Economics 3
Prof. Doug Orr

Topics covered for the second exam

This exam covers:

Ch. 2:  opportunity cost, PPF, and comparative advantage,
Ch. 15: trade agreements and arguments against “free trade”,
Ch. 3: Demand, Supply and equilibrium,

Ch.. 4: externalities and public goods (skip consumer surplus and history section)


Plus pages 321-326 for more detail on externalities and pages 315-316 on public goods

From reader:

Pages 1 – 19 

Given the extra holiday, it feels like some of this was a long time ago, but it is all since the last exam.

Why is capitalism called capitalism

who makes the decisions how and why production occurs?


who receives what return from production?  (think about the three factors of production)


is efficiency the only criteria guiding the decision of how to produce?
Opportunity costs


definition


how are they measured?

Production Possibilities Frontier


how to interpret points on the curve, inside the curve and outside the curve


seven things that affect the position of the PPF and economic growth


which have been the most important at different points in time?
Comparative advantage


definition


how to calculate it


implications and four reasons it may not apply to trade between countries

What are the major trade agreements since the end of World War II.


how did these agreements affect the definitions of property rights?


how did these agreements affect the concept of takings and the rights of polluters?


what is the process of fast-track?
The IMF, World Bank and World Trade Organization


what are these organizations?


how do they help or hinder the development of less developed countries?

Definition and theory of Demand


why does it have the shape it does?  (marginal utility and substitution effects)


normal vs. inferior goods


substitutes vs. complements


things that shift the demand curve (remember there are six)
Definition of Supply


things that shift the supply curve (remember there are six)
Market equilibrium


shortages and surpluses  – what causes each one, and what happens when they occur?

outcomes of shifts in Demand and/or Supply


price floors and price ceilings

Transactions costs and intermediaries

Concepts of rival and excludable goods – why do private market goods have these characteristics


concept of Free Rider
Concept of public goods - 


how to determine whether something is a public good?

how to determine how many public goods to provide - skip
Externalities


concepts of marginal social costs (MSC) and marginal social benefits (MSB)


concept of optimal amount of output


concept of optimal amount of pollution


command and control vs. taxes as the optimal mechanism to remove externalities (cap and trade vs. carbon tax)
The three legal types of businesses  (handout and p. 162 in book)

what are the advantages and disadvantages of each type of business?


how does the legal structure affect the behaviors of each type of business?


what is moral hazard and what is its impact?

what is the Principal-Agent problem and which types of businesses does it affect?

The definitions of "big" and "small" business – based on asset ownership and employment


do these two definitions agree with each other?


what percent of businesses are "big" under each definition? (these actual numbers are important)

what percent of the market do "big" businesses control under each definition?  (these actual numbers are important)
NOT on second exam – not enough room

The functional distribution of income


what does it measure?


what are the trends in this distribution from 1900 to 2006?


what are some of the causes of these trends? (what has happened to productivity and real wages/)
The structural distribution of income


what does it measure?


what are the trends in this distribution from 1935 to 2005?


what are some of the causes of these trends?

What are the implications of inequality and increasing inequality?

Wealth distribution


who owns how much wealth?


trends in wealth ownership over time?

