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Last time

• Definitions of economics: institutional vs. technical

• Models as simplified representations of reality 

• What models teach us: positive vs. normative statements
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Last time

• Definitions of economics: institutional vs. technical

• Models as simplified representations of reality 

• What models teach us: positive vs. normative statements

• Scarcity, constraints, trade-offs, opportunity cost

• Absolute vs comparative advantages in production

• Optimal decision making, and marginal analysis

• Today: migration intro + supply/demand model
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Migration

• Country of birth determines which labor markets a person has 
unrestricted access to when choosing a place to work (and live)

• Culprit: legal restrictions on international migration by countries
• AKA migration constraints

6



Migration

• Country of birth determines which labor markets a person has 
unrestricted access to when choosing a place to work (and live)

• Culprit: legal restrictions on international migration by countries
• AKA migration constraints

• Migrants are an exception to this global legal regime
• International students

• Guest, or seasonal workers

• Refugees/asylum seekers

• Research scientist visa

• Undocumented workers
7

Migrants comprise ~3% world population



Observed gaps in economic outcomes

• One way to unify topics this term

• The largest gap we observe is between workers in poor vs rich countries
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Observed gaps in economic outcomes

• One way to unify topics this term

• The largest gap we observe is between workers in poor vs rich countries

• Best predictor of the economic status of any human being alive today is 
where they were born

• Not their skills, education, experience, entrepreneurial ability, luck, 
perseverance, connections, or anything else…
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We live in a world of global apartheid

• Apartheid based on nation of your parents, rather than their race

• This system is immoral: legalized segregation designed to 
economically discriminate a group of people based on their 
nationality (or race or gender or…) is not right
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We live in a world of global apartheid

• Apartheid based on nation of your parents, rather than their race

• This system is immoral: legalized segregation designed to 
economically discriminate a group of people based on their 
nationality (or race or gender or…) is not right

• Also bad economic policy…
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Clemens (2011)

• Largest existing distortion in the world economy: migration constraints

• Other barriers to mobility exist (credit constraints, information, risk) but 
legal restrictions are clearly binding…
• Gallup poll (2008): 40% of adults in poor countries want to move

• US diversity visa lottery (2010): 50k visas, 13.6 millions applications
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Clemens (2011)

• Largest existing distortion in the world economy: migration constraints

• Other barriers to mobility exist (credit constraints, information, risk) but 
legal restrictions are clearly binding…
• Gallup poll (2008): 40% of adults in poor countries want to move

• US diversity visa lottery (2010): 50k visas, 13.6 millions applications

• Question: how large are the gains from open borders?
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Answer
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Answer
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Answer ≈60-140% world GDP

• Four important questions about these estimates
1. What are the external effects of (skilled) emigrants’ departure on the 

productivity of non-emigrants back home?

2. What is the elasticity of labor demand in origin and destination countries?

3. What are the relative contributions of inherent traits vs. location in the 
observed gap in wages between rich and poor country workers?

4. What future levels of emigration are feasible, given current world?
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Answer ≈60-140% world GDP

• Four important questions about these estimates
1. What are the external effects of (skilled) emigrants’ departure on the 

productivity of non-emigrants back home?

2. What is the elasticity of labor demand in origin and destination countries?

3. What are the relative contributions of inherent traits vs. location in the 
observed gap in wages between rich and poor country workers?

4. What future levels of emigration are feasible, given current world?

• We will dive into these issues more next week!

• But first, markets: for labor, goods/services, and in general…
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Break!

• See you in about 10 minutes :)
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What is a market?
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What is a market?

• Definition: a market structure is some function 𝑓: 𝑋𝑛 → 𝑌, where
• Set of inputs 𝑋𝑛 includes people, resources, production (aka work!), 

eventual income/wealth profiles, level of competition …any other?

• Output 𝑌 is an allocation (aka description of how resources are divided)
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What is a market?

• Definition: a market structure is some function 𝑓: 𝑋𝑛 → 𝑌, where
• Set of inputs 𝑋𝑛 includes people, resources, production (aka work!), 

eventual income/wealth profiles, level of competition …any other?

• Output 𝑌 is an allocation (aka description of how resources are divided)

• We study a competitive market
1. There are many producers and consumers

2. Everyone in the market is a price-taker

3. There is a homogenous good or service

4. There is free entry and exit
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Non-competitive market structures

• Definition? Strategy? Game theory…

• Examples that lead to non-competitive behavior/interactions
1. Small number of sellers in a goods market (monopoly)

2. Small number of firms hiring workers in each place/time (monopSONY)

3. Imperfect information, etc. 
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Non-competitive market structures

• Definition? Strategy? Game theory…

• Examples that lead to non-competitive behavior/interactions
1. Small number of sellers in a goods market (monopoly)

2. Small number of firms hiring workers in each place/time (monopSONY)

3. Imperfect information, etc. 

• Competitive markets? Keep for basic intuition and benchmark…
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Market Participants

• Consumers, whose behavior is summarized by the demand curve
• Plots the relationship between price and quantity demanded

• Aggregates individual demand curves, from people’s willingness to pay

• Slopes downward by the Law of Demand
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Market Participants

• Consumers, whose behavior is summarized by the demand curve
• Plots the relationship between price and quantity demanded

• Aggregates individual demand curves, from people’s willingness to pay

• Slopes downward by the Law of Demand

• Producers, with a supply curve
• Plots the relationship between price and quantity supplied

• Aggregates individual supply curves, derived from firms’ marginal cost curves

• Slopes upward due to increasing marginal costs of production
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Market Equilibrium

• Definition: we say that a perfectly competitive market is in equilibrium 
whenever quantity demanded equals quantity supplied
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Market Equilibrium

• Definition: we say that a perfectly competitive market is in equilibrium 
whenever quantity demanded equals quantity supplied

• Let 𝑄𝐷(𝑝) and 𝑄𝑆(𝑝) be the demand and supply functions 

• Then the equilibrium price 𝑝∗ is the solution to the equation

𝑄𝐷 𝑝∗ = 𝑄𝑆(𝑝
∗)

and equilibrium quantity is 𝑄∗ = 𝑄𝐷 𝑝∗ = 𝑄𝑆(𝑝
∗)
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Moving Towards the Equilibrium

• If we are not in equilibrium, it must be that consumer demand is not 
aligned with producer supply

• The market moves toward equilibrium through price adjustments
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Moving Towards the Equilibrium

• If we are not in equilibrium, it must be that consumer demand is not 
aligned with producer supply

• The market moves toward equilibrium through price adjustments

• Suppose the price is above equilibrium: 𝑝 > 𝑝∗

1. Surplus: quantity supplied exceeds quantity demanded

2. Some producers can’t sell the good

3. This exerts downward pressure on the market price

4. Continues until 𝑝 = 𝑝∗
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Moving Towards the Equilibrium

• If we are not in equilibrium, it must be that consumer demand is not 
aligned with producer supply

• The market moves toward equilibrium through price adjustments

• Suppose the price is above equilibrium: 𝑝 > 𝑝∗

1. Surplus: quantity supplied exceeds quantity demanded

2. Some producers can’t sell the good

3. This exerts downward pressure on the market price

4. Continues until 𝑝 = 𝑝∗

• Below equilibrium price implies shortages
30



Shifts in Supply and Demand

• In general, when there is a shift in the supply or demand curves, 
the old price and quantity will no longer be an equilibrium

• Prices must adjust to a new equilibrium

31



Shifts in Supply and Demand

• In general, when there is a shift in the supply or demand curves, 
the old price and quantity will no longer be an equilibrium

• Prices must adjust to a new equilibrium

• Demand shifters
1. Changes in income (normal vs inferior goods)

2. Changes in the price of other goods (complements vs substitutes)

3. Changes in consumer preferences, or the number of consumers
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Shifts in Supply and Demand

• In general, when there is a shift in the supply or demand curves, 
the old price and quantity will no longer be an equilibrium

• Prices must adjust to a new equilibrium

• Supply shifters
1. Changes in input prices or the price of production-related goods

2. Changes in the production function or the number of producers

3. Changes in expectations
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Shifts in Supply or Demand

• We can make unambiguous predictions about what happens to 
the equilibrium price and quantity in the market
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Shifts in Supply or Demand

• We can make unambiguous predictions about what happens to 
the equilibrium price and quantity in the market

• Demand shifts imply positively correlated responses by (𝑝, 𝑄)
• Increase   ⇒ 𝑝 ↑ and   𝑄 ↑

• Decrease   ⇒ 𝑝 ↓ and   𝑄 ↓
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Shifts in Supply or Demand

• We can make unambiguous predictions about what happens to 
the equilibrium price and quantity in the market

• Demand shifts imply positively correlated responses by (𝑝, 𝑄)
• Increase   ⇒ 𝑝 ↑ and   𝑄 ↑

• Decrease   ⇒ 𝑝 ↓ and   𝑄 ↓

• Supply shifts lead to negatively correlated changes
• Increase   ⇒ 𝑝 ↓ and   𝑄 ↑

• Decrease  ⇒ 𝑝 ↑ and   𝑄 ↓
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Simultaneous shifts

• Cannot determine changes in both
𝑝 and 𝑄 anymore
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Simultaneous shifts

• Cannot determine changes in both
𝑝 and 𝑄 anymore

• Albrecht (2022) on AS/AD model

• Easy reading, which uses all the 
new skills we learned this week

• Current, real-world issue you will 
hear a lot about in coming years
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Conclusion

• Recall LEC1: examples of models, predictions, ceteris paribus etc.

• Supply & demand is an example of an economic model

• The supply & demand model makes predictions
• Positive and normative predictions

• We will first focus on positive ones (welfare theorems later!)
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Conclusion

• Recall LEC1: examples of models, predictions, ceteris paribus etc.

• Supply & demand is an example of an economic model

• The supply & demand model makes predictions
• Positive and normative predictions

• We will first focus on positive ones (welfare theorems later!)

• Causal inference = theory of testing these predictions with data
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Next time

• Keep working on HW1! Come with questions!

• READ: Clemens (2011) “trillion-dollar bills” paper, an inspiration <3

• How to do academic reading
1. Title + abstract + intro + conclusion… figure out the main claim(s)

2. Section titles + major figures… overview of support for claim(s)

3. Dive in… interrogate the support given, ask questions, make connections to 
theory (the “tools” I show you) and related research (any other topics)

4. Elevator pitch to your (mom, dog, wall, voice in your head) in < 1 min

5. A list of questions, comments, concerns, and critiques
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