
Contents 

Acknowledgments xiii 

Chicago Price Theory: An Introduction 

The Chicago Economics Tradition 1 
Price Theory Differs from Microeconomics 2 
Using Chicago Price Theory to Learn Economics 
Example: Ethanol Fuel Subsidies 6 
Example: Acquired Comparative Advantage 12 
Outline of the Course 16 

PART I: Prices and Substitution Effects 

Chapter 1 
Utility Maximization and Demand 

Utility Maximization 21 
The Theory of Demand 25 

Chapter 2 
Cost Minimization and Demand 

The Cost Function 30 
Hicks' Generalized Law of Demand 34 

Vll 



Vlll C O N T E N T S  

Relationships between Indifference Curves and the 
Demand System 35 

Properties of Hicksian Demand Functions 36 

Chapter 3 
Relating the Marshallian and Hicksian Systems 38 

The Slutsky Equation 38 
Adding Up and Symmetry for the Marshallian System 41 
Demand System Degrees of Freedom 43 
The Income Effect of a Price Change 44 

Chapter U 
Price Indices: Consumer Theory Guides Measurement 48 

Laspeyres and Paasche Decompositions of 
Expenditure Growth 48 

Chained Price Indices 51 
Using the Cost Function to Value Quality Change 55 

Indifference Curves for Buyers 59 
Consumer Misinformation and "Nudgeability" Is a Prediction 

of Consumer Theory 60 

Chapter 6 
Short- and Long-Run Demand, with an Application to Addiction 62 

An Example: The Demand for Cars and Gasoline 62 
Relating the Short-Run Demand Curve to the Overall 

Demand System 64 
Using Consumption Stocks to Understand Addiction 66 
Short- and Long-Run Price Effects on Addictive Behaviors 69 

Chapter 5 
Nudges in Consumer Theory 59 

Homework Problems for Part I; 
Prices and Substitution Effects 73 



C O N T E N T S  

PART Ii: Market Equilibrium 

Chapter 7 
Discrete Choice and Product Quality 79 

Market Demand Is a Distribution Function 79 
Equilibrium Product Quality 81 
Heterogeneous Firms 87 
Heterogeneous Firms and Consumers 91 

Chapter 8 
Location Choice: An Introduction to Equilibrium 

Compensating Differences 94 

Properties of the Rent Gradient Model 96 

Chapter 9 
Learning by Doing and On-the-job Investment 101 

Human Capital Acquired from Training Programs Administered 
by the Employer 101 

Learning by Doing 102 
Types of Human Capital 104 

Chapter 10 
Production, Profits, and Factor Demand 106 

Comparative Advantage and the Production-Possibility 
Frontier 106 

The Production Function 109 
Profit Maximization 110 
Cost Minimization 112 
The Firm's Slutsky Equation 114 
Two-Input Production 116 
Substitution and Scale Effects on Factor Demand 120 
Acquired Comparative Advantage 121 



X C O N T E N T S  

Chapter 11 
The Industry Model 126 

Properties of the Industry Model 126 
The Supply-Demand Perspective on Industry Behavior 128 
Four Ingredients of the Industry Model 131 
Industry Elasticity of Labor Demand 132 
Are Labor and Capital Complements or Substitutes? 133 

Chapter 12 
The Consequences of Prohibition 135 

The Revenue from Drug Sales 135 
The Legalization Multiplier 136 
Half-Hearted Prohibitions Are the Most Costly 137 

Chapter 13 
A Price-Theoretic Perspective on the Core 140 

Looking for Gains from Trade: Indifference Curves for Buyers 
and Sellers 140 

Exclusive Dealing, Quantity Discounts, and Other Market Outcomes 
That Are off the Marshallian Demand Curve 142 

Chapter 14 
Multiple-Factor Industry Model 145 

Review of the Industry Model 145 
Properties of the Multiple-Factor Industry Model 146 
Analyzing Production 148 
Endogenous Lactor Prices 149 

Homework Problems for Part II: Market Equilibrium 150 

PART III: Technological Progress and Markets for Durable Goods 

Chapter 15 
Durable Production Factors 155 

Stocks and Flows for Factor Prices and Quantities 155 
The Use and Investment Markets for Capital Goods 157 



C O N T E N T S  XI 

Four Equilibrium Conditions 157 
Steady State 159 
Perturbing the Steady State 159 

Chapter 16 
Capital Accumulation in Continuous Time 

Perturbing the Steady State (Continued) 166 
Continuous-Time Versions of the Four Equilibrium Conditions 

Chapter 17 
Investment from a Planning Perspective 

Adjustment Costs Applied to Net Investment 174 
Endogenous Interest Rates: The Neoclassical Growth Model 17 

Chapter 18 
Applied Factor Supply and Demand 1: Technological Progress 

and Capital-Income Tax Incidence 

Definitions of Labor Productivity 180 
Explaining Economic Growth in the Presence of 

Complementarity 180 
The Consequences of Unbiased Technological Change 182 
The Incidence of a Capital-Income Tax 184 
Why Capital is Elastically Supplied in the Long Run 186 
The Incidence of a Corporate-Income Tax 186 

Chapter 19 
Applied Factor Supply and Demand 2: Factor-Biased 

Technological Progress, Factor Shares, and the 
Malthusian Economy 

The Definition of Technological Bias 189 
Relating Labor's Share to Economic Growth 191 
The Malthusian Special Case 195 
Capital-Biased Technical Change Also Benefits Labor 195 
Adding Fluman Capital 197 



xii CONTENTS 

Chapter  20 
Investments in Health and the Value of a Statistical Life 

Investments in Self-Protection 200 
The Value of a Statistical Life 204 

Homework Problems for Part i l l :  Technological 
Progress and Markets  for  Durable  Goods 

Notes 211 
Bibliography 217 

Index 221 


