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H1
Economic 1000V is about:
- Money
+ sy of how alsedetymanag her resources
goods to produce Efficiency
< bows produce them? Equity (fairness)
© Who gets them?
- Way of thinking about human interaction
© Rational individual behaviour

© Equilibrium g become 1
- What economists do.
o [2 (10 ideas of hini

1. People face trade off
- production possibility frontier (boundary line)
Points outside of the boundary is not possible
+ Usually choose from points on the boundary
+ Inside the boundary when consumers are SATIATED
(satisfied) / goods are NOT SCARCES
CAR CITY-> society has limited resources
therefore cannot produce all the goods people
want
+ Efficient point: point where it would make consumers
most happy with the use of their resource
2. Opportunity cost
- The cost of something in order to produce something, the
value worth of the productis the cost o the other.
(in economic, money is not considered n this

case)
- If consumer wants a good, what other good does he have to
give up?
- The costis the next best alternative.

+ EX. Ppllove apple and banana, but hates carrot, the
worth of apple is the cost of banana, not carrot
because not lkes carrot.
pportunity cost is the slope in the PPF

5. Rationa peopie thinkatthe marg
 Mirgina hanges.> A SVALLINCRERMENTAL AIUSTMENT
TO APLAN F ACTION
Changes happen bit by bit, untilthe changes reached
the optimal (The desired condition)
Arational decision maker takes an action If and only If
the marginal benefit of the action exceeds t
marginal cost
The Marginal = The opportunity cost
Exception of margi
O Either the 1 or the other, nothing in between
a pond to incentives
induces a person o ac)
- As price decreases, it motivates people for their actions
+ Ex. Demand curve slopes down
© The cheaper the goods become, the more
consumers wilurchase
5. Trade can make every1 better

.

.

.o

1 thing,
trade for other things that they need, that re specialzeTBy———
other pec

- Comparate advantage

mel might be good at 2 things, he s relative better
21 ting thansncthr reltv betterthan anctrer

per
6. Markets ae asually a good way to organie economic acty
- Everyl are specialized, we will need an organization where

people can come together and trade
No central controler to control how the goods go out

+ Too complicated (ex. North Korea)
Prices of the goods controls everything and tells us about
the economy
- Creates unequal distribution (monopoly)

 Rich & poor

7. Government can sometimes improve market
- Government is need to define the needs, and enforce them
such as property rights

8. A country's standard of living depends on ts abliy to produce
goods & services (AKA productiity)
- Income refects the quality of lfe in different countries
B
- Increase n the overall level of prices in the economy
value of money fals
- Government use extreme ways trying to boost a nations
boost), such
broken window fallacy -

10. Society face a short-run trade-off between inflation and

unemployment
- Increase amount of money:

igher demand for goods and
lower

unemployment
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Resource constraint - equation of resource available
Technology-equation of the goods

from

CPl-consumer price index
«

impact on the price
Tariff-tax on imported / exported goods
Subsidy: an assistance paid to a firm or business by the government
Quota-a limit on the quantity of imports, or good produc
Feasible-possible to do easily or conveniently
2 taxpayer, his age / dependent, all

taxable income
Luddite: people who opposes technological progress

him to deduct in

a g
**when doing questions, always solve the question by example, NEVER memorize

*#if the changeis on the axis, it changes alone the curve, if the change is no on the axis, it shifts the

curve

Relation between inflation & CPI.
= tells you the level of the price on average
- Inflation rate = tells you how quickly the average level of prices rises over time.

cH2
Model made by economists are false
- Many details are left out
- Waytoo complicated to be correct (7billino ppl)
- Always simplify, then find out a theories which explain it roughly

L individuals

Output market

- Market where goods/services exchange to money.
Input market

- Market where money exchange to goods/services

Positive normative extinction:
Positive (claim about how the world is)

- Descriptive

- Reality
Normative (dsim about how the word ought o be)

- prescriptive
CH3. Trade

- Comparative advantage
© Comparin

be sold
be sold

- When price hit the price ceiling
© Increase, price can not go toward equilibrium
o Shortage of goods occur
© More elastic = more shortage

+ when prce it the price flooin
rease, Price can not go toward equilibrium
o Surplus of good ocur
© More elastic = more surplus

p. 115
- Between supply and demand

© Tax falls heavier on inelastic proportion
* Exnelsticts more el

rium vertically

orgwes
7. s ®

being
Willingness to pay-the maximum amount that a huverwill payforagood
y for the good P

i
© Lower opportunity cost = comparative advantage
* Video 33,5000
* when comparing 2 goods, the comparative
advantage of 1 country is impossible in both good
- Autarky
o Definition: no trade
o equiibrium
- When a country s better at a good than another good, and
most of their production goes n that good, the world
production become equal after trad
© The price of the good wil lie between the price of the
good n 2 countries
Video 3, 1:04:00-01:19:00
he world production must be positive aﬁera trade
- When trading between countries, such as US
© Buy the cheaper goods and sell the goods ramore
expensive price
‘The worse economy will become more similar o the
better economy (worse economy may have a higher
advantage)
© 3scenarios may happen:
= The price of the good between 2 countries will
eventually be the same (no more profit), since
buying increase the demand of the good & selling
decrease the demand of the good
0 The price of the good must be in between the
price of 2 counties (more or less)
5 1 countries will then specialize in 1 of the
80od, and the other will be in specialized in
another good

Interaction between people

|—— Economy as awhole

cHa
- Law of demand
aim that,

qual,
of agood falls when the price rises
- The market demand/supply curve is the sum of individual
‘demands/supplies.
- every price, shift
right

price, tothe
left
- Normal good=demand falls when income falls
- Inferior good=demand rise when income falls
- Substitute= goods that are used in place of each other
- Compliments=pair of goods that are used together
- Law of supply
© The claim that, other things equal, the quantity supplied
of good rises when the price of the good rises
- Law of supply and demand
© The price of any good adjusts to bring the quantity
supplied and quantity demand into balance

Demand curve VS supply curve
- Demand curve slopes down, as price increase, demand
decrease

Hs.
- elastic -asure of how much buyers and sellers responds
to changes in marketing conditions.

price changes
- Inelastic -> when demand for good remains as the price changes.

Scchange i price
**be careful, its %.

Mid point method (better method)
@-eji@sany
2 PPz ]
* Price elasticity of deman

0 >1=elastic

<1< inelastic

unit elasticity (lne begin from the origin,
rectangular hyperbola for demand, line with
slope for supply)
perfectly inelastic
perfectly elastic

Price elasticity of demand

demand
- Steeper the demand curve = smaller the price elasticity of
demand
- Total revenue
- Amount paid by buyers and received by selers
- Totalrevenue =PXQ
- When demand s inelastic, price and total revenue moves
in same direction

opposite direction
- When demand is unit elastic, total revenue remain
tant when price changes.
- Income elasticity of demand
sures how the quantity demanded changes as
consumers income changes

- Income elasticity of demand
income elasticty of demand
- Cross-price elasticity of demand
- Measures how the quantity demanded of 1 good
responds to price change of another good

ositive —>normal good
egative > inferior good

- Crossprice easicyofdemand ~ posie - substitutes
 brice elasictyof so change inquantiy suppie
Price elasticiy of suppl e chanae in price

-

cH1s.
- Factors of production
Inputs used to produce goods and services  Labor, land & capital

used to make a good and the quantity of output of that good

- Value of marginal product = Price X marginal product of labor

- Competitive, profit maximizing firm hires worker to the point where
value of marginal product of labor equals wage

<-labor demand

g that might cause the labor demand to shift:

“the amounta sller is pid minus he costof production

surplus

="

cHs
- Tax revenue = tax X quantity

o gaind by government (he costwhere o1 gained rom)

- P18
- Greater elasticity = greater deadweight loss

cHe.

- summary of international trade

- Figure explanation p. 174

Exporting countries:
* The domestic price before trade is below the world price
© Whena are better off &
worse off
Trade raises the economic well-being s a nation in  sense that win of winner exceed
the loss of the loser
mporting countles
‘The domestic price before trade is above the world pr
o When country becomes importing oy, consumers o bettr off & producers e

© Trade raises the economic well-being as a nation in a sense that win of winner exceed
the loss of the loser
- Other benefits of international trades:
© Increased variety of goo

per to produce
o s a market
failure)

© Enhanced flow of idea
- Argument against trades

© The job argument

© The National-security argument

© The Infant-Industry argument

© The Unfair-Competition argument

o The Protectonas-Barglning Chp argumert

country, if you something, | will
remove mine as well
cH 10,
- Externality (spillovers)
o impactof 1 '8 of a bystander
© Negative externality when the impact on the bystander is adverse
= Ex: pollution from factories
© Positive externality when the impact is beneficial
e planting
- Government with social cost and benefi
negative externalities
- Internalizing the externality
o are buyerand

seller, thus lower its equilibrium
Public policies toward externalities
ind-and-control policies: regulation
‘Government makes certain behaviour either required or forbidden
- Market-based policy 1: corrective taxes and subsidies
* Corrective

does not create dead weight loss & opposite from normal taxes)

- Market-based policies: tradable pollution permits.
‘Government auction out an amount of pollution permits, base on the willingness
of the good, pollution can be controlled
» This method is usually better than corrective tax due to
© Quantity of pollution is not required to be determined before auctioning out
the permits unlike the corrective tax
o o tax can only
reduce the pollution
* prvatesoltonsto exteralies
I codes & social sanctions
© Charities
o

afirm, \are related to each other and
have a positive externalities between them
- The Coase Theorem (does not always work)
© If private parties can bargain over

market will of !
o Agreement might be difficult o enforce
© Transaction cost:the cost that parties incur in the process of agreeing to and following

through on a bargain

bargain
- Technology spillovers
itive externality
© Impact of 1 firm's research other firms"

advance
* Industrial policy

industries
© Outputprice measure the size o sp
* Value of the marginal product changes, labor demand L
changes o
© Technological change © Ifreach there will
or -saving: reduce labor demand
abor -augmenting: ise labor demand
o supply of other factors o
* Fallin supply of 2 . Iy:a market with a few seller thatis

labor demand

- verfemv competive fims el denticl products

, then the private
ficient)

cHiL
- goods are grouped to 2 characteristics;
o ople be p
o Rival h
person's ability to use it?
- Goods are divided into 4 categories:
© private goods
* Both excludable & rival in consumption

= Ex:ice-cream cone
© publicgoods
* Neither excludable nor rivl in consumption
« Ex:siren, alarm, road, highways.
= Prevents free-rider problem
5 People who receives the benefits but avoids paying for t, assume a

o 1 would be paying for it.
* 3 mostimportant public goods
o National defense
o Basicresearch
Fighting poverty
© Common resources
= Rival in consumptior
= Ex:fishin the ocean, grazing lands
* Tragedy of the comm
5 People over use the common resources results n the extinction of
the resources
= Important common resources:
i air & water, congested roads, wildiife
© Club gaods (natural monopoly)
* Excludable
= Ex:fire protection
- Humanife is worth around 10 million

12

- Budget surplus: an excess of government receipts over government spending.
Goal of government:
Define and protect property right
© taxes public goods & club goods.
© Redistribution
- Us federal government s in a budget deficit because:
© Elderly population are increasing
© Newborn population are decreasing
© Government s spending too much on medicare.
- Mostimportant tax for state and local government:
© sale taxes & property taxes
- Objective of policy maker on tax system:
o Efficency & equity
- 2types of taxrate:
© Averagetaxrate
* Total taxes paid divided by total income
© Marginal tax rate
* Extrataxes paid on an additional dollar of income (slope %)
- Lump-sum taxes(rare)
f

that everyone have t dless of

Most efficient tax system
- Principles to define a tax system:
© Benefits principle
* Theidea
receive from government services
* Ex: gasoline tax
© The revenues form gasoline tax often use to build roads
© The ability-to-pay principle
. The

levied ona
well that person can shoulder the burden
* Using 2 corallary notions of equi
o Vertical equity: taxpayer with a greater ability to pay tax
should contribute a larger amount
© Horizontal equity: taxpayers with similar abilities to pay
should contribute the same amount
© Proportional tax system
* Alltaxpayer pay the same fraction of income
© Regressive tax system:

(larger amount)
o progressive axsystem

 Tax ncdence thestudy of wiho bears the burden of taxes
cH13

quantity depend on the market conditions they face
- Profit = total revenue - total cost
o Cost (opportunity co
Explct cost: nput costthat require an outlay or money
by the firm
implict cost:input cost that do not require an outlay of
money by the firm
Cost = explict cost + mplict cost
- Economic profit = revenue - al cost (explicit & mplicit
- Accounting profit = revenue - explicit cost

an
additional unit of input

marginal

- with quantity of

- Increase
production
ginal cost = change in total cost / change in quantity
- Efficient scale: the quantity of output that minimizes average total

average is falling

- average total cost:
imum
- Economies of scale: a firm’s long-run average total cost declines as
outputincreases
- afirm's
outputincreases
Arise because of coordination problems
= The more goods a firm produces, the more stretched the.
management team becomes & the less effective the
managers become at keeping the costs dows
- Constant retus to sale: verage total cost does ot vary withevel
of output

cHa.
- Characteristic of competitive market:
© Many buyers and sellers in the market
© Goods offered by the various sellers are largely the same-
Firms can freely enter or exit the market
e seller
negligible impact on the market price
© Both buyers and sellers are price takers
- Marginal revenue: the change in total revenue from an additional unit
sold
- Sellers: average revenue = marginal revenu
-

price of the good

© Marginal revenue > marginal cost: increase output
© Marginal revenue < marginal cost: decrease output
© Marginal revenue = marginal cost: maximum profit
- Firm SHUT DOWN(still have to pay the fixed cost) f:
© total revenue < variable cost of production
© price <average variable cost
- Firm EXIT (no cost) f:
© Total revenue < total cost
S a '

MCandp

- The MCalways cut
across the
‘minimum point of
ATCand AVC

- A 's profit / loss s th the
average total cost

- Ifafirm's profit = 0, the firm wil stllstay in the market because its

- Long-run market supply curve might curve upward
Resources used in production maybe mnammnw inlimited
quantities
© Cost of firms maybe different

cH1s.

(marke( power)
Cause: barriers to entry
= Monopoly resources.
o Afirm owns a key resource
* Government regulation
o Copyrights
= Production process
Natural monopoly: a monopoly that arises because a single firm
service cost
than could 2 or more firms
Average total cost at lowest f  single firm serves the
entire market
As the market expands, natural monopoly might evolve
into a competitive market
Sa takcare
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© Outputprice
* Value of the marginal product changes, labor demand
changes
© Technological change
bor -saving: reduce labor demand
* Labor -augmenting: rise labor demand
© supply of other factors
Fallin supply of the goods need to produce product reduce
labor demand
trade-off between

o shifts due to:
= Changes in tastes / atttudes toward work
= Changes in alternative opportunities (other similar jobs
might pay higher)
Immigration
- Equiliorium in the labor market:

© Wage equals the value of the marginal product of labor
- Productivity and wage are equal.
© Rise in productivity rises wage
- firm with o n
© Abuyer of labor similar to monopoly {seller of product)
- Capitalincome: a income which households receive from firms

- The rental price of any factor of product = value of that factor's marginal

product

2L

consumer can afford.
- slope of budget constrain

elative price of 2 goods
hich a consumer is willing.

trade one good for another
© The slope of any point on an indifference curve
that

=acurve
give the consumer the same level of satisfaction
© 4 properties to describe It
* Higher indifference curve are preferred to lower ones
o Higher indifference means more of the both good
available at a lower price
* Indifference curve are downward sloping
o The quantity of one good decrease, the quantity of
other good must increase to make consumer equally
happy
* Indifference curve do not cross
o Orelseitis not indifference
* Indifference curve are bowed inward
Consumer are willing to trade goods that have in
abundance, such as if consumer have a lot of pizza,
they are willing to trade 1 pizza for 1Pepsi.
o Shape & differences of 2 points is the consumer's
willingness to trade.

74

\.
NN

- Optimum point; the consumer's optimal choice:

of spillover

is not an equilibrium of the market unless government take action)

cH1s
- Oligopoly: a market with a few seller, each offering a product that s similar or identical
- perfectly competitive:firms sell identical products

o Ifreach

P pe

© Bx: Market for novel
© Monopolistic competition: a market with sellers, each selling similar product but not

identical
= Many firm competing for the same group of customers

Each firm produces a product similar to others
Each firm faces a downward-sloping demand curve (similar to monopoly in short run)
firms can enter or exit market without restriction

Almost competitive but the product are not the same

Have dead weight loss similar to monopolist

= Advertisement

- profitand

price taker

create

(not efficient)

« Ifthe firm produce more, and sell at lower price, it could gain more profit

- Brand name:

ly competitor no profit
- Entry of a new monopolistic competitive:

new product, entry conveys a positive externality on consumers
e b h

. The

d profit, entry imposes a negative

externality
- Advertisement:
nvey a subconscious to the consumers
« Impedes competition

« Provide some information of the product
« Allow new firms to enter easier

toobad

budget constraint
© The consumer's most affordable and preferable point

- the price of a good d i
their richer than before

- Substitution effect: the price of a good drops it makes the other good
relative more expensive, reduces its deman

- Effect of income and substitution on the indifference curve:

- Basic theory of consumer choice:
© Doall demand curve slopes downward?
= Demand curve are usually curve downward unless:

* Ifthe good s a Giffen good (a good which an increase in

curve upward instead.
© How do wages affect labor supply?

When wage rises, budget constraint gets more steep,

consumers respond in

o Work more and enjoy less leisure, increase labor

supply (income effect)
Work less and enjoy more leisure, decrease labor
supply (substitution effect)

- How do interest rate affect household saving?
© One might respond to increase in interest saving in 2 ways:
me effect: save more and consume less.
* Substitution effect: save less and consume more

* Give firms an incentive to maintain high quality.

H17.
Oligopoly;

a
- Tit-for-tat: a way to make cooperate between oligopolist possible

products
The action of any seller in the market can have a large impact on the profit of all other sellers
used

keep in it
Duopoly: a market with only 2 sellers
© During duoploy:
= Cartel: group of fitms acting in unison
Antitrust Law: it of public pol
each
ing 2 have chosen
, yet because
- Oligop have to find output effect and p
The prisoner's ilemma
- 2 prisoners, each g i in term, both of
- player the

strategies chosen by the other player

* Aless preferred outcome for both players

- Relating to oligopolist:
Each oliqopolist wants a bigger share of the profit, in the end, they foul on the.

ment and each one of them is worse off

warranted
- Controversies over Antitrust policy (within grey scale)
- firm ahigher
price than them
- : price
then rises it price again
Lof!

Tying: t le price,
price will now have to buy both of the goods at a higher price.

gnts.
* Production process
a

service cost
than could 2 or more firms
© Average total cost at lowest f a single firm serves the
entire market
© Asthe market expands, natural monopoly might evolve
into a competitive market

<A

y are price takers

pol
price makers
- Amonopoly's .
supply
- When a monopoly increase the amount it sels:
© Output effect: more output s sold, higher total revenue
© price effect: price fals, lower total revenue (no price effect for competitive)

© As marginal revenue is negative, the firm is at negative profit

the good
increase (to make more proft than they desired)
A
marginalrevenue curve & marginalost curve
- Monopoly firm's roft=(P-ATO) XQ
=
o
- =,
- s fim discover new good, government might puta patentan it
& The firm s a monopol
o Asthe patent expies, new firms comes in
° poly i price the
" fims
- Monopolyisnefficiency
o Theyoutp d produce
profit for themselves,
© Create dead weightloss

R b

price to different customers
o group of different price,
in which the 2 groups are not related, the monopoly firm can choose to sell
the good to both at different price
© Rational strategy for profit-maximizing monopolist
o Price discrimination can rise economic welfare
= Ifeverything s sold at the same price, only 1 group of people would
uyit
* Notas high dead weight oss
© Rise monopolist’s profit
- perfect p

at that p
- Examples of price discrimination:
© Move tickets (senior & child tickets)
o Airline prices (business traveller vs leisure traveller)
© Quantity discounts
hen

© Make monopolized industries more competitive
© Regulate the behaviour of the monopolies
© Tum some private monopolies into public enterprises

. s postal

Doing nothing at al
- Th i

tical problem .
the firm be is the best way to go
mpmr




