ECON 301
   Microeconomics



Exams Mid Terms: 30% - October 22nd (Thursday)
Finals: 50% 
2 assignments: 20%

Markets and people behave the same way because they are human beings. In a model, we assume that everybody behaves the same way, which is not true.


1) Question
2) Eliminate unnecessary details (simplify)
3) Answer the question
4) Complicate things. We want the answer to be applied in real life situations


Two characteristics of Demand and Supply: Willingness and ability.

Willingness of a supplier: making money + profit, and maximize the profit.

Willingness of a buyer: utility 

We have to measure utility but it’s different for everyone. What matters is what changes in the behavior of a demander. A buyer is looking for value. Increasing the value of an apartment will make the consumer happier.
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2nd Class:  Consumer theory

Trying to understand how a market works.
How do we define a market?

We define a market by the demand, and the supply.

The way we define demand is looking at the willingness to buy or choices made by the buyers.

Problems:

Demand: Maximum utility( chap 4), willingness to buy (chap 3)( preferences, choices), and the ability to buy (chap 2)( budget, income), demand response 

Supply: Maximum profits, minimum costs, production (chap 19), revenues (chap 20,21,22) costs, pricing, define supply (chap 23, 24), supply response to policy action coming from a third party


Profits = revenues – costs.
Profits can be maximized when we reduce the costs


Why is it necessary to look at into a person’s budget when we describe a demand for a good or a service.

Affordability is not necessary to buy a good, what is necessary is willingness.
Affordability is a sufficient condition.

We define the disposable income: income earned by the buyer, minus expenses 
= revenu disponible.

In the income, we have: work, financial income, inheritances, rent, transfer payments, remittances.

But how is the disposable income spent?




Assume 2 types of goods:

Consumption goods (food, entertainment, health services, electricity, cars, public transportations), and capital goods (education, technology).

(dans cahier)

Q: What happens when the prices change?
If only one of the two prices increases


3rd Class: Lecture 3

Preferences:

Value = price x quantity

When P1 X1 + P2 X2 < m

The quantity consumed is not always limited by a government policy; we also have restrictions for health reasons (if we take the example of food)


Satiation point: Saturation level of any activity at which its maximum benefit has already been derived and, therefore, the marginal benefit equals zero

We know that buying or consuming more of one good will decrease the quantity of the other good, consuming more food will decrease the ability to take courses.

The decision to buy and to consume depends on the income available, and on preferences/choices.

The trade off between food and education is not 1 to 1, depends on the price of food relative to tuition. Which means that I can’t register on one extra course, if I give up on one meal.





Q: What is the preferred combination of food and education given the budget available?

Consumption bundle = panier de consummation 

Consumption bundle (x1, x2)

What makes the customer the happier?

Preference = ranking consumption bundles (x1, x2)

1) Strictly preferred (x1, x2) > (y1, y2), when the consumers prefers the good to another.
2) Indifferent: When the preference is equal, the preference doesn’t matter.3) 
3) Weakly preferred: (x1, x2) is slightly better than (y1, y2)


Properties of preferences:

1) Complete: we can rank, compare consumption bundles.
2) Reflexive: any bundle is at least as good as itself
3) Transitive

 Indifference curve = convex, because:
· The 2 goods are consumed together
· Extremes are not preferred


Definition: An indifference curve is a graph showing combination of two goods that give the consumer equal satisfaction and utility. Each point on an indifference curve indicates that a consumer is indifferent between the two and all points give him the same utility.

Les courbes indifférence:
Elles permettent de représenter les préférences d’un consommateur qui doit comparer différents lots (ou paniers ou combinaisons) de biens.

Un panier de biens (consumption bundle) est caracte2risé par la nature des biens qu’il contient et leur quantité.

A consumer is always able to give his preference between two consumption bundles.


Mais il peut être indiffèrent entre deux paniers. 
Pour deux biens donnés, on peut représenter les préférences d’un consommateur sur le cadran positif.
Les deux points représentent les 2 paniers. Le consommateur pre2fere un panier à l’autre, puisqu’ils contiennent plus ou moins de goods.
•

[image: ]

The indifference curve is curved because food and education are not perfect substitutes. (The substitution is not 1 to 1) and consuming more and more food will make the consumer sick.


(p37, fig 3.2)

Indifference curves do not intersect/cross.




Marginal rate of substitution:

The substitution rate between food and education depends on how much the consumer values food relative to the importance of education.

Marginal = additional

Q: How is it possible, given the price of food and the price of education, to buy more food?

More food = marginal/additional consumption, 
Which means we substitute away from education, the money obtained this way is used to buy more food.

MRS: marginal rate of substitution. P1/P2 

= Le taux marginal de substitution 

It’s the rate where the consumer is willing to exchange a good for another.
There is no price for the goods; the consumer only exchanges a good for another.


 Le taux marginal de substitution de jus d’orange au sandwich c’est combien de litres de jus d’orange faut-il me donner pour que je cède un sandwich 
 C’est la pente de la courbe d’indifférence 


Quatre propriétés des courbes d’indifférence :

The highest indifference curves are preferred to the lowest ones.
We also say that they correspondent to a higher utility level.
Why?
Because we can easily suppose that the consumer prefers having more than less.


Indifference curves have a negative « pente ».
La pente correspond au MRS (marginal rate of substitution) ou TMS (taux marginal de substitutions).

Indifference curves do not cross.

Les courbes d’indifférence les plus élevées sont préférées aux moins élevées 
On dit aussi qu’elles correspondent à des niveaux d’utilité plus élevés 
Pourquoi? 
Parce que l’on suppose que le consommateur préfère toujours avoir plus que moins 
• Les courbes d’indifférences ont une pente négative 
• La pente correspond au TMS 
• Si le consommateur aime les deux biens quand on enlève une unité́ d’un bien dans son panier il faut le compenser en ajoutant de l’autre bien 
Quatre propriétés des courbes d’indifférence 
• Les courbes d’indifférence ne se croisent pas 
• Si deux courbes se croisent, alors le consommateur est indiffèrent entre les points situés sur chacune des 2 courbes. 
• Ce qui contredit le principe selon lequel le consommateur préfère toujours plus que moins. 
Quatre propriétés des courbes d’indifférence 
• Les courbes d’indifférence sont convexes 
• Le consommateur échange plus facilement les biens qu’il a en abondance que les biens qu’il a en petite quantité́ 
• Le taux marginal de substitution diminue donc quand la quantité́ du bien dont on va céder une unité augmente. 
Deux exemples extrêmes 
• Biens parfaitement substituables 


4th Class:

So far, we talked about budget, preferences. Next, we will discuss consumer decisions and the effect of policy on demand.

Preferences are described by utility functions.
Consumer’s problem: maximize utility

Understanding how preferences are formed 
Steps: observe demand behavior and then determine what kind of preferences generated the observed behavior.

Based on data, we construct a function form for utility, solve the optimization   problem: max U
(Chap3, 4, 5)
Important assumption: “ more is less”
Before the satiation point

Valid for normal goods:
Demand function for goods X1, X2, sold at P1, P2. The share of spending on good 1(p1 X1) into total income (m) is: 

S1 = P1X1 / m constant @ ¼
Similarly S2 = P2 X2 / m @ ¾

We generate, construct a function that fits the behavior in the data:

¼ of the budget on good 1
¾ of the budget on good 2

Goal:

- Evaluate the impact of policy changes
-Predict choice behavior in new situations.

U (X1, X2) = X1 ¼ X2 ¾

Utility function forms
 


Lecture 7:Choices, preferences, demand

Objective:
Find a way to describe consumer’s preferences, tastes, wants ( utility functions, indifference curve, types of goods.

 Combine preferences (willingness to buy) with budget constraints (ability to buy) in order to find the optimal choice for the consumer, and define demand (chap6).

We introduced last time the marginal rate of substitution to show by how much consumer’s utility of consuming more of one good changes relative to utility of consuming less of the other good.
So that total/overall utility U (X1, X2) stays constant (stay on the indifference curve).
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