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Professor Plotnick

Major Topics of the Course, Fall 2007

1.
Opportunity cost, rationality, incentives -- key ideas in economics

2.
Supply and Demand

a.
meaning of a market demand and supply curve 

b.
equilibrium P and Q


c.
prices as rationing or allocating devices


d.
effects of changes in demand and/or supply


e.
consumer and producer surplus

f.
policy effects on supply, demand and market outcomes; taxes, subsidies, price controls, other policy applications 


g.
elasticity



1.
concepts and formulas



2.
applications

3.
Consumer Theory

a.
utility maximization



1.
indifference curves, MRS 



2.
budget line/constraint – prices and income



3.
logic of the equilibrium choice


b.
income and substitution effects of a price change

c.
policy applications: effects of cash, vouchers, tax deduction/price subsidy, etc. on individual choice

4.
Production, Costs, and Competitive Markets

a.
basic cost concepts


b. 
short run production and cost 



1.
production function, law of diminishing returns



2.
short run cost curves – MC, ATC, AVC


c.
competitive equilibrium in the short run



1.
the MR = MC rule for profit maximization



2.
horizontal demand curve for competitive firm means MR = P, 



so profit maximizing Q is where P = MC



3.
MC curve is the firm’s supply curve above shutdown point



4.
short run profit or loss

5. connection and consistency between market equilibrium and firm equilibrium



6.
applications

After the mid-term:


d.
long run competitive adjustment process and equilibrium



1.
assumptions of perfect competition 

2.
entry/exit process, the zero profit condition of long run 
equilibrium



3.
P = MC = ATC = min LATC in the long run



4.
meaning of the long run equilibrium and the role of profit



5.
long run supply curve - constant, increasing or decreasing 




cost industries



6.
how technological change leads to long run adjustments

6. interpreting industry change using the model of long run 
competitive adjustment

7. policy applications even when competitive assumptions are violated

8. 
efficiency loss created by public policies that create a divergence between marginal costs (or marginal benefits) as 
perceived by market participants and the real MC or MB

5.
Monopoly/market power

a.
concept of marginal revenue when demand curve slopes down


b.
MR = MC condition to find the profit maximizing output, then



set price using demand curve


c.
effects of market power



1.
profits, technical inefficiency



2. 
deadweight loss since MC < P = marginal benefits



3.
dynamic vs. static efficiency and quest for monopoly profits

e.
price discrimination, including peak load pricing, and applications to 
public policy and non profit organizations


f.
regulating natural monopolies

6.
Labor supply

a. leisure – income choice to maximize utility


b. income and substitution effects of a wage change


c. applications to public policies and programs that can effect labor supply

7.
Market failures and public policy

a.
efficiency (Pareto optimality) in a perfectly competitive economy

b. market failure as rationale for government intervention 

c. policy instruments for correcting market failures


d.
monopoly – see 5.f


e.
public goods - non-excludable, non-rivalrous



1.
free rider problem and need for collective action


2.
market failures when a good is non-excludable but rival 
(common property resources), or non-rivalrous but excludable


f.
externalities

1.
causes; negative effects on efficiency because social costs versus differ from private costs



2.
policy approaches to alter incentives

g. asymmetric information – adverse selection and moral hazard

1.       possible private and public responses


h.
equity 



1.
concepts of equity



2.
equity versus efficiency
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