TOPICS FOR THIRD EXAM

PRICE SEARCHERS’ PRICING

CONTINUE TO EXPAND OUTPUT IF THE BENEFIT (MARGINAL REVENUE) EXCEEDS THE COST (MARGINAL COST).

MARGINAL REVENUE IS BELOW PRICE BECAUSE MORE CAN BE SOLD ONLY BY LOWERING PRICE ON UNITS THAT OTHERWISE COULD HAVE BEEN SOLD AT A HIGHER PRICE.

PRICE SEARCHERS SET OUTPUT LEVELS THAT ARE INEFFICIENT SINCE THE MARGINAL VALUE EXCEEDS THE MARGINAL COST.
COMPLEX PRICING - EXPAND AND COLLECT THE SURPLUS
PRICE DISCRIMINATION 
QUANTITY DISCRIMINATION 
BUNDLING - SELLING DIFFERENT GOODS TOGETHER (FULL MEAL DEALS).  USEFUL IF BUYERS HAVE DIFFERENT RELATIVE VALUES OF THE GOODS.
COMPETITION, COOPERATION AND COLLUSION

PRISONERS’ DILEMMA AND INCENTIVES TO COLLUDE

SHERMAN ACT

BASIC THEORY OF WAGE DETERMINATION


PRODUCTION IMPLICATIONS 


INCREASING THEN DECREASING RETURNS

DEMAND=VALUE OF THE (DECLINING) MARGINAL PRODUCT


        PARAMETERS  TECHNOLOGY, PRICE OF OTHER INPUTS, 

         PRICE OF OUTPUT


SUPPLY - DIRECTLY FROM DEMAND FOR LEISURE

        AN INCREASE IN THE WAGE CAUSES BOTH A SUBSTITUTION 

         AND AN INCOME EFFECT - SUPPLY CAN BACKWARD BEND

FACTORS EXPLAINING VARIANCE IN WAGES

ABILITY

EDUCATION  (USED AS A PROXY FOR ABILITY AND EFFORT)




(WAGES THAT RISE ABOVE EQUILIBRIUM WILL 


      
PROBABLY SWING BELOW - CYCLES; WHY DON’T

       SPECULATORS SOLVE?)
EFFORT

EXPERIENCE

LUCK



UNIONS
(DO THEY INCREASE WORKERS WAGES?)

(WHY DO WE EXPECT MORE DISCRIMINATION IN A UNION?)
(WHY DO UNIONS SUPPORT MINIMUM WAGES AND TARIFFS)
DISCRIMINATION  (STATISTICAL VERSUS BIGOTRY; BIGOTRY 

PROVIDES A PROFIT OPPORTUNITY.  COMPETITION WILL REDUCE IMPACT)

(IDENTIFYING BIGOTRY REQUIRES CONTROLLING FOR ALL OTHER FACTORS THAT CAN IMPACT WAGES)
JOB CHARACTERISTICS
(VALUE DEPENDS ON DEMAND AND SUPPLY.   COMPARABLE WORTH CAPTURES ONLY DEMAND)  
(VALUE OF A LIFE; CERTAIN LIFE VERSUS STATISTICAL LIFE)

UNEMPLOYMENT 
(RESULTS FROM CHANGES IN THE VALUE OF THE MARGINAL PRODUCT FOR SOME WORKERS LEADING TO REDUCTION IN THE NUMBER HIRED.  WORKERS SEARCH FOR NEW JOBS WHERE THEIR WAGES ARE MAXIMIZED.  REQUIRE REALLOCATION OF RESOURCES FROM ONE PART OF THE ECONOMY TO ANOTHER IS REQUIRED AND THAT IS TIME CONSUMING AND COSTLY)

UNEMPLOYMENT ALSO RESULTS FROM MININUM WAGES AND INFLEXIBLE UNION WAGES.
EFFICIENCY AND IMPACTS ON OTHERS

ABSENT ANY EXTERNALITIES (PEOPLE NOT PART OF A PRODUCTION OR CONSUMPTION DECISION ARE IMPACTED), COMPETITION WILL RESULT IN THE MAXIMUM PRODUCTION.

PUBLIC GOODS - CONSUMPTION BY ONE DOES NOT REDUCE AMOUNT AVAILABLE TO OTHERS.

PUBLIC GOODS ARE A EXAMPLE OF A PARTICULAR EXTERNALITY IN THAT PRODUCTION AND CONSUMPTION BY ONE ALLOWS CONSUMPTION BY OTHERS 

FREE RIDER PROBLEM

GOVERNMENT VERSUS PRIVATE PRODUCTION

IF RIGHTS ARE WELL DEFINED AND EASILY TRANSFERRABLE, BARGAINING WILL LEAD TO THE EFFICIENT AMOUNT OF ALL “EXTERNALITIES”  

(ELIMINATING THE EXTERNALITY SINCE TO COST OR BENEFIT TO OTHERS WILL BE TAKEN ACCOUNT OF THROUGH BARGAINING)
EXTERNALITIES THEREFORE CAN ARISE WHEN THERE IS NO CLEAR OWNER AND HENCE NO OPPORTUNITY TO BARGAIN

EXAMPLES - ROAD CONGESTION; AIR POLLUTION; OVER FISHING; “COMMONS PROBLEMS - PUBLIC FRUIT TREES.

