The First
Lecture

Making economic
Decisions

What is the economics?

 

Economics is about making choices under condition of scarcity. In other words, it
is the study of how individuals allocate scare resources among competing uses to
maximize their satisfaction.


 
Define both of 'Marginal decision making', & 'Opportunity
cost'.
 
1-Marginal decision making involves deciding whether the benefits of an extra amount
of a good or service are worth its cost.


 
2- The opportunity cost of using any good or service is the value of the next best
alternative forgone.


In additions we have the concepts of full cost which equal:
Full cost = Lost earnings + Cost of the first best alternative.


 
 
 
 
 
 
 
What is microeconomics?

 

Microeconomics is concerned with individual decisions & specific markets, it deal
with very specific question involving individual markets, firms, and consumers.


 

Why are we study economics?

 

ôIt helps us to make intelligent decisions, understand price signals, opportunity cost,
and maximizing behavior.

 
ôAs students, it helps us to understand the market place and the economic system.

  
ôAs consumers, it helps us to understand the impact of economic events on our
decisions to spend, save, & borrow.

 
What are the tools that economists use?
 
The tools economists use are models, graphs, and data.

 
On what is the economic method based on?

 

The method, that use by economists, is based on a blend of scientific method and
technique called policy analysis.
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Scarcity and choice

How does economists approach to an economic problem?
 
They tackle the problem in the following stags:

 
1- State the problem: in this stag:
 -

ôwe must be objective. in other mean, we need to make sure we do not state the
problem in such a way that it prejudges the solution.



ôwe should focus all respects of the problem.


2- Apply the relevant economic model:
-
The purpose of an economic model is to make predictions, such that if A occurs B will
follow.

BA
In order to be useful, model have to abstract and simplify reality.


3- Identify Solutions.
-
In this step we should know all possible ways of obtaining the desired result.


4- Evaluate Solutions.
 -
In evaluating stag we are likely to consider some of more obvious advantages and
disadvantages of every solution. The least costly solution is perhaps providing better
information to people, but it may also be the least effective. In this Course we must
consider the bad side-effects.





5- Select and implement a solution.
-
In this scope we deference between:



ôPositive economics, which answer factual or predictive questions about 'what is or
what if?' rather than 'what is better or what ought to be?'.



ôNormative economics, involve making value judgments.

What is the production possibilities frontier (PPF)?

The PPF looks at how available resources can be used to produce a particular
combination of tow goods. It shows the maximum amounts of these tow goods that can
be produced when all available resources are being used, including the latest production
technology. Thus, the PPF show various possibilities for allocating scare resources.




 
 What is the notion of efficiency?

 

The notion of efficiency was introduced by the Italian economist Pareto in the early
20th century. An allocation of resources is 'Pareto-efficient' if it is possible to change that
allocation to produce one extra unit without give up to produce another unit.
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Scarcity and choice

In Chapter 1, we noted that economics is the study of how people make choices in a
world of scarcity. Everything that is valuable is scarce, money, goods, time, human
skills, whereas human wants are almost unlimited. With only limited resources
available to satisfy our almost endless desire for goods and services, making choices is a
fact of life.




At the level of the economy as a whole, society has to decide what to produce, how to
produce, and for whom to produce. Not every society answers these questions in the
same way. In most Western nations, economic decisions are made mainly through
markets, while in countries such as China and Cuba, the government plays a more
substantial role in these kinds of decisions. The difference in emphasis largely reflects
different attitudes in various societies, but all mechanisms are designed to address the
problem of choice in the face of scarcity.






 
 

 Unlimited wants?
 
In Chapter 1 we described economics as the science of making choices. Because we
live in a world of scarcity, choices are necessary. Scarcity means that human wants are
infinite but the resources available to satisfy those wants are limited. But is it correct to
talk about unlimited human wants? You might think that you only want a few things at
the moment, such as a car, a new CD player, or a smart place to live





 
But suppose you win £.10 million next week in the National Lo ery. As someone who
is a maximizing, self-interested individual, you could certainly buy the car, the CD
player, and the smart flat. But would you also taken an expensive holiday? Buy presents
for your family and friends? Pay off the mortgage on the family home? Would you save
a large amount and live for the rest of your life on the annual interest? Would you give
some of the money to charity?





 
So, while you might argue that the list of wants for most people is not infinite, it is
likely that most people could produce a reasonably long list of the things they want.
Most of these lists involve having more (as well as better-quality) goods and services of
all kinds, but they may also include some wants that are not personal or selfish. For
instance, some people may want to help other people or give to charity. We can further
illustrate the idea of human wants by referring to a specific example: the demand for
health care.







 
 
 
 

 The demand for health care
People demand health care for one simple reason: they want to be healthy. The desire
to remain healthy has led to a continuous growth in the demand for health care.
However, there are also a number of specific reasons why the demand for health care
has grown so rapidly in developed countries over the past half-century:




1- Changes in the age structure of the population:
Countries like the UK have an ageing population. In 1948, 10.7 per cent of the
population of the UK were over the age of 65; by 1990 the ﬁgure was 15.6 per cent, and
by 1995 it had reached 16 per cent. A similar picture can be seen by looking at changes
in the support ratio (the number of people of working age divided by the number of
people of pensionable age). A declining support ratio indicates an ageing population. In
the UK in 1970, the support ratio was 3.7; by 1980 it had fallen to 3.5, and by 1991 it was
3.3. It is projected that by the year 2050 the support ratio will be 2.7. Clearly, elderly peo-

ple require more health care than other age groups. In 1995, about 43 per cent of
expenditure in the National Health Service (NHS) went on treating people aged 65 and
over, even though they made up only 16 per cent of the total UK population.
-









2- Rising real incomes:
This has led to people expecting more from the health care system. Many people are
no longer prepared to put up with the discomfort associated with some illnesses, such as
arthritis. Instead of putting up with the pain we demand treatment, such as hip and
knee replacement operations.

-





  
3- Improvements in medical technology:
This has meant an increase in the range of treatments possible. For example, the
invention of the kidney dialysis machine has largely prevented kidney failure from
killing people. Also, there has been continuous development of new and more effective
medicines (such as penicillin), which has meant that previously incurable conditions can
now be treated successfully.

 -





 
The concept of scarcity relates not only to unlimited wants, but also to the notion that
there is a finite supply of resources. The term 'resources' is used to describe all inputs (or
factors of production) which are used to produce goods and services.
We can divide resources into four types:



 

Land: This refers to the physical resources of the planet, including mineral deposits.
Examples include coal, soil, and trees.

 

Labour: This refers to human resources in the sense of people as workers. The labour
resource includes teachers, doctors, scientists, nurses, social workers, and
football managers.



Capital: This is a resource created by humans to make other goods and services. For
example, a warehouse, a hospital, a computer, an office desk, or an X-ray
machine.



Enterprise: This refers to the human resource of organizing the other factors of
production to produce goods and services. Typically, this will be done by
people known as entrepreneurs (for example, Richard Branson, Anita
Roddick, Bill Gates, and Alan Sugar).



 
  Alan Sugar ،Bill GatesAnita Roddick ،Richard Branson
We see these factors of production operating in the production of health care. Clearly,
the available quantity of these four factors is limited; consequently, there must be some
maximum quantity of health care that can be produced at any one time.



 

 What dose the society has the decide?
1- what to produce?: It means deciding the kinds & quantity of goods & services the

society has to produce to satisfy unlimited wants by using the
available limited resources.

-


2- How to produce?: It means deciding the appropriate ways or methods, or the type of
technology used to produce that goods & services.

  -

3- For whom we Produce?: It is about the strata of consumers from:
ô their income levels
ô their expenditure levels
ô their habits as consumers.
-

 





How are the economic decisions taken in the capitalists
system?
They are taken throw the markets.

 



How are the economic decisions made in the command system?
They are made by the central government according pre-determined needs.





 
Are the wants of mankind remaining unlimited, or they have a
certain limit, when reached tend to decrease?
Normally, humans wants are unlimited, but when it reach a certain degree of
satisfaction they tend to decrease.





 

Note:
The total cost = lost earnings + cost of the first alternative - not relevant expenses
–
What does the state when the graph of PPF is a straight line
refer to?

It refers to:

1- We have one-to-one trade-off between the tow possibilities without effecting the
productivity in the tow goods or services production.
2- The opportunity cost stile constant.
3- The proficiency of the workers is the same in both possibilities.
4- Moving from point to another on the PPF doesn't increase or reduce the cost.
:ھﺬا ﯾﺸﯿﺮ إﻟﻰ أن
 -
 -
 -
 -
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The production possibilities frontier 
 (PPF)

 

"The PPF shows the maximum amounts of two goods or services that can be
produced when all available resources are being used, including the latest production
technology". Thus, the PPF shows the various possibilities for allocating scarce
resources. We can look at this concept in relation to health care.




The example we use is based on the production of health care within a single hospital,
and, in particular, the ability of a specific hospital unit to carry out operations such as
hip replacements. Suppose the hip replacement unit has 10 surgeons working in it, and

assume that the number of surgeons assigned to hip replacements is the only thing
affecting the quantity of operations provided. Let us suppose that if all the surgeons are
assigned to hip replacement operations, then the unit can carry out 80 operations per
week. If, on the other hand, all the surgeons perform other operations, then the unit can
carry out 80 of these other operations per week.

 





Figure 2.1 shows the PPF for this hospital unit. The graph charts all the possible
maximum combinations of operations that the unit can achieve given the quantity and
productivity of the factors of production available. For example, at point C there are 40
of each type of operation being carried out. It is impossible for the unit to produce the
combination represented by point D. This is because there are not enough resources to
produce that combination at the same time. Point E shows a combination where the
hospital unit could do better; at point F the hospital is not getting the most out of its
productive resources.

2-1
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What determines the shape of the PPF? We see in Figure 2.1 that the PPF is a straight
line, with a gradient (or slope) of -1. This reflects the fact that when we transfer one
surgeon to hip replacement operations from other operations, we get 8 more hip
replacements and 8 fewer other operations. There is a one-to-one trade-off between the
two possibilities, so in this case the opportunity cost is constant. Clearly, this analysis
assumes that all the surgeons (and nurses) are equally proficient at each type of
operation, so that it is no more costly to move from 40 to 60 hip replacements (in terms
of other operations sacrificed) than it is to move from 0 to 20.

2-1
-1






The PPF graph is concave, what does that mean?


That means:
1- The Opportunity cost of producing an extra amount of a certain possibility at
the expense of the other possibility will increase as more units are produced of
the first possibility.
2- The transfer of those workers, who less proficient, makes the less in certain
possibility bigger than the increase in the other possibility.
3- All points on the PPF are efficient points.
-

-
 
 -
What is the deference between an efficient point on the straight &
concave PPF?

ô An opportunity cost on the straight graph is constant.
ô while An opportunity cost on the concave graph involves an increase in cost
when we move from one point to another on the graph.
{
 {
The concave PPF reflects the law of increasing cost, what does
this law refer to?

It refers to:
1- The opportunity cost of producing more units of a certain possibility rises as
more of this possibility is produced.
2- For the same reduction in one possibility, the increase in the other possibility is
smaller.
-

  -

How can we increase the total production on the concave PPF?

There is tow ways:



1-

Either by improvement the productivity of the factors of production. In this case
the PPF graph pivots outwards.
2- Or by increase the quantity of the factors of production. In this case the PPF
graph shifts outwards.


 -

 -
 
 MY.TR
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Any society has to solve tow basic questions:

1) How much of our scare resources we devote for production of certain goods or

services rather than other.

-
2) What is the type of production used to produce the chosen goods or services.

 -
To solve these tow questions we require an allocation (decisions making) system.
In this system we have three possibilities:





a.) The free market system:
It allocates scare resources according to the consumers purchasing power.






b.) The command system:
It uses planning to allocate scare resources according to pre-determined needs.


 
c.) The mixed (economy) system:
It uses elements from both last systems.


 



How can economists determine which system is most suitable
for a given or applicable case?

The economists use tow criteria:


 
1- Efficiency:

It is the allocation of scare resources on any point of the PPF where we get the
maximum possible outputs from using our limited resources. This includes:

-




 
 
ôAllocation efficiency:
The economy is producing the same amount of goods & services that the society
wants.

ô
 



Note:
Moving from one point to another on the PPF reflects the change in preferences of
the society at certain time.

:ﻣﻼﺣﻈﺔ
 



ôProductive efficiency:
It means producing goods & services on the PPF at the lowest cost.

ô

2- Equity:



It is concerned with determining whether the allocation is fair or just. It includes:

-




ôHorizontal equity:
It means equal treatment of scare resources according to equal needs. Treating tow
persons who have the same needs in the same way.

ô




 
ôVertical equity:
It is concerned with how scare resources are allocated differently according
different needs.

ô
 





Summary:

1. Scarcity is the fundamental economic problem, arising from unlimited wants to be

met with limited resources.

-
2. An increasingly ageing population, an increase in real incomes, & improvements in

medical technology have all contributed to an increase in the demand for health care.

-

3. The limited resources or factors of production are land, labour, capital, & enterprise.

-
4. Scarcity means that choices must be made and that every choice has an opportunity

cost.

-
5. The PPF is useful analytical tool that shows all the possible combination of maximum

outputs of tow goods when all available resources and the best technology are fully
used. The PPF reflects the economic concepts of choice, opportunity cost, efficiency, &
the law of increasing cost.

-



6. Systems for allocating resources are judged according to the criteria of efficiency

(allocative & Productive) and equity (horizontal & vertical).

-
7. An allocation system is Pareto-efficient if it is impossible to reallocate resources to

make someone better off without making someone else worse off.

-

 
 
 
 
 
 

Chapter 3

Markets
 



What is the market?

It describe any set of arrangements that allows buyers & sellers to communicate
and thus arrange exchange of goods, services, or resources.



How The market operate in the free market economy?

One of the most striking features of a free market economy is that no-one issues
commands or provides directions. Instead, markets act in the following ways:



1- They allocate resources to the production of different goods and services.

-
2- They determine what resources mix to employ.

-
3- They distribute the goods and services among households.

-
According to 'Adam Smith' in his book Wealth of Nations, it is the invisible hand of
self-interest that acts as the guiding force in the market. This force is self-interested,

maximizing behaviour with people responding to incentives. These incentives appear in
the form of changes in prices, wages, and profits.
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أو ﻓﺮاغ ﯾﻄﻠﺐ ﻓﯿﮫ.ھﺬه اﻟﻔﻘﺮات ﻗﺎل اﻟﺪﻛﺘﻮر ﯾﻤﻜﻦ أن ﯾﺄﺗﻲ اﻟﺘﻌﺮﯾﻒ وﯾﻄﻠﺐ اﺧﺘﯿﺎر اﻟﻜﻠﻤﺔ اﻟﻤﻨﺎﺳﺒﺔ ﻣﻦ ﺑﯿﻦ ﻋﺪة ﻛﻠﻤﺎت
.اﻟﻜﻠﻤﺎت اﻟﺘﻲ ﺑﺎﻟﻠﻮن اﻷﺣﻤﺮ ﯾﻤﻜﻦ أن ﺗﻜﻮن ﻓﺮاﻏﺎت.اﺧﺘﯿﺎر ﻛﻠﻤﺔ ﺿﻤﻦ اﻟﺘﻌﺮﯾﻒ أي ﯾﺠﺐ ﺣﻔﻆ اﻟﺘﻌﺮﯾﻒ أﯾﻀﺎ
What is the deference between possession & ownership?
1- Possession:

It is an inefficient economic idiom where trade simply based on the physical
transfer of a particular item, where the set of rights that associated with the item is trade
together in the process of transferring from one person to another.

: اﻟﺤﯿﺎزة-١

 
2- Ownership:

It is a wider range economic idiom where trade is not simply restricted to transfer
of the physical possession of the item but to a set of property rights that can be traded
separately and are necessary to the proper functioning of the market.

: اﻟﻤﻠﻜﯿﺔ-٢


The role of property rights

ﺩﻭﺭ ﺣﻘﻮﻕ ﺍﳌﻠﻜﻴﺔ

Property rights define the ownership of goods, services, and resources and set limits

on their transfer and use. But why are property rights necessary for the proper
functioning of markets? Isn't it sufficient simply to think of goods being physically
traded and of possession? After all, when you buy a car the seller transfers possession of
the physical object called a car to you in return for your transferring money to the seller.
But this is not a complete picture of the transaction. As well as gaining possession of the
car, you also gain a range of ownership rights; you take on a number of responsibilities

for the car, and at the same time you become entitled to compensation if the car is
damaged.
ﺣﻘﻮق اﻟﻤﻠﻜﯿﺔ






The idea of ownership is more complicated than the idea of simple possession. This
point is important because it is the idea of ownership that is relevant to most cases of
trade. Typically, we do not trade all of our ownership rights; for example, when you
rent a video recorder from an electrical shop, the shop trades some of its rights in the
product (the right to record and play tapes) but not others (the right to sell the video
recorder).




It is actually quite difficult to discuss ownership without reference to property rights.
Your ownership of any particular item conveys a whole set of different rights, each of
which may be traded separately. Where a system of property rights is in place, a wide
range of deals (such as the video rental deal) can be done that could not be done if trade
were restricted to goods and services that can be simply possessed. This is one of the
major advantages of a system of property rights.






Is it possible to trade without property rights? Imagine a simple society in which
there are no property rights. In this kind of society no-one can own anything, although
individuals-can still possess things.




For example, if you pick a pear from a tree you possess that pear, but you would not
own it in the sense of having any rights to the pear. If someone else took the pear from you,
they would then possess it and you would have no real case for claiming it back.

 ﻋﺮﻣﻮﻃ ﺔ



In such a society, provided possessions can be defended, trade can take place on the
basis of possession but not on the basis of ownership. In other words, to keep what you
possess you need to be able to fight anyone attempting to take the pear. In this case,
anyone wishing to gain possession of a pear has three choices: find their own pear, fight

you for this pear, or trade something they possess for the pear. But trade based upon
simple possession and the threat of fighting is clearly inefficient since a scarce resource
(labour) is being wasted. Instead of everyone spending time and effort defending their
possessions, they could be doing something useful.








What does determine prices in the markets?
ﻣﺎ اﻟﺬي ﯾﺤﺪد اﻟﺴﻌﺮ ﻓﻲ اﻟﺴﻮق؟
It is the forces of consumers demand and producer supply that operate in the
markets to determine prices.



What is the law of demand?
ﻣﺎ ھﻮ ﻗﺎﻧﻮن اﻟﻄﻠﺐ؟
It is the law that says that at higher prices buyers demand smaller amount,
while at lower prices they demand larger amount, everything else remaining
constant.
 

 
What is demand?
ﻣﺎ ھﻮ اﻟﻄﻠﺐ؟
Demand refers to the quantity of good or service that buyers are willing and
able to buy at every conceivable price during a particular period of time.
اﻟﻄﻠﺐ

What is the market demand?
ﻣﺎ ھﻮ ﻃﻠﺐ اﻟﺴﻮق؟
The market demand for good or service is simply the sum of the demands of
all consumers in a market at each conceivable price.
ﻃﻠﺐ اﻟﺴﻮق
Define the supply.

.ﻋﺮف اﻟﻌﺮض
It is the quantity of good or service that sellers willing and able to sell at every
conceivable price during a particular period of time.



What is the law of supply?

ﻣﺎ ھﻮ ﻗﺎﻧﻮن اﻟﻌﺮض؟

It is the law that says that quantity offered for sale is positively related to the

price, then larger amounts are offered at higher prices and smaller amounts are offered
at lower prices.



What does equilibrium mean?

ﻣﺎذا ﯾﻌﻨﻲ اﻟﺘﻮازن؟

Equilibrium means a state of rest where there is no pressures for change.
اﻟﺘﻮازن



What is the equilibrium price?
ﻣﺎ ھﻮ ﺳﻌﺮ اﻟﺘﻮازن؟
It is the price at which the quantity demanded match to quantity supplied, it
occur at the point of intersection of the supply curve and demand curve. And at
any other price either buyers or sellers are dissatisfied and act to change the price.



What is the consumer surplus?
ﻣﺎ ھﻮ ﻓﺎﺋﺾ اﻟﻤﺴﺘﮭﻠﻚ؟
It is the excess of what consumers would be willing to pay over what they
actually pay.


What is the producer surplus?

ﻣﺎ ھﻮ ﻓﺎﺋﺾ اﻟﻤﻨﺘﺞ؟

It is the amount sellers receive for their goods minus minimum amount the
are willing to accept.





What is the total surplus (or net valuation)?
ﻣﺎ ھﻮ اﻟﻔﺎﺋﺾ اﻹﺟﻤﺎﻟﻲ )أو اﻟﻘﯿﻤﺔ اﻟﻤﻀﺎﻓﺔ اﻟﺼﺎﻓﯿﺔ(؟
It is the total value to buyers of the goods minus the costs to sellers of providing
those goods.


Summary:

اﻟﺨﻼﺻﺔ
1. Property rights define the ownership of goods, services, and resources and set
limits on their transfer and use. A central body (government) provides a
framework of property rights and enforcement that enables a market system to
work.
ﺣﻘﻮق اﻟﻤﻠﻜﯿﺔ -١

2.

The substitution effect of a price change is the incentive for the consumer to
substitute a particular good for others when that good's price falls or to
substitute other goods when its price rises, because the opportunity cost of the
good changes when its price changes. The income effect means that a lower
price enables consumers to buy more of a good with the extra spending power
of their income that results from the price cut. A price increase lowers the
income available, so quantity demanded falls.
 أﺛ ﺮ اﻹﺣ ﻼل-٢



3.

Demand is a schedule showing the quantities consumers are willing and able to
buy at every conceivable price during a specified time period. Demand curves
slope downward to the right because of the law of demand. This says that at
higher prices buyers demand smaller amounts, while at lower prices they
demand larger amounts, everything else remaining constant.
اﻟﻄﻠﺐ-٣
ﻗﺎﻧﻮن اﻟﻄﻠﺐﻣﻨﺤﻨﻲ اﻟﻄﻠﺐ


4.

Supply is a schedule showing the quantities producers are willing and able to sell
at every conceivable price over a specified time period. Supply curves slope
upward to the right because of the law of supply. This says that the quantity

offered for sale is positively related to the price; larger amounts are offered for
sale at higher prices and smaller amounts are offered at lower prices, ceteris
paribus.
 اﻟﻌﺮض-٤
ﻗ ﺎﻧﻮن اﻟﻌ ﺮضﻣﻨﺤﻨ ﻲ اﻟﻌ ﺮض


5.

Equilibrium exists at the price at which quantity demanded just equals quantity
supplied. There are no forces at work to change price or quantity. It is shown
graphically by the intersection of the supply curve and the demand curve.
اﻟﺘﻮازن-٥

.ﻳﻤﻜﻦ أن ﺗﺄﺗﻲ ھﺬه اﻟﻔﻘﺮة اﺧﺘﯿﺎرات ﻣﻊ ﺗﻐﯿﯿﺮ اﻟﻤﻌﻨﻰ أو ﺻﺢ و ﺧﻄﺄ

6.

If the market price is above (below) the equilibrium price a temporary surplus
(shortage) exists. The actions of buyers and sellers pursuing their own selfinterest work to restore the equilibrium.
ﺳﻌﺮ اﻟﺘﻮازن-٦

7.

Consumer surplus is the excess of what consumers would be willing to pay for a
good over what they actually pay. It can be computed by finding the area below
the demand curve and above the price. Producer surplus is the amount sellers
receive for their goods minus the minimum amount they are willing to accept.
It can be computed by finding the area below the price and above the supply
curve.
ﻓﺎﺋﺾ اﻟﻤﺴﺘﮭﻠﻚ-٧
ﻓ ﺎﺋﺾ اﻟﻤﻨ ﺘﺞ
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.ﻋﺮف اﻟﻄﻠﺐ

It is relation between demanded quantities & the prices holding other factors
constant.


Are the position of demand and supply curves permanent or temporary? And if it
temporary, what are factors affecting the shift from one position to another, or what is
the determinants of demand & supply?

ھﻞ وﺿﻊ ﻣﻨﺤﻨﯿﻲ اﻟﻌﺮض واﻟﻄﻠﺐ داﺋﻢ أم ﻣﺆﻗﺖ؟ وإذا ﻛﺎن ﻣﺆﻗﺘﺎً ﻓﻤﺎ ھﻲ اﻟﻌﻮاﻣ ﻞ اﻟﺘ ﻲ ﺗ ﺆدي إﻟ ﻰ اﻧﺘﻘﺎﻟ ﮫ ﻣ ﻦ وﺿ ﻊ
. أو ﻣﺎ ھﻲ ﻣﺤﺪدات اﻟﻌﺮض واﻟﻄﻠﺐ،إﻟﻰ آﺧﺮ
This position is temporary. And the determinants of demand & supply are:

A-

The determinants of demand:

It includes income, preferences & and prices of other goods.
:ﻣﺤﺪدات اﻟﻄﻠﺐ-أ
.اﻻﺳﺘﺎذ اﻋﺎد ﻛﺜﯿﺮا ﻓﻲ ھﺬه اﻟﻔﻘﺮات ﻓﻲ ﻧﻈﺮي ﻣﮭﻤﺔ وﺳﻮف ﺗﺄﺗﻲ ﻓﻲ اﻻﻣﺘﺤﺎن
   اﻟﺘﻔﻀﯿﻼت وأﺳﻌﺎر اﻟﺴﻠﻊ اﻷﺧﺮى،وھﻲ ﺗﺘﻀﻤﻦ ﻛﻼً ﻣﻦ اﻟﺪﺧﻞ



1- Income:

When the income rises (falls) consumers will be able to buy more (less) units of a
certain good at each price; In this case demand curve shifts upward (downward).
-


 

2- The preferences of the consumers:

If the preferences change in favor of (against) a certain good, the consumers will
buy more (less) quantities of this good; In this case the demand curve shifts upward
(downward).
 -



3- The prices of the related goods:

When the prices of related good fall (rise), people will consume more (less)
quantities of the related goods and less (more) quantity of the basic good; In this case the
demand curve of the basic good shifts upward (downward).
-


 

B- The determinants of supply:
: ﻣﺤﺪدات اﻟﻌﺮض-ب
This determinants are number of producers & prices of the factors of production.



1- the number of producers for a certain good in the market:

If the number of producers for a certain good increases (decreases), the quantities
produced will increase (decrease), then supply curve will shifts to right (left).
-
 



2- The prices of the factors of production for a certain
good:

If this prices rise (fall), the quantities produced will decrease (increase), then
supply curve will shifts to left (right).
-




Then, if there are more (fewer) producers in the market or factor prices fall (rise),
the supply increases (decreases) and the supply curve shifts to the right (left).



What is the deference between change in demand & change in quantity
demanded?
ﻣﺎ اﻟﻔﺮق ﺑﯿﻦ ﺗﻐﯿﺮ اﻟﻄﻠﺐ وﺗﻐﯿﺮ اﻟﻜﻤﯿﺎت اﻟﻤﻄﻠﻮﺑﺔ؟
1- Change in demand means all the quantities in the schedule change for each price; that

is, the demand curve shifts such that different quantities correspond to each possible
price. This change in demand must be due to a change in one or more of the factors
that determine demand.
اﻟﺘﻐﯿﺮ ﻓﻲ اﻟﻄﻠﺐ -١




2- While change in quantity demanded, however, only occurs when the price of good

changes. Changes in quantity demanded involve movements along the same demand
curve from one price-quantity combination to another.
اﻟﺘﻐﯿﺮ ﻓﻲ اﻟﻜﻤﯿﺔ اﻟﻤﻄﻠﻮﺑﺔ -٢
-

What is the deference between change in supply & change in quantity
supplied?
ﻣﺎ اﻟﻔﺮق ﺑﯿﻦ ﺗﻐﯿﺮ اﻟﻌﺮض وﺗﻐﯿﺮ اﻟﻜﻤﯿﺎت اﻟﻤﻌﺮوﺿﺔ؟
1- Change in supply results from a change in one of the factors which causes the entire

schedule of amounts offered at each price to change.

اﻟﺘﻐﯿﺮ ﻓ ﻲ اﻟﻌ ﺮض -١

2- While change in quantity supplied always refers to a movement along a given supply

curve, and is the result of a change in the price of good or service.
اﻟﺘﻐﯿﺮ ﻓﻲ اﻟﻜﻤﯿﺔ اﻟﻤﻌﺮوﺿﺔ -٢



Market disequilibrium

ﺣﺎﻟﺔ ﻋﺪم اﻟﺘﻮازن ﻓﻲ اﻟﺴﻮق

The blocking of the price adjustment mechanism is often due to the law or other
government action. Blocking the price mechanism may sometimes be desirable
and justifiable, but always results in market disequilibrium.

ﻓﻲ اﻟﺴﻮقﻋﺪم اﻟﺘﻮازن
 Persistent shortages: :اﻟﻌﺠﺰ اﻟﺪاﺋﻢ
When the market price is below the equilibrium level and it is not allowed to
adjust to the equilibrium price, market forces cannot eliminate excess quantity
demanded. This excess quantity demanded is a persistent shortage. This results from
many things like price ceiling or a legal maximum price.


اﻟﻌﺠﺰ اﻟﺪاﺋﻢ
ﺳﻘﻒ اﻟﺴﻌﺮ
Persistent surplus:

 :اﻟﻔﺎﺋﺾ اﻟ ﺪاﺋﻢ

 
Price floor is where a legal minimum price is set so as to favour certain firms or
groups, it prevents prices from falling to their equilibrium levels. Then, effective price
floors create a persistent surplus, or chronic excess quantity supplied.
أرﺿﯿﺔ اﻟﺴﻌﺮ

ًﻓﺎﺋﻀ ﺎً داﺋﻤ ﺎ

Persistent shortages or persistent surpluses mean that the market is in
disequilibrium. Price ceilings result in persistent shortages; prices cannot be bid
upwards to eliminate the excess demand. Price floors create in persistent surpluses;
prices are prevented from being bid downwards to wipe out the excess supply
 



 

 
 
 
 
 
 

The eighth Lecture

Elasticity of demand

The concept of price elasticity of demand

 ﻣﻔﮭﻮم ﻣﺮوﻧﺔ اﻟﻄﻠﺐ اﻟﺴﻌﺮﯾﺔ

Producers know of the inverse relationship between price and quantity demanded. In
other words, they are aware that, on average, the quantity demanded of a good or
service will fall when its price rises and it will rise when the price falls. However, they
would also like to know by how much the quantity demanded will change. For
example, if Nissan lowers the price of its Micra cars by 5 per cent, it wants to know
whether its sales will increase by 5 per cent, by more than 5 per cent, or by less than 5
per cent. Knowing the answer to this question is important to Nissan because it
determines whether its total revenue increases, decreases, or remains the same after the
price cut.



MicraNissan
%٥%٥%٥
 Nissan

The measure of the responsiveness of quantity demanded to a change in price is called
the price elasticity of demand. Price elasticity of demand (PED) is normally defined as the
ratio of the percentage change in quantity demanded to the percentage change in price,
i.e.:
PED=

percentage change in quantity demanded
percentage change in price

ﺑﻤﺮوﻧ ﺔ اﻟﻄﻠ ﺐ اﻟﺴ ﻌﺮﯾﺔ

 





Suppose M.F's Technologies shops increases the price of its programs CDs by 10 per
cent and finds that it sells 20 per cent fewer CDs each week. What is the price elasticity
of demand for programs CDs? The answer is:
PED for programs CDs =

-20%

= -2

+10%

The price elasticity coefficient is -2, or just 2 (omitting the minus sign is normal
practice). This says that the change in quantity demanded is twice the size of the change
in price.

%١٠my.tr
%٢٠
-2 =

-20%
+10%

= ﻤﺭﻭﻨﺔ ﺍﻟﻁﻠﺏ ﺍﻟﺴﻌﺭﻴﺔ ﻟﺴﻴﺩﻴﺎﺕ ﺍﻟﺒﺭﺍﻤﺞ

–٢-2
 
When the percentage change in quantity demanded is larger than the percentage
change in price, the PED is greater than 1, and we say demand is price-elastic. This
means quantities demanded of these goods are highly sensitive to price changes.


١

On the other hand, when the change in quantity demanded is small relative to the
change in price, the PED is less than 1, and we say demand is price-inelastic. The
demand for these goods is price-insensitive; prices can vary without causing people to
change the quantity bought very much.

١


Finally, if the change in quantity demanded exactly matches the change in price, the
PED is equal to 1, and we say demand exhibits unitary elasticity in that price range.

١


 Price elasticity and total revenueاﻟﻤﺮوﻧﺔ اﻟﺴﻌﺮﯾﺔ واﻟﻌﺎﺋﺪ اﻟﻜﻠﻲ
Knowledge of the price elasticity of demand for particular goods and services can be
very useful to producers.


Suppose My,tr Technologies shops is thinking of increasing the price of its CDs. The
My.tr know it is likely to sell fewer CDs at a higher price (it is aware of the law of
demand), but it is unsure as to how much its sales will fall. If the number of CDs sold

each day falls only slightly, the shops will earn more money because the effect of the
higher price will more than offset the effect of selling fewer CDs.

My.tr My.tr



On the other hand, the shops will-make less money if the fall in CD sales more than
offsets any benefit from the higher price.



So, because there is a close link between revenue and elasticity, knowing the price
elasticity of demand for CDs will help the shops come to the right decision.


My.tr
Any firm's total revenue (TR) is simply price (P) times quantity sold (Q), i.e.:
TR = P x Q.A

Higher price tends to raise total revenue because each unit sold fetches a higher price.
But at the same time, a higher price tends to reduce revenue because of the reduction in
quantity sold. The opposite is true for a price cut. So, the net effect of a price change on
total revenue depends on whether the change in Q is proportionately greater or smaller
than the change in P. Changes in total revenue that result from price changes depend on
the price elasticity of demand.

QPTR
TR = P x Q.A



Q
P


Thus, we can summarize:
1- when demand is price-elastic, total revenue falls with a price increase. Similarly, total

revenue rises with a price cut.
2- when demand is price-inelastic, total revenue rises with a price increase and,

similarly, it falls with a price cut.
3- In the unitary elasticity case, the extra revenue from a price increase is exactly offset

by the drop in revenue from selling fewer units.

:أﻧﮫ ﯾﻤﻜﻨﻨﺎ أن ﻧﺨﻠﺺ إﻟﻰ،وھﻜﺬا
-١
 
-٢
 
 -٣

 

 ﻣﺤﺪدات ﻣﺮوﻧﺔ اﻟﻄﻠﺐ اﻟﺴﻌﺮﯾﺔ
Determinants of price elasticity of demand

There are three determinants of the price elasticity of demand:


(I) the availability of substitutes:
If a good has only a few close substitutes, it is more difficult for people to respond to
price changes in either direction. Thus, the more close substitutes there are, the greater
will be the price elasticity of demand.

: ﻣﺪى ﺗﻮﻓﺮ اﻟﺒﺪاﺋﻞ-١


 
(II) the total amount spent on a good relative to consumers' incomes:
The total amount spent on the good relative to the size of the consumer's income also
influences the elasticity of demand. In other words, price increases (and decreases) for
'small budget' items have only a slight effect on quantity demanded, making the
demand for this sort of item relatively price-inelastic. Similarly, the larger the fraction of
a consumer's budget spent on a particular good, the more likely that good is to be priceelastic, ceteris paribus.

: ﺣﺠﻢ اﻟﻤﺒﻠﻎ اﻟﻜﻠﻲ اﻟﻤﻨﻔﻖ ﻋﻠﻰ ﺳﻠﻌﺔ ﻣﺎ ﺑﺎﻟﻨﺴﺒﺔ ﻟﺪﺧﻮل اﻟﻤﺴﺘﮭﻠﻜﯿﻦ-٢




 
(III) the time available to consumers to adjust to price changes:
The third determinant of price elasticity of demand is the amount of time available to
consumers to adjust to price changes. For most goods, people require time to find
alternatives and change their consumption behaviour. As a result, price elasticity will be
lower (more inelastic) in the short run than in the long run. For example, if the price of
heating fuel rises significantly, there is not much consumers can do in the short run
other than pay the higher prices and attempt to cut down on their use of heating. This
makes the short-run demand for heating fuel price-inelastic. But in the long run the

story is different, because consumers have time to respond to the price increase; they
will, for example, install loft insulation to cut down on their consumption of heating. In
the long run, the price elasticity for heating fuel is more elastic. In short, the longer the
time period involved, the more price-elastic is demand.

: اﻟﻮﻗﺖ اﻟﻤﺘﺎح ﻟﻠﻤﺴﺘﮭﻠﻜﯿﻦ ﻟﻠﺘﻜﯿﻒ ﻣﻊ ﺗﻘﻠﺒﺎت اﻟﺴﻌﺮ-٣








 

By how much the quantity demanded changes when price change?
ﺑﻜﻢ ﺳﺘﺘﻐﯿﺮ اﻟﻜﻤﯿﺔ اﻟﻤﻄﻠﻮﺑﺔ ﻋﻨﺪﻣﺎ ﯾﺘﻐﯿﺮ اﻟﺴﻌﺮ؟
This depend on the PED for specific good.


Define the price elasticity of demand.
.ﻋﺮف ﻣﺮوﻧﺔ اﻟﻄﻠﺐ اﻟﺴﻌﺮﯾﺔ
It is the measure of the responsiveness of quantity demanded to a change in price.


Why is the degree of response of the consumers to price
changes vary for different goods?
ﻟﻤﺎذا ﺗﺨﺘﻠﻒ درﺟﺔ اﺳﺘﺠﺎﺑﺔ اﻟﻤﺴﺘﮭﻠﻜﯿﻦ ﻟﺘﻐﯿﺮات اﻟﺴﻌﺮ ﻣﻦ ﺳﻠﻌﺔ إﻟﻰ أﺧﺮى؟
That is because the PED vary from one good to another.




What is the determinates of price elastic of demand?
ﻣﺎ ھﻲ ﻣﺤﺪدات ﻣﺮوﻧﺔ اﻟﻄﻠﺐ اﻟﺴﻌﺮﯾﺔ؟
There are three determinants of the price elasticity of demand:
(I) the availability of substitutes
(II) the total amount spent on a good relative to consumers' incomes

(III) the time available to consumers to adjust to price changes


 -١
 -٢
 -٣

 
 
 
 
 
 
 
 
 
 
 
What is the six ways in which profits can be improved?
1. Increase selling prices.

ﻣﺎ ھﻲ اﻟﻄﺮق اﻟﺴﺘﺔ اﻟﺘﻲ ﯾﻤﻜﻦ ﻣﻦ ﺧﻼﻟﮭﺎ ﺗﺤﺴﯿﻦ اﻷرﺑﺎح؟
-١
-٢

2. Increase sales volume.

-٤3. Decrease direct costs (labour and material). -٣

-٥4. Decrease overhead costs.




5. Change the sales mix.

-٦

6. Buy another company.

What is factors that affect selling price?

ﻣﺎ ھﻲ اﻟﻌﻮاﻣﻞ اﻟﺘﻲ ﺗﺆﺛﺮ ﻋﻠﻰ ﺳﻌﺮ اﻟﺒﯿﻊ؟
1- Competitor's prices:

The prices which competitors are charging for the same product or service.

: أﺳﻌﺎر اﻟﻤﻨﺎﻓﺴﯿﻦ-١
 

2- Cost structure:

The cost structure of the business.

: ھﯿﻜﻞ اﻟﺘﻜﺎﻟﯿﻒ-٢
 

3- The price elasticity of the commodity.

. اﻟﻤﺮوﻧﺔ اﻟﺴﻌﺮﯾﺔ ﻟﻠﺴﻠﻌﺔ-٣
4- Price increases within an inflationary market situation.

. زﯾﺎدات اﻷﺳﻌﺎر ﻓﻲ اﻟﺤﺎﻟﺔ اﻟﺘﻀﺨﻤﯿﺔ ﻟﻠﺴﻮق-٤
Define the variable costs & fixed costs.

.ﻋﺮف اﻟﺘﻜﺎﻟﯿﻒ اﻟﻤﺘﻐﯿﺮة واﻟﺘﻜﺎﻟﯿﻒ اﻟﺜﺎﺑﺘﺔ

The variable costs is:
costs vary in proportion to the quantity of goods produced like bought-out materials
and parts, and direct labour.

:اﻟﺘﻜﺎﻟﯿﻒ اﻟﻤﺘﻐﯿﺮة
 

The fixed costs is:
costs remain relatively constant for significant changes in the quantity of goods
produced.

:اﻟﺘﻜﺎﻟﯿﻒ اﻟﺜﺎﺑﺘﺔ
 

How can increases in sells volume be obtained?

ﻛﯿﻒ ﯾﻤﻜﻦ اﻟﺤﺼﻮل ﻋﻠﻰ زﯾﺎدة ﻓﻲ ﺣﺠﻢ اﻟﻤﺒﯿﻌﺎت؟
1- By increasing market penetration of existing areas (increase

ng market share).
2- By finding new markets for existing products/services.
3- With an already full order book, by increasing production or removing restrictions on
supplies.
-١

 -٢
 -٣
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Production and costs

How do firms decide how much to produce?
ﻛﯿﻒ ﺗﻘﺮر اﻟﺸﺮﻛﺎت ﺣﺠﻢ إﻧﺘﺎﺟﮭﺎ؟
When deciding how much to produce, firms compare expected revenues against
expected costs, and the select the output that maximize the profit.

 

Economic Idioms:
:ﻣﺼﻄﻠﺤﺎﺕ ﺍﻗﺘﺼﺎﺩﻳﺔ
Production Function:
It describes the various combinations of factor inputs needed to produce a particular
product. In other words, it tells us how many of each of theses inputs is needed to
produce given amounts of outputs.

:ﺗﺎﺑﻊ )وﻇﯿﻔﺔ( اﻹﻧﺘﺎج

 
Productive Efficiency:
It is the production at the least-cost combination of inputs.

:اﻟﻔﻌﺎﻟﯿﺔ اﻹﻧﺘﺎﺟﯿﺔ
  
The Economic Cost:
Of a good always equals the full opportunity cost of that good, this means that the true
cost of producing any good is the value of what must be given up to obtain it.

:اﻟﺘﻜﻠﻔﺔ اﻻﻗﺘﺼﺎدﯾﺔ

 
Total Economic Cost = Implicit Costs + Explicit Costs

( اﻟﺘﻜﺎﻟﯿﻒ اﻟﺼﺮﯾﺤﺔ )اﻟﻈﺎھﺮة+ اﻟﺘﻜﻠﻔﺔ اﻻﻗﺘﺼﺎدﯾﺔ اﻟﻜﻠﯿﺔ = اﻟﺘﻜﺎﻟﯿﻒ اﻟﻀﻤﻨﯿﺔ

The Implicit Costs:
They include benefits given up for which no direct money payments are made. Or it
is the income that could be earned by an entrepreneur in his or her next best alternative.
For example, an implicit cost for a grocer who runs a corner shop is his/her building's

rental value. Although the owner does not have to pay rent, the shop could be rented to
others. This forgone rents is the implicit cost of running business.

:اﻟﺘﻜﺎﻟﯿﻒ اﻟﻀﻤﻨﯿﺔ
 






The Explicit Costs:
It is the money outlays.

Economic Profit:

:(اﻟﺘﻜﺎﻟﯿﻒ اﻟﻈﺎھﺮة )اﻟﺼﺮﯾﺤﺔ
  

It is the different between total revenue and total economic cost. We have three cases:

:اﻟﺮﺑﺢ اﻻﻗﺘﺼﺎدي
  

óIf firm's total revenue and total economic cost are the same, the firm makes a
normal (or zero economic) profit.
ًرﺑﺤ ﺎً ﻃﺒﯿﻌﯿ ﺎó
 
óIf total revenue exceeds total economic cost, the firm make an economic profit.
ó
óIf total revenue less than total economic cost, the firm make an economic loss.
ó

SHORT-Run costs

The law of increasing cost:
This law states that beyond some level of output in the short run, variable costs (and
therefore total costs) increase by progressively larger amount as output increases.

:ﻗﺎﻧﻮن ﺗﺰاﯾﺪ اﻟﺘﻜﻠﻔﺔ

 
 

The law of diminishing returns:

 
 

This law says that the return from adding more of variable input to a given quantity of a
fixed input diminishes as the ratio of variable to fixed inputs get lager and larger.

:(ﻗﺎﻧﻮن اﻟﻤﺮدود اﻟﻤﺘﻨﺎﻗﺺ )ﺗﻨﺎﻗﺺ اﻟﻐﻠﺔ
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The competitive market model

Assumptions of Perfect Competition:

:ﺍﻓﺘﺮﺍﺿﺎﺕ ﺍﳌﻨﺎﻓﺴﺔ ﺍﻟﻜﺎﻣﻠﺔ

1- A large number of buyers and sellers:

In a competitive market, each buyer and each firm are very small relative to the total
number of buyers and sellers. This means that the action of one firm or consumer goes
almost unnoticed by all other firms and consumers. All firms and consumers are minor
players in the market.

: وﺟﻮد ﻋﺪد ﻛﺒﯿﺮ ﻣﻦ اﻟﺒﺎﺋﻌﯿﻦ واﻟﻤﺸﺘﺮﯾﻦ-



 
 
2- A homogeneous product:

Competitive firms produce a homogeneous product; in other words, the goods made
by each firm in the industry are identical. Examples of these types of goods include class
1 tomatoes, light wool, and copper wire. Buyers are not concerned with which firm
supplies the goods they want, since all firms in a perfectly competitive market produce
exactly the same thing.

: وﺟﻮد ﻣﻨﺘﺠﺎت ﻣﺘﺠﺎﻧﺴﺔ-
 




 
 
3- Free entry and exit:

In perfect competition, individuals are free to set up a business and enter any
industry they want to; they are also free to leave the industry whenever they feel like it.
Because of free entry and exit, all kinds of resources are freely mobile. Resources, such
as labour, can be bought or sold or moved from one place to another without restriction.

: ﺣﺮﯾﺔ اﻟﺪﺧﻮل واﻟﺨﺮوج-



 
 
 
4- Perfect knowledge of prices and technology:

Perfect knowledge means that consumers and firms are fully aware of the prices of all
resources and products in the market. In perfectly competitive markets, consumers
always know where they can get the product at the lowest price. Firms know of the
latest production techniques and they know the prices of substitute factors. This ensures
they produce with the least-cost combination of inputs.

: اﻟﻤﻌﺮﻓﺔ اﻟﺘﺎﻣﺔ ﺑﺎﻷﺳﻌﺎر واﻟﺘﻜﻨﻮﻟﻮﺟﯿﺎ-



 
 
Short-run decision-making in perfect competition:

:ﺍﲣﺎﺫ ﺍﻟﻘﺮﺍﺭﺍﺕ ﻗﺼﲑ ﺍﻷﺟﻞ ﰲ ﻇﻞ ﺍﳌﻨﺎﻓﺴﺔ ﺍﻟﻜﺎﻣﻠﺔ
In perfect competition, firms need both cost and revenue information in order
to choose their best (profit-maximizing) output. firms calculate total revenue (TR)
as price multiplied by quantity sold (Q), (TR = P X Q). But, there are two other
revenue concepts (average revenue and marginal revenue) that are also relevant
for decision-making.

TR = P X Q


Average revenue (AR):
This is the total revenue per unit sold, or TR/Q. The average revenue curve and
the demand curve are one and the same, because price and average revenue are

1-

always the same at each output level. If a firm sells 10 shirts at a price of £0 each,
its total revenue is £100; average revenue is £100/10, or £10, which is the same as
price.
:(AR)  اﻟﻌﺎﺋﺪ اﻟﻤﺘﻮﺳﻂ-
TR/Q



 
Marginal revenue (MR):
This is the change in total revenue resulting from selling one more unit of
output. Thus, marginal revenue is the amount added to total revenue for selling
an extra unit. Or in sympol)  اﻟﻌﺎﺋﺪ اﻟﺤﺪي-MR:(


2-

  MR =

DTR

DQ

Remember that firms in this type of market are price takers; they can sell all
they want to at the market price. Therefore, average revenue and marginal
revenue are equal to the equilibrium price in the market. To see this, suppose a
firm can sell 10 shirts at £10 each for a total revenue of £100. If it can sell all it wants
to at the market price, then it can sell 11 shirts at £10 each; this gives the firm a total
revenue of £110. The sale of the eleventh shirt adds £10 (its price) to the firm's total
revenue (new £110 revenue-old £100 revenue). Thus, the marginal revenue
associated with producing and selling the eleventh shirt is the same as its price.
This is also the same as the average revenue from the sale of the eleven shirts
(£110/11). Because MR = AR = P, individual competitive firms face a horizontal price
line, or demand curve.




 

MR = AR = P

Market demand curves in perfect competition slope downwards. The price
facing any competitive firm is the equilibrium price set by the intersection of
market supply and demand. Since each firm face the same market price, each
representative firm faces a horizontal demand curve.




Explain assumptions of perfect competition.

. ﻳﻠﻲ ﺑﺪﻭ ﺍﻟﺘﺮﲨﺔ ﻳﺮﻭﺡ ﻟﻔﻮﻕ. ﻳﺎﰐ ﺍﻟﺴﺆﺍﻝ ﺍﺧﺘﻴﺎﺭ ﺃﻭ ﺻﺢ ﺃﻭ ﺧﻄﺄ.ﺍﺷﺮﺡ ﺍﻓﺘﺮﺍﺿﺎﺕ ﺍﳌﻨﺎﻓﺴﺔ ﺍﻟﻜﺎﻣﻠﺔ

1- A large number of buyers and sellers:

In a competitive market, each buyer and each firm are very small relative to the total
number of buyers and sellers. This means that the action of one firm or consumer goes
almost unnoticed by all other firms and consumers. All firms and consumers are minor
players in the market.
2- A homogeneous product:

Competitive firms produce a homogeneous product; in other words, the goods made
by each firm in the industry are identical. Examples of these types of goods include class
1 tomatoes, light wool, and copper wire. Buyers are not concerned with which firm
supplies the goods they want, since all firms in a perfectly competitive market produce
exactly the same thing.
3- Free entry and exit:

In perfect competition, individuals are free to set up a business and enter any
industry they want to; they are also free to leave the industry whenever they feel like it.
Because of free entry and exit, all kinds of resources are freely mobile. Resources, such
as labour, can be bought or sold or moved from one place to another without restriction.

4- Perfect knowledge of prices and technology:

Perfect knowledge means that consumers and firms are fully aware of the prices of all
resources and products in the market. In perfectly competitive markets, consumers
always know where they can get the product at the lowest price. Firms know of the
latest production techniques and they know the prices of substitute factors. This ensures
they produce with the least-cost combination of inputs.
1-

 Define the average & marginal revenue.اﻹﯾﺮاد اﻟﻤﺘﻮﺳﻂ واﻹﯾﺮاد اﻟﺤﺪي
Average revenue (AR):
ﺼﺢ ﺃﻭ ﺨﻁﺄ ﺃﻭ ﺍﺨﺘﻴﺎﺭﺍﺕ ﻜل ﺸﻲ ﻭﺍﺭﺩ ﻫﻴﻙ ﺁﺁل ﺍﻷﺴﺘﺎﺫ

This is the total revenue per unit sold, or TR/Q.
2- Marginal revenue (MR):

This is the change in total revenue resulting from selling one more unit of output.

State if this statements true or false and correct the false one.
.( )ﺳﺆﺍﻝ ﺍﻣﺘﺤﺎﱐ.ﺣﺪﺩ ﻓﻴﻤﺎ ﺇﺫﺍ ﻛﺎﻧﺖ ﺍﻟﻌﺒﺎﺭﺍﺕ ﺍﻟﺘﺎﻟﻴﺔ ﺻﺤﻴﺤﺔ ﺃﻡ ﺧﺎﻃﺌﺔ ﻭﺍﺧﺘﺎﺭ ﺍﻟﻌﻠﻞ ﻟﻠﺨﺎﻃﺌﺔ ﻣﻨﻬﺎ

In perfect competition, average revenue and marginal revenue are not equal to

the equilibrium price in the market. (false)

ﺧﻄﺄ
The correct: In perfect competition, average revenue and marginal revenue are
equal to the equilibrium price in the market.
 ﺍﻟﺼﺤﻴﺢ
 
 
 
 
 
 
 
 

The 11 Lecture The competitive market model/Complement
Maximizing short-run profits:
ﺗﻌﻈﻴﻢ ﺍﻷﺭﺑﺎﺡ ﰲ ﺍﳌﺪﻯ ﺍﻟﻘﺼﲑ
As shown in Figure 1, by choosing an output where MC = MR, the representative
banana farmer produces and sells 400 kilos of bananas per week at £3. If a farmer were to
raise output above 400 kilos (say, to 500 kilos) per week, marginal cost would exceed
marginal revenue, and profit would be lowered. On the other hand, if output were set
below 400 kilos (say, at 300 kilos) per week, marginal revenue would exceed marginal
cost, so potential sales (and profits) would be lost. Figure 1 shows our representative
farmer is making a normal profit (zero economic profit) when output is 400 kilos,
because average cost equals average revenue.

١
٥٠٠٤٠٠٣٤٠٠

 ٣٠٠٤٠٠
١
٤٠٠
Figure 2 shows what happens if market conditions change. Suppose the demand for
bananas increases, so shifting the market demand curve to the right, this results in a
higher equilibrium market price for bananas of £4 (where new demand curve intersects
the supply curve). What is of interest is how competitive farms respond to this higher
market price. At the higher market price, the representative banana farmer's demand
curve (in ﬁgure 3)) rises to d2 where d2 = AR = MR = £4. Then, all the farmer can do in
the short run is to increase their use of variable inputs (labour and materials) to raise
output until MR again equals MC.

٢
٤

d2 = 

AR = MR = 4

Total profit is shown by the shaded rectangle in Figure 3. The total amount of proﬁt is
£400 calculated as total revenue (£4 x 500 = 2,000) minus total cost (£3.20 x 500 = £ 1,600). In
terms of profit per unit, if average cost is £3.20 and average revenue is £4, then profit per
unit sold is £0.80. Total profit is then £0.80 x 500 = £400. Every farmer in the industry
makes the same profit.

٤٠٠٣
٤ × ٥٠٠ = ٢,٠٠٠٣.٢٠ × ٥٠٠ = ١,٦٠٠
٠.٨٠٤٣.٢٠
0.80 x 500 = 400
The competitive supply curve in the short run:
:ﻣﻨﺤﲎ ﺍﻟﻌﺮﺽ ﺍﻟﺘﻨﺎﻓﺴﻲ ﰲ ﺍﻟﻔﺘﺮﺓ ﺍﻟﻘﺼﲑﺓ
As we know, the short-run supply curve for an individual competitive firm consists
of its marginal cost curve. The reason for this is that the representative firm produces an
output level for which MC = MR. Since price and marginal revenue are equal in perfect
competition, the profit-maximizing output is always derived from the marginal cost
curve where price equals marginal cost.





It is only the marginal cost curve above the average variable cost curve that
represents the firm's supply curve. Below the minimum point of the AVC curve, price is
not high enough to cover average variable cost; that is, the firm cannot cover its variable
costs on each unit produced (look figure 4). In this situation, the firm is better off
producing nothing, or even closing down, in the short run. If it continues to produce, it
will lose money on each unit produced in addition to what it loses by paying its fixed
costs.








Note:
In perfect competition, goods are produced as cheaply as possible and
consumers pay a price equal to this lowest possible cost.
:ﻣﻼﺣﻈﺔ
  

 
:ﺍﻷﺷﻜﺎﻝ ﺍﻟﺒﻴﺎﻧﻴﺔ
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The 12 Lecture

The competitive market model/Complement

Perfect competition in the long run

اﻟﻤﻨﺎﻓﺴﺔ اﻟﻜﺎﻣﻠﺔ ﻓﻲ اﻟﻤﺪى اﻟﻄﻮﯾﻞ
In the short run, competitive firms select an output level where MC = MR. Frequently,
this output will deliver economic profits, although it is possible for economic losses to
be made. Short-run profits or losses do not affect the situation in the industry as a whole
because firms have insufficient time to join or leave the industry. But in the long run,
because the number of firms in the industry is not constant, the picture will change. The
number of firms changes in response to economic profits (new firm enter) or economic
losses (existing firms leave).







We can see how this works using the example of the banana farm. In Figure 4, the
representative farm sells bananas at a price P1; it is the price set by the intersection of the
market demand curve D1 and the market supply curve S1. The representative farm

chooses an output q1 and makes a normal profit (AR = AC). Suppose we not let market
demand increase to D2 in Figure 3. How do the banana farmers respond to a higher
market price? Initially, the market price rises to P2 (where D2 intersects S1), with a
corresponding increase (shift) in the farm's demand curve to d2 where
d2 = AR2 = MR2 = P2.


S1D1P1
q1

D2
d2S1D2P2
.d2 = AR2 = MR2 = P2

The farmer continues to follow the profit-maximizing rule, and so raises output to q2,
where marginal cost again equals marginal revenue (MC = MR2). Now, the
representative farm makes an economic profit since average revenue (AR2) is above
average cost (AC) at the new output level q2. The output of the industry has increased
because each farm is supplying more at the higher price. As we saw earlier, this marks
the end of the story in the short run.

q2


q2


But, in the long run rival farmers are attracted to the industry by the economic profit
that is being made. Other farmers decide to enter the banana business. The entry of
several new farms into the industry will have a noticeable effect on supply and market
price. (Remember, if one farm were to enter the industry there would be no noticeable
effect on supply or market price). The entry of several new farms shifts the industry
supply curve to the right from S1 to S2.




S2S1
As supply in the industry increases, the market price starts to fall, as does each
farmer's horizontal demand curve (it shifts downwards). Each farmer responds to the
lower price by reducing output, and each sees a fall in the amount of short-run
economic profit. Because economic profit is still positive, new farmers continue to join
the industry, so industry supply increases further (the supply curve shifts farther to the
right), and the market price continues to fall. Individual farms continue to reduce their
output until all their economic profit is wiped out. The adjustment process finally comes

to an end when supply has increased enough (the supply curve has shifted far enough
to the right) for the new market price to equal the minimum average cost. This is where
farmers make a normal profit, and there is no incentive for other farmers to enter the
industry or for existing ones to leave.



  





Equilibrium in the industry is restored when supply has increased to S2 and price has
returned to the original level of P1 (where S2 intersects D2). At P1, each farm is again
making zero economic profit. So, after the market adjustment is complete, each banana
farmer makes only a normal profit; each supplies the same output as before (q1) at the
original market price .The output of the industry, however, is larger (q2) because more
farms are operating in the market.
S2P1S2

P1D2
(q1)
(q2)


Summary:
:ﺍﳋﻼﺻﺔ
u In long run perfect competition, when price increase new firms will join
industry. As far as the price is above the minimum average cost new firms still
to join the industry.
u

v In long run perfect competition, when price decrease some existing firms will
leave industry. As far as the price is under the minimum average cost more and
more existing firms leave the industry.
v


Define production efficiency & allocative efficiency.

. واﻟﻜﻔﺎﯾﺔ اﻟﺘﺨﺼﯿﺼﯿﺔ،ﻋﺮف اﻟﻜﻔﺎﯾﺔ اﻹﻧﺘﺎﺟﯿﺔ
j Production Efficiency:

It means charge consumers a price equal to the lowest possible production
costs.
: اﻟﻜﻔﺎﯾﺔ اﻹﻧﺘﺎﺟﯿﺔj
 


k Allocative Efficiency:

It exists when price is equal to marginal cost (P = MC), and when allocation
of resources is made to maximize the total surplus.
: اﻟﻜﻔﺎﯾﺔ اﻟﺘﺨﺼﯿﺼﯿﺔk


 
What are the drawbacks of perfect competition?

ﻣﺎ ھﻲ ﻣﺸﻜﻼت اﻟﻤﻨﺎﻓﺴﺔ اﻟﻜﺎﻣﻠﺔ؟
1-

There is a lack of production variety, because perfectly competitive markets
produce an identical products.
2- We have a waste of resources, because when price decrease some firm leave the
industry.
-
 -
:ﻣﻼﺣﻈﺔ




 
 
 
 

وﺻﻠﻰ اﷲ ﺗﻌﻠﻰ ﻋﻠﻰ اﻟﺮﺣﻤﺔ اﻟﻤﮫﺪاة ﻧﺒﻨﺎ وﻗﺪوﺗﻨﺎ ﻣﺤﻤﺪ اﺑﻦ ﻋﺒﺪ اﷲ ﻋﻠﯿﻪ أﻓﻀﻞ اﻟﺼﻼة وأﺗﻢ
.اﻟﺘﺴﻠﯿﻢ

إﺧﻮﺗﻲ ﻣﺎ ﻛﺎن ھﻨﺎك ﻣﻦ ﺧﯿﺮ ﻓﻤﻦ اﷲ وﻣﺎ ﻛﺎن ﻣﻦ ﻧﻘﺺ ﻓﻤﻦ أﻧﻔﺴﻨﺎ واﻟﺸﯿﻄﺎن ﻓﻼ ﺗﺆاﺧﺬوﻧﻲ ﻋﻠﻰ
ﻏﻠﻂ أو ﺗﻘﺼﯿﺮ ﻓﻜﻠﻨﺎ اﺑﻦ ادم وﻛﻠﻨﺎ ﺧﻄﺎء ﻓﺎﺳﺘﺮوا اﻟﻨﻘﺺ أو اﻟﺨﻄﺄ وﻋﺪﻟﻮه ﻣﺎ ﺗﺮﻳﺪون وأﺧﯿﺮا ﻻ ﻳﺴﻌﻨﻲ
إﻻ أن ادﻋﻮا اﷲ ﺗﻌﺎﻟﻰ إن ﻳﺠﻤﻌﻨﺎ ﺳﻮﻳﺎ ﻓﻲ ﺟﻨﺔ اﻟﻨﻌﯿﻢ.

ﻣﻼﺣﻈﺔ:
ﻟﻢ ﻳﻮﺿﻊ ھﺬا اﻟﻌﻤﻞ ﻓﻲ أي ﻣﻜﺘﺒﺔ ﻟﻄﺒﺎﻋﺘﻪ وﻧﺮﺟﻮ أن ﻻ ﻳﺘﻢ اﻟﻤﺘﺎﺟﺮة ﺑﻪ ﻷﻧﻪ ﻋﻤﻞ ﺧﯿﺮي وﻻ ﻧﻘﺼﺪ
ﻣﻦ وراﺋﻪ ﻣﺎل وﻻ ﺷﮫﺮه ﺑﻞ دﻋﻮه ﺧﺎﻟﺼﺔ.
وﻻ ﻧﺠﺰع وراء ﺣﻜﻢ ﻟﺬي ﺳﺒﺐ
وﻻ ﻧﻘﻮل ﻟﻀﯿﻒ ﺣــــﻞ ﻣﻨﺰﻟﻨــﺎ

وﻻ ﻧﻐﯿﺮ اﻟﻌــﺎدات اﻟﺘــﻲ ﻓﯿﻨــــــــــﺎ
ﻋﺮﺑﺎن وادي اﻟﻘﺮى ﻣﻦ ﺧﻠﻒ وادﻳﻨﺎ
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