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Altruism, 66, 72, 82

Anonymity, 28

Arrow-Lind theorem, 141-2, 167
Arrow’s impossibility theorem, 6, 31, 39
Average physical product, 157

Average variable cost, 160

Benthamite social welfare function: see
social welfare function

Bergson/Samuelson social welfare function:

see social welfare function
Boadway-paradox, 56
Budget constraint, 76, 152
Budget line, 16, 17, 24-5, 44, 54, 76, 152
Bureaucrats, 70, 71, 81, 82-3

Capital asset pricing model (CAPM), 166
Clarke-Groves mechanism, 102, 106-8
Club goods, 86, 92n.3
Coase’s theorem, 90-1
Cobb-Douglas
production function, 157
utility function, 44, 148, 165
Collective goods: see public goods
Collective risk, 143, 144, 167
Compensating variation (CV): see
consumer surplus
Compensation
actual, 5, 23, 28, 55
hypothetical, 5, 22-3, 26, 28, 55, 56, 85,
108
Compensation principle: see compensation
test
Compensation test, 5, 22-7, 55-6, 132
strong, 23n.2
weak, 23n.2
see also Hicks criterion and Kaldor
criterion

Competitive equilibrium, 2, 14, 15, 17,
19-20, 21n.9, 24, 61
Constrained bliss point, 28
Consumer surplus
aggregate, 47-9, 55-6, 734
compensating variation (CV), 49, 50-1,
52,73, 102
equivalent variation (EV), 49, 51-2, 73,
102
income-compensated or Hicksian, 7, 53,
143
infinite, 52
multiple price change, 42-7, 53
ordinary or Marshallian(S), 7, 41-2, 50,
52, 143
ranking properties of, 53-5
Contract curve, 17
Cost-benefit analysis, 9, 112-34
Cost effectiveness, 87, 89
Cost minimization
firm, 159
household, 164
Cost of risk-bearing, 139, 141, 142, 143
Cov: see covariance
Covariance, 166, 167
CV: see consumer surplus

Deadweight loss, 63, 93, 94, 96
Demand curve
compensated or Hicksian, 50-1, 53, 77,
164
ordinary or Marshallian, 12, 42, 43-7,
50, 77, 153, 163, 164, 165
Demand function: see demand curve
Discount rate, 99, 126-31
nominal, 128
real, 128
risk-free, 141, 143
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Discrete choice, 104-5 Income effect, 47, 53, 154-7
Disequilibrium in markets, 66-7, 121-4 Income-expansion path, 44, 46
Disposable income, 94 Incomplete markets, 68
Distance decay curve, 109, 110 Indifference curves
Diversification of risk, 98, 166, 167 concave, 153n.3
Dominant strategy, 69 convex, 72, 149
Downside risk aversion, 140 defined, 149
Indirect utility function, 164
Edgeworth box, 16, 19 Inequality, 4, 5, 27, 34, 37, 38
Emission charge, 88 Inferior goods, 156
Emission permit system, 88-9, 120 Information bias, 105-6
Emission standard, 87 Information costs, 67, 68
Envy, 66 Information failure, 68
Equilibrium price, 13, 19 Insurance, 142, 144, 166
Equivalent variation (EV): see consumer Integration, 165
surplus Interest rate

EV: see consumer surplus market, 99, 129, 143
Excess burden, 93 nominal, 128
Excess demand, 13, 99, 124-5 real, 128
Excess supply, 13, 67, 1214 Intergenerational equity, 97-9
Exclusivity, 7, 63, 64 Internal rate of return, 127n.15, 131
Existence value, 72 International Monetary Fund, 125
Expected consumer surplus, 143 Invisible hand, 2, 2n.1
Expected income, 137, 139, 166 Irreversible consequences, 145
Expected profit, 166 Isocost line, 159
Expected surplus, 140, 141, 142 Isoprofit line, 18-19
Expected utility, 137, 166 Isoquant, 158-9
Expected utility of money, 166 Isorevenue line, 19n.7
Expected value, 136
Expenditure function, 164 Jensen’s inequality, 138n.2
Externality

consumer, 86 Kaldor criterion, 5, 22, 26, 55, 56, 132

internalization of, 91-2 Keynesian unemployment, 123

negative, 7, 64-6, 86-92, 120-1

positive, 65, 121 Lagrange multiplier, 163

production, 86 Laissez faire, 2

Liberalism, 100

First theorem of welfare economics, 15, 21 Lindahl equilibrium, 8, 78-9
Fixed exchange rates, 125 Local public goods, 86, 92
Flexible exchange rates, 125 Lorenz curve, 35-6

Free rider, 69, 79, 105, 106
Majority-voting equilibrium, 31, 79-81, 83,
Game theory 105

cooperative games, 68-9 Marginal cost, defined, 160
non-cooperative games, 69 Marginal outlay curve, 120
once and for all games, 68-9 Marginal physical product, 157-8
repeated games, 69-70 Marginal rate of substitution (MRS), 16,
‘tit-for-tat’ strategy, 69 75, 128, 149-50
General equilibrium, 14, 19-20, 24 Marginal rate of technical substitution
Government failures, 3, 8, 71, 84-5 (MRTS), 17, 159
Marginal rate of transformation (MRT),
Hedonic prices, 110-11 18, 19, 75, 128-9, 159
Hicks criterion, 23, 56 Marginal revenue, 61-2
Marginal utility of income (function), 34,
Income distribution, 3, 5, 8, 14, 23, 34, 35, 37, 48, 143, 164
35-7, 91, 94-9, 131-3 Market demand curve, 12, 48, 61
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Market failures, 3, 7, 60, 68, 71, 99
Market supply curve, 12

Maximax rule, 136, 137

Maximin rule, 136, 137, 138-9
Median voter, 8, 79-81, 83, 84, 104-5
Monopoly, 7, 61-3, 118-19
Multiplier effect, 123

Neumann-Morgenstern utility function,
137

Non-essential goods, 52

Normative economics, 1

Option price, 144, 167-8

Paradox of voting, 81
Paretian liberal, 100
Pareto non-comparable allocations, 11, 25,
26
Pareto optimality, 5, 10, 11, 15, 16, 17, 20,
26, 61, 62, 64, 66, 75-6, 78, 80, 87,
90-1, 94, 96
Pareto principle, 4, 10-11, 22, 25
Partisan (political businesss cycle) theory,
84
Paternalism, 70
Path-dependency problem, 7, 43-7, 53, 58
Payment vehicle bias, 106
Pivotal person, 107, 108
Political business cycle, 83—4
Positive economics, 1
Poverty, 37-8
Preferences
complete, 147
consistent, 148
continuous, 148
convex, 148
multiple-peaked, 81
non-satiated, 148
single-peaked, 81
Present value, 99, 126-8
Prisoner’s dilemma, 68-70, 79
Private goods, 7, 63, 71, 75
Problem of the commons, 8, 89
Producer surplus, 7, 40, 57-8, 61, 63, 64,
88, 113
Production function, defined, 157
Production possibilities curve, 18, 19
Profit maximization, 161
Property rights, 8, 71, 86, 90
Public goods, 7, 63-4, 68-9, 71-81, 86, 92,
102, 107-9, 110, 115, 118, 123

Quasi-option value, 145
Quasi-rent, 57
Quotas, 124-5
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Rawlsian: see social welfare function,
Rawlsian
Reservation price, 40, 41, 42
Reservation wage, 117, 121, 122
Returns to scale
diminishing, 60
increasing, 7, 61
Reversion level, 83
Risk averter, 9, 138, 139, 141, 146
Risk lover, 9, 138
Risk neutral, 138, 141
Risky projects, 8, 13546
Rival goods, 63

Second theorem of welfare economics,
2In9
Sensitivity analysis, 133, 134, 1456
Shadow exchange rate, 125n.13
Social marginal cost, 65, 87, 120-1, 122,124
Social welfare function, 6, 27-9, 30, 31, 32,
39
Benthamite—utilitarian, 6, 29, 324, 39,

96, 97, 132
maximin: see Rawlsian, 6, 34, 39, 96, 97,
131
Social welfare indifference curves, 27, 28,
29, 33, 39

convex, 28, 34
Rawlsian, 34, 35, 95, 96
utilitarian, 33, 34, 95-6
Social welfare ordering, 27
State dependent income, 166
State independent payment: see option
price
Subsidies, 116n.3, 142, 146, 166
Substitution effect, 46-7, 53, 154—6
Supply curve, 12, 40, 57, 58, 93, 162
Surveys, 8, 79, 102-6

Tariffs, 124

Tax price, 76, 78, 80

Taxes
ad valorem, 93, 116
commodity, 93
deadweight loss, 93, 96
income, 95
interest, 96, 130
labour, 93, 94-5
tump sum, 76, 78, 92, 94, 95, 113
optimal, 3, 96
Pareto efficient, 8, 94
progressive, 81, 95, 96-7
property, 92
proportional, 76, 77-8, 81, 95
Ramsey, 94n.6
unit, 93
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Tiebout mechanism, 92

Toll, 64

Total cost, 161

Total product, 157

Total revenue, 161

Transformation
affine, 32, 139, 151
monotone, 139, 151

Travel costs method, 8, 108-10

Uncertainty proper, 135, 136n.1
Unemployment, 7, 38, 66-8, 84, 121-4
Utilitarianism: see social welfare function
Utility functions
cardinal, 6, 32, 139, 152, 166
Cobb-Douglas, 44, 148, 165
comparability of, 31, 31n.7
defined, 34, 148

homothetic, 44, 46, 47, 54n.9, 165

interdependent, 66
measurability of, 32
ordinal, 6, 11, 30, 139, 150-2
quasi-linear, 46, 165

Utility maximization, 152

Utility possibilities frontier, 24, 25, 26, 27,

28, 34-5, 95-6, 97-8

Valuation question, 79, 102
Value judgment, 2, 4, 6, 32, 39
Value of information, 145
Variable costs, defined, 160
Variance, 139, 141n.8

Vector, 148

Voters, 76-8, 79-82, 83, 98, 104-5

Welfarism, 27, 31n.8
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