Ccomomy ¢k

MAIN PROBLEM OF ECoNomICS
e Jmnﬁg _

N s
— UNLIMITED WANIS LIMITED RESOURCES

N NECESSIATES a/me/

. !
OPPORTUMITY  LoST
- meqsyves st of Mg'w? yesouveed 76;/4

certitin puwpose in ferms of the
next best alevnative fero’le-

The 3 Bagic gconom!c Questions Factors o Preduction
1. What and hod much 1o preduce l
2, 47%1 o /)/oduce I- Jand
3. for whom o produce - Natura| Pesourees

@j- fowd | rain, minevals

The 7&1&11‘/0“5 cam be  answered ~//mm7k 2. Llabour
- the way) resouvceS ave dllocated and  the - E/forr, both /)hgx/ca/ and menial - par
" 7‘7/:( a/ Leonemic fymm n bg humans
— 3. Capital

- Fixed - Uced over and ovev in froduc-ﬁon
neclinpes , ools
: C/rmqur’vr71 Used ance | consist o/ ravl
mattralc unfi‘mkheo( 7m/4 g
) jood& waiﬁ'nj to be seld.

4. Enterprise
— - A traif o/‘ a husiness |, owners | who accept
risks
G Drjam'S(’ , male deccions jn /)rodué;‘/'on

- - [anovate
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PRODUCTION POSSIBILITIES CURVE (PPC)

- ShewS 4l maxjmum combinations °f 2 Jevds +that an oumzmg an fvua/uc( Within a4 ¢rtain

time /omoo( . Asmmph’om: foru'en/ Use of resouvcesS , avarlabie resouvieS yeunain the Sameé

i i )
K. O . (K
| Loetl ('
/" /7 / v K V ; ‘
‘ (o psuiens v, 3
! .
= = e
7:,})(.1 o/ PPCs
S(ﬂr&fﬁj

- Point$ euiside PPC : Unetfainable
- Pomifs on PPC ¢ ﬁdland l//?‘u'mf ne 7 yesour (S
“Pornfs jaside PPC : Inefficient, watjage / vefouvees

SHIFT IN PPC
ik | \7:
wnom;( Ayo"'l“’l /HVUTMMT Chdl‘(.f Ted/.nolg7im/ ﬂdl/a”‘emcn(
Due 4o of ¢ onlY
- Techmelogical advante ment 'Prﬂdau'ﬂ? at A resulfs in
B /mFrovemwf n fmducﬁw‘/ﬂ move Capifal, nl/omhj - With same  regonvcees, move o/
9f rédouvies W"M‘j fo /)Voduu: at />3 ( (an bt /m’duced bab net
- [nevense i 7nanh'ﬂj o/ nffw a dme fe,n'oa/ : K.
Yeqouvees - Pmdua'wj at B vesulps m
NOTEC ALTUAL F POTENTIAL less cafu'fe/ Avarjable
vedtetive 4//owm7 economy 1o 7row
C‘!pau‘rﬂ o B 0,’/7_
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EFFICIENY

- PRODULTIVE EFFILIENCY

“ Al vegonrieS must be used
= ° i{oVIOMO 18 fv-o/uu‘ng ar maximam oufpuf with  avenlable fechnolojo ang{ reSouvtes
—{wnownv I ondmm? output with (owest /Josu'é/c unit sl -

= All ponie on PPL ¢ Produm‘ve/g e/?‘,'cl»mv"

- ALLOCATIVE EFRICIENC

'Prodwu'/lﬁ the disived oufpur
- Mutt he /)mduc/‘nj on PPC ( /:ro&/mf/'ve c//r‘u'mzj)
- 0;4/3 one pont on PPC vepresents allocative eﬂ‘,u'emy

NoTe © Productive t/'//'c/em}/ x> Alotative e//m'waj

Allscative efficiency => Productive e/f/'eiwoﬂ
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TYPES OF EtoNoMIC CYSTEMS

- Lionomic Syuemi answer the 3 hasic 7uem'om

= FREE / CAPITALIST (ENTRALLY PLANKED / (oMMAN D
. - Relies mf/'re/;:] on market - Relies exdus/'velv o
fanu af Jufflﬂ & demand govzmmenr diveckion.  gnd
= fov allocation of redouvces Loovdination
. -No Jovernment - Ml decisrons made bg 4
[ntevvention at all- centval aufhm/'fg

ﬁamf/g: ﬁong Konj me];/e: Noyth Korea

Roy Lai | More free notes at tick.ninja

\

MiXeD

- /i mix a/ both +the free and |

command wnomg
Production fs still pundev fn'mfe

entevprises, Jovernment wgulma
when ﬂZLUSaHj

f’xamf/u france , jm7apore



DeMAND

Defrajtion : Quantities o/' 4 loyoducf that comsumers  ave w.‘llfnj avd  able s buﬂ
at o mnje of prices . ina given fime Pzn‘od, cefesis.  pavibug.

Jaw of Demand:  The lowev the price ef a jood. the jyzaf&’ the 7mnmﬁ'ry dewancled.

Pvite A
‘Wdef)éxyflt\“ Z D

vawviaole

Depvind (Arve

/)-U){_/‘_(/ n
{)H(_{ |
[neentive fov P.

Loninpmens fo |
) ]

O 7 v oy e e
Deperdlent
vayiable

Demand  Scheclnle
Price Ruewting Dewemeledd

P f 0] |
P, Q,
Fs Qs

Demt anof I Qua nfity Dewancled

- The whole demand - A .?wf:z pomt on the
amvve Avwtamef  curve
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DETERMINANTS  OF DEMAND
I Price vf Product
'Chanje in price  causes  Miovement alonj dempand  cuvve

- Cubstitupion aﬁ’ecf ! LonfUmiers  Switch 1o chea/)e/ yvvd ./ /m'ce rises

Q.Chanje . [ncome

- lousumens Wil Switch fo  avicther Good | avdl  whether demanel vises ov ﬁl/s will depend  on

the 1“7/78 0/ yooa/ (/n/ewb:/ ov noymal ) RG/ek ro YED

3- Clmnﬂe In /Jy,ze a/ related jood
- Substirares and  complements . 2.‘17/u fo XeD

1 Chﬁﬂj@ in lagtes

- A change in  onsumers’  tage Wil yesalt in A 74/1 m  demand e% the ﬁood wncevned.

5. [onsumer £X/>ec+af/bm

- Longumevs' exfafnﬁons regnrdmj /ﬁfme />n'cu 7 2 jood ond ﬁnfwt o me May ,omM/Jf them

1o /"“ff move or Jess oIF the ﬂaod m the  wuvent fime /Déu'od-

b- hevernmeny A’?/‘J/aﬁb"t

- Tes, subsidies oand laws chﬁm/fng /Wodaof.s iy ohange e (ost o/ /)'ep/u(,ﬁbn, 4//4[1;245 e

Py,ge ,f the 70(,4. T/;e7 may afso vesalt in a Avect chmje i qemavic

9. dmn7¢ o Size 7[ /)o,)u/aﬁ’on / dmpﬁmlgh,', ¢

-A /mjcy /)o/)ulah'on would tacveage demand due o piove  ongumiers

§. %ua/:‘fy i e distribapion
- An equali) m fiome  would alfo  wiove  consumers o z7j’vra/ move ﬁyods
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; /'m,rut&/l/lj demand .



supPLY

Definition : Quantizies of a prvz/uc/ that /Drodutus are w,‘//mj and able to sell

at a range of

/m'a’s m a 9/Vcn time , cefevis /Jan'bug

Jow o/ ‘S’“/’/’/f’} : The h/j/ygr the price., the jyeq/e)’ the guantiry Supphied

Price
N
L. bl €%
A
>
Inewmie 1n price
[ncontive {r'{" proclnet Py -
lneé more
(¢
SuFPtﬂ
- The whofe quJ/y
Ve
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o

B N L e S‘M;};)"\A} nvve

Qg Q. 9,

“OUPI’)/': S’( ;‘H‘r"’l‘

Q- \ant .f'-"lvj e

Price

(&Y

Qu antify quy/,pd

A .Pé(_f‘[iz /)omf on the
-(“PP/'j Cuy ve



DETERMINANTS OF SuppLY

[ e e/ fyoﬂ{ﬂ//r
- M icvease ﬂf the prce witl affors /zvoduécm fo /)ma’uz( move a/ the jooc(, Hhug increasing Juﬂﬂj

2. thange i Lost of Produdtion

- 4 change in a facfm of /m)(/ucﬁ'on will qu fm;/ua/é( 4517/'7 to /wo/u(e at the game
ouf/omf 4t the sdame /m’ce. ‘

3- Chﬂﬂ7&l reJu/ﬂr?j fwm Naﬂlr&/ Abnormal  Clumstavices
- Adverse eﬂ’"‘“ may Aecrease xm/)}o/g

“Tawonvable (onditions, ke  Weathev, will invéase Juf/;/j

‘4o Lovernmenr Legis ation
- A tax mb;idg ov /aoll'og May af//ur the price. of the jood omnel  hence 15 su/a},/j.

L. CWM?Q h fw’ce of selated jooa’
- (ompetirlve Supply . jowt Aemand. ZE/M fo Ve(ar,br/shf)u hetvean warkefs

b- Cl’4n7e in numberoll /)mp/uccrs

- A incvease i the  numbev o/ [)rodazers Wil] resaly i an incredse in f“/’/’@ —

1. Change in 1cdmo/077 / /echm'ynes
z I/échnolo7r‘cal /'rn/wovemewr will veduce  oost v/ lea/dch'on, Mcveﬁ(/nj s’uﬁ)/j.
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MARKeT EQUILIBRIUM

fxim//bn‘um Price
- The price where fuawﬁrj demanded i equal 1 ?u,mﬁg Supplied-

SHORTAGLE
Reasons : Mjuﬂmenr Process -
- Demand increase Showtude [gxeess . ap . |
Q-2 40, £ — Shortufe [Gutss | 1P - L0
g S“H”ﬂ o/eueaﬁi’-,
- Due to £han7e in detesminants f)v .fuﬂzlﬂ and demand.
Pvice D ‘ S 1~
: S
> <
Sho
- 1t E‘ ~
o Y D¢ /\ f
Ve , < 1
IR
D D S 3 \*B
Q. 0, Riantr 0 e, R
SURPLUS
= Reatons : Adj'uh‘mem Process :
- Demand decvease -Qs S ) £ Swplus — >4 P —»TRel >4 Qs —E
- Supply incvease
“Due o change in determinants foy supply and demand
YJV:LC'\ 5 D Pl‘f(‘ ”n
\ 8 D r L
\S__—“ *
23 dobs )
R VLN : LY
vl | A\ o
R |
|
3 o 1 \\D D ¢! ‘ D
Q, R, T Quanty) Q% Q. & R
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INTER - RELATIGNSHIPS IN  MARKETS

- (ompmeNTs  (+)
- Lood< used jofmlﬂ o saTllsfg a wanl

- SugsTiTutes () :
"~ Altesnative products that satisfy the Same wants | needs -

- Deriven Demimn  (+)
- A dewiand 74»/ a dooﬂ{ is devived when fr (S needed 1o /)rodme other 7,;00/5

= JoNT Suppry (=)

- fovdc r‘l"f are ondmed with he Same resonl(ed

- (ompeniTive Suppry (=)
- foodS that  ave lproduaed Wit resouveeS  fhat can only ke used once }{w on¢ jooo/ and
het Hie othev
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ROLE OF PRicE MecHANISM IN COMPETITIVE MARKETS

" visible hand °/ the mavieet Adawy Smirh

3 Functions :

[ Jnﬂnq/ ix,:.w)’)le (Re{w o Shovmtie Diw)mw\ be(ow)
- Telle  comeamens o bug /ess/mow - (onsumens buiy fess, Pice 1
- Tells /)/0{/((169& to progyce /ers/moy( - SuPylr‘en PVodme move

2. Incentive

< Motivated consumeys o bmj lexs/ more - (onsumiers Lugj less as Price 1

- Lain JaTn‘ifacf.'om

~ Motivates Pwa’mm o produice Jecs /Moye - Productrs see 4 chovtage of wen , and Increpces

- lwaeafe/decvzme n /vo/fr Supply 4S i1 i move me/mble

3 Rqﬁowing
- Allocates  recouvtes flw eanomy qo = Thost who can bug oy ould b“ﬂ at
- achieve  Allocative ng"“'@”“j a higher price, while these Whe cannof

offord it Wil substirate it fov 4
ohw})m’ 3004-

ghom«qe ( coun )

pice
v
—
Ev
D\ - .
t
P e 4 i
i |
}
| ‘ |
D) \ D,
3
& & QX Sggmint]
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CONSUMER. AND PRODULER. LURPLUS

CONSUMER  SURPLUC
Dcf.‘m‘h'ow: ,D!ffumce between what conumers  Are gvegmed 1o 959 fw a ﬂooo{

0DER
avd what they actally poy
OPEQ

PRODUCER  SURPLUS

Definition: Differenice befween what o predicer receres fom the_ale of a goocl
0
and what the /Droz/ufé’/ i w/‘///inj,Aﬂ_Matg i,
0SEQ

Dvice T

D

Amt condumen’ / ¢
we viling ! -
topay ) N bevefit /
&aug goins yd
g — : /
DEP: 7
Lonfnmey { e ] £ Price whietn
vaw;/ P . - - - Xk Lontumevs {)au)
mo»wrvw\ i proclucevs receive
g " / ‘ \
' i Y
AN SN
i e L
Pboclv\[t" [ ' \
S\;\P‘Ms/ £S 1 | b ,
v\no\,o]mof o \ o) Qmmm"ﬂ
tolye Amoway

SuPplva need¢
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PRICE ELASTIUTY OF DEMAND (PED)

= Definirion: ,Qe.(/;msivemss "f the Juanimy dbmanded o/[ 4 (ommodr'/j 4o Chqyng_s
m s IDn’ce, ceten s Ioa.«,‘bus
- ( movement Qlon ﬁ%pt
demand  wavve ) Formula : S AP
o S’/jn Value - L/ma//ﬂ V]ejah‘ye/ duk 0 b wf Demanol
>R \<| A:o
- \"' /* 1y A h y /A‘ N
[\ T To
/s ‘1 A ‘ ; ) p D
e = > \‘l > \/ \ N s >
. Qc’ ,(l
Perfectly Inelaspc Inelastic 4{”/@ Elactic 'De'f“ﬂy £lachic

) £ o=
c v C s

VARYING  PED ALONG A STRAIGHT LINE DEMAND (URVE

D A

<o

Y
<

UNITARY PED DEMAND (URVE

PED always
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DETERMINANTS ©F PED
- Ami//bf/ffv of Snbstiutes
B Dejyee a{ necessifv ef amnwd/'/'n

- Proportion o/ income_spenat on joﬁd
- Time /Jé’w'od

APPLICATIONS  ( Businesses )

When demand 1S elashc

Whtn dewand i< inelastic

o~

Roy Lai | More free notes at tick.ninja

Since gain in reveaue (B) rs greater than
the |oss (A), /owumj the )ow‘ce will
/ncyeqse fotal vevenue .

it~ vewsa, an increate in price will

vesalt i a decvease i fota| revenue

Sinee  |oss ja vevenue (A) 1S greatev than
s a. B lsipiinn SEFE Dol will
decvease The foral  revenul |

- Ve -vevsar, an jacease /Dvl'ce wll

vesult i an intvease in  tomal revenud -



CROSS PRICE eLASTILITY OF DEMAND (XED)

Deﬁ.ﬂm‘on: Res}yonsivéness 7” the  demand 7[0./ one L7000( to the dmnge i price of another ﬁood

( Shifr of JoAQel (A)
I demond wurve ) fonmula = % A P (B)

S;‘gn Value Dq)mm 6n fwe a/ relafed jpod

COMPLEMENTS ( Nejative )

—

- The fongev the (omplements  the larger the majm‘mde

SUBLTITUTES (positive)

D

& = The strongev and cloger the bctitures, the negen the m4jﬂ/'ﬂ46/e

UNRELATED 400DS (XED =0)
B /na/e/ehz/euf 7004&, Whert g dmn7e i the /w/'cc o/ one  Jood résults i Jirle ov
no ohan7e in e demand o/l anoth o 7004.
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DET ERmI NANTS OF XED

- ke{anbmhff befween fhe o joods
- The olegree °f (abshrytatilry / [ow/)/emenmw'rj
- Highev the a/ej/ee, h/z’lm the  AED

- Time Pmbd

APPLICATIONS  ( BuSINESSES)

Substitared [ Positive XED)

trample: (ke & Ropsi
TP ——> AL

=5 JAQ_O(

J/AP

éom)o/mwﬂ ( Ale7aﬁve XED)

UQWP/E : Cavi . Petvol

Tap —— J40Qd

VAP 5 TARA
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- Mn incredse in ,Dw'ce o‘l loke will resulf
1 consumers J(M'rddnj to Pe/m/

- Perr' an /)Iom. 1o jncvease its  sfocks
in prepaintion fvv MevenSeol  dewand -

" (onumens would subsfitate  Pepsi for At
.MM/JN Cloke , andl 7uanh‘f7 de mandeol
will - fail

- Pﬁ,os: can plan To holel (ess tock | ov Comper¢

i Ythey vayc (advertising )

- The onc{ucw of
froduoﬁbn or (onsidev IMPP/gMj fo
othty  Mowkets

petvol ey plon o reduc

- Plan to meer vice o demand e/ perel bg
MSWMj adequate (fock.



INCOME ELASTICITY OF DEMAND  (YED)

pef,',,,*f,'om: Respon(iveness o/ dembnd 74;/ a jmd 1o a chm;je fn income | cefess pavibus
{

(Shifr of % DQd.
demand cuvve ) Fovmala - m

Sign Value :  Ppeuds on type o good

NORMAL 400DS ( postrtve )

Hh ol N ) O 0. Buantt of

NeEW cavs

VED > |

INFERIOR. 600 DS ( negative )

INFERIOR  ve  NORMAL
2 /nfm‘ov s )meiyed qs fonew 7ua//‘/y
97 Pirated DVDs, 7“q/<e handﬁap
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DETERMINANTC OF YED

- Noture of 7oodr

-5 a 7ood considoved a wf(eﬂ:'ﬂj ov /wuug, boged 0% Mmeome levels

- Jevef o/— frousehold [ncome

APPLICATIONS  ( Producess )

- Extvadive  indudtmes
ei, off. vice | ove, coal

 ApIcATION

{xample: Rice

[nfexig v Necessity,
va?(,; OR ja_("c ?:?0(
= D 1Y - 1D
=1 (t)
Planning o P(ﬂnmhﬂ hen
prw/uu Jess Much , When
to produce
_ GRAPHS
p Y ISR 0,
& 5

Chain of Production
JecoNDARY  PRODUCER S

= Manw’[ncfnw‘m) . Lovistrucfiom
4. bu:?drn?'.r, cans , dothes

_ Awucanion
&amp(e: (avs
Novmal  Liwod

TY — 1D
(+)

}’/z:mn/'nj 1o bard move
fuofwfw

LRAPITS
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TERTIARY PRODUCERS
- Sevvices .
7. healthcare, educatron

AppLCATI ON -
éxam/ve ¢ Pavare  Selucation

Nowmal (luxany ) Good
TY — 10

(uclm‘fl‘mnﬂ

(+)

Panning invease o
productiont

ceApHs



PRIGE ELASTICUTY ofF SupprY (PES)

De/’m‘nbn.' ReﬁFamiveneﬁ pf 7Mnu‘rg wppl.'ed w/‘ a 900&( fo  a

change in 8 ovn prite, Ccetenis paribus
s
Fovmula < % AP

S/yn Value = Positive z/u( fo  Jaw 9/ Jmff)/g

PASSES THROWGH  p

DFC > ) PES = | PES |

’%“fw/‘ﬂ Inclastic Ineigsric lnitany Pae tlasne Slastic

Roy Lai | More free notes at tick.ninja

ZS = %)

Pcw/c cﬂg Zlastre



DETERMINANTS of PES

- Existence o/ Lpave calpdél}‘y
e S/vaye Cﬂpacmj
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GOVERNMENT [ NTERVENTION

(NDIRECT TAX

2 lepes j
- Specific tax - Fixed amount o/ tax on each yt Sold
- Ad valorem oy - Peuenm? of price ,}( the jood S

DEﬁn How ¢ Eme,,(,Amve fax /mip/ 1o she 7ovcmm6VIf bj Hae lproa’u(a wWhith (s /msea( on

fo e (onsumers.

Example = Specific ax on /)M/ume,
'k —qw#br/'um at £

Riee b
- Specific fay imjoosw(
« - Lot of onduc{'t'ow intyeades Ju,or/g
s} e carie shifs to the leff
| e all - Shovtaqe, price jutreases, quantv
TACG N i freing
o el Adewianded 74.//5
L | poducs
d
o o, =’

- STAKEHOLDER EFFECTS

>(onsymer = Producev — Govermmen f

- Original Price : P - Drighal revenue: OPEQ ) - Goms e pevemu ¢ o/ tPE.d
- New Price = P, “New  mveaue @ OPEQ, - 4PE A

- R’njs PPE, ¢ Of the Tax = 0tdQ,

—Pﬂg& tPed of the fax

- - Sotl'efﬂ
- Loges riangle AE,E
- ACEE from conumey - Surplu

» - Adce frawt producey S plus

Roy Lai | More free notes at tick.ninja



GOVERNMENT INTERVENT/ON
Sup SI DIES

Definition: 4 ?ovamm&wf ﬂmm’ 9,-me o fv'yM( +o reduce Pw‘(e and Incvease 7”“‘”@

Mee s . .
}D S = Sm\,;uahj on Vice
4 - Reduce wste of production,
S a AT g A factov of .(MPP/:/J
| procucey beaefits = = AE, = tbgidu _ : .
L ¥ Conamev BN A=A, ;“l:'*'\;';;)r Supply) tawve chifre o phe vight
bnedite AN e Wi
i eI = Price -fnlls, Duawlirﬂ demanded rices
| S
S\ -
1 : - L n —2
¥ e R, Quovititt of
et rce
CONSEQEENCES ON (TAKEtfoL DERs
/DROD “C&RS (4:},0(,}3 /) - [ sl

- Produceyv veceiveS SP x 0Q, ¥ OP x 0Q,
- Increade in revepue

- Ncqafive : éomlp/azcmg due +o (Mbr/dg, pmducﬁw ine m‘wz/

CoNSUMERS

~ lonqumey receives PP X OR\ fom rubg.‘d;j given o froduce/v

- e ds€ in (onsumev .(M/'p/vl‘

= /-UWeV /Dn'((, /Ok/ nome 7V0MfJ /xrm[n ,  Firin //V/f)a 1O iedquce /)uvmrj

GOVERNMENT
- Incuys OFfovfum'hj St as fess poney s
Mailpble o be Spewt on nfea tiructuve

ie. healsheare, education
- Loces SPEA
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PRICE CONTROL

Price Ccfl;'ng ( Moxintum Price )

— f,\‘;(( ’\\[‘J
N
N\
QA when S
B p 7T ar De
B A o 1RSI
f\
p--R &
Ph’\ti( i s & e i S
S
ed

Obyective o Pote (u’//nj

¢
>

Deﬁ'm‘ﬁbn-' Zeqq/ mMaximym price that 15 Set belows the Mavkef quilfbuum price

Mavket  Outcomes

- Alow low income  houteholds o nﬁ(m/ esential - Goods &  Sewvices

- ncuve ﬁ;ru Ai<tvibufion o/ thede 7004:’1 and  sevvice

Con!efmqu.l on  Stakeholdevs

- Conymev
fosrtive:
- Lowev Fr:’ce . P = Puax
= Move aﬁm’ab(e fov lovier inome groups
-~Gréqtey fwchﬁ!/'nj perien
- Mevease in wnaumer Juvlylm

L o A 10 &

/(afnf//o
- Shavtage  eade 1o jueuing
- Bock moskefs appeay
Ls fov same Qs , it an be
Sold 2t Pgpa iagtead Of Puay , lowev
come 7,0.4'05 gu,[w_, welfnve foss

~ UOVEANMENT FAILURE
Roy Lai | More free notes at tick.ninja

~>Producer
/\lulmri«: Lowey prces af Pinax .

= Lowew reveyue

< Fell T dveidiven

Coaprbose

- owovKes "“‘\Y (ose JOUS

= Sodle
~Neqarive we//aye (o5 Fom
/
}woduwv £ consumev Swrplus

- Allocative iie m‘emcﬁ

- lovtinment
Ne7af/u
- Rlack wavket

thvﬂi/ja weated

Pesitive -
“Only (f fou income gioup< bemefir

- Rtion to )ove,vmf Khorraj(
b whidn s high admin (osts -



= Price Control Pﬁ’uﬁy]ﬁ Lelated] Mavkets
- Peice [Lt‘lMﬂ

- Due o shoﬁmjc, consumerc ook o subsituted
- Snbstiute markets have MI‘?hev Aemand
~ Producers in these markets have an fngeare in revenne -

&AWIID/CO 57( Hrce &Ih‘n?s

“Rent Lontrols
-A{/svdnb/e how,‘ng fw low Mewme group
- &’hovfﬂ?e v/ hougin
- bong waining (St fiv intevested  fenants
- Wufmuwo( / Pavellel wavkets

- Foodd Paie  (ontvols
- Liveatev ﬁé(o'w{néi/ffy
- fhoymalm
- bevedopment vf undeground  warkets
- Unemployment in m]n'mh‘wra{ Sector
- Aocative :‘ue%u'emg
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PRice ColVTROL
Price floov  (Minimum price)

Rﬁ‘m'fr'om # fw‘u set Above the mavket e7m'hbyiuw| bU a 70vemmemf o privase ovqam‘mhw\

i* AWRICALTURAL PRODWLTS
Marky Quicome
- (mvP(us wiates

- Loverament nsnally hund uess
N l}

Obju tive

’Tvam{w incowie from Consumers o ’pwdwem —> [Alveaje produwvs Mwme

éamefyﬂmce.!
Lonsumars Liwernmiant Weltave s} .(ou'ctﬂ
{ {
- Hr‘,herfm ar Pmin fw fowor Q - D/)pmum'r«/ oot tn W"”‘? “p -~ v allocation e‘f vedoyrced
2! ! !
- Lowew toniumer SuvpiMs (loses AtB) aLeds Suvplus Q,faQy b Mlocattve rncf/m’w%
= - leses aven C
Producers Othey  Canntvied
= Hh}hw fotal vevehue X '
* Ineased. producer surpls (ArRtc) Gt lew peties may aé/uf
“May lead o rnc,f/,u‘e,n}/ Ane +o mavkef ) efner Gunfries,
Cem,plazwcy A focai producens have o
wmpere At lower priced-
Wevkers

52 0 [ | .
nly gaing e 9eu Wsﬁ
xLeks suupius, as firmg

Wil then eanq  mone

Roy Lai | More free notes at tick.ninja



>- Minimum Wage

Dbjective - M?vow. living ctandlavals of lovi wage wovlcens

&')meﬁ uemced

Wevtcewt (Supply of fabeour)

Neaarive

= UnemploYment dac o (omer demancl
~ Wods fo Mq‘g‘( Wovkwvs at Jowev. Wy

b Fovetya immiqrants

Femg  (Consumens e? [absur)
= Higher produciton costs
- hesc i employer savplus (Atis)

Posrtive

Mforiexs
- Come qq-p\ ht7hw pay
- G ok sl
b lote ¢, ganA-

Roy Lai | More free notes at tick.ninja

Mavket  Ourome
- _(uwrl us

< fower Jabouy demandeo

“hovt does Wk "Lmj“ exieds

wevker<

!oquJ
- Mtsallocaion in fmofum mowvkdts
b> due +o unckiifeod wotkers

(ontwmers
- Mongie m abouv colfc ylulk M
decvedse in f“PP’ﬁ ,,f 700.%;



MARKET FAILURE
Defininbn.  failure o o @ market fo achiere e//’aemg i the allocation of (ociery's refourcey

'ﬁxulnng in an  ovewx - allocapon of V(,(au/(f&/”/’da 4llecafion a/m/rmca

N the abeence o)L dar&rnmuvr terven fion .

Hllo capive e//,z/emy / Proclucrive €/f;(/mzy [ Svcial L/ﬁz,‘emy

v, L HClerty (M- pse) Hlocative: Specific combination and guantiny of goods
- P:MPC: MSC preduced desived by - tonsumers .
7 Poduciiye Prva/wmg at MAximum Cutput for
i - s e the  feqst cosk

" ‘ Social ¢ May7;,m/ éme/f +v .m(,/'(//y . mm?///a/
o cost 1o cociery  (MSRZ mec)

o
LS

MPB Md/7;ha/ Private Kcm%'f: Jodividual b’-me/ff ”f an expor 7000( contumedl
Mg Mmz]ma( Soqal /3&1%[4'{ o Spuetion’ ,gwc/L‘f o/ auq extva .7006/ consumed

Mpc Maﬁmal Mivate (ot @ Produtes’s (o5t +o producc qn  exn good
- MSc Maﬁim/ Jou®ty loct Jua’eﬂ/k (oSt fo f?mduzé an v 70901

w
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MARKET FAILURE
" NEGATIVE EXTERNALITIES | EXTERNAL (osTS W PRODUTION

: Dﬂ/‘m»‘n'onc Tavvd ro«/;? spillovey cf/‘ccﬂ % a wnsumption / predachion activiry 1’0( which thest &5 no
lompeniéation /

WMP/M: Prodluttion 7/ c/ccrn'u'w é(y bumfvij ceal - Ahiva /)m/y p/%ur : /Do//me the enyirontment

Msc > mpc
! 0 Cocralld
S eMeont ML </ tuiddente af Mavket fei/un

b 0] Wefare loss

il ‘ , @ Msc > Mpc

ol " Welfr ;
v g N = ® Oyev /rodu(—ﬁon
L MPC !
M /
< >
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MARKET FAILURE

Neoa1VE EXTERNALITES / exieeNAL (0STS i (oNsumPTjoN

immf/a(t
2 Smokmg > ikl party %qu: feam(mg &moh‘ng —  health ssts d/'zzomfovr
-Mcohol — f;,,‘m/ _/)gyfy 4/€Lﬂ: Alcohol abuse —> ,',4/14.'1'6,‘/ hedrh oSt
Pice * p $= MPC = MSC
welfove Guidence H/ madket
s fm‘/um
0 We//lﬂyé foss
e g S| ISC > MSR (cocially 1nefficie vy ® MPB> MSB
MEC=pMCp -8 l o J 41
W MSE N 3 Over /omwmlDfl'o"l
Np: MPR
- MSB = MPB + EC (neqative benef,
Ropt @ T Quowtiyof
. )
Ver contumw
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hoVeeNMENT — INTERENTION  ( Extermal Cocrs )

Mavket _based dolutions. - |mpose tox

production (onisumption
== A S = 454 » o( DAY
/ e B ML
) Popt - T
e i |
i
= T be - XA
L |
t P = |
L |
" ] e
MsB
Dopt Qg K t

- Spedpie tux on Mpe ( ax= external woct)
- Mpe shifpe o MSC{IMPet fax)

- Specific tax oN MPC ( 1ax= extemal o<t )

- MPC Shifts 4o MPCt o

- Price incveases (Pt Popt) , MPB cfra from A4 to B
- New price Pofr

- New Pful'/l'bnltm at 'Aaff @tff

Advaritaged Admnfayu
- Foveed ﬁm/ﬂ 1o /47 76y The soual (oS of K = Allows the Qovt- do inveate He vevenue -
- production

"fdlfj fo implement
* Incentive oy firms o develop cleaney technotojy

1o pay (e fax
- Tax cqn be vaved a/{ovdt‘nj Jo social cosis

- Tax eyl o reduce Sotial costs, and can alto
e Incvease rvenue o/ gout.

example: Cweden an vedyce Taceme Faxation

- Zﬁftj fo fmplemwf

D:kadmm% Disadvantages
- Diffitalt 1o eltimate exact exferng/ cst and hevice - D%wlf Jo estimate exalt xtewnal (osf
e antount 0/ e peete - Gxess 14X can entouvaqe black mavkets

- Inelastic PED il need 4 hi'flv&r dax 1o ypeduct 7144»#’7

consumeof

~ Tax wil W‘m lower tcome grovps causing
"come Meqﬁmh‘fy
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Othev Sofutrons (non-markey based )

PROPUCTION LONSUMPTION)

N legislnﬂ'on »l@ Slation

—Stm'ng lawe, reenced , stavdavide o conjeo] b - fnact laws fmhfb:r.'nj or szulaﬂ'ng behaviouy  which

toytro| business  achivifred cance exreynal (ki<

Examples = China sef anti-pojldfion measurel in xample:  fohivirion of the (nie of alcoho] and

2003 fnc/aalmlj e’wm/m/mry M<Tallaton a'jmelfu to people umclew +the a9¢ D/L

of pollation hbasemenr €Guipment /. Helps to  veduce dewmand , sh;‘fh‘nﬁ

ADVATALES MPE 1o MSB

-limpler +han taxes. Safer fo pan towic waite than

Impose A tax ADVANTALES
- /"“P/EM‘“'/“/ when fovt thinles extevnalitics A€ e - fagy o under stanel POI.‘LY that ciizend can follow
BhoHis o WAKE v eaziing, GIECR o TeGelg -%a5y 1o implemeny
DICAD VANTA GLES

- i!”falaﬁou.s create ho mevker based incenrives, . ungble ﬂ)&mjmﬂma“

to make distinctions bepween fivns With highey o - fiovt need< 4o Mipect frims ye7u{m/lg +o wﬁrze the

lower  tosts o/ reducing  pollution "etittions

- laws muct bt hash in peanliies to be efficient = Pemaled peect vo be hawh in evder fov the

- High ¢t fo enforce laws

- Lack of snflileut fechpical information wilght  hindes © Poducer gefs guin in revenue - due 4o prite increasing
ffectiveness

/vrm vedyced demand ( Prvided PED 11 Inelastic )

”7 lations to work
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Othew  folutions (non- marker acecl )
- Pivputrion

< Tradable Pollution Permis

- Firmc ave St a [imir on the amoynt o/é pell«tion
#167 Lan //whay7e- Tradlable /)crmv)x are 7/'»(94,

ﬁi’ﬂ?ﬂhj 2 Mavker /nr /N//Llf/bﬂ

— - Firm¢ that want pollute qbove the [imiF hewe 1o
buj /ltrmrh
= - Flans can sel/ permis / It has ol emicsions

- AU as an incentive fm’ firms 7 reduce pollunon , 4
PermiR tan be Sold ﬁ/ /Drv/'f.
Toward Msc wdes: £l Auiva

2
.{-V '/, STve Uy

~ MpPC sh -fﬁ

ADVAN TAL ES
- - hensire /4'/ 747»7\! T cut back on pollution
= Jlﬂfﬂj a limi¥ /ar permiesible . pellution allors M<C
1o be achieved am‘/y
- Doey viot need o awamm{y ziftmate extevnal cotes

hke rn taxes ( Marker based! sofution )

DISADVANTALES
= /,fa/m:'n.lfv’aﬁve/y asﬂg i/ theve qre Vrmny /vo//ufcrs
= = fﬂc’/em Jevel o//,o//ur/'m must be fnown € Set
= Frmie with greatey f?'ﬂﬂh['/q/powe/ mam ete no
rncentive fo Lat back on pellution
- Small /z'mw are not able +o wm/;éfé w n/é/(’7
Sfims in buymﬂ pevmrs (although small fims may
Pellate lecs , Hie pot peed permiss)
7 Bij fims may become meniopoljes A¢ Swall fyms cannot
afforcl fermiS o addpt mmnmmml/g /47'&40/{7 /zg/,,,/;um
- ’[onu/)f,’gy{' where /ﬁwm’e&{ fv’y’ma ave given more  pe rmit<
- Pthfieult o tmm‘lg Aefermne amount and -}afe ef

}w//umms To set g5 a [imit
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CONSUMPT 00

\

Cducatlon / Provision of jafoymation
—=

- fovernment /Dmvlded z‘wfavmaﬁom anel  educatrony
‘/hVoa?l( mm{;m?ns ov media

< hme o educate wopcamers -H\yOKil«\ ﬁn“«t Awayenefrs
on hamtf./ e/ccfs e/ dementt 7004{5 (i alohol )

- fhrou7h a &hlm7e in Hutte of conSnmers, Ademand
Shifss ﬁom MPR +o MSB.

ADVANTALES
~ The poitey i« /M? term and aims at changéng the
Tasts of  consumens

- More permanans Po//»y

DisADVANTAGES
- Zong ferm polie , whith  vesulfs in h/’7h 2018
- No defimie outome
Exampe: The a//sfm;/,g pictuves o cijareqe
packs meaut jo educate and
0//1’wumje SmokerS Are ot V&rg

2l fosstie . ol Mﬂﬂy Smokes .



MARKET FAILURE
POSITIVE EXTERNAUTIES | EXTEANAL ReNEFIT IN PRODU(TI0N

‘Dé/w'-//'anf ixtemal Iﬂmﬁ‘n from /)roﬁ/um'cn ov wy,sum’mbn cxfen‘mze/ by Hoivel ponties-
€mmP/u

- Producpon o/ So(a-/fanalx —> thivd qu/y W«,m: reduce cavbon /uotpn‘nf
5 fmf‘m'/r?/xh'l/s —> thivol parry e/{'{c/x: ill$ an pe nseo v ofher Jobs

i T I
K g MPL > meC S MPe Eudence o
e Mse = MPCHER ket foilare
L % % ” ! m’
nefhelent| N =MPL- (EC) s
| T 10 Wu/ay( foss ]
Y AN Potentinl H/zlfurt bain
{57 [L ! T~ MR = MSCC @ Mse > MS
| ' 5 > ¢
—a t Mmsee” i
e ® Undey produciion
Qe Qor Qs of tiov
i > 7 poanels
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PosITINE EXTERNALITIES /| EXTERNAL BENEFIT IN CoNSUMP[IeN

Z}(ﬁml;/(d :

- Vawipaion — thid fw'/y e//eéfS: Nt cansing ofhess fo /w// Sick

Pri A
' $+ MPC= el
D
i . N MR Y 4 f
1;%021(,1,( N e Atge, |
2& — SN xMses Mee Mz > MPR
/// . -
Potemtior] | Pe P
welfave RN
GOIN | ',/ ‘\\\
/ N
< ER
NCMER = MPR LR
ND=MPR
Q; Q“Pt Qubm Hy of
i Vatev ey
N —

undev eond L«-m.'-);.‘ V1

Roy Lai | More free notes at tick.ninja

~ Gudence o/ mowket 7“@,'/“,(,
O Welfare locs /
Potentia) Welfave 4an
@ Msg > MsC

@ undev consumption



GOVERNMENT  INTERVENTI ON  (&XTERNAL RENEFTT)

Mavket based Solutions

production
e 4 - MR
S MeC
? = MPL- by
?0?"" i Y
| >
Pe i ‘ 7™ subadv)
| ¢
s - gl
| D=MPL- MSE
e W P
)ob Quwihtv
De Qopy Q f

< lovk intermalices the /:oxmw bu:e/fﬂ
‘bg /)mq'dl'wg sabsidies
e fuppl(nj ourve (MPC) shifis o MSC

- O'oﬁma/ eyw'//'bn'um

MVanM7M

2 _(’ubxr'dizfng 700:/ /deuﬁ'/‘on prachies weate
dn incenfive /ay 74"rm: o adopt fhere prachies
- Incenfive /w /frmx ho cenol wovkers ]4/
'/Yam/ng - Gingapare bvolger 2012

487" comvge cubcid) for Foml n

eviel  wovicess 7‘04 HaMming
7 J

p/mdu/mfa?u
: D"///"‘“” o estimate feve/ o/ !ubﬂ'c/j

= O/Forfmm'fﬁ cosF
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wnsumplion
, §=MPC = MSC
(o N
Price ‘. ¢ - ¢ |\
. 2
Popt - - -
5 Cupcicly
| Y <
Pe - . N,
e } Ny
¢ N \
= N MEB
N\D=MPR
S S G N, ——
Q¢ Qopt Quontt J

- fovt pVaVIZ/éJ Jubxl'dy 7o /“rms
< Shifrs MPC 10 MPC—Jub:/'c/y
- NPRL moved to MIR

- Ofﬁ’mh/ e7m//fby um

Advaitaged

- Il fermvh mawlet o ofc,mre

-~ ncwves froms pass bcnc//}x fo Gnsumenrt

- (am b aa//Lufca/ fo the maym'mde v/ problem
" Renefirs fovi Income 7mulp.(

Lisaddiafag o

- Ditfieult fo esimate extewnal /)cnelﬂ‘ and  hence
e cacesc w/ the Mﬂk/j

2 Df/wmm?g wst



Ohver  colations ( non- market based )

preduttion oﬂmum,)ﬁ'an
- Public_provision , le_arah's&h'oﬂ
- Provide voaational fra:‘n/na Hwnu?h - Set (aws 1o promote wnMMrn'Ov\
ﬁm‘n,‘nj cenfres & (0:.';).*:,'1' 1\ B o)l newlora ~o  récefye fofl'o
_ \G[7c et /{))'f!.vf’;""n’e'} g’_}v"- rbifion (:: 7w|' Vaseinaiys fa (‘MJ/"‘)("'
ADVANTAGE S ADYAN TALES
- (veates J’ubx ’.(fmfft\f forvard ean‘lj implemented

5 Len%’/g fow- wag e worker
DISHVANTAGES

- Bequired arge amounts a/ vesourced fo gfme
DISADYAN TALES

- (ot incurvéd reiﬁhj the /mm/'nj (evifred

. Qual//y o/ expevtise Soupced niay be Direct  Provision
7naﬁ'ormé/e - Govt f/ow'dw Jharf]fall ihmu7ﬂ\
g P/'//fm/f fo read and d/ﬂjﬁl/ﬂ the (urrenf unmch’nﬁ Firms -fo(uﬁJ/j +he rhhffqll
needs 9/ the labour marke! and hence or fake over +he ontire /me‘n'on a/ thee 7006/!

he Aﬁpmpﬂ'me ammg LourseL
JOVAN TAGES
- Rualit 4 Gmouwt o// provision i< decided by governmént,
most /m?bab{j 4t the ﬁu’a//g opnmum artount
- Direect method , meve dmect them campatgnt

_Dl}f}wlf o fathty 6mm7l\ ,%ma-ﬁon fo astimate
ﬁ'?hf amouni ~p /orov:'a/(.

= Dﬁjorfum‘{qj wifs in /ham/(aj diveet  pravision, jaxeq
an be valceol

- Fall proution Lg government demey wniumens chuice
o/l Sern'ces  fom fue private sector, may unnamar//g
Armamiish  consamer ,mh‘?étﬁ'on
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WF&J Af 4900{&
MERIT 40004

- DLaemed :m’a//j Getirable bﬂ the jov/eynmmf
- Avice fVCM a o/l"/(fﬁenze between the Vglues o/

Iy ﬂd‘tfy and indjvizlua ls

-ty Josinve externalies (in écnﬂ:m{D/’fOVl/ fiff/mw'om)
« Liowvnmen! cmgma7g¢ these (7@09/;

ixamﬂu: Vatiney , education
ol //22( //'Va/ry and d([ud»\‘b/'//'fy

;s q privafe fooo/

 PRIVATE 4oobs$

Chetactznstrcs :
- P:‘vﬂlry
- Diminishable , 1o people cannot use Hhe came good

at the came Hime

= Exclusla bility

< Fossible to ffet/enf jﬂﬁc,o/t f’”’“ cowumdqj ~/>y,1:e
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DEMERIT 4L00DS
- Deemed J‘oc/'a//j udesivable bj ~the ﬁovemmu‘—)
* Undesjrable ]‘oy Codiety and ndivieluals

- i neqative externalines (i anxumlmbw/prx(ucﬁ'on)

= Qoveynment ﬂ’/ﬂoumt;u and conpols thege ?wds

émmp/u- 5,'7/;ref/2-r, Sleohol

© tfas rivaly dud excladnbiliy
€T ik A privare jOOo/

PUBLIC 400 DS

Chavatkey (stics

-2 Nen n’v«lyv

" fuone cty zx/w/'eme the came benehit

af the came tHme

phuves u%wzmmu/’y

“No Markef price

£(q,4,1/>/ur ﬂaﬁbnalf%n/e , Sfreet /’(7“7’.”‘7 , MU

Poblem: Free Rifew Problepm



MARKET FAILURE
- Missing market for pablic beods
Fhiuee: No provision in a ﬁee marlket

L non excludable — cannot dmyj( a realistic price = ho fko/ff'

- No resouvceg will be Allocated +o fyaduc( +he ,owé,//c 7odc/

Liyernment  Intevvention

- Povicle  the Pub/:'( jm?d mmj Tnxpayer’& moneg

- M’Sn’wﬁ Moy e f —/or mertt jOOdS

FAILURE * Undev provisjon
- eudable - ]4)(00/ (oS4 c/ /)roa/u(ﬁ‘an /s hﬁ,/. - Mnl/er/on:um/bﬁ'on

- Longumers go yof ra«vm‘« the 76-// bme/ﬁ of merrt 7050/«(
- Intomed may be too (o to afforo h«ym prites
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MARKET FALURE
Common access resources

~ free 9ood< - noprite, available 4o everyone Camples: Minesals, fovests, lakey
- Now exc/udnble

- Theve is rfm/rg - diminishable

Mayleet  Failave :
- Hbuge, misuse , pyevuse a,l these resources .
- lack a/ /ln}e leads 10 oryey (on.(uml;‘h'olr’l - a/m Jo n’vﬂ/rg

- Ao posey o threat to Jusfaimqb/'h‘*v - deplefion o/ yeSouveéd

DEFINITION : Jamf’ymg the needS of the present genevation

Sus i . o
USTAINABILITY Without ompromi£ing the neeols o/ furuve 7cnemn‘ow!-
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CUSTAINARILITY ~ EXAMPLES
Problem 7 Policy

- Caybown £missjon: ~ Jnhocluce COE

(avs in anapo(e

Roy Lai | More free notes at tick.ninja

Advantaqe
- Gveatey exdudabmﬂﬂ , veduced

"f cavé on +he read

no-

Limitation



l P‘yfeﬂnm verween Micw & Macvo

Micro Macvo
- Smdgo{ mavkets - owe fm/uzf - Ihole economy
- Individval consumers / Pmo/ucm - Ajﬂnym‘es o). 6LhP, uncmflojmem, inf/af,-ow

Livealar //aw o/ meome
))e/miﬁon: The ///ow of income befween households and /imns

2 SectopR MoDEL  (cimple)

e WZV{;‘M’\ N > Output
e Ny
e N/
OULEH [Firng
_iu th’C[Di— s V\JW‘N = kovoouv
h | . "
S s ; ) 3 PW{”’ ’Ev\w\,});iac
e A ntevect = epital

lncome = Ou:?w : txponditure

4 LectoR. MopEL  Coompley)

—Gpondituve £
/»meu T "{10\” "_ﬂs_endfm

—

Mirocenori— | Sovind & ENANGIAL/L Investment I
tout [ Soving O JFINANCIAL/L In
e | Y N a—

| FIRM

Impovi f:/\

‘ |
Witholvawals (W) njection¢ (77)
(Jeako«@es )

Total W = T3S+ M Total J = G 14X
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Lhamdes in - Civeulaw T’IM

Withdvaals > Injections

- Move leakaqes, hence lecC income is Spent

7 ?xaw.;)!u Oleatex vaiv?{) - Powyadox of 4”‘{%
5 fxfycwdl'm'? {alls
- fall i1 fncome — j)amPem'nj of cveulay -ﬂm

TW-—4Y — W

- Withdvawals fai fill W=

( ovevall jowen level e( fnome )
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Withdyawals < h\juﬁons

- Les |mm9es

2 Mwe Spemolmg

- Highev expendituye
- fighev  income

{™ave Savivg ? )
-

T N

- Withdvawals acease maitl W > J
( overall highev leved of inceme )



Clacsical Mode! o[’ NI gnd Employment

2 AD increases
v

putLe CRAL

Lrae S . 7
| - Starf wa/n ]/:4[ employment efm/;br/um 2t

= level o /(\
oLyl o o N 0Ype { ( LRAS: SRAS: AD af fail employmenr
— [ﬁ‘?l—s } t ok level of incomc)

FANFAR
9oL : /7/ A LA - nweae in AP (ADY). £7mhbnuvn swr’h from A to
= / .
(,___7 P AD, = YF( movéJ to Yfel
— f ' \\_\ . Ls Hi'fIhUV Fvl'(l IfNC{ {A'PL|) motivate s PVDd“QH”'V
. i : incredte owtpur avdl_employ move labour

\ Réal 4LDP
o \(Fl Tfe 4 L At Y{z theve ¢ NATYURAL Mvwmploymmr

L The waemployed thus ger Jpos, dind Vi = Yfe,

¢
Natuva] MV'CW,)IO\/W‘(V" (evented oG

(vov Wodeniale)

- Prithibnal ~
— Agsumpiio s ‘f wmodel: - St uthuva | = Due fo facredse in GeL, prices sf -Facrovs inreage .
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