syspanenEgsesus @) Pearson

(R 43 55 5

’ (B R » 55 /\i)
uildg'leconomics

(Eighth Edition)

B 1A%F « S.F4k 5 (Robert S. Pindyck)
PHE/R » L. &= /ReE (Daniel L. Rubinfeld)

=

e A gy
@ 1 [E AR KFHARAE



BEEREAFEVERERELH

Iwﬁn ey

?} ﬂ!

Ui 42 3F S

g (BEChR « /\R)
Microeconomics

(Eighth Edition)

PAA%E - S. %EM(FIL (Robert S. Pindyck) 5
FHER - /R (Daniel L. Rubinfeld)

FEARXFEHRME
- BE -



BHEMRME (CIP) ¥R

MOWZTE2E . B\ 330/ () BA%F - S F2k 5@ (Robert S. Pindyck), () 4B/ « L. BE#H /K (Daniel
L. Rubinfeld) . —dbat. frEARKH RS, 2018.7

FEERE T ROEH TSN R mE - BORES)

ISBN 978-7-300-25886-7

L. O I. OF-@FF Il. OMMETFE-REREHM-3E3 V. DF016
ob E hi A [ 518 CIP B (2018) 45 123902 5

BEFREFEGERF R FHAM
ZRFHEHM - BCRRT
MMEFFE (FLAR - F/\)
BA%s « S. FKE g

FHE/R « L. BER/RE

Weiguan Jingjixue

HARZIT HE AR H R

# 0 # dbmdek ke & BREI4RED 100080
B 3§ 010-62511242 (M4E) 010 — 62511770 (A

010 — 82501766 (HFMI) 010 — 62514148 (| JH#E)

010 - 62515195 (KATAED 010 — 62515275 (EARESHR)
& Hit http: //www. crup. com. cn

http: //www. ttrnet. com (A KZLHF )
% HEE
B0 Rl BT A ERRIA PR R
MM 215 mmX275 mm 16 FFA B & 20184E7 A4 1R
Ep W 46.5 FHIT 2 Bl R 201847 A% 1 KENK
= #1386 000 £ # 99.005C

IRINFATH 1AL EpZREi MR



FRRRIFMAE, B—FELHaMN, A ZOBALFFEEM, N LHREEMH
KEig, HRER, £FMRAEE. TENREFERRER. TiH%RMBUGTFHE
EHEMMLSFIHNELRRIRI, THE TEFERRERMINTE, WHFLMTRER
B, THEMMAMRELNERARKA. ATHENN BENKE., SIEBRUAFTH
HALIRIRIR IS R KR IMED R E

FHENEERERE: (1) ERESXRAESE. BAEXERM, MRULFERELR
PR ARITTRR. (2) BEXHE. FIRXEER, KRHRATEEX0EFEFH
ERERNFBNLSFFEEE, HA-LEXERBIRHITHN. (3) BMBFMEA, EER
RERSFEANYFMNR, AREZE-LEERMHRBEIRATEIE,

NPy

(AT - S. TR, RABRIFRNEEEFRNESFENERFRIR. ©TF19714£
EREETIFRRELFEE TR, CHARTIETZRBABFEM~WAR, FIk
RERARIAEBXE, FEHRTHAZERE, Edhp (BULFE) (FREETH
#%) (tESFRESLFTN) HEXENERZXA.

BRER - LEEHRE, MMNXFAEEMSBEFHIBTMEFEEIE, HYE1997F
1998 BEEFERENHNEFBEFER, MT1972FEMRAIE THRHRSHE 0, fib
ERFTHHT, ERBUR. FNEFZE, FNFHTZURAEZFR2FIEHERTEE L.



AL

%%+ﬁk%i7“ﬂﬁ*,i&%"%ﬁ&ﬁ%,ﬁﬁ‘E%k”i%ﬂki%%i
AW, TRAEKE - RARRREFRARBAGE—FF (FF) HFERYT RHEK,
BHREEUREHRFREUEER,

AREBREBFELT U EHRFRE, PEARAFHRUEBEFEL, ZBF-FAR, 2
EERFERPLYUEAE, HETETZE “SF XX ERINEM", XEHMNEHE: 85K
FERXEVWFROEORE, EHFLTLUA AN ETREUAMBE LSBT L FERT £
WEERE, TARH B HESSRRFHAHERLEF XEM,

EMALLR, Sl H#FHRZRFIEM LR, FEFREX, BEEAZFLBFFX,
FEUR-SGBRRAFFRESEREMN, T ETREL, FAHEALESRXREFTKTFHE
CEALREFETRARFEM T AR, REASATELESE, HFAMET,

ARFIBMEERAUTHRK:

F—, EHER TR E, ARFIEMHLBAEN LU RAFAHNRFEHEMN, BET S
FEELHFAETERE,

Fo, RRAXEREMABE, RARFHAMKEEALRHAETEUR) ENENH,
B EREMHTT LI, BLERFEREM UREN P ARFEN E8 LRTT
E 5w

F=, REFRDERWE, AR EMEREZLBR L R WESKFENE, EXLHRE
S 9 AT BAT B I TR,

FU, REAE, MEEF, ARFEM —FTHEANEZFRRBEREHEL T EHARE
HENLRRE, 7 H, RENKBXBELTESEREFHHAYXHRA,

FH, REBANHKFIH, KEESA L HRAANER, KRFIEM A HTREF
EOREHWEAR, wHFFH, PPTRERTF XA, AEE%, A REFAAZFENRER
R, EHRFEHEA,

ARFEHRECBERBREF ALV NAMNKEFER, CECNFEFXTHEAHE
AR HEREMET, RNELEY, AFABRFERLTTRT LR, FEFHATHEL,
FHBERE ABRAHER, EhTEAHAMNELTLANKSE, BFRPXMERTR, F
FPRHEMTRASAZZL, RNERFLES ARERUFT AT LR N, UERNEUEHN
BRA A B R A

PEARKXSF HRAL




To our daughters,

Maya, Talia, and Shira
Sarah and Rachel



The authors, back again for a
new edition, reflect on their
years of successful textbook
collaboration. Pindyck is on the
right and Rubinfeld on the left.

ABOUT THE AUTHORS

edition was well-liked by students. “So why is our publisher pushing

or a new edition?” the authors wondered. “Were some of the examples

becoming stale? Or might it have something to do with the used book market?”

Could be both. In any case, here they are again, with a new edition that has sub-
stantial improvements and lots of new examples.

Robert S. Pindyck is the Bank of Tokyo-Mitsubishi Ltd. Professor of Economics
and Finance in the Sloan School of Management at M.I.T. Daniel L. Rubinfeld
is the Robert L. Bridges Professor of Law and Professor of Economics Emeritus
at the University of California, Berkeley, and Professor of Law at NYU. Both
received their Ph.Ds from M.L.T., Pindyck in 1971 and Rubinfeld in 1972. Professor
Pindyck’s research and writing have covered a variety of topics in microeconom-
ics, including the effects of uncertainty on firm behavior and market structure;
the behavior of natural resource, commodity, and financial markets; environmen-
tal economics; and criteria for investment decisions. Professor Rubinfeld, who
served as chief economist at the Department of Justice in 1997 and 1998, is the
author of a variety of articles relating to antitrust, competition policy, law and
economics, law and statistics, and public economics.

Pindyck and Rubinfeld are also co-authors of Econometric Models and Economic
Forecasts, another best-selling textbook that makes a perfect gift (birthdays,
weddings, bar mitzvahs, you name it) for the man or woman who has every-
thing. (Buy several—bulk pricing is available.) These two authors are always
looking for ways to earn some extra spending money, so they enrolled as human
subjects in a double-blind test of a new hair restoration medication. Rubinfeld
strongly suspects that he is being given the placebo.

This is probably more than you want to know about these authors, but for
further information, see their Web sites: http://web.mit.edu/rpindyck/www
and http://www.law.berkeley.edu/faculty/rubinfeldd.

R:)vising a textbook every three or four years is hard work, and the last



R ER

F1F Hik: WHMME 25

F1E i 27
L1 RSP 8 28
1.2 ftagkdism? 31
1.3 SEhrfirds 54 XMMks 36
L4 NP AB2ES AT 40

£28 MHAMFROEFFE 45
HGMTIOR 46

w49

Al 50

G MTRP P 57

R ERE S K 63
BRI N G AR AR R T2
BUM T R —— Ak 82

~N Oy U N~

$2F 4r-E. HEESTESRMTH 89

FIF HBEETH 9

HHE ML 93

WA AR 106

HE R 110

wonfisr 116
BSOS A R 119
PETEIAERL 124

wow oW ow oW ow
D Ul e W N =

F4E PABFKFHIHZEIR 135
4.1 PMAFTR 136
4.2 WA AR 143



4

H3CH R

4.3
4.4
4.5
“4.6

E5E

S
DD U s W DN =

SN NN NN N

N O Ul e W DN

© 90 90 0 0 0 o %o

1
2
3
4
5
6
7
8

FI9E
9.1
9.2

mgER 148
HERA 156
2 ANRYE 159
TR KAGT 163

FHEMSHBRETA 173
R 174

X U R 179
BEARXEE 184
XU BE TR 190
Wk 199

Ay 203

£ 215

IR AL 216

—FhAI A (BB FRIA 220
PR AR AT AT 230
R 237

A 243
BEAHINEE . R AT B 243
A 251

KWIRA 257
KA & S5 sA 2 267
PR S — BT 272
AR BB ——2F 3 gk 275
A A THRI N 279

FliHZALE TSRS 287
TBEFERNY 287

MK 290
brdicas . APRRAFIAER R 292
R’ 295
stk R R I HhZk 300
miTi AL 303
K=&k 308
g hz 314

RHMETHIN 325

BURF BRI IR G5 PP — T BB AR AL P B R

kTR 331

325



9.3
9.4
9.5
9.6

FARFRHr 336

Yrdg SCREAMA = BCE 340
HEOECE 5 6B 348
TEBE BN 5 353

$3F THEHMSTERRE 363

H3CH &

F10E higHh: ZHMIHEE 365

10.
10.
10.
10.
10.
10.
10.

N O O AW N =

ZEWr 366

ZEWTH S 376

ZEWIATIHIRTE 383

BT SRS A 385
SEJTZEWr 390

K TiZEW T 393

s TS % I RICHEk 397

F11E AHBBANEH 407

11.
11.
11.
L.
“11.
* 11

D Ul e W N =

BEUH R E TR 408

Mgl 409

5 HA A8 B LA S I R far e A 418
PR Bl 422

g e 427

TR 437

F1RE ZHTHFMELZE 447

12.
12.
12.
12,
12,
12.

1
2
3
4
S
6

ZEWITE G 448

Bk ZEW 452

g se g 460

T ovs. iR HRERBE 465
INBE R B B Sk RS 468
KR 473

FBE BEERERHRE 483

13.
13.
13.
13.
13.
13.
13.
“13.

0 N o Ul W N

IR SRR 483
G Lkng 486
iAol 488
HEEME 494

JFoiiEgE 498

B, &S AEE 501
Xtk ARIBHIE 506

s 512

5



6 hXHZ

FUE BRAERME 525
14.1 EHHERWE 525
14.2 FEPHEER TN 538
14.3 HKRITEBHIINWERTY 542
14.4 FHEITEBHENWERTG 546

FI5E RHA. HESHETH 555

15.1 HFES5FE 556

15.2 WEBI{E 557

15.3 fai=mIM{E 560

15.4  BEABRRUORM R IUEIRME 565
15.5 XK % 569

15.6 JHEMBRIFEYIEK 574

15.7 ANNREELE 576

“15.8 EEEPA YR —RIREIBYEIR 580
15.9 FIFRZWfTHRER? 584

B4E BR. THEARSHHMAE 589

FleE —MHUBELFHE 591
16.1 —fEMs8r 591
16.2 AcHaiRk®E 598
16.3 AN FEH5HE 606
16.4 AFEH%E 609
16.5 BHHRASWIEFLA 614
16.6 G4 mpEHrzE 619
16.7 WA ftaskR? 621

FITE FEAFANROTE 627
17.1 REAWEM.S “fr” Wy 628
17.2  HigfES1EE 634
17.3 EFEXE 639
17. 4 ZH-HRB 641
“17.5 BRA—AIb B IR 647
17.6 S5 AXFRIER : BELTHEME 650

F18E SMEPERMAETE 657
18.1 ApitE 657
18.2 YIETWHRRMIE 663
18.3 TEEAMNRM: 674
18.4 AMEMES=AL 680
18.5 FLAWEWE 683



18.6 Adt#pH 686
18.7 XIAIYFEFNAME: 690

MEx w=adgkakismin 696
KiEL 704
Hr%IMEE T4
Bhxk 727

&3 728

HPICH %

7



CONTENTS

Preface 17
e PART ONE Summary 84
Introduction: Markets and Prices 25 Questions for Review 85

Exercises 86
1 Preliminaries 27

1.1 The Themes of Microeconomics 28

Trade-Offs 28 * PART TWO
Prices and Markets 29 Producers, Consumers, and
Theories and Models 29 Competitive Markets 89
Positive versus Normative Analysis 30

12 WhatIsaMarket? 31 3 Consumer Behavior 91

Competitive versus Noncompetitive Markets 32
Market Price 32
Market Definition—The Extent of a Market 33
1.3 Real versus Nominal Prices 36
1.4 Why Study Microeconomics? 40
Corporate Decision Making: The Toyota Prius 40
Public Policy Design: Fuel Efficiency Standards for
the Twenty-First Century 41
Summary 42
Questions for Review 43
Exercises 43

Consumer Behavior 91

3.1 Consumer Preferences 93
Market Baskets 93
Some Basic Assumptions about Preferences 94
Indifference Curves 95
Indifference Maps 96
The Shape of Indifference Curves 97
The Marginal Rate of Substitution 98
Perfect Substitutes and Perfect

Complements 99

3.2 Budget Constraints 106

The Budget Line 106

2 The Basics of SUpply and The Effects of Changes in Income

Demand 45 and Prices 108
2.1 Supply and Demand 46 3.3 Consumer Choice 110
The Supply Curve 46 Corner Solutions 113
The Demand Curve 47 3.4 Revealed Preference 116
2.2 The Market Mechanism 49 3.5 Marginal Utility and Consumer Choice 119
2.3 Changes in Market Equilibrium 50 Rationing 122
2.4 Elasticities of Supply and Demand 57 *3.6 Cost-of-Living Indexes 124
Point versus Arc Elasticities 60 Ideal Cost-of-Living Index 125
2.5 Short-Run versus Long-Run Elasticities 63 Laspeyres Index 126
Demand 64 Paasche Index 127
Supply 69 Price Indexes in the United Statics: Chain
*2.6 Understanding and Predicting the Effects of Weighting 128
Changing Market Conditions 72 Summary 129
2.7 Effects of Government Intervention—Price Questions for Review 130

Controls 82 Exercises 131




10 CONTENTS

4 |ndividual and Market
Demand 135

4.1 Individual Demand 136
Price Changes 136
The Individual Demand Curve 136
Income Changes 138
Normal versus Inferior Goods 139
Engel Curves 140
Substitutes and Complements 142
4.2 Income and Substitution Effects 143
Substitution Effect 144
Income Effect 145
A Special Case: The Giffen Good 146
4.3 Market Demand 148
From Individual to Market Demand 148
Elasticity of Demand 150
Speculative Demand 153
44 Consumer Surplus 156
Consumer Surplus and Demand 156
4.5 Network Externalities 159
Positive Network Externalities 159
Negative Network Externalities 161
*4.6 Empirical Estimation of
Demand 163

The Statistical Approach to Demand Estimation 163

The Form of the Demand Relationship 164
Interview and Experimental Approaches to
Demand Determination 167
Summary 167
Questions for Review 168
Exercises 169

5 Uncertainty and Consumer
Behavior 173

5.1 Describing Risk 174
Probability 174
Expected Value 175
Variability 175
Decision Making 177
5.2 Preferences Toward Risk 179
Different Preferences Toward Risk 180
5.3 Reducing Risk 184
Diversification 184

Insurance 185
The Value of Information 188

*5.4 The Demand for Risky Assets 190

Assets 190

Risky and Riskless Assets 191

Asset Returns 191

The Trade-Off Between Risk and Return 193
The Investor’s Choice Problem 194

5.5 Bubbles 199

Informational Cascades 201

5.6 Behavioral Economics 203

Reference Points and Consumer Preferences 204
Fairness 206
Rules of Thumb and Biases in Decision Making 208
Summing Up 210

Summary 211

Questions for Review 211

Exercises 212

6 Production 215

The Production Decisions of a Firm 215

6.1 Firms and Their Production Decisions 216

Why Do Firms Exist? 217

The Technology of Production 218

The Production Function 218

The Short Run versus the Long Run 219

6.2 Production with One Variable Input (Labor) 220

Average and Marginal Products 220

The Slopes of the Product Curve 221

The Average Product of Labor Curve 223

The Marginal Product of Labor Curve 223

The Law of Diminishing Marginal Returns 223
Labor Productivity 228

6.3 Production with Two Variable Inputs 230

Isoquants 230

Input Flexibility 231

Diminishing Marginal Returns 231
Substitution Among Inputs 232

Production Functions—Two Special Cases 233

6.4 Returns to Scale 237

Describing Returns to Scale 238
Summary 240
Questions for Review 240
Exercises 241



7 The Cost of Production 243

7.1

7.2

7.3

7.4

7.5

*7.6

L ad

Measuring Cost: Which Costs Matter? 243
Economic Cost versus Accounting Cost 244
Opportunity Cost 244
Sunk Costs 245
Fixed Costs and Variable Costs 247
Fixed versus Sunk Costs 248
Marginal and Average Cost 250
Cost in the Short Run 251
The Determinants of Short-Run Cost 251
The Shapes of the Cost Curves 252
Cost in the Long Run = 257
The User Cost of Capital 257
The Cost-Minimizing Input Choice =258
The Isocost Line 259
Choosing Inputs 259
Cost Minimization with Varying Output Levels 263
The Expansion Path and Long-Run Costs 264
Long-Run versus Short-Run Cost Curves 267
The Inflexibility of Short-Run Production 267
Long-Run Average Cost 268
Economies and Diseconomies of Scale 269
The Relationship between Short-Run

and Long-Run Cost 271
Production with Two Outputs—Economies of
Scope 272
Product Transformation Curves 272
Economies and Diseconomies of Scope 273
The Degree of Economies of Scope 273
Dynamic Changes in Costs—The Learning
Curve 275
Graphing the Learning Curve 275
Learning versus Economies of Scale 276
Estimating and Predicting Cost 279
Cost Functions and the Measurement of Scale

Economies 281

Summary 283
Questions for Review 284
Exercises 285

8 Profit Maximization and

8.1

Competitive Supply 287

Perfectly Competitive Markets 287
When Is a Market Highly Competitive? 289

8.2

8.3

8.4

8.5

8.6

8.7

8.8

CONTENTS

Profit Maximization 290

Do Firms Maximize Profit? 290

Alternative Forms of Organization 291

Marginal Revenue, Marginal Cost, and Profit

Maximization 292

Demand and Marginal Revenue for a Competitive
Firm 293

Profit Maximization by a Competitive Firm 295

Choosing Output in the Short Run 295

Short-Run Profit Maximization by a Competitive
Firm 295

When Should the Firm Shut Down? 297

The Competitive Firm’s Short-Run Supply

Curve 300

The Firm’s Response to an Input Price
Change 301

The Short-Run Market Supply Curve 303

Elasticity of Market Supply 304

Producer Surplus in the Short Run 306

Choosing Output in the Long Run 308

Long-Run Profit Maximization 308

Long-Run Competitive Equilibrium 309

Economic Rent 312

Producer Surplus in the Long Run 313

The Industry’s Long-Run Supply

Curve 314

Constant-Cost Industry 315

Increasing-Cost Industry 316

Decreasing-Cost Industry 317

The Effects of a Tax 318

Long-Run Elasticity of Supply 319

Summary 322
Questions for Review 322
Exercises 323

© The Analysis of Competitive

9.1

9.2
9.3

Markets 325

Evaluating the Gains and Losses from
Government Policies—Consumer and Producer
Surplus 325
Review of Consumer and Producer Surplus 326
Application of Consumer and Producer

Surplus 327
The Efficiency of a Competitive Market 331
Minimum Prices 336

11



12

CONTENTS

9.4 Price Supports and Production Quotas 340

Price Supports 340
Production Quotas 341

9.5 Import Quotas and Tariffs 348
9.6 The Impact of a Tax or Subsidy 353

The Effects of a Subsidy 356
Summary 359
Questions for Review 360
Exercises 360

e PART THREE
Market Structure and Competitive
Strategy 363

10 Market Power: Monopoly

and Monopsony 365

10.1 Monopoly 366

Average Revenue and Marginal Revenue 366
The Monopolist’s Output Decision 367

An Example 369

A Rule of Thumb for Pricing 371

Shifts in Demand 373

The Effect ofa Tax 374

*The Multiplant Firm 375

10.2 Monopoly Power 376

Production, Price, and Monopoly Power 379
Measuring Monopoly Power 379
The Rule of Thumb for Pricing 380

10.3 Sources of Monopoly Power 383

The Elasticity of Market Demand 384
The Number of Firms 384
The Interaction Among Firms 385

104 The Social Costs of Monopoly Power 385

Rent Seeking 386

Price Regulation 387
Natural Monopoly 388
Regulation in Practice 389

10.5 Monopsony 390

Monopsony and Monopoly Compared 393

10.6 Monopsony Power 393

Sources of Monopsony Power 394
The Social Costs of Monopsony Power 395
Bilateral Monopoly 396

10.7 Limiting Market Power: The Antitrust

Laws 397
Restricting What Firms Can Do 398

Enforcement of the Antitrust Laws 399
Antitrust in Europe 400

Summary 403
Questions for Review 403
Exercises 404

11.1
11.2

11.3

114
*11.5

*11.6

Pricing with Market Power 407

Capturing Consumer Surplus 408
Price Discrimination 409

First-Degree Price Discrimination 409
Second-Degree Price Discrimination 412
Third-Degree Price Discrimination 412
Intertemporal Price Discrimination and
Peak-Load Pricing 418

Intertemporal Price Discrimination 419
Peak-Load Pricing 420

The Two-Part Tariff 422

Bundling 427

Relative Valuations 428

Mixed Bundling 431

Bundling in Practice 434

Tying 436

Advertising 437

A Rule of Thumb for Advertising 439

Summary 442
Questions for Review 442
Exercises 443

12 Monopolistic Competition and

121

12.2

12.3

124

Oligopoly 447
Monopolistic Competition 448
The Makings of Monopolistic Competition 448
Equilibrium in the Short Run and the Long Run 449
Monopolistic Competition and Economic
Efficiency 450
Oligopoly 452
Equilibrium in an Oligopolistic Market 453
The Cournot Model 454
The Linear Demand Curve—An Example 457
First Mover Advantage—The Stackelberg
Model 459
Price Competition 460
Price Competition with Homogeneous Products—
The Bertrand Model 460
Price Competition with Differentiated Products 461
Competition versus Collusion: The Prisoners’
Dilemma 465



12,5 Implications of the Prisoners’ Dilemma for
Oligopolistic Pricing 468
Price Rigidity 469
Price Signaling and Price Leadership 470
The Dominant Firm Model 472
12.6 Cartels 473
Analysis of Cartel Pricing 474
Summary 478
Questions for Review 478
Exercises 479

13 Game Theory and Competitive
Strategy 483

13.1 Gaming and Strategic Decisions 483
Noncooperative versus Cooperative Games 484
13.2 Dominant Strategies 486
13.3 The Nash Equilibrium Revisited 488
Maximin Strategies 490
*Mixed Strategies 492
13.4 Repeated Games 494
13.5 Sequential Games 498
The Extensive Form of a Game 499
The Advantage of Moving First 500
13.6 Threats, Commitments, and Credibility 501
Empty Threats 502
Commitment and Credibility 502
Bargaining Strategy 504
13.7 Entry Deterrence 506
Strategic Trade Policy and International
Competition 508
*13.8 Auctions 512
Auction Formats 513
Valuation and Information 513
Private-Value Auctions 514
Common-Value Auctions 515
Maximizing Auction Revenue 516
Bidding and Collusion 517
Summary 520
Questions for Review 521
Exercises 521

14 Markets for Factor Inputs 525

14.1 Competitive Factor Markets 525
Demand for a Factor Input When Only One Input
Is Variable 526
Demand for a Factor Input When Several Inputs
Are Variable 529

CONTENTS

The Market Demand Curve 530
The Supply of Inputs to a Firm 533
The Market Supply of Inputs 535
14.2 Equilibrium in a Competitive Factor
Market 538
Economic Rent 538
14.3 Factor Markets with Monopsony Power 542
Monopsony Power: Marginal and Average
Expenditure 542
Purchasing Decisions with Monopsony
Power 543
Bargaining Power 544
144 Factor Markets with Monopoly Power 546
Monopoly Power over the Wage Rate 547
Unionized and Nonunionized Workers 548
Summary 551
Questions for Review 552
Exercises 552

15 Investment, Time, and Capital
Markets 555

15.1 Stocks versus Flows 556
15.2 "Present Discounted Value 557
Valuing Payment Streams 558
15.3 The Value ofa Bond 560
Perpetuities 561
The Effective Yield on a Bond 562
154 The Net Present Value Criterion for Capital
Investment Decisions 565
The Electric Motor Factory 566
Real versus Nominal Discount Rates 567
Negative Future Cash Flows 568
15.5 Adjustments for Risk 569
Diversifiable versus Nondiversifiable Risk 570
The Capital Asset Pricing Model 571
15.6 Investment Decisions by Consumers 574
15.7 Investments in Human Capital 576
*15.8 Intertemporal Production Decisions—
Depletable Resources 580
The Production Decision of an Individual Resource
Producer 580
The Behavior of Market Price 581
User Cost 581
Resource Production by a Monopolist 582
15.9 How Are Interest Rates Determined? 584
A Variety of Interest Rates 585

13



