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Topics

Producer Theory

Production Sets, production functions, profit maximization
Testable implications of producer theory (WARP)
Properties of indirect profit/net supply functions
Representative producers.

Consumer theory

Preferences, utility functions, utility maximization.
Testable implications of consumer theory (WARP, GARP, SARP)

https://eclass.aueb.gr/courses/DEOS105/
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Properties of indirect utility functions

Properties of individual excess demand functions (H-W-B-SARP)

Properties of market excess demand functions (H-W-B - but not always SARP or WARP)

Positive and normative representative consumers.

Competitive equilibrium

Definition: computational examples, competitive equilibrium with taxes and lump-sum transfers

Special cases: (1x1x2 economy, 2x2x2 economy, exchange economy, small open economy, economies of Leontief and
von Neumann).

Existence: large non-convexities relative to market size, non-interior endowments.

Unigueness: WARP and constant returns to scale, WARP in an exchange economy, taxes, externalities, economies with
an arbitrarily large number of equilibria, economies with Pareto-ranked equilibria.

Stability: WARP in an exchange economy, substitutes and complements, wealth effects, economies with a unique and
unstable equilibrium.

Comeparative statics: substitutes and complements, wealth effects, the transfer paradox the paradox of productivity, the
paradox of piecemeal policy reforms, the paradox of immiserating growth.

Testable implications: level of aggregation, externalities, testability of local stability and uniqueness.

Welfare analysis

Pareto efficient points: definition, examples, two methods of calculation

First and second welfare theorems: conditions for efficient equilibria, interactions between efficiency and distribution
Distortions (third welfare theorem): efficiency when different agents face different relative prices

Compensatory distortions (second-best theorem)

Equilibrium with externalities/public goods: The four kinds of externalities, market and non-market corrections.

The national income test: national income as an index of welfare, with and without distortions.

Take-home exam.

When studying, you should try to construct an example and a counterexample of each new concept. Write a one-page
summary of each lecture, and then write a one-line summary of the summary. Try to organize the material taking
competitive equilibrium as the central concept. Think of all other equilibria as variations of competitive equilibrium, in
the sense that they retain the basic engine (mutually consistent optimization), but change one of the other, auxiliary,
assumptions that competitive equilibrium makes. Solving exercises is essential. The web site for this course contains
past exam questions together with solutions.

https://eclass.aueb.gr/courses/DEOS105/ Spyros Vassilakis
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