia Moldovan, 
Mount Royal Unviersity. Using your favourite polling solution, access a bank of 
questions created in PowerPoint for use with the eighth Canadian edition. 

NETA Instructor's Manual 
The Instructor's Manual to accompany Mankiw, Principles of Microeconomics, 
Eighth Canadian Edition, has been prepared by Phil Ghayad and Michel Mayer at 
Dawson College. This manual contains sample lesson plans, learning objectives, 
suggested classroom activities, and a resource integration guide to give instruc
tors the support they need to engage their students within the classroom. 

Instructor's Solutions Manual 
This manual, prepared by the text authors, Ronald D. Kneebone and Kenneth J. 
McKenzie at the University of Calgary, has been independently checked for accuracy 
by Racquel Lindsay, University of Toronto. It contains complete solutions to the text's 
Quick Quizzes, Questions for Review, Quick Check Multiple Choice questions, and 
Problems. 

Aplia + MindTap 
MindTap is the digital platform that propels students from memorization to mas
tery, helping to challenge them, build their confidence, and empower them to be 
unstoppable. Aplia TM is an application in the Mind Tap platform that has proven 
to significantly improve outcomes and elevate thinking by increasing student 
effort and engagement. Aplia makes it easy to assign frequent online homework 
assignments and assessments, ensuring students master important concepts. 
Developed by teachers, Aplia assignments connect concepts to the real world and 
focus on the unique course challenges faced by students. The MindTap content for 
Principles of Microeconomics, Eighth Canadian Edition, was updated and revised 
by Anupam Das, Mount Royal University. The Aplia problems for Principles of 
Microeconomics, Eighth Canadian Edition, were updated and revised by Marian 
Miles, University of Calgary. 

The challenging and interactive activities within Aplia guide students 
through assignments, moving them from basic knowledge and understanding 
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to application and practice. Look for the Aplia logo in the MindTap app dock to 
explore all that Aplia has to offer. With Aplia, instructors can do the following: 

• easily set their course with pre-built, flexible homework assignments; 
• author questions (single choice, multiple choice, true/false, essay and numeric 

entry); 
• create custom assignments and populate them with self-authored-and Aplia

authored-questions; and 
• inspire students to learn from their mistakes and reward them for effort with 

the Grade It Now feature that enables three attempts at different versions of a 
question. 

Student Ancillaries 
Study Guide 
Revised by Peter Fortuna, Algonquin College, and Troy Joseph, Carleton Uni
versity, this Study Guide was prepared to enhance student success. Each chapter 
includes learning objectives, a description of the chapter's context and purpose, a 
chapter review, key terms and definitions, advanced critical thinking questions, 
and helpful hints for understanding difficult concepts. Students can develop their 
understanding by doing practical problems and short-answer questions and then 
assess theory mastery of the key concepts with the self-test, which includes true/ 
false and multiple choice questions prepared and edited under the NETA pro
gram for effective question construction. Solutions to all problems are included in 
the study guide (ISBN: 978-0-17-688809-1). 

Aplia + MindTap 
Stay organized and efficient with MindTap-a single destination with all your 
course materials and study tools you need to succeed. Leverage the latest learning 
technology to stay on track with your learning. For this generation of digital 
natives, guidance is key to student confidence and engagement. MindTap makes 
learning a more constant part of your life, motivating you to take a more active 
role in learning and course preparedness. 

• Personalized content in an easy-to-use interface helps you achieve better 
grades. 

• The new MindTap Mobile App allows for learning anytime, anywhere with 
flashcards, quizzes and notifications. 

• The MindTap Reader lets you highlight and take notes online, right within the 
pages, and easily reference them later. 

• ReadSpeaker will read the text to you. 

Aplia guides you through assignments, moving from basic knowledge and 
understanding to application and practice. These challenging and interactive 
activities are designed to reinforce important concepts. With Aplia, you can do the 
following: 

• learn from mistakes and reinforce your learning with Grade It Now, which 
provides three attempts at a question; 

• get immediate step-by-step feedback; and 
• gain understanding through real-world application of concepts. 
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