Review for Economics of the Public Sector Midterm – Spring 2005 – Dr. Russell


Welfare Economics 
Game Theory and Origins of Government*

Pareto Optimality

Edgeworth Box Diagram*

Fundamental Theorems of Welfare Economics

Basic Supply and Demand

Economic Efficiency

Fairness and Economics

Market Failure 
Failure of Competition

Public Goods

Externalities – Positive and Negative

Failure of Competition

Monopoly Graph verses Competition

Barriers to Entry

Creative Destruction

Benefits of Monopoly

Solutions to the Monopoly Problem

· MC Pricing

· ATC Pricing

· Monopoly Pricing

Monopoly through Efficiency

Nature of competition

Public Goods

Definition

“Free Rider” Problem

Pure Public Good

Impure Public Good

Reason for Public Good Market Failure (Game)

Graph of Public Good Market Failure

Externalities

A.C. Pigou

Negative Externality 

Positive Externality 

Solutions to Externality - Pigouvian Taxes
Tragedy of the Commons
Benefits and Costs of Regulation 

· Determining Harm

· Bans

Ronald Coase - Problem of Social Cost

Tradable Permits

You should be able to show the following with graphs:

1. Edgeworth Box Diagram

2. Market Equilibrium

3. Effects of price controls

4. Monopoly verses Competition with Constant Costs

5. Monopoly through efficiency

6. Problems with selling a public good (bridge)

7. Positive Externality

8. Negative Externality

9. Pigouvian Tax

You should be able to show the following with game theory:

1. Government and the Prisoners’ Dilemma

2. Public Goods and the Free Rider Problem

You should know the following papers:
Harberger, Arnold C. “Monopoly and Resource Allocation” The American Economic Review, Vol. 44, No. 2, Papers and Proceedings of the Sixty-sixth Annual Meeting of the American Economic Association. (May, 1954), pp. 77-87.

 Coase, Ronald.  “The Marginal Cost Controversy" Economica, 1946.

 Stigler, George J. and Claire Friedlan.  "What Can Regulators Regulate? The Case of Electricity" Journal of Law and Economics, Vol. 5 (Oct 1962), pp. 1-16.

 Demsetz, Harold.  "Why Regulate Utilities?"  Journal of Law and Economics, Vol. 11, No. 1. (Apr., 1968), pp. 55-65.

Coase, Ronald.  "The Lighthouse in Economics." Journal of Law and Economics, Vol. 17, no. 2. (October 1974), pp. 357-76.

 

Coase, Ronald.  "The Problem of Social Cost." Journal of Law and Economics, Vol. 3 (October 1960), pp. 1-44.  [Abridged Version]

Cheung, Steven.  "The Fable of the Bees: An Economic Investigation."  Journal of Law and Economics, Vol. 16, no. 1. (April 1973), pp. 11-33.

 

