Ec1011a – Prof. Glaeser

Outline and Administrivia – 1

Outline of topics/lectures

1. 1.  Introduction

2.  Optimization in Principle


Just Firms, Not Workers so we have a clear objective function


First Order Conditions-- one decision variable


Introduction to Comparative Statics.  

3.  Optimization with two inputs


Introduction to cobb-douglas


Isoquants


Isocost Curves

4.  More on firms and optimization


Profit Functions


LeChatelier Principle


Convexity w.r.t. input prices


Marshall's Laws on Derived Demand

5.  Individual Optimization


Utility Functions

a. 
Revealed Preference  

6.  Lagrangian multipliers


Varian Stuff-- expenditure functions


Hotelling's Rule, etc.

7.  Slutsky Equation, Income and Substitution Effects


What happens when the price of stuff rises, etc.


Giffen Goods

8.  A Critical Example-- Compensating Variation


Example of Wages of Janitors and Secy's


Basic Urban Land Market Model

9.  Aggregation-- Market Demand


Intensive vs. Extensive Demand


The Rent Control Example


Demand Curves

10. Putting it together -- Supply and Demand


Social Welfare Analysis


Price Controls Revisited


Notions of General Equilibrium

11.  Exteranlities and Public Goods


Failures of the Market


The Coase Theorem

12. Intertemporal Choice


Savings Decision-- Patience


Time Consistency (and not)


Idea of Value Functions, and Backward Induction


Substitution vs. Income Effects with Interest Rates

13.  Choice Under Uncertainty

b. 
Two States


State Dependent Preferences

13.  Introduction to Game Theory-- Concepts


Two person simulatenous games


Two persons two period games


N-person simultaneous games


Concept of a Nash equilibrium

14.  Monopoly and oligopoly


Behavior of firms when price is a function of output


Oligopoly-- bertrand vs. cournot competition

15.  Added Issues on Imperfect Competition


Quantity Constraint (Edgeworth Conjecture)


Advertising+Bundling of Goods


Price Discrimination

16.  Intertemporal Contracting and the Theory of the Firm


Fisher Body Example


Ownership as a means of sovling these problems


Effects of generally insecure property rights

17.  Bargainning and Auctions


Basic theorems-- vickrey auction


Bargaining solutions

18.  Hidden Action and Moral Hazard


Designing an optimal contract


Risk neutral vs. risk averse agents

19.  Hidden Information-- Adverse Selection and Signalling


Lemons Market


Education as a Signal

20.  Intertemporal contracting-- trust and the repeated prisoners dilemna


Multiple equilibria


Reputation

21.  Increasing Returns and Social Interactions


Multiple Equilbria


Socail Multipliers


The Conection with Economic Growth

22.  An Application-- The Economics of Crime and Punishment


Becker--1968-- basic results, connection with moral hazard

23.  An Application-- The Economics of Altruism


Nonprofits and soft budge constraints


Issues surrounding externalities

24.  An Application-- Marriage, Divorce and Fertility

c. Administrivia
2. Plan for the Course

a. Theory of the Firm—Simple Maximization of Profits (3)

b. Theory of the Consumer—Discussion of the Utility Function (6) 

c. Markets and Welfare Analysis—Supply and Demand (3) 

d. Game Theory and Imperfect Competition (3) 

e. Relationships and Time—The Theory of the Firm (3)

f. Information and Bargaining (3) 

g. Crazy Applications (3) 


3. Requirements of the Course

d. Attendance is not taken, but I do ask questions and I do grade participation.  We will discuss why I do this later (externalities)—10 percent of grade.  

4. 9 Problem Sets.  Feel free to do them jointly in groups (see also role of TFs under office hours policy) —30 percent of grade.  

Problem sets will be due on Tuesdays in class.  Late problem sets will not be accepted unless arrangements are made with your TF before they are due.

5. 1 Midterm—to be done alone on Tuesday, Oct. 30 worth  20 Percent of Grade.

e. 1 Final—again, to be done alone. 40 Percent of grade.

Disagreement about grades policy:  If we have miscounted points on the midterm or final, tell us immediately and we will correct.  If you think that we have inappropriately scored an answer submit a complaint in writing (typed).  I will then regrade your test from beginning to end.  As I am much tougher than my TFs, generally this means that your grade will go down, but still you should fee free to submit complaints.  

6. Office Hours Policy—The TFs should be your primary contact.  If you feel like you need to talk to me, I am delighted to meet with you. However, you should (1) make an appointment with my Sec’y (Lauren LaRosa, 496-1488) to meet with me during office hours, and (2) make sure that you want to talk about economic substance.  I am happy to discuss economic puzzles with you (i.e. why people vote, why fertility is low in Europe, etc.) but I do not discuss what is going to be on the midterm, why you got a low grade on your problem set, etc.  

Note:  The TFs have been instructed to provide only limited ex ante assistance on the problem sets.  This is not because they are lazy or mean, nor is it meant to frustrate you (although many of you will likely find it frustrating).  It is our philosophy that you will get more out of the course by struggling with the material.  Do not interpret this to mean that you should not ask your TF questions or attend their office hours!  Quite the opposite -- every one of you should have a close relationship with your TF.  They are a valuable resource that you will need to utilize.  Just don’t show up at their office hours expecting them to do the work for you.

7. Lunches with Professor Glaeser

I will be having lunches with (up to 8) students Tuesdays at noon at John Harvard’s.  True to economist form there will be no free lunch – students are expected to pay for their own meals (but not mine).  To sign up and for more details see the course website.  

8. Prerequisites, and who should take this course.

This is the hard core, boot camp, track.  It is supposed to be both hard and fun.  If you are not comfortable with calculus—do not take this course.  I will not spend time explaining the difference between a total and a partial derivative.  Higher math (analysis, etc.) is not necessary and this is far from a math course.  Still, you need to be very comfortable with derivatives and integrals, which are the core of ecoomics (Why?).  We are using a text book that is generally used only for first year graduate students.  

You should have taken either AP Ec or Ec 10.  If you haven’t, but are quite strong in math (i.e. you are a physics major, engineer, math major, applied math, etc.), this course will be fine for you.  However, if you aren’t a math jock, at the least you need to have some solid economics background.  (Hint: if you aren’t a math jock, try to work with someone who is on the problem sets).  

9. What I want you to have learned from this course?

I want you to be able to face any real world phenomenon/puzzle and be able to write down a sensible economic model of it.  This will enable you to sensibly analyze almost any problem.  

This skill is the core skill in economics.  Usually, undergraduates never learn it and get a watered down version of economics.  You still have that option—take the other course.  However, this is Harvard, and you should have the option of taking an economics course that pushes you.  

