Feb 2 2003  Lecture 6.

Handouts: Syllabus
 Frieman pp. 49, 51

next time—your Rennhoff reports
Stigler on regulation
Table 3—Stigler did 11 different regressions, with 48 observatinos each (territories?)   What else c0ould he have done?  Pooled them. With occupation dummies. 

Harberger triangles. Make into powerpoint. 
The diagram: theory.  With the first industry's numbers. 

1. Get  return on capital  in mfgr.  industries, and sales (q) 

2. Calculate deviations from average profit  as a percentage of sales. Call this r. 

 3. Assume the elasticity of demand, k, for each industry equals 1. 

3.   Calculate  .5 r^2qk  for each industry.

 4. Add them up. 

 5. Multiply 2.2 since we just looked at a fraction of manuf. industries. 

 5. The result: about .1% of national income. 

Refinements:

  1. What if there are increasing costs in industries? 

 2.  Equity capital is measured to include the value of patents, which capitalizes monopoly profits.  So it is greater than the amount of real capital supplied, and monopoly profits might look too low. 

 3. Sample selection bias. These industries have an average profit of 10.4%, while for manufaturign as a whole it was 8%. 

 4. Aggregation.  Return to this later.  

 The theory is confused.   His premise is that 1924-28 is long run eq.   But the negative profit cannot be a longrun situation.   What he is measuring is something real, but not monopoly profits. Rather, it is SR disequilibrium deviation from optimality. 

 And why is looking at total return on capital, rather than return on equity? THe bondholders are mere capitalists, and should not get any of the monopoly profit. 

Overhead: the table 1. 

   Suppose manufacturing has return to equity of 10 percent of sales, and all that is monopoly profit.  That is a 10 percent increase in price over cost. With Constant returns to scale and unit elasticity, this means sales are 10 percent lower than they should be.  Thus, the triangle loss is .5  (.01) (sales in dollars).  Suppose manufacturing is 30 percent of GNP. Then the loss comes to .5(.01) (.3) = .015, 1.5 percent of GNP. 

Mfgr  corporations had profit of 245 billion dollars in 1998. SA-2001, table 712.  Sales were 4591 billion. So the profit rate on sales was .053.  And the triangle loss was  .5 (.053)(.053) (4591) = 6.5 billion dollars.  GDP was 8790 billion dollars (table 640),  so the loss is .07% of GDP. 

 That is actually unfair. If only some industries are monopolized, then they will have higher profit rates. Suppose a quarter  are monopolized, with profits of 20%, and 3/4 are not, with profits of 0% of sales.  Then the triangle loss is .5 (.20)(.20)  (.25) (4591) = 23.0 billion dollars.  But that is still tiny. 

 What if prices were double what they should be, in every industry?  Then the approximation involved gets bad, but we can compute  . 5(1) (1) 4591 = 2296, and the loss is 26% of GDP.  

 Friedman on Coase and Calabresi-Melamed

