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ECONOMICS 302

MICROECONOMIC ANAYSIS

OUTLINE OF LECTURE NOTES

MICROECONOMIC ANALYSIS

I.
Introducing Neoclassical and Heterodox Microeconomics

A.
Economics and the Economy


1.
What is Economics


2.
Input-Output Representation of an Industrial Economy



a.
make matrix



b.
use matrix



c.
final demand matrix



d.
input-output matrix


3.
Different Economic Approaches



a.
historical digression

B.
Neoclassical and Heterodox Microeconomics


1.
Representing the ‘Micro’ of an Industrial Economy:  Industry and Enterprise



a.
industry and market



b.
enterprise and industry



c.
location of natural resources and economic activity in a typical capitalist economy



d.
labor power in a typical capitalist economy


2.
Neoclassical Microeconomics


3.
Heterodox Economics



a.
heterodox economic theory:  an overview




(1)
business enterprise




(2)
markets and workers




(3)
government and finance



b.
heterodox microeconomics

C.
Neoclassical and Heterodox Methodology


1.
The Methodology of Neoclassical Economics


2.
The Methodology of Heterodox Economics



a.
methodological issues




(1)
data




(2)
case study



b.
mathematics and economic models




(1)
example:  modeling the input-output table of a typical capitalist economy





(a)
price model





(b)
quantity model





(c)
economy as a whole

D.
Questions

E.
Readings

II.
Consumer Behavior and the Demand Curve

A.
Modern Utility and Preference Theory


1.
Utility Function



a.
 axioms for a continuous utility function




(1)
axiom of comparability (completeness)




(2)
axiom of transitivity and reflexivity




(3)
axiom of continuity of preferences



b.
axioms for a utility maximizing utility function




(1)
axiom of dominance (non-satiation)




(2)
axiom of strictly quasi-concave utility function


2.
Indifference Curves


3.
Budget Line


4.
Consumer Equilibrium


5.
Mathematical Appendix

B.
Consumer and Market Demand Curve


1.
Comparative Statics and Deriving the Consumer Demand Curve


2.
Shape of the Consumer Demand Curve



a.
substitution effect




(1)
compensated (or Hickian) demand curve



b.
income effect




(1)
Engel curve




(2)
income elasticity of demand




(3)
superior, normal, and inferior good




(4)
Giffen good



c.
total effect


3.
Special Topics about the Consumer Demand Curve



a.
cross effects




(1)
gross substitutes, complements and independents




(2)
net substitutes, complements, and independents



b.
a strongly separable or Marshallian utility function



c.
revealed preference




(1)
weak axiom of revealed preference




(2)
strong axiom of revealed preference



d.
price elasticity of demand


4.
Market Demand Curve



a.
law of demand


5.
Mathematical Appendix

C.
The Heterodox Approach to Consumer Demand


1.
Household and Consumption Pattern


2.
Routine and Discretionary Purchases


3.
The Relationship of Price to Quantities Demanded


4.
Degree of Substitutability

D.
Questions

E.
Readings

F.
Appendix:  Consumer Behavior and the Demand Curve

III.
The Business Enterprise:  Production and Costs

A.
Neoclassical and Heterodox View of the Business Enterprise


1.
The Business Enterprise


2.
Type of Enterprise


3.
Ownership and Control


4.
Motivation


5.
Managerial and Administrative Structure


6.
Long Range Planning


7.
Accounting and Information Flows

B.
Neoclassical Theory of Production


1.
Introduction


2.
Variable Proportions Production Function


3.
Properties of the Production Function:  Single Input Variation



a.
marginal product



b.
law of variable proportions



c.
average product



d.
relationship between total output, average product, and marginal product

4.
Properties of the Production Function:  Proportional Input Variation

5.
Properties of the Production Function:  Simultaneous Input Variation

a.
isoquant



b.
marginal rate of technical substitution



c.
substitution region



d.
product lines and isoclines

C.
Neoclassical Theory of Costs


1.
Optimal Input Combination – Cost Minimization Approach


2.
Total Cost Function


3.
Short Period Theory of Costs


4.
Long Period Theory of Costs


5.
Relationship Between Short Period and Long Period Costs


6.
Factor Input Demand Functions

D.
The Heterodox Approach to Production and Costs

1.
Static Analysis of the Production and Costs of the Business Enterprise:  the Plant and Direct Costs


a.
plant and production


b.
direct costs

2.
Static Analysis of the Production and Costs of the Business Enterprise:  Overhead Techniques of Production and Costs


a.
shop expenses


b.
enterprise expenses


c.
overhead costs

3.
Static Analysis of the Production and Costs of the Business Enterprise:  Total  and Average Total Costs

4.
Time-Oriented Analysis of Production and Costs


a.
enterprise average direct costs


b.
enterprise average total costs

E.
Questions

F.
Readings

G.
Appendix:  Production and Costs

IV.
Perfect Competition, Supply Curve and Distribution

A.
Supply Curve and Perfect Competition


1.
Assumptions of Perfect Competition and Definitions


2.
Short Period Supply Curve and Prices – The Firm



a.
firm demand curve



b.
firm and maximizing profits



c.
profit and losses in the short period


3.
Short Period Supply Curve and Prices – The Market



a.
Determination of the Market Price in the Short Period


4.
Long Period Supply Curve and Prices – The Firm


5.
Long Period Supply Curve and Prices – The Market


6.
The Firm, U-Shaped Cost Curve, and Long Period Market Equilibrium


7.
Properties of the Market Price under Perfect Competition



a.
Short Period



b.
Long Period

B.
Perfect Competition and Distribution


1.
Distribution in the Short Period



a.
distribution in the short period – the firm



b.
distribution in the short period – the market


2.
Distribution in the Long Period

C.
Questions

D.
Readings

V.
Business Enterprise, Market Structure, and Prices

A.
Monopoly


1.
Assumptions


2.
Demand and Revenue


3.
Monopolist and Profit Maximization



a.
price determination and firm equilibrium in the short period



b.
price determination and firm equilibrium in the long period


4.
Monopoly vs. Perfect Competition

B.
Monopolistic Competition


1.
Assumptions


2.
The Firm Demand Curve



a.
the firm’s short period demand curve



b.
the firm’s long period demand curve


3.
Short Period Price Determination and Firm Equilibrium


4.
Long Period Price Determination and Equilibrium



a.
firm, price determination, and equilibrium



b.
market equilibrium in the long period


5.
Supply Curve and Monopolistic Competition



a.
marginal cost curve and the supply curve



b.
supply curve


6.
Properties of the Price under Monopolistic Competition

C.
Oligopoly


1.
Joint-Profit Maximization


2.
Kinked Demand Curve Model


3.
Price Leadership Model



a.
dominant firm price leadership model



b.
barometric price leadership model



c.
collusive price leadership model


4.
Structure-Conduct-Performance Approach


5.
Game Theory

D.
The Heterodox Approach to Pricing


1.
Costing and Pricing



a.
mark up pricing



b.
normal cost pricing



c.
target rate of return pricing



d.
pricing and cost curves



e.
pricing and prices


2.
Business Enterprise, Reproduction, and the Market Price



a.
differential prices and fluidity of market shares



b.
relationship between market price and market sales



c.
sequential production and the market price



d.
sequential production, reproduction, and the market price



e.
summary

E.
The Heterodox Approach to Market Governance


1.
Market Power and Instability


2.
Competition


3.
Market Governance:  Controlling Instability Through Regulating Markets



a.
markets



b.
market governance


4.
Trade Associations and market Governance



a.
organization and management



b.
general activities


5.
Price Leadership and Market Governance



a.
price leadership and the dominant enterprise



b.
appearance and stability of the dominant enterprise


6.
Government Regulation, Laws, and Market Governance



a.
government regulation



b.
laws and the market price:  the politics of distribution



c.
laws and market control

F.
Questions

G.
Readings

