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1.  Review the long run adjustment of the competitive industry.

a. Consider short run and long run adjustment in the 1996 gasoline market and how the proposed 4.3 cent tax cut would have resulted in higher profits for oil companies


b. Consider short run and long run adjustment in the market for education.

2.  Understand how markets with few sunk costs are contestable so that competitive results can be expected even when few firms are present.


a. Sunk cost = nonrecoverable costs (the cost nontransferable permits and licenses)


b. Fixed or “overhead” costs may not be sunk costs 


c. A market is contestable if firms can enter and exit easily

d. If a firm knows that others will enter if it earns profits, it will keep price down to avoid competition from entering firms.


e. If sunk costs are high (as in the utility industries) profits may be sustained.

3.  Understand the concept of opportunity cost as the current, feasibly obtainable alternative value of assets with reference to firm production and supply decisions.

4.  Review  the difference between accounting profits and economic profits.

5. Understand the concept of economic rent as a payment in excess of the amount required to have an good supplied.

6.  Review the value of the marginal product of an input as the source of the firm’s demand for the input.


a. Consider baseball player salaries as an example


b. Consider the Marxist implications demand based on output value

7. Understand the market demand for labor and other inputs.

8.  Understand the difference between partial and general (complete) equilibrium analysis.

9.  Understand how to determine when partial analysis is sufficient when secondary effects are minimal.

10.  Review the circular flow diagram in its more elaborate form (Figure 13.4).

11.  Understand the concept of Pareto efficiency as describing an equilibrium in which no one can be made better off without someone being made worse off.

12.  Understand that Pareto efficiency in the market economy requires 

(1) exchange efficiency where all individual’s marginal benefits per dollar are equated (no gains from trade or exchange are left), 


(2) production efficiency where production is on the production possibility curve, and 

(3) product-mix efficiency where the position on the production possibility curve is the best one for consumers.

13.  Understand the income distribution consequences of a Pareto efficient economy.

14.  Understand that competitive markets achieve Paerto efficiency without intervention except in those circumstances where there are significant failures of the conditions to exist for markets to operate efficiently (external effects like pollution, noncompetitive markets, public goods like national defense, etc.)

