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Microeconomics for Public Policy 
API 5126 B 

 

Geranda Notten 
Winter, 2014 

 

 
 

COURSE OUTLINE 
 

 
Class schedule: Wednesday 11:30-14:30 FSS 6004 
    

Social Sciences Building. 
 
 
Professor’s office hours:  Monday, 15.00-16.00 or by appointment 
      
     Social Sciences Building, room 6051  
 
E-mail: gnotten@uottawa.ca  
 
Any questions sent by email should receive a response within two business days or during the following class if taken place within the 

48 hours following receipt of the email. Note that the professor reserves the right not to answer an email if the level of language used 

is inadequate. 

 
On virtual campus:   Yes  
 
OFFICIAL COURSE DESCRIPTION 

 
‘Microeconomics for Public Policy’ focuses on the economic behaviour of households, 
firms, and governments and how together they determine the allocation of resources 
in our society. The policy emphasis means that we focus on the notion of economic 
well-being and efficiency. Our underlying assumption throughout the course is that 
market mechanisms establish relative prices amongst goods and services that provide 
an ‘efficient’ (but not necessarily fair) allocation of resources. We then allow for 
market failures – i.e. where markets fail to produce efficient results, as well as 
government failures and examine if and when policy intervention is warranted and if 
so, what can economics tell us about how it should be done. Most of what we learn 
will be applicable to any modern market economy, but particular emphasis will be 
given to the Canadian economic context 
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GENERAL COURSE OBJECTIVES 

 
The course begins with a brief review of basic microeconomic concepts, focussing in 
particular on how to model firm, consumer and government behaviours. We revisit the 
notion of efficient allocation and what can and should be done when ‘first best’ is not 
attainable. In doing so we investigate market failures such as externalities, public 
goods, taxation, concentrated market power and those that arise in labour markets as 
well as government failures by considering (briefly!) some of the literature on the 
political economy. Throughout the course we try to emphasise recent theoretical 
developments in microeconomics brought upon by the emergence of the economics of 
(asymmetric) information and behavioural economics. 
 
 
SPECIFIC COURSE OBJECTIVES 

 
Note: Hand-outs of the lectures, presentation, worksheets and answers to 
worksheets will be posted weekly on the course website along with other relevant 
material (e.g. sample mid-term exam). It is your duty to visit the website 
regularly and download the relevant material. 
 
Session 1 –Markets, Government and Welfare 
We begin this introductory session by discussing the structure and contents of the 
course. We proceed with a brief review of the price-mechanism, market equilibrium 
and the different functions of individuals, firms, and governments in the allocation of 
resources in a mixed economy. We revise the various types of demand and supply 
elasticities and draw up a checklist of other important concepts that must be revised 
for this course. Presentation topics will be assigned during the last part of the session. 
 
Frank R., I. C. Parker, “Microeconomics and Behaviour”, 5th Canadian Edition, 
McGraw-Hill Ryerson, 2013. Chapters 1,2, 4(4.4 -4.9 only) and 5 (section 5.4).  
  
No additional readings this week!  
 
Session 2 – International Trade 
Trade sometimes appears as a micro topic or it is sometimes tagged on to a macro 
course. To make sure that everyone has covered this very important topic, we spend 
this week looking at patterns of international trade and trade issues for Canada. After 
a brief review of comparative advantage, we will examine more carefully the gains 
and losses from trade. This will facilitate our analysis of tariffs, subsidies and quotas 
and help us delineate `good` versus `bad` arguments for trade barriers.  
 
The Frank and Parker text does not cover international trade. Alternative textbook 
readings are recommended for this week only. 
 
Choose one from these three sources (or other you know is equivalent) 

• Curtis, D., Irvine, I. and Begg, D. Microeconomics, 2nd Edition, McGraw-Hill 
Ryerson. 2010. Chapter 15 

• Mankiw, G., Kneebone, R. D., Mckenzie, K.J, Rowe, N., Principles of 
Microeconomics, 5th Canadian Edition, Thomson & Nelson. 2011. Chapters 3 and 
9 

• Frank R., Bernanke, B.S, Osberg, L., Cross, M. L., Maclean, B. K., “Principles of 
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Microeconomics”, 4th Canadian Edition, McGraw-Hill Ryerson, 2012. Chapters 2 
and 15. 

 
 
Articles:  

• Hanson, G. H., 2012, The Rise of Middle Kingdoms: Emerging Economies in 
Global Trade, Journal of Economic Perspectives, Volume 26, Issue 2, p. 41-64 

• Eaton, J. and Kortum, S. 2012, Putting Ricardo to Work, Journal of Economic 
Perspectives, Volume 26, Issue 2, p. 65-90  

Session 3 – The Theory of Consumer Choice 
This session discusses in more depth the demand side of the market known as 
Consumer Theory – a framework that underpins many microeconomic models. Our goal 
is to understand how a consumer makes choices given a set of preferences and a 
budget constraint. In doing so we will introduce indifference curves and observe how 
the demand curve is effectively a summary of the ‘optimal’ decisions that consumers 
make.  
 
Frank R., I. C. Parker, “Microeconomics and Behaviour”, 5th Canadian Edition, 
McGraw-Hill Ryerson, 2013. Chapters 3 and 5(5.1 -5.3, 5.5).   
 
Articles:  

• Becker, G. S., 1965, “A theory of the allocation of time”, The Economic 
Journal, 75: 493-517.  

• Hirshleifer, J. 1958. “On the theory of optimal investment decisions”, Journal 
of Public Economics, 66(4):329-352. 

 
Session 4 – The Economics of Information and Choice Under Uncertainty 
This session begins by considering how our conclusions about markets are affected by 
the problems of biased and limited information. It is rarely the case that economic 
decisions are made with full and complete information. We therefore begin by 
expanding our consumer choice model to accommodate decisions made under 
uncertainty. As we shall see recognising and adapting our models for imperfect 
information can fundamentally change predictions and hence policies. We end the 
session with a brief discussion of moral hazard and adverse selection. 
 
Frank R., I. C. Parker, “Microeconomics and Behaviour”, 5th Canadian Edition, 
McGraw-Hill Ryerson, 2013. Chapters 6,7, and 8.   
 
Articles  

• Stiglitz, Joseph E. There is no invisible hand. London: The Guardian Comment, 
December 20, 2002.     
http://www.guardian.co.uk/education/2002/dec/20/highereducation.uk1 

• J. E. Stiglitz, Information and the Change in the Paradigm in Economics, The 
American Economic Review, Vol. 92, No. 3 (Jun., 2002), pp. 460-501 

• Fama, E. F., Jensen, M. C., Separation of Ownership and Control, Journal of 
Law and Economics, No. 26, 1983.  p. 301. 

• Spence, M. 2002, ‘Signaling in retrospect and the informational structure of 
markets’, American Economic Review, 92 (3), 434. 

 
 
Session 5 – Production and Costs  
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This session focuses on the firm’s cost of production. Costs drive firm decision-making 
and are therefore an important factor in how society allocates its resources. We 
highlight differences between marginal and average costs, the long and short run 
perspective and briefly revisit corporate goals. These thinking tools enable us to make 
predictions about how the firm will react to different demand conditions and provide 
the necessary background knowledge we need to study market structures and 
competition policy.  
 
Frank R., I. C. Parker, “Microeconomics and Behaviour”, 5th Canadian Edition, 
McGraw-Hill Ryerson, 2013. Chapters 9 and 10.   
 
Articles: 

• Patrick Bolton and David S. Scharfstein, Corporate Finance, the Theory of the 
Firm, and Organizations. The Journal of Economic Perspectives, Vol. 12, No. 4 
(Autumn, 1998), pp. 95-114.  

• Allen, J. and Y. Liu, 2005, ‘Efficiency and Economics of Scale of Large Canadian 
Banks, Bank of Canada, Working Paper 2005-13.1-20.  

 
 
Session 6- Mid-Term Exam 
 
Session 7 - Perfect and Monopolistic Competition 
Today we begin our investigation of market structures. We start with the utopian but 
theoretically useful perfect competition benchmark case. Perfect competition is an 
extreme scenario where neither sellers nor buyers have market power. While 
empirically rare, it is used as a useful guiding principle in organising markets at the 
national, regional and international levels. The second part of the lecture introduces 
monopolistic competition, which is closely related to perfect competition in that firms 
tend to make ‘normal’ profits but allows for the differentiation of goods between 
firms. Monopolistic competition provides a greater diversity of goods for consumers 
but is associated with some waste of resources.     
 
Frank R., I. C. Parker, “Microeconomics and Behaviour”, 5th Canadian Edition, 
McGraw-Hill Ryerson, 2013. Chapters 11 and 13 (Section 13.B only).   
 
Articles: 

• Barzel, Y. 1970. “Excess Capacity in Monopolistic Competition”, Journal of 
Political Economy. 78(5): 1142-1149* 

• Schmalensee, R, 1972. “A Note on Monopolistic Competition and Excess 
Capacity” Journal of Political Economy. 80(3): 586-591. 

 
Session 8 - Monopoly 
In today’s session we examine the other end of the market structure spectrum by 
focussing on markets dominated by a single firm. We begin by characterising monopoly 
markets and monopoly behaviour. We then examine why monopoly power is typically 
‘harmful’ to social welfare through the creation of deadweight losses. With this in 
mind we look at entry barriers and discuss if and when these should be removed. The 
session will also include a brief discussion of market power measurement, monopoly 
regulation and anti-trust/competition policy.  
 
Frank R., I. C. Parker, “Microeconomics and Behaviour”, 5th Canadian Edition, 
McGraw-Hill Ryerson, 2013. Chapter 12.   
 
Articles: 
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• Hrab, R. & M. J. Trebilcock, 2005, Electricity restructuring in Ontario. The 
Energy Journal. 26(1) p123. 

• Vogelsang, I. 2002. Incentive Regulation and Competition in Public Utility 
Markets: A 20-Year Perspective, Journal of Regulatory Economics, 22(1), 5-27. 

 
Session 9 – Oligopoly and Strategic Behaviour  
Oligopolies are market structures characterized by a group of firms that have non-
negligible market power. The behaviour of firms populating oligopolists markets is 
difficult to predict because their decisions are interdependent. For this reason we 
introduce a few elements from game theory which provides us with an insight on the 
models used by economists to regulate or monitor oligopolistic industries. Policy 
implications for anti-trust agencies, licensing and government procurement are 
highlighted throughout the discussion. 
 
Frank R., I. C. Parker, “Microeconomics and Behaviour”, 5th Canadian Edition, 
McGraw-Hill Ryerson, 2013. Chapter 13 (13.1 – 13.10)   
 
Articles: 

• Knittel, C. R. and V. Stango. 2003. ‘Price ceilings as focal points for tacit 
collusion: Evidence from credit cards’, The American Economic Review, 93(5): 
1703-1729.* 

• Baker, J.B., 1999, Policy Watch: Developments in Antitrust Economics, Journal 
of Economic Perspective, 13(1): 181-194. 

• W.E. Kovacic and C. Shapiro, 2000, ‘Anti-Trust Policy: A Century of Economic 
and Legal Thinking’, Journal of Economic Perspectives, 14(1):43-60. 
 

 
Session 10 - Factor Markets  
Many concepts we have learned so far can be applied to labour markets and we spend 
today’s session doing so. We begin by re-examining the trade-off between work and 
leisure and proceed with a discussion of equilibrium wages. We introduce institutional 
and market rigidities and discuss their impacts on employment patterns. Various 
aspects of the labour market are discussed including gender discrimination, wage 
inequalities and signalling. The session concludes with a brief discussion of income 
inequality and income redistribution policies in Canada.  
 
Frank R., I. C. Parker, “Microeconomics and Behaviour”, 5th Canadian Edition, 
McGraw-Hill Ryerson, 2013. Chapters 14 (and 15 optional)   
 
Articles:  

• Lars Osberg, Gordon Daniel and Zhengxi Lin (1994), ‘Interregional Migration and 
Interindustry Labour Mobility in Canada: A Simultaneous Approach’, Canadian 
Journal of Economics. 

• Stephen Nickell, 1997. Unemployment and Labor Market Rigidities, Europe 
versus North America, Journal of Economic Perspectives, 11(3):55-74.  

• Camerer, C. Babcock, L., Loewenstein, G. and R. Thaler, 1997. “Labor Supply 
of New York City Cabdrivers: One Day at a Time”, Quarterly Journal of 
Economics, 112(2):407-441. 
 

 
Session 11 – General Equilibrium and Market Efficiency 
Our practice so far has been to use partial equilibrium assumption – i.e. assume that 
we could hold constant all ‘other’ variables and investigate how individual markets 
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function in isolation. General equilibrium is the study of how conditions in each 
market in a set of related markets affect equilibrium outcomes in other markets in 
that set. In other words, this week we are looking at the properties of an 
interconnected system of markets. Amongst other things, we will recognise that inputs 
supplied to one market are unavailable for any other and that an increase in demand 
in one market implies a reduction in demand in others.   
 
Frank R., I. C. Parker, “Microeconomics and Behaviour”, 5th Canadian Edition, 
McGraw-Hill Ryerson, 2013. Chapter 16   
 
Articles: 

• Parry. W.H and K. A. Small. 2002. Does Britain or the United States Have the 
Right Gasoline Tax? Discussion Paper 02–12 Resources for the Future 1616 P 
Street, NW Washington, D.C. http://www.rff.org/Documents/RFF-DP-02-12.pdf 

• Or see the version in the American Economic Review (Sept. 2005) 
• D. Fullerton, and G. E. Metcalf, 1997. Environmental Taxes and the 
Double-Dividend Hypothesis: Did You Really Expect Something for 
Nothing? http://ase.tufts.edu/econ/papers/9706.pdf 

 
Session 12 – Government 
Markets left on their own do not always reach a desirable allocation of resources, 
suggesting that there may be a role for government. However government institutions 
are imperfect and subject to government failures. Today’s session provides a brief 
overview of the field of political economy (sometimes called ‘Public Choice’) which 
uses microeconomic tools to study how governments work. We also (briefly) reconsider 
the assumption of rationality by recognising that individuals do not always behave in 
‘optimizing’ ways and even when they do, they sometimes make mistakes. This is the 
domain of behavioural economics and we overview some of its most interesting 
findings and policy implications. 
 
Frank R., I. C. Parker, “Microeconomics and Behaviour”, 5th Canadian Edition, 
McGraw-Hill Ryerson, 2013. Chapters 17 and 18.   
 
 
 Articles: 

• Anindya Sen, Anthony Clement, and Linda Jonker, 2011. Retail Gasoline Price 
Ceilings and Regulatory Capture: Evidence from Canada. American Law and 
Economics Review, Vol 13, Issue 2, p532. 

• Dal Bo, Ernesto. 2006. ‘Regulatory Capture: A Review”, Oxford Review of 
Economic Policy, 22, 203-25.  

• O’Donoghue, T. and M. Rabin. 2003. “Studying Optimal Paternalism: Illustrated 
by a Model of Sin Taxes”, American Economic Review, 93(2):186-191.* 
 

 
TEACHING METHODS 

 
The first two hours of each session relies on traditional `lecturing` methods during 
which key concepts are introduced via a combination of power point and black board 
demonstrations. Brief 3-5 minutes exercises break up these formal sessions to insure 
students have mastered key concepts. The last hour of the session is used for 
presentations and occasionally going over key worksheet questions. It also provides 
more scope for discussion and student involvement. The presentations are used to 
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focus on key policy issues and/or introduce complementary ideas that relate to the 
concepts introduced during the lectures.  
 
 
ASSESSMENT METHODS 

 
There are two exams in this course. They are based on the weekly exercises and class 
discussions – more on this during the first week of class. In addition, you will be asked 
to give a presentation on one of the topics/questions we are studying this term. These 
presentations will be about 40 minutes and will help you combine theory with current 
policy making. Topic assignation and dates will also be determined in the first week. 
(Trading in topics is permitted as long as these trades are mutually beneficial! – please 
inform me IN ADVANCE of any such trades). Please note that you must keep up with 
the required readings, which are mostly drawn from standard microeconomic 
textbooks and academic journals. This is not a difficult course per say but one that 
requires weekly effort. From time to time, I will be posting additional links to reading 
material drawn from newspapers, journal articles or websites that are pertinent to the 
course. 
 

Components of Final Mark 
 

Evaluation format Weight Date 

Midterm exam 35 % Wednesday  12/02/2014  
11.30-14.30 

Class Presentation 20 % TBD 
Final exam 45 % TBD April 2014 

 
Policy on language quality and late submissions 
 
Class attendance is necessary to successfully complete this course. 
 
You will also be judged on your writing abilities. It is recommended to take the appropriate measures to 
avoid mistakes. You will be penalized between 5% to 15%, to the professor’s discretion. 
 
Late submissions are not tolerated. Exceptions are made only for illness or other serious situations 
deemed as such by the professor. There will be a penalty for late submissions. University regulations 
require all absences from exams and all late submissions due to illness to be supported by a medical 
certificate. The Faculty reserves the right to accept or reject the reason put forth if it is not medical. 
Reasons such as travel, work and errors made while reading the exam schedule are not usually accepted. 
 
In the event of an illness or related complications, only the counseling service and the campus clinic 
(located at 100 Marie-Curie) may issue valid certificates to justify a delay or absence. 
 
We advise you to notify your professor as soon as possible if a religious holiday or event forces your 
absence during an evaluation. 
 

 
 
BIBLIOGRAPHY 
 
Required textbook 

We use ‘Microeconomics & Behaviour’ Canadian Edition (5
th

) by Frank and Parker (see 

below) as our main text. We will supplement textbook chapters with weekly assigned 

journal articles that will provide you with more in depth analysis of a particular topic or 

policy applications discussed in the lecture. These articles are often key or original 
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references in the field or examples of very insightful applications to policy issues. The 

chapters and journal articles are listed in the section entitled ‘details of the sessions’.  
 
Main text: 

• Frank R., I. C. Parker, “Microeconomics and Behaviour”, 5th Canadian Edition, 
McGraw-Hill Ryerson, 2011 
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SCHEDULE  

 

API 5126     COURSE ORGANISATION AT A GLANCE 
Session 1 
8/01/2014 

Market Forces - Revision 

Chapters 1, 2, 4 (sections 4.4-4.9), & 5 (section 5.4) 

Worksheet 1 

Session 2 
15/01/2014 

International Trade 

Alternative Readings 

Worksheet 2 

Session 3 
22/01/2014 

The Theory of Consumer Choice 

Chapters 3 and 5 (5.1-5.3, 5.5) 

Worksheet 3 

Session 4 
29/01/2014 

Economics of Information 

Chapters 6,7, and 8 

Worksheet 4 

Session 5 
05/02/2014 

Production and Costs 

Chapters 9 &10 

Worksheet 5 

Session 6 
12/02/2014 

Mid-Term Exam 

 

Sample Exam 

19/02/2014 Reading Week  

Session 7 
26/02/2014 

Perfect and Monopolistic Competition  
Chapters 11 and 13 (13.B only) 

Worksheet 7 

Session 8 
05/03/2014 

Monopoly 

Chapter 12 

Worksheet 8 

Session 9 
12/03/2014 

Oligopoly & Strategic Behaviour 

Chapter 13 (13.1-13.10) 

Worksheet 9 

Session 10 
19/03/2014 

Factor Markets 

Chapters 14 (and 15 optional) 

Worksheet 10 

Session 11 
26/03/2014 

General Equilibrium and Market Efficiency 

Chapter 16 

Worksheet 11 

Session 12 
02/04/2014 

Governments 

Chapters 17 &18 

Worksheet 12 

TBD FINAL EXAM   
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Resources for you 
 
Mentoring Centre - http://www.sciencessociales.uottawa.ca/mentor/fra/  
The goal of the Mentoring Centre is to help students with their academic and social well being during 
their time at the University of Ottawa. Regardless of where a student stands academically, or how far 
along they are in completing their degree, the mentoring centre is there to help students continue on 
their path to success. 
 
A student may choose to visit the mentoring centre for very different reasons. Younger students may 
wish to talk to their older peers to gain insight into programs and services offered by the University, 
while older student may simply want to brush up on study and time management skills or learn about 
programs and services for students nearing the end of their degree. 
 
In all, the Mentoring Centre offers a place for students to talk about concerns and problems that they 
might have in any facet of their lives. While students are able to voice their concerns and problems 
without fear of judgment, mentors can garner further insight in issues unique to students and find a more 
practical solution to better improve the services that the Faculty of Social Sciences offers, as well as the 
services offered by the University of Ottawa. 
 
Academic Writing Help Centre - http://www.sass.uottawa.ca/writing/ 
At the AWHC you will learn how to identify, correct and ultimately avoid errors in your writing and 
become an autonomous writer. In working with our Writing Advisors, you will be able to acquire the 
abilities, strategies and writing tools that will enable you to: 

• Master the written language of your choice  

• Expand your critical thinking abilities  

• Develop your argumentation skills  

• Learn what the expectations are for academic writing  
 
 
Career Services - http://www.sass.uottawa.ca/careers/ 
Career Services offers various services and a career development program to enable you to recognize and 
enhance the employability skills you need in today's world of work.  
 
Counselling Service- http://www.sass.uottawa.ca/personal/ 
There are many reasons to take advantage of the Counselling Service. We offer: 

• Personal counselling 

• Career counselling 

• Study skills counselling 
 
Access Service - http://www.sass.uottawa.ca/acces/ 
The Access Service contributes to the creation of an inclusive environment by developing strategies and 
implementing measures that aim to reduce the barriers to learning for students who have learning 
disabilities, health, psychiatric or physical conditions. 
 
Student Resources Centres - http://www.communitylife.uottawa.ca/en/resources.php 
The Student Resources Centres aim to fulfill all sorts of students needs.   

 

 

 
Beware of Academic Fraud! 
 
Academic fraud is an act committed by a student to distort the marking of assignments, tests, 
examinations, and other forms of academic evaluation. Academic fraud is neither accepted nor 
tolerated by the University. Anyone found guilty of academic fraud is liable to severe academic 
sanctions. 
 
Here are a few examples of academic fraud: 

• engaging in any form of plagiarism or cheating;  

• presenting falsified research data;  

• handing in an assignment that was not authored, in whole or in part, by the student;  

• submitting the same assignment in more than one course, without the written consent of the 
professors concerned. 
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In recent years, the development of the Internet has made it much easier to identify academic 
plagiarism. The tools available to your professors allow them to trace the exact origin of a text on 
the Web, using just a few words. 

In cases where students are unsure whether they are at fault, it is their responsibility to consult the 
University’s Web site at the following address: 
http://www.socialsciences.uottawa.ca/eng/writing_tools.asp « Tools for Writing Papers and 
Assignments ». 

Persons who have committed or attempted to commit (or have been accomplices to) academic fraud 
will be penalized. Here are some examples of the academic sanctions, which can be imposed: 

• a grade of « F » for the assignment or course in question; 

• an additional program requirement of between 3 and 30 credits; 

• suspension or expulsion from the Faculty. 

Last session, most of the students found guilty of fraud were given an « F » for the course and had 
between three and twelve credits added to their program requirement. 

For more information, refer to: 
http://www.uottawa.ca/academic/info/newsletter/fraud_e.html 

 


