Chapter 8

The Quest for Profit and the Invisible Hand

I.  Introduction/Overview

A. The profit motive and the Invisible Hand

II.  The Central Role of Economic Profit

A. Three Types of Profit

1. accounting profit (TR - explicit costs)

2. economic profit, a.k.a. excess profit (TR - explicit costs - implicit costs) 

3. normal profit

B. Differences between the three types of profit

C. Importance of the distinction between the three types of profit

D. Effect of entry and exit on profit

E. Economic Naturalist 8.1: "Why do supermarket checkout lines all tend to be roughly the same length?"

III.  Invisible Hand Theory

A. Two Functions of Price

1. rationing

2. allocative

B. Invisible hand theory

C. Importance of Free Entry and Exit

1. barriers to entry

D. Economic Rent Versus Economic Profit

1. cost saving innovation

IV.  The Invisible Hand in Action

A. The Invisible Hand in Regulated Markets

1. Economic Naturalist 8.2: "Why do New York City taxicab medallions sell for more than $250,000?"

2. Economic Naturalist 8.3: "Why did major commercial airlines install piano bars on the upper decks of Boeing 747's in the 1970's?"

B. The Invisible Hand in Anti-poverty Programs

C. The Invisible Hand in the Stock Market

1. calculating share values

2. calculating present value of future costs and benefits

3. The Efficient Market Hypothesis

4. Economic Naturalist 8.4: "Why isn't a stock portfolio consisting of America's "best managed companies" a good investment?"

D. The Distinction Between an Equilibrium and a Social Optimum

1. No-Cash-on-the-Table Principle

2. Smart-for-One, Dumb-for-All Principle

3. Economic Naturalist 8.5: "Are there "too many" smart people working as corporate earnings forecasters?"

4. equilibrium versus social optimum 
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