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FOREWORD :

When a colleague tells me he has written a unique Economics book, | admit | sometimes feel a
flicker of skepticism. The market is already crowded with thick volumes that promise much but
deliver the same dense, intimidating prose. Another academic book, | think, is not what we need.

Then | saw Econographics: Economic Concepts Simplified — and | was proven wrong.

What sets this work apart is not merely its content, but its courage. The author has taken the
essential machinery of economic thought—supply and demand, elasticity, market structures,
national income accounting, fiscal and monetary policy—and refused to let it remain hidden behind
a wall of abstraction. Instead, every concept is rendered with visual clarity, every model broken
down into its logical steps, every example chosen to illuminate rather than overwhelm.

| have had the privilege of observing the author's dedication to economic education over the years.
This book did not emerge from a purely academic exercise. It emerged from the classroom—from
watching students struggle with the slope of a curve, from answering the same honest questions
again and again, from the conviction that economics is too important to be taught poorly. That
experience shows on every page.

Make no mistake, simplification is not dumbing down. The production possibility frontier is still
here. The indifference curve and budget constraint remain. The three approaches to measuring
GDP are all accounted for. But they are presented not as rituals to be memorized, but as tools to
be used. The law of diminishing marginal utility, the causes of inflation, the logic of comparative
advantage—these ideas become, in the author's hands, accessible without being shallow.

This book matters because economic literacy matters. A citizen who understands opportunity
cost makes better personal and political decisions. A student who grasps market equilibrium can
later wrestle with market failure. A future policymaker who has internalized the difference between
nominal and real GDP is less likely to be fooled by misleading statistics. Econographics equips its
readers with exactly that kind of foundational clarity.

| am happy to commend this work to students, instructors, and self-learners alike. Pangasinan
State University's commitment to producing accessible, high-quality learning resources is well
represented here. Whether you are encountering economics for the first time or returning to
refresh your understanding, you will find this book a reliable and refreshing guide. May it reach the
many hands that need it.

ACHMAD ROOM FITRIANTO, SE, MEI, MA, Ph.D
Professor of Economics
Universitas Islam Negeri (UIN) Sunan Ampel Surabaya, Indonesia



PREFACE :

Economics is everywhere—in the news headlines, in the local, national, or global economic
activities, and in your everyday life when you make any decisions. It affects people's
choices, a business's success, and the state of the economy. In fact, economics dictates
how the different economic agents live or behave.

Economics, as an academic course or subject, may come easily to some but be difficult
and demanding for others. Although Economics may be tough, one must try to make the
learning process more productive and exciting. The complexity of any subject can be
simplified by investing extra time and effort in studying and not letting learning
opportunities go to waste.

To provide learners with a strong foundation for understanding and appreciating the
Economics course, a well-designed resource material is essential. This book of
infographics presents fundamental and relevant economic theories and concepts in a
clear, engaging, and accessible manner. It is specifically designed to serve as a reliable
introduction to Economics for learners with little or no prior background in the subject,
including undergraduate students taking courses in Economics, Business Administration,
and the Social Sciences.

The book features 70 carefully crafted economics infographics, each developed with close
attention to accuracy of content, visual design, and simplification of complex ideas. Every
infographics is aligned with the course lessons and guided by the intended course
outcomes, making the material both educational and learner-friendly.

The purpose of this module is not only to build a strong foundation in economic principles
but also to develop students’ ability to analyze economic issues and make rational
judgments. In this complex economic environment, understanding economics equips
learners with essential skills to interpret data, evaluate policies, and appreciate the
interconnectedness of local and global economies.

It is my hope that this material will not only support classroom learning but also inspire
curiosity and a deeper interest in economics. As you go through each lesson, may you find
relevance in the concepts and confidence in applying them to real-life situations.

The Author
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DEFINITIONS OF ECONOMICS

Etymologically, the word economics comes from the ancient Greek word “oikonomia”—
which literally means the management of a family or a household.

Today, many books and other reference materials define economics in similar ways—a
science that deals with the allocation of limited resources to satisfy unlimited human
wants.

ADAM SMITH’S
WEALTH DEFINITION

“Economics is an
inquiry into the
nature and
causes of the
wealth of a nation.”

/

“Economics is the \
science that

studies human
behavior as a
relationship between

ALFRED MARSHALL'S
WELFARE DEFINITION

“Economics is the stud
of mankind in the
ordinary business of life;
individual and social
action which is most
closely connected with
the attainment and with
the use of material

ends and scarce
means which have
alternative uses.”

LIONEL ROBBINS'’
SCARCITY DEFINITION

ECONOGRAPHICS

Qequired for well-being.”

ﬂEconomics is a study of how
people and society choose, with

or without the use of money to
employ scarce productive
resources which could have
alternative uses, to produce
various commodities over time
and distribute them for

consumption now and in the
future among various persons
and groups of society.”

PAUL SAMUELSON'S
GROWTH-ORIENTED DEFINITION

ECONOMIC CONCEPTS SIMPLIFIED



BRANCHES AND FIELDS OF ECONOMICS

@ Microeconomics @ Macroeconomics

Focuses on the overall structure and
performance of the national or
global economy.

Deals with the behavior and decision-
making of the individual agents, such
as the consumers, businesses, and
the government.

(¥ Prices and Markets
E,/ Demand and Supply of Goods and Services
(¥ Consumer Behavior

(¥ Costs of Production
(V Profit Maximization
(¥ Market and government failure

(M National Income Determination (GDP)

™ Inflation
(¥ Unemployment

(¥ Economic Development
(¥ Monetary and Fiscal Policies
(v International trade

BRANCHES OF ECONOMICS

E——
" Mathematical Economics @ Economic Development
= z : :
International Economics ) Public Economics
=
o - -
O D )
o Economic History @ Economic Geography
LL
8 Labor Economics @ @ Health Economics
Q
E Agricultural Economics @ Environmental Economics
m ° °
Real Estate Economics (i @ Industrial Economics
ECONOGRAPHICS 2
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ECONOMICS OF INDIVIDUAL CHOICE

According to Krugman (2008), four economic principles describe
the economic way of thinking and underlie the economics of

individual choice.
Highest-valued :

alternative that must be

Choices are necessary

because resources forgone when a choice
are scarce. is made.
RATIONAL CHOICE OPPORTUNITY COST
CHOOSING AT THE MARGIN RESPONDING TO INCENTIVES
How much” decisions People usually respond to
require making trade- incentives, exploiting
offs at the margin. opportunities to make

themselves better off.

\/

ECONOGRAPHICS
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SCARCITY AND CHOICE

SCARCITY is a situation where there is an insufficient
or limited amount of resources available. It is
considered the most fundamental economic problem.

It happens because individuals’ wants are more than what can
be produced.

( EXAMPLES OF SCARCITY )

Limited budget for personal P
or household consumption @ Shortage of healthcare medicines
and facilities
Lack of fertile land to grow
crops Inadequate quantity of imported
raw materials
Scarcity of nutritious food and
drinki t E ' I
M Limited amount of time
rendered

Economics is a study of There is no such thing
decision-making. It studies as a free lunch.
what choices people make, ’.

how they are made, and what
happens as a result. Whatever goods and services

are given, they must be paid
for by someone— that is, one
cannot get something for
Thus, choice always involves nothing. This also implies
decision-making. that every choice entails
costs.

The CHOICE is the ability of an
individual to make a decision.

ECONOGRAPHICS
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OPPORTUNITY COSTS

The concept of opportunity cost is one of the core ideas in the
economic way of thinking and is vital to understanding individual
choice. If an individual chooses something, he gives up the other
thing. This is the opportunity cost of a decision.

Boyes (2008) defined opportunity cost as the highest-valued
alternative that must be forgone when a choice is made.

Produce a digital

camera or

manufacture a
smartphone

new gadget
or save money
ina bank

start a business

Play an Eat a
online game slice of pizza
or basketball with or eat a chocolate
friends. bar

WHEEL OF
OPPORTUNITY
COSTS

Advertise online
Increase or reduce or in print media
the production

output

Buy raw
materials
locally or import

Buy at an online

store or from other
Watch a
Commuteor | | Seriesor
use acar study the
economics
lesson
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WANTS VERSUS NEEDS

The desires or unnecessary things that
can be fulfilled by consuming a good or
service.

@ § &= M

Luxurious . . Sporte Car
Wine Condominium Designer Clothing P

] o @ #

High-end Smartphone  Movie Ticket Jewelry Cruise Collagen Injection

Upscale Dining

NEEDS Things such as food, housing, and
clothing that are vital for survival.

i N M

Food Dish Drinking Water House Sweater Transportation

] [ €& X =

Cellphone Television Education Job Security Medical Care

ECONOGRAPHICS
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ECONOMIC RESOURCES

m ECONOMIC RESOURCES are the inputs or resources used in

the production of goods and services.

B Also called the factors of production. The categories include land,

labor, capital, and entrepreneurship.

The physical space or area on which
production takes place. It also includes
economy's natural resources.

s4¢ R
774

Farmland

1

K -
Oil Deposits -
_— _— I_':::::'_l
<

Gold

Water resources

The tools and other productive
equipment utilized in producing
consumer goods and services.

CAPITAL

E 'ﬁ'

Plant Industrial Robots

& - g
Computer

Machine
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Company President

The time, physical and mental skills
that people contribute in producing
goods and services.

Carpenter Call Center Representative

A human resource responsible for
combining or organizing the land, labor
and capital resources into a good or
service.

ENTREPRENEURSHIP

020%%
SRR

Product Innovator




GOODS AND SERVICES
___GooD

I A tangible commodity that is used I An intangible equivalent (activities
9 satisfy human wants which can be 9 and tasks) of a good that also brings
I purchased and consumed. I satisfaction to human wants.

ECONOMIC GOOD

A good that is not scarce
with a zero opportunity
cost.

A good that is scarce and
has a price attached to it.

" o D %""

Bottled
Drinking Water

P

Water in the
Ocean sunlight

Sunglass

Customer Service Security

Smartwatch

Fastfo? meal gg

Delivery truck

Consumer Capital
Goods Goods <

O

‘ Production line

@ rrivate \
oy

Good

— o CATEGORY
OF GOODS
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ECONOMIC MODELS

I ECONOMIC MODEL is a simplified framework of reality and

A
L

Forms of
Economic
Models

e Positive

Statement
of

Economic
Theories

e Definition of
demand

e Meaning of money
supply
e Meaning of inflation

e Definition of

a representation of economic phenomena.

Economists use and build models to explain and understand
the economic situation and any related problems.

Economic models
are designed to be
simple, flexible, and
useful to make an
easier understanding
of how the economy
functions partly and

e Circular as a whole.

Flow of
Income
Model

e Production
Possibility
Frontier

e Demand and Supply
Curve

e Total utility schedule

e Philips Curve

e Demand &

comparative Supply Equation

advantage
e Consumption function

e Approaches to GDP measurement

e Calculation of unemployment and inflation rate

ECONOGRAPHICS 9
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POSITIVE versus NORMATIVE ECONOMICS

POSITIVE ECONOMICS

Concerned with statements that can be
proved by appealing to relevant facts and

figures. It focuses on cause-and-effect
relationships and involves theory
development.

v
v

KKK K

Increasing the minimum wage results in a higher
unemployment rate.

A recession is a serious economic issue.

The GDP of the Philippines was lower than that of
Singapore in 2018.

If the government cuts taxes, then the supply of
cigarettes will rise.

NORMATIVE ECONOMICS

Requires normative statements that are based on
value judgments. It focuses on the formulation of

economic policies about what the economy
should be like or what policy actions should be
undertaken.

The Philippine government should not tax online businesses.

It is right to spend on social works more than
the public works.

The police earn more than teachers in the
Philippines.

Every Filipino ought to have equal access to
freedom of expression.

ECONOGRAPHICS 10
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CIRCULAR FLOW OF INCOME MODEL

RESOURCE MARKET

The circular flow of income is a visual
model that depicts how money, goods,

and services flow through markets
Oo between households and firms in the E
QM economy. In this model, the economy hQde
is simplified as there are only two FMS

HOUSEHOLDS  gactors—firms and households.

PRODUCT MARKET

ASSUMPTIONS COMPONENTS

There is no government Households and Firms

Intervention.
The economy is closed. Resource Market and

Households spend all their Product Market
income goods and Real Flow and Money
services. Flow

Firms spend all of their
income.

Income

ECONOGRAPHICS 1
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PRODUCTION POSSIBILITY FRONTIER

PRODUCTION POSSIBILITY FRONTIER (PPF)

A graphical model that illustrates the combinations of output the
economy can efficiently produce using the available quantity of

economic resources.

PPF ASSUMPTIONS

FIXED RESOURCES. The quantities of the factors of production (land, labor, capital,
and entrepreneurial ability) cannot be adjusted.

FULL EMPLOYMENT. The economy is at its full capacity, using all
available resources without waste.

TWO GOODS PRODUCED. Only two goods can be produced: consumer good or
capital good.

FIXED TECHNOLOGY. The state of technology remains
unchanged.

70
60 All points within the curve (A,
% B, C, D, E) are considered
> 50 efficient because the output is
2 produced from available
§ 40 resources. Points outside the
e PPF (H and 1), are unattainable.
‘:)"’ 30 In other words, production
% cannot take place beyond the
w 20 curve as the economy is
E constrained with resources to
g 10 do this. Points inside the PPF
n (F and G) are inefficient
because the economy is not
10 20 30 40 50 60 70 fully using its resources.
Delivery Trucks (thousand units)
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GRAPHS IN ECONOMICS

Economists always use GRAPHS to
represent economic relationships visually.

Graph with One Variable

PIE GRAPH BAR GRAPH LINE GRAPH

Represents the different parts of Particularly useful to compare sets Displays information as a series
something of a whole. of numbers using rectangular bars. of data or changes over time.

Graph with Two Variables

Economic data normally require positive
numbers.

Quadrant I 20 Quadrant |

Because economic data are typically positive
values, the upper right region (quadrant I) is
the only appropriate region of the coordinate
system that can be used.

When data are negative, the other quadrants
of the coordinate system may be used.

Quadrant Il Quadrant IV

When graphing economic data, the dependent
variable ( ﬁ is placed on the vertical axis and
the independent variable () is labelled on the
horizontal axis.

RECTANGULAR COORDINATE SYSTEM

Graph based on a two-dimensional grid, every point on the

plane can be identified by unique x and y coordinates. _

ECONOGRAPHICS
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ECONOMIC RELATIONSHIPS

il DIRECT RELATIONSHIP

A positive relationship between variables in which a change in the value
of one variable is associated with a change in the value of the other
variable in the same direction.

y

The graph of two variables having a direct
relationship is illustrated by a curve that slopes
upward or an upward sloping line.

X

Price and quantity supplied Cost of production and output produced

Consumption-income relationship Consumption spending and GDP

Demand for a product and number of buyers Government budget &government expenditure

II_I\‘. INVERSE RELATIONSHIP

A negative relationship between variables in which a change in the value
of a variable is associated with a change in the value of the other variable
in an opposite direction.

y

When two variables are negatively or inversely related,
the graph is illustrated by a curve that slopes
downward from left to right or downward sloping line.

X

Price and quantity demanded Demand for a good & the price of a complement

Tax rate and quantity supplied Imports and GDP

Rent and the number of apartment units Inflation and unemployment.

ECONOGRAPHICS 14
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LINEAR EQUATION IN ECONOMICS

The LINEAR EQUATION is a simple mathematical model that
has numerous applications in economics. Itis an algebraic expression
that measures the relationship between two variables represented by
a straight-line.

Price
The equation of a linear relationship may
be in the general form, y=mx+b, where y is 300 }
the dependent variable, x is the
independent variable, »: is the slope of the
line, and » is the constant term or vertical 200 —
intercept.

(0,300)

To graph a linear relationship, identify two o=

points that satisfy the equation, plot them, (150,0)
and connect the points with a straight line.

. . IR I
Alternatively, find the x-intercept and y- 100 200 300
intercept. The x-intercept is where a line Quantity Demanded
crosses the horizontal axis, and the y-
intercept is the point where the line crosses
the vertical axis.

[ sLoPE OF ALINE

The slope of a curve determines how steep it is or how sensitive the dependent variable to a

change in the independent variable. Slope is calculated as - 2_;‘ .

The graph of the demand-price relationship

Q.=300-2P using x and y intercepts

@ Positive slope. The x and y variables are positively related, and the line slopes upward to the right.
@I Negative slope. The x and y are negatively related, and the line slopes downward to the right.

@l Zero Slope. The value of the y-variable is constant, thus the line is horizontal.
ml Infinite Slope. The value of the x-variable is constant, thus the line is vertical.

y y y y
/ \ -
L X L X L X L X
Positive slope Negative slope Zero slope Infinite slope

ECONOGRAPHICS
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ECONOMIC ACTIVITIES

PRODUCTION

The first phase of the economic activity, which
involves the transformation of inputs into final
products.

DISTRIBUTION

The systematic way or process of how
commodities and incomes are properly
allocated among economic resource owners.

EXCHANGE

The activity that requires any transfer of
money or trading of products between buyers
and sellers in a marketplace.

CONSUMPTION

The end phase of any economic activity, which
involves the utilization of goods and services
to provide satisfaction to people.

ECONOGRAPHICS
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ECONOMIC PLAYERS

A huge number of people and organizations are involved in a modern economy. These
people and organizations are players or agents of the economy who interact with one
another and decide how an economy'’s resources are efficiently aIIocated.'

HOUSEHOLDS

FIRMS

These are individuals or groups of
people living together and considered
the consuming-unit of the economy.
They demand and consume the goods
and services produced by the
economy.

A family who buys and consumes food
regularly is a representation of a
household.

El‘f'lﬁ
The public sector of the economy
responsible for the formulation and
implementation of economic policies. The

government function is to provide public
goods and services.

The Philippine government, which
collects excise taxes from businesses
represents the public sector.

ECONOMIC) !

PLAYERS

They represent the business sector of the
economy responsible for transforming
inputs to outputs. They supply economic
goods and services to different markets
for consumption by households,
governments, and the foreign sector.

A furniture company selling its products
to a department store is a representation

of a firm.
1A
Hi

i

The sector makes up foreign households,
firms, & governments that supply
commodities to a domestic economy &
demand commodities from a domestic

economy.

The trade of the Philippines to other
countries like the US, which sells domestic
goods and buys imported goods
represents the rest-of-the-world.

GOVERNMENT

REST OF THE WORLD

ECONOGRAPHICS
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ECONOMIC GOALS

7] ECONOMIC EFFICIENCY

Utilization and allocation of the economy’s scarce resources.

2 ECONOMIC EQUITY

Fair or equitable distribution of income and wealth within a society.

3 ECONOMIC SECURITY

Protection against economic risks and a stable income for a decent living.

4 ECONOMIC FREEDOM

Every member of a society can make a choice and take economic decisions.

5 ECONOMIC GROWTH

The economy'’s ability to produce goods and services within a specific period.

6 FULL EMPLOYMENT

All available resources are utilized to capacity to produce goods & services.

“/ ECONOMIC STABILITY

The economy has stable prices of goods and services.

8 REASONABLE BALANCE OF TRADE

The value of a nation's exports is more than the value of its imports.

ECONOGRAPHICS
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THREE FUNDAMENTAL ECONOMIC QUESTIONS

Scarcity is a fundamental problem that society faces. Thus, to cope with scarcity,
every country has to properly allocate its limited resources. Regardless of the
economic system, every society must answer three fundamental questions
concerning what to produce, how to produce, and for whom to produce.

o WHAT TO PRODUCE? |
p===Til

The first fundamental question requires making decisions
about the categories and quantities of goods and services to be
produced. If a country decides to manufacture timber instead
of automobiles because the country possesses a huge amount
of the former resource, then the first fundamental question is
answered.

This question involves decisions about what production
methods or techniques to use and how economic
resources are to be combined in producing the final
output. If a firm relies heavily on the use of industrial
robots rather than human labor in shipbuilding, then the
second question is answered.

%ﬁ FOR WHOM TO PRODUCE? |

N

It involves decisions on how goods and services are
distributed among members of society. It answers how much
should every member gets and how should this good or
service be delivered to them. If a country exports 50% of its
total textile production and delivers this through cargo
ships, then, the third question is answered.

ECONOGRAPHICS 19
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ECONOMIC SYSTEM

—] Countries might differ in their economy'’s structure because of the form of

9 economic systems they adopt. An ECONOMIC SYSTEM is a means of

| organizing the economy’s activities to manage the problem of scarcity and
resource allocation.

TRADITIONAL ECONOMY

m A system in which the society decides according to
traditions and customs.

m Examples of this economy include indigenous tribes in
various countries such as the Kavango people of Namibia,

MARKET ECONOMY

m An economic system in which private individuals own and

manage most of the country’s wealth and resources.
m It is called free enterprise or laissez-faire (to let do)
economy.

COMMAND ECONOMY

m An economic system characterized by public control and
ownership of the economy’s resources.

m Countries that adopt mainly this economic system include

Cuba, Laos, Libya, Myanmar, Iran, and North Korea.

MIXED ECONOMY

m It is a blended economic system that combines the
characteristics of both market and planned economies.

m Developed countries in Europe such as Iceland, Sweden,
France, India, United States are countries with mixed
economies.

ECONOGRAPHICS
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MARKET

For the process of exchange to take place, a market is necessary. MARKET
is a place which enables two parties — buyers and sellers to interact with
each other or exchange goods and services.

G;mcu LTURAL MARKET
G.ABOR MARKET @ @ FOREIGN EXCHANGE MARKB
CATEGORIES
OF MARKET
@AL ESTATE MARKET @ RETAIL MARKET )

CONLINE MARKET PUBLIC MARKET )

@\
-@

-4  STOCK EXCHANGE MARKED

Market Classification Markets
- fo diti Product market (bicycle), and resource market (labor market, capital
LU ORI el market, land market)
Basis of Area or Geographic Location Local market, regional market, national market, international market
Basis of Time Span Short-period market, long-period, secular-market
Basis of Regulation Regulated market and unregulated market
Volume of Transaction Wholesale market and retail market
Nature of Transaction Spot market and future market
Structure or Degree of Competition Perfect competition and imperfect competition
X\ “ V)
o 00@%
Ky &
i />,>OC‘),
ey ELEMENTS Goods & MARKET v
Area OF A i STRUCTURE
MARKET o <®
<, R
Co ) &\‘Q
) \\0 <
U eSS
§ NS
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PERFECT COMPETITION

NUMEROUS
SELLERS
& BUYERS

HOMOGENOUS
PRODUCTS

PERFECT
INFORMATION

PERFECT COMPETITION is a market structure that features a
large number of firms selling homogenous products with no
barriers to entry and exit, and perfect information about market
conditions.

NO BARRIERS
TO ENTRY
AND EXIT

=

Each firmis a
price taker and
does not influence
the price. If a firm
tries to increase
its price,
consumers would
buy from other
competitors at
lower prices
instead.

All firms sell a
homogenous
product in a given
industry. Product
is homogenous if
it cannot be
distinguished
from competing
products from
different firms.

_

Both buyers and
sellers have
instantaneous
knowledge about
the price, product
quality,
production
techniques, and
so on.

Sellers can freely
enter or exit the
market at no
cost. There are
no barriers that
exist keeping
new sellers out of
the market.

Examples of perfect competition include markets for agricultural
products, street food, foreign exchange, stock exchanges, and online

shopping.

% @ @ = &
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MONOPOLISTIC COMPETITION

MONOPOLISTIC COMPETITION is a market structure
that presumes a large number of buyers and firms
producing and selling differentiated products with very few
barriers to entry.

o B o

NUMEROUS il
SELLERS DIFFERENTIATED EASY ENTRY

& BUYERS PRODUCTS AND EXIT

This feature All firms sell a Similar to perfect
resembles perfect slightly differentiated competition, firms
competition. Firms product. Product can easily enter or
can contribute only a differentiation may exit the market as
small influence on be attributed to there are few

the whole market. In branding, design and barriers, legal or

this market packaging, otherwise.
advertisement,

promotion, customer
service, etc.

structure, firms are
price searchers.

Examples of monopolistic competition include fast-moving
consumer goods, retail clothing, consumer electronics, franchised

EYP=| |00 8 &
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OLIGOPOLY

OLIGOPOLY is a market structure that features a few
number of firms producing or selling either homogeneous
or differentiated products having barriers to entry.

0% m‘
PN e 3
@D" FEW SELLERS HOMOGENEOUS OR HIGH
AND MANY DIFFERENTIATED BARRIERS TO

BUYERS PRODUCTS ENTRY

Firms either produce
homogeneous or
differentiated products.
Oligopolistic markets

that dominate or produce homogenous
control the market. products, such as

The oligopolist is petroleum and
considered a price aluminum, and sell

searcher. | differentiated products
such as automobiles
and aircraft.

New firms face high
barriers to entry;
hence, it is difficult to
enter an oligopoly
industry. Same with
monopoly, patent
rights and other legal
barriers keep out new
firms from entering
the industry.

There is a small
number of
interdependent firms

Examples of oligopoly include the oil companies (Shell, Caltex,
Total) and other firms in the airline industry, automobile industry,
beer industry, cigarette industry, and many more.

i B A <
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MONOPOLY

MONOPOLY is a market structure in

which a single firm sells a unique product
with extremely high barriers to entry.

‘ 3 DIFFICULT

UNIQUE BARRIERS

ONE SELLER PRODUCT TO ENTRY

h | I Entering the market
e sole supplier or industry is difficult

of a product as the barriers to
with no close entry are extremely

substitutes or high. Patents,

consequence, the competitors trademarks, and
firm is the industry. ) government

Thus, monopolists regulations act as
are price makers. barriers to entry for

new firms that wish to
enter the industry.

There is only one
firm that supplies
products in the
market. As a

Examples of a monopoly include companies like Facebook, Microsoft,
Google, utility companies (electricity and water), telecommunication
firms, and others that solely supply goods or services in a particular

W33 £ 6w
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LAW OF DEMAND

DEMAND represents the goods or services that people buy. For most
economists, demand refers to the the quantity of goods or services that
consumers are both willing and and able to purchase at certain conditions.

AL

An inverse relationship between the price

of the good and the quantity of that good. An individual demand is a person or household’s schedule that
shows the quantities demanded at each price. The market

P ? & P & Qd ? demand schedule s the sum of all individual demands.
.

@ DEMAND SCHEDULE *] Graphical representation of the demand schedule

ﬂ Lists the prices and the corresponding quantities
demanded for a particular good or service.

Choice Price Quantity Demanded

10 10
20
30

8

6

40 4
50 2 @ DEMAND EQUATION

The demand equation takes the form, Qs=a-bP, where Qu

@ CH ANGE |N QU ANTITY DEM ANDED is the quantity demanded, P denotes the price, b is the

slope, and a is a constant term.

0 2 4 6 8 10
Quantity Demanded

moo wl >

Quantity demanded is a point on Rightward Movement along the curve Leftward Movement along the curve
the demand curve that shows how (Increase in Quantity Demanded) (Decrease in Quantity Demanded)

much is demanded at a specific

price. \
A change in quantity demanded = p A

happens whenever there is a .

change in price, ceteris paribus.
When the price of a good increases ] R
or decreases, quantity demanded

T _

Price (P)
-U —_
7
w

Price (P)
>

Pif--meeeee--

changes. The change is D, D;

represented by a movement along a : : :

demand curve. Qdy Qd, CLE el
Quantity Demanded (Qd) Quantity Demanded (Qd)
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NON-PRICE DETERMINANTS OF DEMAND

Apart from price, other factors that can affect demand. These
factors that canincrease ordecrease thelevel of demand are referred
to as non-price determinants of demand.

'y S0 ®

PRICE OF TASTE NUMBER BUYER
INCOME RELATED AND OF EXPECTATION

GOODS PREFERENCE BUYERS
P P P P P
N 2 "N "N W\
Qd: Qd; Qd2 Qd: . Qd:
1 4 Qd, Qd4 1
= Q4 - Qq Qq Qq Qq
INCREASE IN THE PRICE INCREASE IN THE PRICE INCREASE IN POPULATION EXPECTATION OF PRICE TO
OF ANORMAL GOOD OF ASUBSTITUTE GOOD AU LI OR MARKET SIZE INCREASE IN THE FUTURE
P P P P P
Qd4 Qd, . Qd4 - Qd Qd:
2 2 Qd, 2 1
= Q4 o Q4 Q4 Q4 = Qq4
INCREASE IN THE PRICE INCREASE IN THE PRICE OF UNFAVORABLE TASTE DECREASE IN POPULATION EXPECTATION OF INCOME TO
OF AN INFERIOR GOOD ACOMPLEMENTARY GOOD OR MARKET SIZE INCREASE IN THE FUTURE
Rightward Shift (Increase in Demand) Leftward Shift (Decrease in Demand)

The change in demand
occurs whenever there is a
change in non-price

— determinants of demand—
\ income, number of buyers,
I \— preferences, prices of
. g — related goods, expectations,

ceteris paribus. The change
| in demand is represented by
| the shift of the demand

| — | D, D, | — | 5 2 curve.
2

Price
Price

Quantity Demanded (Qd) Quantity Demanded (Qd)
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LAW OF SUPPLY

SUPPLY represents the goods or services that companies, producers, and
sellers provide to the market. For most economists, supply refers to the

quantity of goods or services that sellers are both willing and able to sell
at certain conditions.

LAW OF SUPPLY

Zaw . INDIVIDUAL SUPPLY VS. MARKET SUPPLY

Direct relationship between the price of An individual supply shows the quantities supplied at each
h d d th - f th d price by a single firm. A market supply is the sum of the
the good an the quantlty of that good. individual supply schedules of all firms in the industry.

P+ Qs P4 Q| mwrarmm

ﬂ Graphical representation of the supply schedule

120
*] Lists the prices and the corresponding quantities 128

supplied for a particular good or service. g 60

40

0 30 60 90 120 150 180

A 40 60 Quantity Supplied
B 60 90
C 80 120
D 100 150 (). SUPPLY EQUATION
= 120 180

The supply equation takes the form Qs=a+bP, where Q; is

[p5, CHANGE IN QUANTITY SUPPLIED R e

Quantity supplied is a point on the Movement Along the Supply Curve Movement Along the Supply Curve
supply curve that shows how much (Increase in Quantity Supplied) (Decrease in Quantity Supplied)

is supplied at a specific price. A
change in quantity supplied happens
when its price varies, ceteris

S

paribus. When the price of a good e P x P
. a [0

increases or decreases, this causes ¢ §
the quantity supplied to change. The & p e P

change is represented by a
movement along a supply curve.

Qs1 Qs Qs> QIS1
Quantity Supplied (Qs) Quantity Supplied (Qs)
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NON-PRICE DETERMINANTS OF SUPPLY

Like demand, supply is not only influenced by price. There are other
factors that can increase or decrease the level of supply, which are
referred to as non-price determinants of supply.

INPUT COSTS
tizdly

UNPREDICTABLE
EVENTS

TECHNOLOGY

NUMBER OF
PRODUCERS

Q. Q

GOVERNMENT ACTIONS PRICE EXPECTATION

Tt A

Rightward Shift (Increase msSuppIy) Leftward Shift (Decreasesm Supply) A change in supplyoccurs

whenever there is a
change in non-price
determinants of supply—
input costs, technology,
number of producers,
expectations, government
actions, and weather,
ceteris paribus. The
change in supply is
represented by the shift of
Quantity Supplied (Qs) Quantity Supplied (Qs) the supply curve.
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MARKET EQUILIBRIUM

MARKET EQUILIBRIUM

The condition in which the quantity demanded of a good or service at a
particular price is equal to the quantity supplied at that price.

Equilibrium price is the price at which the quantity demanded and quantity
supplied are equal. The quantity bought and sold at the equilibrium price is
the equilibrium quantity.

GRAPH OF MARKET EQUILIBRIUM MARKET SCHEDULE

) . Market
Quantity | Quantity | oo

Demanded | Supplied | pisequilibrium

Shortage
Shortage
Equilibrium
Surplus

Surplus

SURPLUS or excess supply occurs SHORTAGE or excess supply happens
when the quantity supplied is greater when the the quantity demanded is
than the quantity demanded. This greater than quantity supplied. This
results in the decrease of prices in results in the increase of prices in the

the market. market.

MARKET EQUILIBRIUM ANALYSIS

INCREASE IN DEMAND DECREASE IN DEMAND INCREASE IN SUPPLY DECREASE IN S.UPPLY
EQ increases; EP increases | . EQ increases; EP increases | . EQ increases; EP decreases | . EQ decreases; EP increases
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PRICING CONTROLS

Price controls are legally-mandated minimum or maximum
prices set by the government for particular commodities. It is
a means by which the government regulates prices. Price
controls can be a price ceiling or a price floor.

A price ceiling is a maximum price
legally mandated by the
government.

If a price ceiling is set below the
equilibrium price, the quantity
demanded will exceed the quantity
supplied. This results in a
shortage.

Examples of price ceilings include
rent control and price control on
some food and energy products.

PRICE FLOOR

A price floor is a minimum price legally
mandated by the government.

If a price floor is set above the
equilibrium price, the quantity supplied
will exceed the quantity demanded.
This results in a surplus.

Examples of price floors include
minimum wage laws and support price
for agricultural products.
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PRICE ELASTICITY OF DEMAND

PRICE ELASTICITY OF DEMAND measures the responsiveness

of demand to changes in price.
It is expressed as % Change in Quantity Demanded (@+Q)/2

Q-Q

% Change in Price

P>—Pq
(P1+P2)/2

ELASTIC
DEMAND

Eqs>1

Demand changes
more than price.

% change in Qq
is greater than

P

INELASTIC
DEMAND

Eq<1

Demand changes
less than
demand.

% change in Qg
is less than %

UNITARY
DEMAND

Ed=1

Demand change
equals price
change.

% change in Qq
is equal to %

PERFECTLY
ELASTIC
DEMAND

Ed=oo

Demand change
is infinite in
relation to price.

% change in Qq
is infinite to %

% change in P. changein P. change in P. change in P.
P \ P P
Pz\ Pof---...... pz\
T, T W i S —
Qd: Qih Q Q;iz IQd1 Q Q:dz Q:d1 Q 0&2 Q‘Ih Q

PERFECTLY
INELASTIC

DEMAND
Eq=0

Demand does
not change when
price changes.

Qq is constant
as the price
changes.

[ I
(e

Qd, Q

ELASTIC GOODS

When a good is elastic, a change in price results
in a higher change in quantity demanded. Elastic
goods are considered LUXURIES, including
gadgets, expensive restaurant meals, and
branded products.

INELASTIC GOODS

When a good is inelastic, a change in price results
in a lower change in quantity demanded. Inelastic
goods are considered NECESSITIES, including
rice, household appliances, clothing and gasoline.

If PT then,% ¢
If P.l, then,% T

Elastic
Demand

RELATIONSHIP BETWEEN ELASTICITY OF DEMAND & TOTAL REVENUE (TR)

If PT then,% T
If P¢ then,% ¢

Inelastic
Demand
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INCOME, CROSS-PRICE AND SUPPLY ELASTICITY

The responsiveness of
demand to changes in

income.
% Change in Quantity Demanded
% Change in Income

_Q-a: Positive (E>0)
/2
(h#+ 12)/2 Negative (Ei<0)

INFERIOR GOOD

INCOME
ELASTICITY

NORMAL GOOD

ELASTIC
SUPPLY

Es>1

N\

Supply changes
more than price.

% change in Qs
is greater than
% change in P.

P

P
)

INELASTIC
SUPPLY

Es<1

N\

Supply
changes less
than price.

% change in Qs
is less than %
changein P.

The responsiveness of demand
of one good to changes in the
price of a related good.

% Change in Quantity Demanded of good X
% Change in Quantity Demanded of good Y

Positive (E.y>0)
SUBSTITUTE GOOD

Q-Qq
_ (Q:+Qy)/2
Exy_ Py2-Py: -
Py srya  Negative (Ex<0)
COMPLEMENTARY GOOD

CROSS-PRICE
ELASTICITY

PRICE ELASTICITY OF SUPPLY measures the
responsiveness of supply to changes in price.

UNITARY
SUPPLY

Es=1

N\

Supply change
equals price
change.

% change in Qs
is equal to %
changein P.

PERFECTLY
INELASTIC
SUPPLY

Supplydoes not
change when
price changes.

PERFECTLY

ELASTIC

SUPPLY
Es=00

N

Supply change
is infinite in
relation to price.
Qs is constant

as the price
changes.

% change in Qs
is infinite to %
change in P.

Qs Gs; Q
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TOTAL AND MARGINAL UTILITY

The behavior of consumers is driven by their preference on specific bundle of
goods and services.

Consumers buy and consume goods and services because they derive satisfaction from them.
In economics, this concept of pleasure or satisfaction is referred to as UTILITY.

Utility is subjective and difficult to quantity. However, it is assumed that people can
measure satisfaction with units called ut//s (an imaginary unit of utility).

TOTAL UTILITY is the total level of satisfaction a consumer derives from
consuming all those units of a good or service.

MARGINAL UTILITY is the additional satisfaction a consumer gains from an an

extra unit of the good consumed. It can be expressed as y - ATU
AQ

(UTILITY SCHEDULE AND CURVES | 15, utiiity

85

ChocolateBars | "\ \tility | Marginal Utilit ”
consumed ota 11} y arglna 11| y 25

0 20

10
18
24
28
30
30
28

15
10
5
0

NONBRO®g O

0
1
2
3
4
5
6
7

LAW OF DIMINISHING MARGINAL

Marginal Utility

12
10

UTILITY states that a consumer will
derive less additional satisfaction
as more units of a good are

consumed. ’

. Initially, TU curve increases at an increasing rate. Eventually, as more units of a good are
| P | consumed in a given time period, TU continues to increase but at a decreasing rate. TU
starts to decline after it reaches its peak.

AN o N A O ©

—,'0 MU curve slopes downwards which exhibits the law of diminishing marginal utility. It MU
‘—I is zero when TU is at its peak. MU becomes negative when TU begins to fall.
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INDIFFERENCE CURVE

INDIFFERENCE CURVE is a model that shows the consumption bundles or

combinations of two goods giving the consumer the same amount of satisfaction.

INDIFFERENCE CURVE SCHEDULE AND GRAPH

Each point (A, B, C, D, and E) along the
curve represent a combination or bundle of
Good X and Good Y that yields equal total
satisfaction for a consumer.

MARGINAL RATE OF SUBSTITUTION (MRS) is the slope of the indifference curve.
It measures the amount of good (Y) that a consumer is willing to to give up in order to get
one extra unit of another good (X), or vice versa.

\
Higher indifference
curves represent

higher utility. ~
~ — Indifference curves
; are negatively
~~ sloped.
Indifference curves l i
do not cross.
) TN

Indifference curves
are convex to the
origin.

_/
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where | - income, Px is the price of good X, X is
I_ P X + P Y the quantity purchased of good X, Py is the price
- A4 X Yy of good Y, and Y is the quantity purchased of good

Y.




CONSUMER EQUILIBRIUM

A consumer will choose the consumption bundle on the highest
possible indifference curve given his budget constraint.

Combining the indifference curve and the budget constraint defines
the consumer’s optimal bundle in order to be achieve maximum
satisfaction.

Consumer equilibrium is the consumer’s optimal bundle where the
highest indifference curve is tangent to the budget line.

At this point, the marginal rate of substitution equals the relative
price of two goods: MRS = Price Ratio.

12 Allocate or spend the entire available
10 budget. That is,
: I[=P.X+P,Y
> CONSUMER EQUILIBRIUM POINT
Q
86
(LI MR -
4 Equalize the marginal utility per peso
9 spent for Good X and Good Y. That is,
, MU, MU,
0 2 4 6 8 10 P P

GOOD X

m UTILITY MAXIMIZATION SCHEDULE I I UTILITY MAXIMIZATION SOLUTION m

- TU TU MU Given the utility schedule, the consumer should

Goo 2 0 GOd Y GOd Y purchase 7 units of Good X and 6 units of Good
10 10 12 12

: Y in order to achieve maximum utility.

; ;3 : zz 180 First Condition Second Condition
_ MU, MU,

4 34 7 36 6 I=PX+P Y 5=

5 40 6 40 4 20=2(7)+1(6) ! Y

6 45 5 42 2 20=14+6 i =L

7 49 4 42 0 20=20 & 2 1

8 52 3 40 -2 1=zl &

Given: Income = 20; P, =2; P, =1
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PRODUCTION

PRODUCTION

The process of transforming inputs(factors of production) into outputs (final

goods and services).

Factors of Production

Entrepreneurshlp

. TYPES OF INPUTS

FIXED INPUTS

Inputs of production whose quantity
cannot be varied for a period of time.

Fixed inputs include land and capital
(if it operates in short-run).

atl b T3
. PRODUCTION PERIOD

SHORFRUN

The period of production in which
quantities of one production input
(e.g. capital) is fixed or cannot be
changed.

. PRODUCTION FUNCTION

| Land
Labor 9 PRODUCTION
9 Capital

F|naI Goods/Services

Bread
Shoes
Restaurant meal
Haircut

VARIABLE INPUTS

Inputs of production whose quantity
the firm can vary at any rate.

Variable inputs include labor and raw
materials.
298 e

oo HIY

LONG-RUN

The period needed for all inputs of a
firm to be variable. For example, a firm
can put up a bigger assembly plant.

The relationship between an input and an output. It measures the maximum amount of output
that can be produced from a given quantity of inputs.

In the production function, Q= f(L, K ), Q is the quantity of output, L is the quantity of labor, and K

is the quantity of capital employed.
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STAGES OF PRODUCTION

TOTAL PRODUCT

The total amount of output in the production process combining labor and the fixed quantity of
capital.

MARGINAL PRODUCT

The additional output that can be produced using one more unit of the input. The marginal

product (MP) can be computed as MP- ALP

AVERAGE PRODUCT

The amount of output produced per unit of input used in the production process. It is measured

as AP - % .
Inputs Product | Product | Product

0 —
4
5
5.7
5.8
5.6
D2
32 4.6
32 4

30 3.3
25 2.5

/ "‘_;\0

L/ \\.

Stage | / | Stage ll Stage Il

4
10
17
23
28
31

O© oOoO~NO O WN-O0
O -~ wWwuoo~NO O

—
o

The best stage of production process is Stage Il
as the firm's goal of maximizing profit or
minimizing cost is achieved at this stage.

Likewise, Stage Il is driven by THE LAW OF
DIMINISHING MARGINAL RETURNS. The law
states that adding more of an input to an existing
fixed input results in smaller increases in output.

STAGE | STAGE Il STAGE I

[ TP increases at an increasing rate. | [/f TP increases at a decreasing rate | [V TP begins to decrease and has a

M MP increases and then decreases. and reaches it peak. negative slope.

MP is greater than AP. M MP has a negative slope as it M MP turns negative and is moving

D\/APincreasesand reaches it decreases. MP is less than AP. down.
maximum and has positive slope. MAP falls and has still positive D\/AP continuously falls and now
slope. has a negative slope.
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ISOQUANT

ISOQUANT s acurve showing all possible combinations

of inputs that result in the the same level of output.

ISOQUANT SCHEDULE

"o g JSOQUANT CURVE
s nput T2 [ s[4 [
| 1 |15 |30 |5 |70 @
| 2 |35 |5 |G| 80 | 95 |
| 3 |50 |@ | 8 | 95 | 110
| 4 |65 |8 |100] 110 | 120
| 5 | @] 90 | 105 [ 115 | 130 |

MARGINAL RATE OF TECHNICAL SUBSTITUTION (MRTS) is the slope of the

isoquant curve. It measures the rate at which one input (e.g. capital) can be exchanged for
another input (labor), maintaining the same amount of output.

Isoquants are PROPERTIES OF ISOQUANTS

negatively
sloped.

A higher isoquant
indicates a greater
output.

Isoquants do not
intersect or touch
i each other.

Isoquants are
convex to the
origin.
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The cost of the fixed input
that does not depend on
the amount output
produced.

The cost of the variable
input that depends on the
amount of output produced

The sum of fixed cost and
variable cost at each level

of output. TC=FC+VC

VARIABLE COST

COST
FUNCTION

The cost function describes the relationship of output and cost.
It is expressed by the equation: C(x) =a+bx

Total Cost

COST CURVES b

6 8

TOTAL OUTPUT

Average
Variable
Cost

faricble Total Cost

(TC)

Marginal
Cost Fixed Cost

Total Fixed Cost (NI

Output (FC)

(vC) (MC) (AFC) (AVC)

0 100 0 100 - - - -
1 100 50 150 50 100 50 150
2 100 84 184 34 50 42 92

3 100 108 208 24 33 36 69

4 100 127 227 19 25 32 57

5 100 150 250 23 20 30 50

6 100 180 280 30 17 30 47

7 100 218 318 38 14 31 45

8 100 266 366 48 13 33

9 100 325 425 59 " 36 47

10 100 400 500 75 10 40

M 100 495 595 95 9 45 54

12 100 612 712 17 8 51 59

AFC = ':;: AvC=VC ATc-'g: or AFC+AVC MC = o2 1C!
Q

Q-Q:
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6 8
TOTAL OUTPUT

& Fixed cost curve is constant.
@ VC curve increases as level of output increases.
@ TC curve slopes upward because it increases as
output increases.
@ AFC is downward sloping because it decreases
as quantity of output rises.
& AVC has a U-shaped curve. At first the curve
falls, eventually, it rises.
& ATC has a U-shaped curve. At first the curve falls
because both AFC and AVC fall, then, it rises.
& MC curve decreases initially as output rises,
reaches a minimum point, and then starts to rise.
MC curve intersects the minimum points of the
ATC and AVC curves.



ISOCOST represents a set of

combinations of labor and capital
that yield the same amount of
total cost (TC) for the firm.

- ISOCOST LINE

CAPITAL

The isocost line is a firm’'s
budget constraint when buying
inputs of production.

A firm with a total cost of
P10,000 can employ any
combinationoflaborandcapital
alongtheisocost line (i.e. Point
C). At point C, the firm employs
30 units of labor and 40 units
of capital. At point D, the firm
employs 40 units of labor and
20 units of capital.

Choice Labor Capital Total Cost

A 0 100 | P10,000 = P200 (0) + P100 (100)
B 10 80 P10,000 = P200 (10) + P100 (80)
C 30 40 P10,000 = P200 (30) + P100 (40)
D 40 20 P10,000 = P200 (40) + P100 (20) - ISOCOST EQUATION
E 50 0 P10,000 = P200 (50) + P100 (0)

The slope of an isocost line represents the cost of one factor of production in terms
of the other. It is equal to the relative price of the two inputs, that is - w/r.
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PROFIT MAXIMIZATION
PROFIT

The ultimate goal of any firms is to achieve the highest profit
possible from producing a good or service.

PROFIT is the income earned by the firms in the production and sale of a good .

PROFIT The firm's total revenue minus its costs of production. It is
FU NCTION expressed by the equation: Profit (x)=Total Revenue R(x) —Total Cost C(x)

550 )
Output RT°ta' Total Cost  Profit e Given the
evenue .

:ig following: R = 10x
2 350 C(x) = 6x+100, the
2 oo break-even
8 200 quantity is 25

15 and the break-

100

even amount is
0 5 10 15 20 25 30 35 40 45 50 55 250‘

Total Output

BREAK-EVEN POINT is the level of output at which total revenue and
Q total cost are equal.

In total revenue-total cost analysis, the profit is mazimized when the
Q output at which the difference between TR and TC reaches its maximum.

EIGINE _
Total Total M | h A
Output ofa otal b ofit Revenue aplli) - GEnED MERER

Revenue  Cost . Cost in Profit Cost
= Price

o [ o [ 3 [s0[ o [ o [ o | o |
| 1 | s0 [ 34 |16 [ s0 | 4 | 46 | 340 |
| 2 | 100 [ 40 |60 | s0 | 6 | 44 | 200 |
| 3 | 150 [ 5t [ e | s | 1 | 39 | 170 |
| 4 | 200 [ es [132] s | 17 | 33 | 170 |
| 5 | 250 [ 91 |15 [ s0 | 25 | 27 | 182 |
nmmnmnm Totaloutput (@)
\nmmm o | 2575 | PROFIT-MAXIMIZING RULE
mmm“““m Profit is maximized at a level of output where
\nmmmmm-m Y R= MC.

MARGINAL REVENUE is the change in revenue a firm gets from @ If MC > MR (P), then output (Q) must be

Cost, Revenue

selling one more unit of output. MR=ATR/Aq. reduced to increase profits.
MARGINAL COST is the additional cost of producing one more If MR (P) > MC, then output (Q) must be
unit of output. MC=ATC/Aq. increased to increase profits.
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MARKET FAILURE

MARKET FAILURE occurs when the market mechanism does not achieve an

efficient allocation of resources.

CATEGORIES OF MARKET FAILURE

Incomplete markets m

Monopoly power

Productive and allocative inefficiency

De-merit goods and services

=

Negative externalities Ay

Information failure

Inequality

Property rights

PRIVATE vs. PUBLIC GOODS

PRIVATE GooDs 3 [\

z Goods which are produced by the private sector for
consumption by households or consumers

Rival in consumption and excludable
(Food, household appliances, groceries, spa, etc.)

I/| No spillover benefits

ASYMMETRIC INFORMATION

MORAL HAZARD

Moral hazard occurs when there is
asymmetric information between
two parties and a change in the
behavior of one party after a deal is
struck.

ECONOGRAPHICS
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EXTERNALITIES

— A cost or benefit of an economic
| ‘Q activity imposed to unrelated third

POSITIVE SRt
EXTERNALITY Economic activities that
provide benefits to
unrelated third parties.
[ Y

o O 7z
r7| &?;:A E-’%h\

Vaccination program Company training WiFi connection

NEGATIVE
EXTERNALITY

Economic activities that
incur costs to unrelated
third parties.

rag» 70
7

kaa =

Pollution Traffic congestion Passive smoking

= | PusLccoops

z Goods which are produced and provided by the
government for the welfare of the people
without any cost

|J| Non-rival in consumption and non-excludable
(National defense, street lights, roads, etc.)

z Pose a free-rider problem

One party to an economic transaction possesses greater

N knowledge or information than the other party.

ADVERSE SELECTION

Adverse selection occurs when
there's a lack of symmetric
information prior to a deal
between a buyer and a seller.
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FUNCTIONS OF GOVERNMENT

The public sector of the economy which
implements economic policies. Government is vital
to the attainment of various economic goals.

GOVERNMENT

PROVIDE
PUBLIC GOODS

Provide various public
goods and services
(education,healthcare,
etc.) necessary for
citizens’ welfare.

MAINTAIN

REDISTRIBUTE
INCOME

Redistribute income by

R

COMPETITION

Create and implement
antitrust laws and

imposing higher income
tax rates to the rich than
to the poor.

aa

regulate the presence of
monopolies.

CORRECT
EXTERNALITIES

STABILIZE THE
ECONOMY

Reduce the
unemployment rate and
inflation rate and ensure
sustained economic
growth.

o2\
M

Lessen negative
externalities and
improve production of
goods and services.

Hag»
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NATIONAL versus GLOBAL ECONOMY

The ECONOMY refers to the structure in which economic actors, including
individuals, businesses, and governments organize various economic
activities.

NATIONAL ECONOMY )

The national economy encompasses all economic activities related
to production, distribution, trade, and consumption of goods and services
that occur domestically.

The Philippines is an example of a national economy. Presently, the
economy of the Philippines is the 36" largest economy in the world by
nominal GDP, according to IMF data. It's now a newly industrialized
country and one of Asia's fastest-growing economies with an estimated
GDP of $356 billion in 2019.

GLOBAL ECONOMY )

The global economy covers all collective
worldwide economic activities. It is
characterized by globalization, international
trade, finance, and global investment.

Currently, 193 economies make up the global
economy. United States, China, Japan,
Germany, and India are the world’s top five
largest economies. The world’s total GDP as of
2019 is valued at $86 trillion.

Rank Country 2019 Nominal GDP (US Dollars)

| 1 [ unitedStates | = 21.437tillon
| 2 |@Mchma 00000 | @ 14342wilion
| 3 | ® Japan |  508iwilion
W gemany 0000 | @ 3845wilion |
e nda |  2875wilion |

| 7 [BBFance 2.715 trillion
s BBty 2.001 trillion
s Brazil 1.839 trillion
“ l¥] canada 1.736 trillion

Data Source: World Bank
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THREE SECTORS OF THE ECONOMY

The production of goods and services in the economy is going on at different
levels. An economy may be analyzed in terms of its parts referred to as

ECONOMIC SECTORS to determine who are engaged in different activities.

PRIMARY
SECTOR

A
771

The agricultural
sector of the
economy that is
concerned with the
production of raw
materials and
includes activities
directly related to
agriculture and the
use of natural
resources.

Farming, fishing,
forestry, mining, oil
extraction, and
processing raw
products are
activities that lie
within this sector.

SECONDARY
SECTOR

The industry sector
of the economy
which covers the
production of
finished goods
including the
processing of
materials produced
by the primary
sector.

Manufacturing,
fast-moving
consumer goods,
energy utilities,
construction, and
heavy industries are
the activities
associated with this
sector.

ECONOGRAPHICS
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TERTIARY
SECTOR

The service sector of
the economy that
encompasses the
production and
provision of
intangible
commodities
consumers and
businesses.

Activities under this
sector include
Transportation,
retail, distribution,
retail, finance,
information
technology, tourism,
education,
healthcare, etc.
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FOUR-SECTOR CIRCULAR FLOW MODEL

Factor Payments Costs of Production

Government Spending

Government Spending

Taxes

Savings

—

FINANCIAL INSTITUTIONS

HOUSEHOLDS

Exports
@ P

Exports Imports
FOREIGN SECTOR

Consumption Spending Revenue

0O The four-sector circular flow of income model is a simplified representation of the
o Jamn interactions of four agents in the economy: households, firms, government, and the foreign
oJammn sector. It also depicts how injections and leakages take place in the economy.

o] amn

e/ Injections increase the flow of income ,which includes investment and expenditure on exports.

Leakages are withdrawals that reduce the flow of income, including savings, taxes, and imports.
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BUSINESS CYCLE

PEAK N
Q. <
a S K &
O 2 ) T
N NPT
- § . W
< X T 0 s
m & T 2
m _____
TROUGH
TIME (NUMBER OF YEARS)
EXPANSION PEAK TROUGH | RECESSION
@ Real GDP Real GDP is Real GDP is | @ Real GDP falls
Lt Y at its highest “ at its Lowest | @ Prices and
@ Price level oint point output falls
LU A2 P o Unemployment
Unemployment raterises
rate falls Interest
< Interest rates rates fall
rise
L L
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-

Business cycle or economic cycle describes
the pattern of rising real GDP followed by
falling real GDP.

-

RECOVERY

@ Real GDP
begins to rise

& Prices and
output falls
increase

@ Unemployment
rate is falling
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GROSS DOMESTIC PRODUCT

Gross domestic product
(GDP) is an economic
indicator that measures the
economic growth and well-
being of a nation.

It determines whether an
economy is in a recession or
how rapidly the economy is
expanding.

Sustaining high GDP growth
rate is one of the
macroeconomic goalsof
every economy.

WHAT ARE INCLUDED IN GDP?

Consumption
Expenditure by
Households

w2

Government
Expenditures

&0

MARKET VALUE

GDP is a market value. This means that goods and
services are valued at their market prices.

FINAL GOODS AND SERVICES

GDP measures only the value of all final goods and services
produced. It excludes intermediate goods so as to avoid double-
counting

PRODUCED WITHIN THE ECONOMY

GDP measures production within a domestic economy. It is
different from GNP as the latter measures the goods produced by
the citizens of a country, regardless of the origin of production.

IN A GIVEN PERIOD

GDP calculates the level of production throughout a
specific time period, typically every year or a quarter of a
year.

WHAT ARE EXCLUDED IN GDP?

L

Intermediate

Investment by
Businesses and 6
Households

gE £

Exports and

Imports Underground

Transactions

Financial
Transactions

NOMINAL GDP vs. REAL GDP

NOMINAL GDP is the GDP that is not

adjusted for inflation. This reflects the current

REAL GDP is the GDP that is adjusted for
inflation. It reflects the real change in output.

value of goods and services in current prices.

Nominal GDP =Current Price x Output

ECONOGRAPHICS
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Peal GDP — Nominal GDP < 100

Price Index
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APPROACHES TO GDP MEASUREMENT

GDP MEASUREMENT Gross Domestic Prod.uct (GDP) measyre:s the market value
of all goods and services produced within an economy.
There are three different approaches (Expenditure, Income, and Production) which can be used
to calculate the GDP of a country. In theory, these three approaches should sum and result in
the same value.

INCOME PRODUCTION
APPROACH APPROACH

_ : Value of Final Goods -
GDP=C+I+G+(X-M) Wages+Rents+Firm Profits
D

. D
The expenditure approach s The income approach b The income approach

EXPENDITURE

APPROACH

measures GDP by adding calculates GDP by calculates the total
all the expenditures adding all factor value of all goods
f°°“5“mpt'°“' payments received in produced in the
::;e:‘:;:;n;,n%or\::trnment the spending flow. economy minus the

' A value of intermediate
exports) made within an goods

economy.
(]

p ¢ P D
GDP Measurement Example Expenditure Approach

c ?mﬁu"t GDP=C+I+G+(X-M)
DP Billion _

Pesos) =2,966+716+924+(427-547)
Corporate profits 305 =4,48 6
Consumption of fixed capital or Depreciation 479
Gross private domestic investment 716 Income Approach
Personal taxes 565
Fersonalisaving s 120 GDP=compensation of employees
Government expenditures 924 + 5+ ts+net int -+
T 547 : refz s+profitstnet in .ergs
Net interest 337 indirect taxes+depreciation
Compensation of employees 2,628
Rental income 19 =2628+19+653+337+370+479
Exports 427 =4.486
Personal consumption expenditure 2,966 !
Indirect business taxes 370 Production Approach
Contributions for social security 394
Tra"s_fe' p_ay_me"ts 5‘;3 GDP=Value of Final Goods —
Pmp"etor_s iIncome - 328 Value of Intermediate Goods
Value of Final Goods and Services 5,486 =5.486 — 1.000
Value of Intermediate Goods 1,000 : ’

=4,486
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INFLATION

INFLATION is a sustained increase in the general price
level of goods and services in the economy.

Inflation rate is the annual percentage change in the price level of
commodities.

l

Sy & M= M=
% % 67% 33% A, =
201opeo 2ozop1oo 2o1op1.5M 2ozopzm

is an inflation index that
measures changes in the
average prices of consumer Good
goods and services.

Quantity

Purchased 0 S

Price Market Price Market
Cost of market basket at current year Basket Cost Basket Cost
CPI= . ot ket ut 50 5000 55 5,500
ost of market basket at base year 60 9,000 70 10,500
2020 market basket cost 70 3,500 85 4,250
= x 100 80 20,000 100 25,000
2015 market basket cost 90 27,000 105 31,500
76,7.
CPl= 222 x 100 - 118.99 Total Cost 64,500 76,750
64,500

THREE STRAINS OF INFLATION

MODERATE GALLOPING HYPER
INFLATION INFLATION INFLATION
3% 18% 1000%

: . Price levels rise at double- or  pyjce level ri t ext I
The Ip"g.e .Itevetl L at"a triple-digit rates annually. h{;f,er;‘g x;ﬁsaamﬁ)i(g'i’te st
?‘:?’g = Igtl S ef -anfrl' u? y- This normally affects low percentage increase annually.
wl:ii:rllscgnyl?: aontilcr:'i :t:ect’inb and middle income groups. This normally occurs when
consumers therefor?a the / As a consequence, people there is unrestricted supply of
may hold money as a sto‘:'e are unable to increase money circulating in the
o \‘I’alu A y savings for the  future. economy.
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CAUSES AND EFFECTS OF INFLATION

DEMAND-PULL INFLATION

COST-PUSH INFLATION

Price

The average level of prices
is expected to rise because
increases in te supply of
goods and services don not
offset increases in total
spending.

Quantity

EFFECTS OF INFLATION

REAL INCOME

o I
If the price level increases,

real income falls and fails to
keep up with inflation.

PURCHASING POWER

i

The higher the price level, the
lower the real value (or
purchasing power).

LOSERS FROM INFLATION

’Y| pensioners
)| Cash holders |

ECONOGRAPHICS
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As price level increases,
the real wage is not
keeping up with inflation,
so it falls.

Price S,

Prices go up because
of increases in
production costs that
cause firms to raise
prices to avoid losses.

Quant'ity

INTEREST RATE

e

As the price level
increases, interest rate
is not keeping up with
inflation, so it falls.

1 ‘ Producers

2

3
4

5

REAL WAGE

=)

Borrowers

Mortgage holders

i
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UNEMPLOYMENT

(Unemployment is one of the economic problems each country faces. \

According to the International Labor Organization (ILO), UNEMPLOYMENT
is a situation in which people are without jobs and have actively looked for
work within the past four weeks. j

U

LABOR FORCE consists of individuals who are 15 years of age and over,
capable of engaging in work (PSA).

| A country’s labor force is the sum of
employed individuals and unemployed
WHO ARE EMPLOYED? individuals in the economy. /

& Full-time workers
& Part-Time workers

NON-MEMBERS OF

& Self-employed Individuals THE LABOR FORCE?
& Underemployed Individuals
& Workers temporarily

absent from Work

& Full-time students

& Young children

& Older people (Senior Citizens)
& Retired individuals

& Household workers

WHO ARE UNEMPLOYED?

& Armed Forces

& Persons with disabilities
¢ Institutionalized persons
& Discouraged workers

& Job loser

& Job leaver
& Reentrant
& New entrant

MEASURING UNEMPLOYMENT

The UNEMPLOYMENT RATE is an economic indicator that measures the
prevalence of unemployment. It is calculated by dividing the number of
unemployed individuals by the size the labor force.

Number of Unemployed Individuals
Unemployment Rate = x 100
Size of the Labor Force
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TYPES OF UNEMPLOYMENT

These are unemployed workers who are either searching

for jobs or waiting to take jobs in the near future.

FRICTIONAL UNEMPLOYMENT

This happens when the demand for workers is less than
the supply as a result of the fall of business activities in
the economy.

CYCLICAL UNEMPLOYMENT

This happens when there is a mismatch between the
skills and other qualifications of the labor force and
those required by employers.

STRUCTURAL UNEMPLOYMENT

A type of unemployment that is linked to seasonal jobs
like construction work, migratory farm work, and special
project works.

SEASONAL UNEMPLOYMENT

A type of unemployment that occurs when firms invest in
technology or replace workers with machines.

TECHNOLOGICAL UNEMPLOYMENT
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CONSUMPTION FUNCTION

The relationship between consumption and disposable income.

CONSUMPTION In the consumption function, consumption is directly related
FU NCTION to disposable income and is positive even at zero disposable

Income.s

C= a _|_ b Y Autonomous consumption () is independent of disposable income.
d It indicates the amount of consumption if income is zero.

INTERPRETING MPC (b) is the slope of the consumption function
CONSUMPTION Induced consumption (bY) is dependent on disposable income
FUNCTION Disposable Income (Y,) is the level of disposable income

CONSUMPTION FUNCTION SCHEDULE AND GRAPH MPC AND MPS
Income . . .
5 100 100 ) ) (MPC) is the ratio of the change in

consumption to the change in

100 175 -75 0.75 0.25 . . .
disposable income. That is,

200 250 -50 0.75 0.25
300 325 -25 0.75 0.25 MPC= AA_\:
400 400 0 0.75 0.25
500 475 25 0.75 0.25

600 550 50 0.75 0.25 .
or not consumed. Itis expressed as
700 625 75 0.75 0.25

800 700 0.25 MPS=1 - MPC

CONSUMPTION FUNCTION AND SAVING FUNCTION

Marginal propensity to save is the
portion of the income that is saved

} AY = P75 billion

Break-even

i AY = P100 billion
: Income

Consumption (in billion pesos)
Consumption (in billion pesos)

45°

100 200 300 400 500 600 700 800 100 200 300 400 500 600 700 800
Income (in billion pesos) Income (in billion pesos)
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DETERMINANTS OF CONSUMPTION FUNCTION

SHIFT IN CONSUMPTION FUNCTION

A shift or relocation in the consumption function occurs when a determinant other than income changes.

e An increase in non-income determinants increases autonomous consumption resulting in an upward shift in the
consumption function.

e An decrease in non-income determinants decreases autonomous consumption resulting in a downward shift in the
consumption function.

CONSUMER EXPECTATIONS

Consumpton [— S Consumpton
| | o Lo | | =
700 mi 700 f‘ﬂ‘— 700 ML 700 7‘L
//‘ P //‘ 600 /, ‘ A
600 / (0 = 7 600 7~ i e
500 2 ,, | 500 Z /| 500 Sl 500 / /
| A
400 A 1 400 :l/ 400 // 1rA 400 /
300 ,//: £ 300 ",/D 300 ,/ o 300 ,/B
200 4, '/ 200 | 200 4, e 200 |—
‘ 100 100 7‘ 100
100 p——
2 @ o A
100 200 300 400 500 600 700 800 100 200 300 400 500 600 700 800 100 200 300 400 500 600 700 800 100 200 300 M:O 500 600 700 800
Income \come ncome. Income
Upward shift in the Downward shift in consumption Upward shift in consumption function Downward shift in consumption function
conSUmption function due to function due to an decrease in .due t? exp(.actatlt.»n of expansion,future due to. expectation of recession, future
an increase in wealth wealth inflation, higher income and future deflation and unemployment
shortage of goods

Consumption Copstpetiol] Consumption So=eich
" | e il | | =
i :
700 /M@ 700 ‘i‘(h; 700 J‘ém 700 ‘i‘m;
| C2 Yk
600 A 600 A 600 A 600 /,
- v 7 | v
500 2 7 ‘ 500 4 ‘/ 500 2 | 500 4 /1
0 V - 400 & 400 // 1 400 :(4
300 ,/ - r 300 ,\ /{ 300 A ® 300 *‘,/B
7 7
200 4, e 200 L = 47 /| 200 |
‘ \
100 = 100 100 = 100
s 4 B gl
100 200 500 400 500 600 700 800 100 200 300 400 500 600 700 800 700 200 300 400 500 600 700 800 100 200 500 40 500 00 700 0
income Income Wcome come.
Upward shift in the Downward shift in the Upward shift in the Downward shift in the
consumption functionduetoa consumption function due to consumption function dueto  consumption function due to
decrease in price level increase in price level an increase in income decrease in wealth income
Consumption (Ceneumpion (Gonatmption Consumption
800 ‘ ‘ oY 800 ‘:y 00 ‘ ‘tc;v a0 ‘:v
Vi ;
700 /ZLL 700 ‘—‘Q‘— 700 J‘dL 700 ‘i‘g‘i;
C2 2
600 //\7 ‘ 600 — ,/ 600 : ,/‘ 4 600 — //
500 2 4 500 o 500 12 500
400 i 1 | 400 AKI 400 // 1 400 }4
,// A STA w| AL 300 24
200 4, 7 200f | Vd 200 A 2001
‘ 100 / 100 7‘ 100
100 p——
g o o g
100 200 300 400 500 600 700 800 100 200 300 400 500 600 700 800 100 200 300 400 500 600 700 800 100 200 300 420 500 600 700 800
Income Ihcome ncome Income
Upward shift in the consumption Downward shift in the consumption Upward shift in the Downward shift in the
function due to a decrease in function due to an increase in COI'!Sl.ImPtIOI:I functlon.due to consumpt.lon functlpn duetoa
interest rate and an increase in interest rate and a decrease in an increase in population decrease in population
borrowing. borrowing.
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INVESTMENT

N
Investment expenditures (gross private domestic investment)
consist of spending on newly produced nonresidential
structures, such as factories and equipment, changes in
inventories, and residential structures.

J

INVESTMENT DEMAND CURVE shows the amount businesses spend for
investment goods at different possible rates of interest.

Interest Rate

MOVEMENT OF INVESTMENT DEMAND CURVE

A primary determinant that affects investment is therate of interest.

As the rate of interest goes up, fewer investment offers enough profit
16 to warrant undertaking them. In other words, the higher the interest
a rate, the lower the rate of investment. As the interest rate falls,
12 o, opportunities for greater profits increase and investment rises.
N
8 o, A change in investment is caused by a change in real interest rate
A indicated by a movement of points along the investment demand
= | Investmentbc CSUMVe
0 5 10 15 20
Real Investment (millions of pesos) DETERMINANTS OF INVESTMENT
&»
\ ) 8
«
EXPECTATIONS TECHNOLOGICAL CAPACITY COST OF BUSINESS
OF FIRMS CHANGE UTILIZATION CAPITAL GOODS TAXES

Interest rate

Interest rate Interest rate Interest rate
Interest rate

16 16 16

12— 12— 12 - —

«\/A
s — —|— M ==N

- =2 ==72 - = A
A f B I B I s — = =—¥==»
:\! I I N B!
a ; . : a ; :

IS
—Af—-

! 1 i n
I I2 | 1l ! | 172
] ] ] ] ] ]

Rightward shift in the
investment demand curve
due to optimism about
future economic conditions

0 5 10 15 20 0 5 10 15 20 0 5 10 15 20

i Real investment o 5 10 15 20
Real investment Real investment

Real investment

Leftward shift in

Rightward shift in Leftward shift in investment | . Leftward shift in the
investment demand curve | demand curve due to the low ::Itlvrszt?ueen:od;:\rgfegie in investment demand curve
due to high level of rate of capacity utilization due to the increase of

the costs of capital

goods business taxes.

technological innovation
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AGGREGATE DEMAND

Aggregate demand measures the demand for all goods and services
made in an economy. It is equal to the Gross Domestic Product (GDP).

THE AGGREGATE DEMAND (AD) CURVE

The aggregate demand curve (AD) shows the
relationship between the price level and the
level of real GDP, ceteris paribus.

Price level

: The higher the price level, the lower the GDP

——— demanded by households, businesses,
Real GDP government, and foreign sector.
(billions of pesos per year)

THREE REASONS WHY THE AD CURVE IS DOWNWARD SLOPING
( REAL BALANCE EFFECT INTEREST-RATE EFFECT

The negative relationship
between the price level and the
real value of financial assets.

NET EXPORT EFFECT )

The positive relationship The negative relationship
between the price level and the between the price level and the
interest rate. value of net exports in an economy.

DETERMINANTS OF AGGREGATE DEMAND A shift in the aggregate_demand_ curve Is
caused by a change in the individual
components of aggregate expenditures.

W
=]
=)

Price level
Price level
Price level

(=]
Price level
(=]

-
=]
=)

.~ : , ~
~1ADs “EAD’ : ~1ADs

~
~ ADs
15 30 45 60 T T o 15 30 45 60
Real GDP o Real GDP
Increase in Consumption Spending Increase in Investment Spending Increase in Government Spending
Increase in Aggregate Demand

Increase in Aggregate Demand Increase in Aggregate Demand

15 30 45 60
Real GDP

Increase in Net Exports
Increase in Aggregate Demand

GOVERNMENT
SPENDING
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Price level

Price level

AGGREGATE SUPPLY

AGGREGATE SUPPLY is the total amount of all the goods and services

produced by firms in an economy over a given period.

THE AGGREGATE SUPPLY (AS) CURVE

Aggregate supply curve (AS) is the curve that
shows the goods and services that firms in an
economy will sell at a particular price level
during a time period, ceteris paribus.

Price level

A

.5 The AS curve is upward sloping in the short run.
15 30 45 60 75

e The higher the price level, the higher the real
(billions of pesos per year) GDP, and vice versa.

THREE RANGES OF AGGREGATE SUPPLY CURVE

KEYNESIAN RANGE INTERMEDIATE RANGE KEYNESIAN RANGE

The Keynesian
range of the AS curve s
horizontal.

Both prices and costsrise The Classical range reflects
as real GDP rises toward  the vertical segment of the
full employment. aggregate supply

Real GDP curve.

DETERMINANTS OF AGGREGATE SUPPLY A shift in the aggregate supply curve is attributed

by a change in any of the determinants of
aggregate supply.

RESOURCE TECHNOLOGICAL TAXES AND LABOR SIZE
PRICES INNOVATION SUBSIDIES AND QUALITY

AS; AS;

(=]

‘ Decrease in Resource Prices ? Increase in Technological Innovation

t Increase in Aggregate Supply 1 Increase in Aggregate Supply

ECONOGRAPHICS

AS;

AS;
AS:

AS; AS;

Price level
Price level
Price level

. . : 15 30 45 60 :
15 30 45 60 15 30 45 60 15 30 45 60
Real GDP Real GDP Real GDP Real GDP

‘ Decrease in Taxes and ? . . :
InereaseiniSahsidies Increase in Labor size & Quality

f Increase in Aggregate Supply ? Increase in Aggregate Supply
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FISCAL POLICY

FISCAL POLICY is concerned with the use of government spending and
taxes to influence the economy’s spending, employment, and price level.

Government spending pertains to
expenditures made by the
government on the provision of
public goods and services.

Taxes are enforced contributions
levied by the government which
are used to finance government
activities.

EXPANSIONARY FISCAL POLICY

A fiscal policy that increases aggregate
demand. It is used to combat a recession.

@ Increase in government spending

@ Decrease in taxes
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CONTRACTIONARY FISCAL POLICY

Afiscal policy that decreases aggregate demand.
It is used to combat inflation in the economy.

@ Decrease in government spending

@ Increase in taxes
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Government Expenditure
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BUDGET DEFICIT VERSUS BUDGET SURPLUS

A budget deficit exists when government expenditures
exceed government revenues.

A budget surplus exists when government revenues exceed
government expenditures.

A balanced budget occurs when government expenditures
equal government revenues.
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TAXATION

TAXATION is a process by which the government raises revenues purposely used to

promote public welfare and protection of its citizenry.

PRINCIPLES OF TAXATION

Those with higher incomes can pay

T ALS VA more in taxes than those with lower

PRINCIPLE incomes, regardless of the benefits
they receive.

Those who use or benefit from
government expenditures should
pay more tax than people who do
not use it.

CHARACTERISTICS OF TAX

Tax is an
enforced
contribution.

BENEFIT
PRINCIPLE

Tax is levied Tax is
by the law- generally
making body payable in
cash.

Fiscal
adequacy

on income,
transactions

Tax is levied
for public
purposes.

the state which
has jurisdiction
over the person
or property.

Equality or
theoretical
justice

BROAD CATEGORIES OF TAX

DIRECT TAXES
~, Taxes are levied on person’s income and wealth.

Individual Income tax, corporate tax, wealth tax,
M i .
gift tax, community tax, etc.

INDIRECT TAXES
@ Transferable taxes levied on person who
consumes goods and services.

@ Sales tax, excise tax, VAT, custom duty, service tax,
entertainment tax, etc.
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Tax is
proportionate
in character.

OBJECTIVES OF TAXATION

For production of goods
and services

For protection

For redistribution

For sumptuary

STRUCTURE OF TAXES

PROPORTIONAL TAX
Same percentage of income from all
S.

taxpayers, regardless of their earning
STRATEGIES OF LESSENING TAX LIABILITY

low- income than from another person’s hi
income.

REGRESSIVE TAX
Takes a larger percentage from a person'’s N
gh-

earners.

PROGRESSIVE TAX
Takes a larger percentage from high-income
earners than it does from low-income

TAX EVATION

The use of illegal or fraudulent means to avoid
paying or reduce tax liability, which is punishable
by law.

TAX AVOIDANCE

The use of legally permissible means in order to
avoid, which is not punishable by law.




MONEY is defined by Howlett (1994) as anything which people in an
economy are prepared to use and accept in exchange for goods and services.

ud MEDIUM OF EXCHANGE FUNCTIONS OF

Money is a usable instrument for
exchanging goods and services . M ON E y

UNIT OF ACCOUNT

It is used as a yardstick for measuring
and comparing the relative worth of
goods and services.

‘®~ STORE OF VALUE
.v’ / Allows people to transfer  CHARACTERISTICS

purchasing power and hold

money to be held for future OF M ONE Y
EVOLUTION OF MONEY

CoOMMoDITY
MARKET

DIGITAL CASH
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MONETARY POLICY

MONETARY POLICY is an economic policy that is concerned with the economy’s money supply.
It is used to manage inflation, reduce unemployment, and balance currency exchange rates.

Expansionary Monetary Policy Contractionary Monetary Policy

Increasing the money supply in the economy ° Increasing the money supply within the

by lowering interest roates and buying economy by raising interest rates and
government securities by central banks. selling government bonds.

The Demand for Money Money Equilibrium

14
The demand for money indicates the amount

of money people wish to hold given the rates
of interest. When the interest rate increases,
the quantity of money demanded decreases,
and vice versa, ceteris paribus.

Supply of Money

Money
Equilibrium

Interest Rate (%)

Three Motives for Money Demand

1. Transaction Demand |n PN
. o . ' emand Tor ivioney
2. Precautionary Demand
10 20 30 40 50 60 70

3. Speculative Demand . Quantity of Money

(In trillion pesos)

The Equation of Exchange

MV_ P Money supply multiplied by the velocity of moneyis equal
Q to the price level multiplied by real output.

The Money Supply

Money Supply is the amount of money (all the currency and other liquid instruments) in
circulation in the economy.

5.5.-5 é‘] M 1 Includes all currency (bills and coins) plus checkable deposits

M2 Includes M1 plus savings deposits and money market mutual funds

ﬁ‘ M3 Includes M2 plus large time deposits in banks
—
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ECONOMIC DEVELOPMENT

According to Todaro (2015), DEVELOPMENT refers to development as a
multi-dimensional process involving the reorganization and reorientation of the
entire economic and social systems. He continues to argue that development
isaphysicalrealityandastateof mindinwhichsociety has, throughsomecombinations

of social, economic and political process secured the way of obtaining better
life.

ECONOMIC GROWTH

@ Increase in the production level and
national income as measured by GDP

ECONOMIC GROWTH vs. ECONOMIC DEVELOPMENT

MEASURING ECONOMIC DEVELOPMENT

ECONOMIC DEVELOPMENT

& Improvement in the quality of life,
human welfare and social well-being

The Human Development Index (HDI) is an index that measures key dimensions of economic

development. These key dimensions are:

LONG AND HEALTHY LIFE ACCESS TO EDUCATION @ STANDARD OF LIVING

Measured by Measured by Measured by
1 Life Expectancy 2 Mean Years of Schooling 3 Gross Domestic Product

CHARACTERISTICS OF
DEVELOPED COUNTRIES
@ High per capita income

& High standard of living

@ Very low incidence of poverty

& Low level of unemployment m

& Narrow income inequalities

@ Heavy contribution of service & industrial sectors

] Superior technology

ECONOGRAPHICS

ECONOMIC CONCEPTS SIMPLIFIED

CHARACTERISTICS OF
LESS-DEVELOPED COUNTRIES

@ Low per capita income
& Low standard of living
& High incidence of poverty

& High level of unemployment m

& Wider income inequalities

@ Predominance of agricultural sector
& Inferior technol_
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SUSTAINABLE DEVELOPMENT

Sustainable development has been defined in many ways, but the most frequently quoted
definition is from Our Common Future, also known as the Brundtland Report.

SUSTAINABLE DEVELOPMENT is a development that meets the needs

of the present (people today) without compromising the ability of
future generations to meet their own needs. These

THE SUSTAINABLE DEVELOPMENT GOALS

In 2012, the United Nations Conference on Sustainable Development met to discuss and
develop a set of universal that meet the urgent environmental, political and economic
challenges facing the world. Thus, the Sustainable Development Goals (SDGs) were born.
These goals were grown out of the Millennium Development Goals that claimed success in
reducing global poverty while acknowledging there was still much more to do.

The 17 Sustainable Development Goals (SDGs) are a global agenda, adopted by countries
in 2015, with a vision of ending poverty, protecting the planet and ensuring that all people
enjoy peace and prosperity.

1]
POVERTY

SUSTAINABLE . .. .
DEVELOPMENT Mh’l‘

G:‘ALS

GOOD HEALTH QUALITY GENDER
AND WELL-BEING EDUCATION EQUALITY

e NI &

CLEAN WATER DECENT WORK AND INDUSTRY, INNOVATION 1 0 REDUCED
AND SANITATION ECONOMIC GROWTH ANDINFRASTRUCTURE INEQUALITIES
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—
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INCOME INEQUALITY

Income is a major determinant of standard of living that affects the quality of life.

Income Inequality determines that extent of disparity in the distribution of income between
individuals, group of people, or countries.

Inequality can be examined by looking at the size
distribution of income, the distribution of income by
the extent and nature of poverty.

distribution of income, the functional
recipient, the distribution oi wealth, or

100%

20%

Measuring
Income | so% £
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40%
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Main Determinants of
Income Inequality

Distribution of wages
and salaries by
occupation

L

Differences in
household
composition

0,0
(==
Differences in
the geographical
distribution
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The size distribution of income or wealth
can be illustrated by means of LORENZ
CURVE. The percentage of households
is plotted on the x-axis and the
percentage of income is on the y-axis.

The GINI COEFFICIENT determines the
position of the Lorenz curve. It reflects
the ratio of the area between the Lorenz
curve and the 45° line to the total area.
A gini coefficient of 0 means precise
equality while a coefficient of 1 tells a
state of total inequality.

Key Causes of Income Inequality
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POVERTY

POVERTY takes place when people do not meet their basic needs or they do
not have access to sufficient resources.

&k ki

Poverty is the inability of having Poverty is pronounced

choices and opportunities, a deprivation in well-being.
violation of human dignity. — World Bank
- United Nations ’ ,_

ABSOLUTE POVERTY RELATIVE POVERTY

The absence of means or The level of poverty that

Z resources needed for the basic Z changes relative to the standard
well-being. of living of a society or country.

Z Measured using poverty line z Measured using the Gini
Coefficient and Lorenz Curve

CAUSES OF POVERTY

Lack of Scarcity of Recession
Education resources

Unemployment

Income

Inequality Poor

change
‘ g
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ABSOLUTE vs. COMPARATIVE ADVANTAGE

ABSOLUTE ADVANTAGE COMPARATIVE ADVANTAGE

The ability of one trading country The idea that a nation will

to produce a commodity thatis VS specialize in what it can produce
more efficient than the other at a lower opportunity cost than
trading country. any other nation.

COUNTRY COMMODITY (in milliontons) COUNTRY COMMODITY (in millions)

PHILIPPINES @ $$$ CHINA D D

**

SOUTH KOREA m n
" T+
Q,,,,

WV

China has the comparative advantage in
producing laptops and Germany has the
comparative advantage in producing
smartphones.

The Philippines has the absolute advantage
in producing bananas while India has the
absolute advantage in producing rice.

COUNTRIES WITH ABSOLUTE/COMPARATIVE ADVANTAGE

COMMODITIES COUNTRIES COMMODITIES COUNTRIES
Crude Petroleum Saudi Arabia Wheat Russia
Cars Germany Soybeans Brazil
Computers China Rice India
Pharmaceuticals Germany Sugar Brazil
Gold Switzerland Milk New Zealand
Smartphones/telephones | China Chocolates Belgium
Diamonds India Coffee Columbia
Aircraft United States Beef China
Delivery trucks Mexico Nickel Philippines
Human & animal blood | Ireland Lumber Canada
Watches Switzerland Software United States
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INTERNATIONAL TRADE

INTERNATIONAL TRADE is the purchase, sale, or
exchange of goods and services across international

A2 borders. It represents the export and import of goods
and services.

\ ® e Differences in Demand
i

. o Differences in Technology Existence of Economies of
Nations Trade? Scale in Production
Differences in Resource Existence of Government
Endowments Policies

INTERNATIONAL TRADE vs. DOMESTIC TRADE OPEN ECONOMY vs. CLOSED ECONOMY

INTERNATIONAL TRADE is the exchange of
goods and services from one country to
another. This is in contrast to DOMESTIC

An autarkic economy is also known as a
CLOSED ECONOMY because it does not
TRADE, in which exchange of domestic trade with other countries. In contrast,
goods and services occurs between an OPEN ECONOMY is an economy that
different states, regions, or cities within a trades goods and services with other
country. countries.

TYPES OF INTERNATIONAL TRADE

Goods and services that Goods and services are Combination of export and
a domestic economy produced in a foreign import trade which means

that commodities are
produces are sold to country and purchased imported from one country
other countries. by a domestic economy. and exporting it to another

country.

EXPORT TRADE IMPORT TRADE ENTREPOT TRADE

TRADE DEFICIT occurs when the value
of imports exceeds the value of exports.

Balance of Trade
TRADE SURPLUS occurs when the value Exports = Imports
of exports exceeds the value of imports.
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