

Jacky He/Econ(Micro) note
Ch1
	Want
	Human wants are unlimited

	Scarcity
	Resources are limited and want are unlimited, so we want more we have. Scarcity always exists.

	Opportunity cost
	Highest value option forgone, no choice no cost

	Economic goods*
	We prefer more to less, insufficient to satisfy all human wants (P=0, Qs>0)

	Free goods*
	We prefer to have some but not more, sufficient to satisfy all human wants

	Real flow
	Product and service flow

	Money flow
	Money [income/expenditure]


*Free goods must be free of charge, goods that free of charge may not be a free goods

Interest:
	Borrower
	Cost of earlier available of good or resources

	Lender
	Compensation for deferring consumption of goods


Full cost = Money cost + non-money cost
Ch2
The three basic economic problems:
	What to produce
	Types and quantity

	How to produce
	Production method

	From whom to produce
	Who can enjoy the goods and services (e.g.: Income Limit, Access Limit)



Methods of tackling[對付] economic problems:
· Customs[風俗] and traditions
· Government command
· Market mechanism
· Market Economy, Planned Economy, Traditional Economy

Different of Market Economy, Planned Economy:
	
	Market Economy
	Planned Economy

	Resource mainly owned by
	Private individuals
	The state

	Economic decision made by
	
	The government

	Resource allocation mainly guided by
	Market Price
	Government command

	Distribution of goods mainly guided by
	
	



Statement:
	Positive[實證性] Statement
	Statement is refutable by fact, no matter True or false

	Normative[規范性] Statement
	Statement about value judgement, is non-refutable by fact
(e.g. good policy or bad policy)



Private property right (PPR):
1. Exclusive right to use the good
2. Exclusive right to receive income generated by the use of the good
3. Right to transfer the good
If PPRs are not well defined or do not exist:
· The goods become common property[公共財產]
· No one would be willing to pay for the goods or resources
**In addition, some criteria may be set to determine who can own or use the common property (first come, first served). Sometimes, it may be allocated based on violence. 
Therefore, no PPR, imply no exchange. No exchange, no specialization[專門化](division of labour)
Scarcity lead competition, competition lead discrimination
Scarcity:
Scarcity implies competition[人與人之間的競爭]. Hence, competition exist in every economic system, even in Barter[以物易物] economy. 
Competition:
· Price Competition
· Non-Price Competition
(e.g. Queuing, First-come first serve, 
Violent, Political power ([command/ planned economy))
Discrimination:
e.g. 	Price competition, the one cannot afford won’t get it
First come first serve, the one doesn’t have time won’t get it
Ch3
	Law of demand
	Lower(higher) the price of a good, the greater(smaller) its quantity demanded, ceteris paribus*

	Law of supply
	Higher(lower) the price of a good, the greater(smaller) its quantity supplied, ceteris paribus*


* Ceteris paribus: other factor being constant
Relative Price:
relative price of good X 	=   = n (Good y) 
When same amount of cost (e.g. lumpsum tax, transport fee) was imposed, the relative price of the higher(lower)-priced goods decreases(increased). People will buy relatively more higher-priced goods. The [proportion/market share] of the higher-priced goods increase.
Hence, foreign people usually consume more high-quality product from the place of production than local people live there.
Ch4
Describe the change:
Increase/ Decrease/ Remain unchanged/ Uncertain
Change in Demand:
	Substitute [替代品]
	Demand of A , Demand of B (e.g. pork & chicken)

	Complement [輔助品]
	Demand of A , Demand of B  (e.g. disc & disc player)

	Derived Demand 
[衍生需求]
	Demand of A , Demand of B . B should be the factor of production of A
(e.g. medical service and nurse)


Change in Supply:
	Joint Supply
	Supply of A , Supply of B  (beef & leather)

	Competitive Supply
	Supply of A , Supply of B  (tomato & ketchup)


Superior/inferior Goods:
	Superior Goods
	When income increase, the demand increase. Positively related to income

	Inferior Goods
	When income increase, the demand decrease. Negatively related to income


Ch5
Price Elasticity of Demand and Supply:
Ed  = 
    = 
    =
    =
**%of sth here = 
**Es is the same
Change in Total revenue and expenditure:
Reminder:
1. Mark the curve clearly
2. Mark where it increases and where it decreases
3. Mark the changes of [Qd/Qs & price] on [x&y] axis
4. Mark P($) & Q on the end x and y axis


Type of price elasticity of demand and supply:
	
	Curve Shape
	Effect

	Perfectly inelastic Demand/Supply
[Ed/Es] = 0
	Curve vertical
(Like the I)
	No matter how price change, 
the Qd/Qs won’t change

	Perfectly elastic Demand/Supply
[Ed/Es] = 
	Curve horizontal
	No matter how Qd/Qs change, 
the price won’t change

	Unitarily elastic [Ed/Es] = 1
	Demand
	rectangular hyperbola
	Total expenditure/revenue won’t change

	
	Supply
	y-intercept = 0
	Price = Qd/Qs

	Inelastic 
[Ed/Es] < 1
	Demand
	Slope > 1
	Price > Qd/Qs

	
	Supply
	y-intercept < 0
	

	Elastic 
[Ed/Es] > 1
	Demand
	Slope < 1
	Price < Qd/Qs

	
	Supply
	y-intercept > 0
	


*On midpoint of supply curve, Ed = 1
Factors affect elasticity of demand:
	Availability of substitute
	closer substitute, more elastic

	Degree of necessity
	More necessary, more inelastic

	Consumption habit
	Habit hard to change, so more inelastic

	Proportion of expenditure to income
	Larger proportion, more elastic
(e.g. private car 10% vs cigarette 10%)

	Time available to adjust consumption
	More time to find substitutes and change habit

	Number of uses
	More use, less elastic[footnoteRef:1] [1:  don’t’ use this point, hard to explain. Price Q, so elastic. But PriceQ, doesn’t make sense.] 


	Durability
	“我可以用多一陣等平啲”, so more elastic


Factors affect elasticity of supply:
	Available amount of goods
	Elasticity of goods with fixed capacity is perfectly inelastic

	Ease of adjusting factor of production
	Easier to adjust, more elastic
(e.g. if require high-skilled worker, hard to increase Qs)

	Reserve capacity[儲備生產力]
	Higher reserve capacity, more elastic

	Adjustment time
	Longer time to adjust, more elastic

	Ease of entry/
Barriers to entry
	Easier entry, more elastic (everyone can join, Qs can easily increase)

	Factory mobility
(e.g. change place/product)
	More mobility, more elastic(more ppl cam join production in short period of time)




Ch6&7
Relationship between burden/benefit and elasticity:
Elasticity:		supply	 >	demand
Burden: 		producer	 <	consumer
**beware of the position of tax and subsidy when drawing graph

Easier for [consumer/producer] to shift tax burden when the [demand/supply] curve is more elastic than the other one.
Ch8
See BAFS management ch2 note
Ch9
Division of Labour:
	Simple division of labour (By product*)
	Different goods

	Complex division of labour (By Function/Step*)
	Different production stage of same product/
Same role in teamwork

	Regional division of labour (By Geographical location*)
	Different regions


*BAFS Management(Form department)
Advantage& Disadvantage of Division of labour:
· Raise labour productivity
i. Choose the most suitable person for the job
ii. Practice makes perfect
iii. Save time in training
iv. Save worker’s time in moving between tasks
v. Stimulate mechanisation[促進機械化](simple task easy to use machine)
· Raise Capital productivity(without specialization, 1 set machine just for one worker)
· Raise Living Standard (larger volume of output, more leisure time)
· Work becomes boring
· Loss of job satisfaction
· Limited skills of worker
· Greater risk of unemployment (no skills)
· Over independent (limited skills so suspension of production become easier)
· Excessive standardisation of product (everything cannot easily be change)


Factor limiting the use of division of labour(Why some factory cannot use):
· Size of the market
· Nature of the product(which need creativity and freedom)

	Consumer goods
	Satisfy Human wants

	Producer goods (Capital goods)
	Help production


Ch10
Labour productivity = 
Compare of different payment method(employer’s view):
	
	Piece rate
	Time rate
	Profit-sharing
	Commission
	Tips

	Workers working incentive
	
	
	

	Cost of measuring wages
	
	
	

	Cost of monitoring performance
	
	
	
	
	

	Cost monitoring quality
	
	
	

	Difficulty of recruiting workers
	
	


**For Profit-sharing, owners can transfer business risk to the workers
    For Commission, workers have less incentive to minimize production cost
Compare of different payment method(worker’s view):
	
	Piece rate
	Time rate
	Profit-sharing
	Commission
	Tips

	Possibility to get higher income
	Y
	N
	Y

	Unstable income
	
	
	

	Workers Type
	Low- skilled
	High-skilled
	Top-level management
	Usually agent/salesperson
	*1


*1:The one Provide direct service to customer
Mobility of labour:
Occupational mobility(move from one job to another): 
	Factor affecting:
	· Market information
· Remuneration[酬金]/wages
· working conditions

	· Entrance requirement
· Retraining programs


Geographical mobility(move from one area to another):
	Factor affecting:
	· Market information
· Economic, political, and social 
condition of different region
	· Transport network and transport 
cost
· Immigration policy




Factors affecting labour productivity:
	· Health of workers
· Education and training (knowledge and skills)
· Incentive to work
	· Capital(Machines) and Technology
· Management(Division of labour, setting task)
· Working environment


Factors of production:
	Entrepreneurship
	Profit
	Make production decision and bear business risk

	Labour
	Wages
	Human effort provided by workers during production, include physical and mental effort

	Capital
	Rent
	Man-made resources that use to help production

	Land
	Interest
	Natural resources that involve zero cost. It cannot be increased artificially[人爲地]


Ch11
Definition:
Short run: some factors of production are variable, and some are fixed
Long run: all factors of production are variable
Statement of the law of diminishing marginal return:
The law of diminishing marginal return state that when more unit of a variable factor in continuously added to a given quality of fixed factor, the marginal product of the variable factor will eventually decrease, ceteris paribus[other factors being constant]
Internal economies of scales:
	· Firms can utilize its machines more fully
· Apply wider scope of specialization 
(division of labour)
· Attract better manager
	· Buy in bulks to obtain larger discount
· Spread advertising cost
· Diversify Its input source to spread risk
· Borrow money at a lower interest rate


Internal diseconomies of scales:
· Organization may become too complicated (managerial diseconomy)
· Borrowing continuously may bring higher interest (Interest diseconomy)
· Supply of cheap resource is limited; company might have to purchase the more expensive one (Purchasing diseconomy)
· Higher marketing cost to develop new markets or promoting new product (marketing diseconomy)
External economies of scales:
	· More experienced and qualified workers will be available
· More people will know about the industry
	-	More related business will be developed, easier(lower cost) to buy back-up[支援]



External diseconomies of scales:
· huge demand of input(labour, raw materials), raise input price
· saturation of the market
Ch12	
	Horizontal
	Expansion[擴張]/
Integration[收購]
	Same Product stage

	Vertical
	Forward
	
	Later Stage

	
	Backward
	
	Preceding Stage

	Conglomerate
	
	Related but not competing Product

	Lateral
	
	Different Product



Benefits:
	
	Horizontal
	Vertical
	Conglomerate
	Lateral

	Economies of Scale
	Y

	Better use of resource
	

	Make use of its Brand name
	N
	Y

	Increase Market share
	Y
	N

	Secure supply of input or Market outlet of output
	N
	Y
	N

	Receive market information from outlet
	N
	Y
	N

	Spread Risk
	N
	Y



Ch13
	
	Perfect information
	Buyer/
Seller
	Product type
	Price source
	Enter to the market

	Perfect Competition
	Y
	Many
	Homogeneous
	Price Taker
	Free Entry

	Monopolistic Competition
	N
	
	Heterogenous
	Price Searcher
	

	Oligopoly
	
	Few Dominant the market
	
	
	Restricted

	Monopoly
	
	One
	
	
	


Type of monopoly:
· Natural monopoly
· Integration or collusion[串謀]
· Production need essential resource or techniques
· Sole ownership of patents[專利權] or copyright[版權]
· Sole ownership of franchise[專營權] (e.g. Ngong Ping 360, Western Harbour Crossing)
· Government Monopoly(e.g. national defense, free and universal basic education)


Vocabulary:
	Dominate (the market)
	控制

	Rigid (Price)
	固定

	Homogeneous
	同質, everything needs to be the same, include service

	Heterogenous
	Reverse of Homogeneous

	Same Product
	Same type of product


Ch16
	Function of price

	Allocative function/
Allocating resource
	Direct resource to produce the goods that have the highest benefit
(Before Producing)

	Rationing function/
Distributing output
	Goods are rationed[配給] (or distributed) to consumers who value the goods most (After Producing)



TSS not maximised:
When the Current output is smaller/greater that the efficient output level, there is an [under/over]production. Deadweight loss exist.
Ch17
	Positive externality/
External benefit
	Benefit other parties but without receiving payment from them

	Negative externality/
External cost
	Imposes harmful effect on other parties but without compensation

	Private goods
	Rival in consumption, excludable in consumption

	Public goods
	Non-rival in consumption, may be excludable in consumption

	Rival
	Consumption will reduce the amount available

	Excludable
	Cost to prevent non-payer from consuming the goods is relatively low



Prove there are inefficiency:
1. How doing such a thing can [harm/protect] others.
2. No compensation for the [affected parties/affecting parties]
3. So there are [positive/negative] externality  //  Divergence between 
4. [MSB>MPB/MSC>MPC]
5. [over/under]production
6. Deadweight loss exist
7. inefficient


Government solution:
Positive externality:
· Subsidy
· Public ownership
Negative externality:
· Taxation, charge, or penalty (reduce external cost)
· Restriction or removal
· Public ownership

Why government should not offer:
Administration fee higher than the benefit
Ch18
	Absolute income equality
	Lorenz curve coincide with 45-degree line, Gini coefficient = 0

	Absolute income inequality
	Lorenz curve furthest from the 45-degree line, Gini coefficient = 1



Source of Income Inequity:
	· Labour quality different
· Differences in human capital (education and skills)
· Age and [sex/gender] different
· Technological advancement
	· Different in entry requirements
· Discrimination
· Unequal in ownership of capital (can generate income)



Ways to solve:
Ways to equalize income:
	· Transfer
i. Cash
ii. Goods and services e.g. education
	· Income taxes
· Minimum wage law


Ways to equalize opportunity:
	· Education and training
· Reducing discrimination
	· Encouraging the establishment of social enterprises



Concern
· Different principles of equity
Cash: inequal to more productive people
Goods & services:  too slow 
· Trade-off between equity and efficiency


Remarks


Remarks
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