Prof Dohan  Spring   2007   Some useful questions and hints      Economics 101
1. The optimal point of any activity is where the marginal benefits equal the marginal costs.  Think of our pollution diagram.  If there are external costs and benefits, these have to be considered also so that social marginal costs equal social marginal benefits.
2. External costs to society are costs that are not considered by the firms’ managers in calculating the private costs of the product so they can produce and sell products at their a private costs rather than their true social costs which equals private marginal costs plus external costs.  For external benefits: e.g.(a beautiful garden in front of a house) the opposite is true.

3. Profit maximization set the Q where the marginal cost has risen to the point where it equals marginal benefit.  If the firm is a perfect competitor with facing a horizontal demand curve (e.g., the price taker) then the marginal revenue (MR) equals price so that they increase output until the marginal cost  equals price.  

4.  Opportunity costs what you could have produced in the next best choice by using resources required for one more unit of an activity.  

5. A supply and demand equilibrium occurs when the quantity demanded at a price including a tax or subsidy paid by the buyer equals the quantity supplied at the price received by the seller.  

a. Qd*(Ps + Tx) = Qs(Ps)  

6. The slope equals ∆Q/∆P = the rise over the run = the coefficient in front of the independent variable of the straight-line function = the tangent of a point on the total productivity curve.

7. Total revenue = Q*P.  

8. Graphing Supply and Demand Curves. Find the highest P for a demand function by setting Q = 0 and solve for P. Find the highest quantity on the x-axis by solving the demand function  for Q when P = 0.  Supply curves: Find the P at which firms in an industry start producing by solving for P at Q = 0 for the supply curve.  Remember you only need two points for a straight line so the second point can be calculated using the P at which Q demanded =0.  

9. Production functions and marginal product  If you hold everything else constant, ceteris paribus, for a production function and vary one variable such as labor, the total product curve for one additional unit of the variable input will rise, but usually at a diminishing rate.  This is because more and more of the variable input is being used with the other fixed inputs which are fixed. That is, if you hold all other inputs constant and increase the variable input, you have a total productivity curve that will go up more and more slowly.  This leads to the law of diminishing marginal product (returns). 

10. Production possibility frontier are usually bowed outward (concave from below) which leads to the law of increase relative cost.. This is cause by both the law of diminishing marginal returns working with less of the fixed factors plus the fact that some of the variable factors of production may be less qualified to produce the other product.  What happens to the opportunity costs as you move along that outward bowed production possibility frontier from a labor-intensive production to a capital-intensive technology in this particular case.  

11. Shifting of excise and income taxes. Know how to calculate who pays an excise tax by either pushing if forward to the buyer or backward to the seller  (page 65).  What happens if the demand curve is vertical or the supply curve is perfectly vertical?  Who pays the tax if the supply curve is absolutely horizontal, such as for tomato growers.  

12. What determines the demand for labor if the price of the final product goes down?  What happens to the demand and the price of labor when it is the price of a substitute such as a computer goes down.  

13. In the production possibility frontier, what does it mean to be inside the production possibility frontier.  What factors move the production possibility frontier to move outward.

14. Deadweight loss.  The loss to society and hence to consumer’s and household’s of using too much or too little of a resource in producing goods and services.  Think of the deadweight loss of producing too few life-saving drugs or the exceedingly high cost of trying to have absolutely pure water.  It is calculated as the difference between the marginal cost and the marginal benefit.  

