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OBJECTIVES

The goal of this course is to familiarize students with the methodology for the analysis of equilibrium and efficiency in
exchange economies, in production economies and in environments with external effects. To reach this goal students
need to master a set of analytical tools, develop a set of skills and reach an analytical proficiency that are described in
the following: (i) Students will need to master the concepts of equilibrium and efficiency, will understand their use in
economic analysis and will comprehend how to apply them to analyze economic problems; (ii) In terms of specific
abilities, students will be able to carry out formal analyses of economic problems; (iii) In terms of general abilities,
students will develop their analytical ability ad their abilities to carry out critical analyses. (iv) Students will finally need
to reach sufficient proficiency in the solution of complex problems.

DESCRIPTION OF CONTENTS: PROGRAMME

1. Equilibrium and efficiency in pure exchange economies
(a) Partial equilibrium vs. general equilibrium
(b) Efficiency
(c) Equilibrium
i. Definition
ii. Walras's Law
(d) First and Second Welfare Theorem
(e) Examples
2. Equilibrium and efficiency in production economies
(a) Efficiency
i. Definition
ii. An example with decreasing returns to scale technologies
(b) Equilibrium
i. Definition
ii. An example with decreasing returns to scale technologies
(c) First and Second Welfare Theorem
(d) Examples
i. A small open economy
ii. Constant returns to scale technologies
iii. A representative agent economy
3. Externalities
(a) Definitions: Externalities, equilibrium and efficiency
(b) Private responses to externalities
i. Bargaining: Property rights, bargaining power, efficiency and distribution
A. Not quasilinear preferences
B. Quasilinear preferences
ii. Exchange: Property rights, efficiency and distribution
A. Not quasilinear preferences
B. Quasilinear preferences
C. Coase theorems
D. First and second welfare theorems
(c) Public responses to externalities: Efficiency and distribution
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i. Property rights
ii. Taxes and subsidies
iii. Licenses

LEARNING ACTIVITIES AND METHODOLOGY

Teaching methodology includes:
1. Lectures in which the analytical tools will be presented and discussed. Students will need to make extensive use of
references to assist their learning as well as to delve deeper into the issues and problems which interest them most.
2. Discussion sections in which the resolution of problems and the discussion of example will make it possible to fully
comprehend the analytical Tools presented in the lectures.
3. Quizzes that will be used to assess the learning process.

ASSESSMENT SYSTEM

The overall grade is the maximum between (a) the average of the final exam grade and the continuous assessment
grade and (b) the final exam grade. If the final exam grade is lower than 4, the maximum overall grade is 4.6. This rule
applies both for the regular and in the retake exam. The continuous assessment grade depends on an online midterm
exam that will take place simultaneously for all sections on a date and at a time to be fixed after consulting with
student delegates.

% end-of-term-examination/test: 50

50% of continuous assessment (assigments, laboratory, practicals…):
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