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Topics To be Covered
2

 The Labor Market and Wages

 Financial Markets and Rates of Return

 Personal Investing

 From Perfect Competition to Monopoly

 Antitrust and Competition Policy

 Regulation and Deregulation

 Negative Externalities and the Environment

 Positive Externalities and Technology

 Public Goods



Unit 13: Positive Externalities and 

Technology
3

 New technology opposite from pollution

 Market vs. innovation

 Company‟s research and development 

investment decision and consequence:



Unit 13: Positive Externalities and 

Technology
4

 Appropriability: The ability for a producer to 

reap their investment/invention

 Thomas Edison‟s automatic vote counting 

machine

Gordon Gould‟s laser- 30 years battle with the 

U.S. Patent and Trademark Office



Unit 13: Positive Externalities and 

Technology
5

 Positive externality in terms of technology: 

some who are external to the transaction 

between the firm that invented the product and 

the eventual consumer of the product benefit 

from the new technology that was created but 

do not pay for those benefits.

 Positive externality: Some economic actor 

such as inventors providing benefits to the 

third party and not being compensate for it.



Social Costs and the Private Costs
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Positive Externalities
7

 The intersection of the supply curve and the 

social-value curve determines the optimal 

output level.

 The optimal output level is more than the 

equilibrium quantity.

 The market produces a smaller quantity than is 

socially desirable. 

 The social value of the good exceeds the private 

value of the good.



Policy for Appropriability 
8

 Goal: To allow inventors to be compensated 

for the benefits of their discoveries. 

 Intellectual property rights: Mechanism to give 

inventors an exclusive right to use their 

inventions to guarantee higher-than-normal 

profits.



Policy for Appropriability 
9

“The Congress shall have the power to 

promote the Progress of Science and useful 

Arts, by securing for limited Times to Authors 

and Inventors the exclusive Right to their 

respective Writings and Discoveries.” (Article I, 

Section 8)

 Patent and Trademark office and U.S. 

Copyright office



Intellectual Property Rights
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 Patent: An exclusive legal rights to sell an invention for 
a specific period. (usually 20 yrs)

 Copyright    : A form of legal protection against 
copying original works of authorship including literary, 
musical, etc. (lifetime + 70 yrs)  

 Trademark    : A word, symbol, or device that 
indicates the source of a good and helps the seller to 
establish a reputation

 Trade Secret: A formula, process, device or item of 
information that gives a business an advantage over 
competition and that the business makes reasonable 
effort to keep secret. Ex. Coca-Cola, Cadence Design 
Systems and Avant!



Policies from Government
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 Direct funding for research 

R&D spending Percent of total

Industry $268 billion 67%

Federal government $104 billion 26%

Universities and colleges $11 billion 3%

Other nonprofits $15 billion 4%

TOTAL $398 billion 100%



Policies from Government
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 Tax credits:  20% R&D tax credit

 Subsidize the spread of information: 1993 

National Cooperative Research and Production Act



Issues with the Protections
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 200,000 patents grant per year

 0.1% patents litigated in trial

 Examples of patents:

 Amazon‟s 1 click purchase option

 Peanut butter jelly sandwich with crust cut off

 Xerox‟s 1700 patents 

 Patent thicket: Interlocking patents that prevents 

 1998 Copyright Term Extension Act increased the 

copyright protection period



Summary of Intellectual Property 

Rights Protection
14

 The goal is to encourage the steady stream 

flow of innovation and increase the living 

standard in the U.S.

 Create a society that innovations and 

inventions to be rewarded.



Topics To be Covered
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 The Labor Market and Wages

 Financial Markets and Rates of Return

 Personal Investing

 From Perfect Competition to Monopoly

 Antitrust and Competition Policy

 Regulation and Deregulation

 Negative Externalities and the Environment

 Positive Externalities and Technology

 Public Goods



Unit 14: Public Goods
16

 Extreme example of positive externality

 Category of goods that with rationally self-

interests behavior produces undesirable 

outcome

 Two characteristics of public good:

Nonrivalrous: Goods itself is not diminished as 

more people use it. Ex: national defense

Nonexcludable: A seller cannot exclude those 

who did not pay from using the good. 



Type of Goods
17

Rival?

Yes

Yes

• Ice-cream cones

• Clothing

• cars

• Fire protection

• Cable TV

• Uncongested toll roads

No

Private Goods Natural Monopolies

No

Excludable?

• Fish in the ocean

• The environment

• Congested nontoll roads

• Air

• National defense

• News articles

Common Resources Public Goods



Unit 14: Public Goods
18

 Example of public goods: Public education, 
education, physical infrastructure, and science 
research, information from newspaper

 Free rider problem: When someone can 
receive benefits from public goods without a 
need to pay their fair share of the costs.

 The pursuit of self-interest can bring undesired 
results to all parties



Prisoner‟s Dilemma
19
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A

Prisoner B

Remain silent

(cooperate with

other prisoner)

Confess (don‟t

cooperate with other 

prisoner)

Remain silent

(cooperate with 

other prisoner)

A gets 2 years

B gets 2 years

A gets 8 years

B gets 1 year 

Confess (don‟t„ 

cooperate with 

other prisoner)

A gets 1 year

B gets 8 years

A gets 5 years

B gets 5 years



Public Good Dilemma
20
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Samuel

Contribute 4 unit

(cooperate with

other person)

Don’t contribute any 

(don‟t„ cooperate with 

other person)

Contribute 4 unit

(cooperate with other 

person)

Social benefit of 12

A gets 6 units

B gets 6 units

Social benefit of 6

A gets 3 units

B gets 3 units 

Don’t contribute any

(don‟t„ cooperate with 

other person)

Social benefit of 6

A gets 3 units

B gets 3 units

Social benefit of 0

A gets 0

B gets 0



Public Good Dilemma
21

 Arms race

 Conspicuous consumption

 Natural resources



Public Good
22

 Question: How can public good be provided?

 Social mechanism:

 Incentive, social pressure

 Government mechanism:

 Taxes



Topics To be Covered
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 The Labor Market and Wages

 Financial Markets and Rates of Return

 Personal Investing

 From Perfect Competition to Monopoly

 Antitrust and Competition Policy

 Regulation and Deregulation

 Negative Externalities and the Environment

 Positive Externalities and Technology

 Public Goods

 Poverty and Welfare Program



Unit 15: Poverty and Welfare 

Program
24

 Market economy: Use supply and demand to 

determine the price, wage, and interest rate 

without fairness, justice

 Low income in labor market: unlucky, 

disadvantaged, disabled.

 Michael Harrington‟s The other American:

Poverty in the United States (1962)



Poverty Line
25

 Definition by Mollie Orshansky: Depending on 

how much it costs for a family to buy a basic 

diet and that food was one-third of a family 

budget.

 2009: Family of four with two parents and two 

children is $21,756 = > $20 per day on food



Criticism of Oshansky‟s Poverty 

Line
26

 Income proportion spent on food

 Usage of economy food plan

 Adjusted only with inflation but not with 

national growth

 Not incorporate new technology

 Geographic differences

 Not include the food stamps, health benefit or 

any noncash social benefits.

 Suggestion is to look at a combination of food, 

clothing and shelter



Poverty Trend in the U.S.
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Poverty by Composition Trend in 

the U.S.
28



Government Policies Dealing with 

Poverty
29

 “Give a man a fish; you have fed him for today. 

Teach a man to fish; and you have fed him for 

a lifetime.”

 Conflict between helping people and reducing 

their incentive to work

 Proposals:

Guarantee families receive poverty level of 

income



Incentive to work problem
30

 Guarantee income at poverty line level:

 ex: family of four receives $21,756 all from the 

government

Now if one parent work a low-paid full time job, 

they earn $7/hr for 2000 hr/year =>$14,000

Now if the second parent found a part time job 

and earned $6000/year

Now if both parents work full time at the same 

rate => $28,000. Total gain in income is $6244 

which is $1.56/hr



Negative Income Tax
31

 When government reduce the welfare benefit 

when the recipient earn additional income.

 Positive income tax: Government takes part of 

your income

 Both affect your willingness to work

 Poverty trap: The poor family has no incentive 

to work and therefore stay poor. 

 Ex: 100% neg. income tax- Aid to Families 

with Dependent Children



Government Policies on Poverty
32

 Reduce the rate at which welfare payments are 
reduced such as TANF.

 Earn income tax credit
 EX: up to $10,510 one gets extra 40% credit

$10510 -$13710 same amount

above $13710 there is 26 cents reduction

 Work requirements (14 million on AFDC 1994, 
less than 6 million on TANF 2000)

 In-kind help: services such as food stamps, 
Medicaid

 80 other federal welfare problem such as 
supplemental, housing voucher, head start 
program, school lunch program…



Topics To be Covered
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 From Perfect Competition to Monopoly

 Antitrust and Competition Policy

 Regulation and Deregulation

 Negative Externalities and the Environment

 Positive Externalities and Technology

 Public Goods

 Poverty and Welfare Program

 Inequality

 Imperfect Information and Insurance



Unit 16 Inequality
34

 Poverty describe when income below the line

 Inequality gap between the rich and the poor 

 Poverty concerns that people are not receiving 

basic necessities of life.

 Inequality has more to do with the rewards and 

disparities in society are justly distributes. 



Measure of Inequality
35

Lowest

fifth

Second

fifth

Middle

fifth

Fourth

fifth

Highest

fifth

Top

5%

1970 5.4 12.2 17.6 23.8 40.9 15.6

1975 5.6 11.9 17.7 24.2 40.7 14.9

1980 5.3 11.6 17.6 24.4 41.1 14.6

1985 4.8 11.0 16.9 24.3 43.1 16.1

1990 4.6 10.8 16.6 23.8 44.3 17.4

1995 4.4 10.1 15.8 23.2 46.5 20.0

2000 4.3 9.8 15.4 22.7 47.7 21.1

2002 4.2 9.7 15.5 23.0 47.6 20.8

2008 3.6 9.4 15.1 22.9 49.0 21.4

2009 3.4 9.2 15.0 22.9 49.4 21.8

U.S. Income Distribution Share of Total Income Received



Middle Class Dream
36

 Larry Katz: “Think of the American economy as 
a large apartment block. A century ago – even 
30 years ago – it was the object of envy. But in 
the last generation its character has changed. 
The penthouses at the top keep getting larger 
and larger. The apartments in the middle are 
feeling more and more squeezed and the 
basement has flooded. To round it off, the 
elevator is no longer working. That broken 
elevator is what gets people down the most.”



Trend in Inequality
37

 The shares received by the top fifth and top 

5% has risen over recent decades. In 1975 for 

example, the top fifth receive 40.7% of all 

income and they were receiving 49.4% of total 

income. 

 Mobility across income distribution has not 

increased in to offset the increase level of 

inequality.



Possible Reason for the Trend
38

 Change in the information and communication 

technology.

 Globalization

 Institutional change in US labor market

 Family structure change



Common Policy Solution
39

 Higher tax on rich

1980 1985 1990 1995 2000 2002 2007

Lowest fifth 2.0 2.3 1.9 1.3 1.1 0.9 0.8

Second fifth 7.0 7.2 6.8 5.8 4.8 4.8 4.4

Middle fifth 13.3 13.2 12.6 11.4 9.8 10.2 9.2

Fourth fifth 21.3 21.3 20.7 19.3 17.4 19.1 16.5

Highest fifth 56.3 55.8 57.9 61.9 66.7 64.8 68.9

Top 10% 40.0 39.5 41.7 46.6 52.2 49.0 55.0

Top 1% 14.2 14.8 16.2 20.1 25.6 21.1 28.1

Share of Total Federal Taxes Paid by Each Group



Common Policy Solution
40

 Increase government welfare benefit that 

targets lower and middle income families 

 Increase the direct payment to the working poor

 Spend money on public goods that benefit those

 Strengthen labor market institutions

 Stronger unions

Higher minimum wage



Topics To be Covered
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 From Perfect Competition to Monopoly

 Antitrust and Competition Policy

 Regulation and Deregulation

 Negative Externalities and the Environment

 Positive Externalities and Technology

 Public Goods

 Poverty and Welfare Program

 Inequality

 Imperfect Information and Insurance



Unit 17: Imperfect Information and 

Insurance
42

 Real world is about risk, uncertainties and 

imperfect information

 Example:

Used car market

 Employer-employee

 Bank loan



Market Solution
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 Warrantees, guarantees and service contract

 License and certificates

 Financial disclosure

 Reputation



Insurance Market
44

 Insurance market rely on information.

 Seller needs to estimate the risk that buyer will 

involved in an event that requires 

compensation.

 Spread the risk over a group

 Moral hazard

 Adverse selection 



Moral Hazard
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 People takes up the insurance will take fewer 

steps to prevent the accident in the first place.

 Solution:

Copayment

Deductibles

Coinsurance



Adverse Selection
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 Those who are more likely to get into accident 

is more likely to buy the insurance.

 Solution:

 Large pool of customers can eliminate this 

problem.



Application on Health Insurance
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Country Healthcare

spending

per person

Healthcare 

spending

as a share of GDP

United States $5,274 14.6%

Canada $2,222 9.6%

France $2,348 9.7%

Germany $2,631 10.9%

Japan $2,476 7.9%

UK $2,031 7.7%

Share of Total Federal Taxes Paid by Each Group


