[bookmark: _GoBack]Material after the midterm

CHAPTER 6 (CONSUMER CHOICE)

· People are always trying to maximize their satisfaction from goods and services (cardinal utility)
 (Cardinal utility (measurable satisfaction)
(Higher utils means higher satisfaction)
(Utility=satisfaction that I get from consuming the good)
(Marginal utility= extra utility that you get from an extra unit)

· Consumer Choice with Measurable Utility
         (*Total utility increases at a diminishing rate) *
        (Therefore, people have diminishing marginal utility).

· The best point that gives the maximum satisfaction is when: 
Mux/Pux =Muy/Puy (marginal utils per…)

· Indifference curve
It shows the different combinations that give you the same satisfaction
Any point on the same curve gives the same utility (my satisfaction is the same on the same indifference curve)
The higher the indifference curvethe higher is the satisfaction
 The indifference curves are negatively sloped, they don’t intersect and they are convex from the origin

· Slope of the indifference curve= marginal rate of substitution
-Δy/Δx= Mux/Muy (Quantity that you have to give up for one good to get another)

· Link between the marginal utility and the demand
The demand is going down because the marginal utility is decreasing
The first unit gives more utility (more valuable)
The shape of the marginal utility curve affects the shape of the demand

· Budget constraint
Equation of the budget line: I= Px*Qx +Py*Qy
*I= income 
*x and y represent two different goods
Slope of the budget constraint: Px/Py
Optimal satisfaction: When Budget constraint is tangent to the Income curve
Consumer best bundle (when he reaches his maximum utility) is when the slope of BC= slope of I
It represents an equilibrium situation

· Formulas
Marginal utility: ΔTotal Utility/ΔQuantity
Marginal utility per dollar:  MU/P

· Adjustment to Price Changes
 Suppose that the price of shoes changes from $100 to $50
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	Shoes

Here, since Kevin can buy more shoes with the same amount of money(same income), the budget line constraint will move like this.

            



However, in this situation:
Kevin’s income changes from $1000 to $1150
Therefore, Kevin can afford more of both products (this change is shown by a parallel outward shift)
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CHAPTER 8: PRODUCTION AND COSTS

· Efficient Production
The company produces goods and services with minimal waste of resources
· Production efficiency can take 2 forms
Technological efficiency: the maximum output is produced given any set of inputs. (There’s no waste)
Economic efficiency:  the production method produces the exact output required at the least cost. It doesn’t matter what kind of inputs are being used as long it’s the cheapest method.
· 3 Time Frames
Short-Run: capital is fixed (at least one factor of production is fixed)
Ex: Equipment is fixed in a short time period. A company can’t add and remove equipment within a short period)
Long Run: all factors of production are ‘’variable’’ (Equipment, employees and all factors of production are variable).
Very long-run: the period of time it takes for a new technology to appear.

· Law of diminishing return
As more and more variables are hired, eventually each additional worker won’t be as productive as the previous one.
In other words, the marginal product will start to decrease. 
As soon as MP decreases, AP starts falling
*If the additional product per worker is higher than the average, then the average is being raised and vice-versa.

· General rules that I need to remember (Part 1)
Marginal product leads the average product
If MP>APthen AP increases
If MP<APthen, AP decreases
&MP=AP whenAP is at its maximum

· General rules that I need to remember (Part II)
If MC<AVC, then AVC decreases
If MC>AVC, then AVC increases
If MC<ATC, then ATC decreases
If MC>ATC, then ATC increases

· General rules that I need to remember (Part III)
The ATC is at its minimum when it intersects the MC
The AVC is at its minimum when it intersects the MC

· Long-Run Production and Costs
Economies of scale:  the more we produce, the less is the cost. (Savings)
(The bigger the scale of productionthe lower will be the unit cost).
*Also, the more people are with you to buy something, the lower will be the unit cost.
Diseconomies of scale: The more we produce, the higher is the cost/unit (unit cost)
Economies of scope: (also savings): we’re going to save on the cost if we produce other products. The more products I producethe better it is.
Increasing return to scale: if all  inputs increase by 20%, the outputs will increase by 70%
Constant return to scale: if all inputs increase by 20%, the outputs will increase by the same amount
Decreasing return to scale: if all inputs increase by 20%, the output will increase by 5%
Efficient scale: Quantity at which the ATC reaches the minimum

Return to scale: by how much the outputs change if we change all the inputs.
Production and Costs are the opposite images of each other

· The Long-Run Average cost firm
In the long run, we will always be producing at the lowest cost because we can always change our size number.
Every point on this curve shows the minimum cost of all the short run curves.
Long-run average total cost (lower envelope of all the sort-run average total cost curves)

· Perfect competition
Large number of sellers
The price is determined by the market (how? By the demand and supply) 
If one seller charges more than the price determined by the market, there will be no buyers. (He can’t sell it more than the market price). That’s why the price is constant on the graph.
P= MR (they’re both constant)
Sellers have no control on the price
The demand curve is perfectly elastic (horizontal)

· 3 situations
1. Profit (abnormal profit)
P>ATC
2. Breakeven (normal profit)
	P=ATC
3. Loss & continue 
	P<ATC
**When there’s a loss, it doesn’t mean automatically that the firm should shut down.
Although the firm is making a loss, the firm should continue selling because if she stops producing right now, her loss will be equal to the TFC.
However, if the firm continues to produce, her loss will only be equal to $20 (TC-TR).
But, she only has to continue to produce as long as the TR>TVC & P >AVC.
But: If TR<TVC, it is better for the firm to shut down.

Shut down price: Minimum of the AVC (If P<AVC and TR<TVC, the firm should shut down)

Calcul du profit ou de la perte: Q*(P-ATC)

· Short-run supply curve
        Rising part of MC above minimum AVC
· Supply of a market
        Each firm has it’s own supply curve (We add the quantities of the firms in order to draw the supply of the market)
The supply shows how much we produce at each price. **(We don’t add the prices! We only add the quantities)**it is a horizontal summation

· Long-run equilibrium of the competitive firms
There’s only one case, which is: Breakeven!
All costs are variable (there’s no fixed costs)
ATC=AVC in the long run
Q*: LTC=LMC=P

· Under perfect competition (if there’s a profit)
New firms will enter so the supply will increase 
· In the long run (if there’s a profit)
 New firms will enterthe supply will increase (so the price will decrease until the profit disappear).
The free entry and exit guaranties breakeven in the long run.
· In the long run (if there’s a loss)
     The supply decreases and the price will increase until the loss disappears.
· Monopoly
There’s only one seller
No close substitutes
Barriers to entry
* The monopolist does not have a supply curve. He has a supply point (Ça montre qu’il va produire telle quantité à tel prix).*

· Hydro Québec
Hydro-Québec, it is better that there’s only one seller, which is Hydro Québec. (Why?)
Because:
Hydro Québec ne peut pas avoir de compétiteurs parce que ces derniers ne peuvent pas avoir un revenu qui leur permettrea de couvrir les coûts fixes.
*TR reaches the maximum when the MR=0
*It’s always: TR reaches the maximum when the marginal is 0.
AR= TR/Q
**Important note**: synonym of price= average revenue**

· Inelastic part of the demand
We can’t have an equilibrium cause MC can’t be negative.
        MR=MC 
        The producer must produce along the elastic part of the demand curve (Q* must be in the elastic part)
Because along the elastic part, TR is increasing and MR is positive.
Since MC can’t be negative, we can’t have an equilibrium along the inelastic part of the curve.

**DWL**= difference between the 2 quantities and the 2 prices
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