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FORMULAS - GDP

1. NDP@ market price =GDP@ market price – CCAs (Depreciation)

2. NDP@ factor cost =GDP@ factor cost – CCAs

3. NNP@ market price =GNP@ market price – CCAs

4. NNP@ factor cost =GNP@ factor cost – CCAs

5. Per Capita NDP@ market price = NDP@ market price/Population

6. Per Capita NDP@ factor cost = NDP@ factor cost/Population

7. Per Capita NNP@ market price = NNP@ market price/Population

8. Per Capita NNP@ factor cost = NNP@ factor cost/Population

9. GDP@ market price =GDP@ factor cost – Subsidies + Indirect Taxes

10. GDP@ factor cost =GDP@ market price + Subsidies -Indirect Taxes

11. GNP@ market price =GNP@ factor cost – Subsidies + Indirect Taxes

12. GNP@ factor cost =GNP@ market price + Subsidies - Indirect Taxes
Other Macro

Subsidies: are government expenses that are generally extended to business firms, farmers among other groups to defray their production costs or to reduce prices for consumers. Subsidies are also called negative taxes because they impose expenses on government budgets instead of contributing revenues.

Indirect Taxes: are government revenues that result from taxes that are not received directly from the earned incomes of households, businesses etc. Thus sales taxes, highway tolls, excise taxes etc are forms of indirect taxes as opposed to direct taxes that are extracted from earned incomes.

Market prices: are the prices at which goods and services are sold in various markets to households and firms. Thus GDP@ market price for example refers to the total final output of all final goods and services produced within the national frontiers of a country by its citizens and the foreign residents who reside within those frontiers that are sold at market prices in various markets.
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	· So many buyers and sellers in the market, no one of them can influence price

· Homogeneous goods

· Perfect knowledge

· Perfect mobility

· No barriers to entry or exit


	· Has market power, and can decide price OR quantity sold (not both)

· Either no substitutes for the goods, or high barriers to entry

· Monopolist may use price discrimination


	· High interdependence between firms

· A lack of price competition in the market

· Lack of price competition leads to different forms of non-price competition taking place, such as branding and advertising

· Price is determined by a price leader or by collusion
	· Monopolistic competition exists when all conditions for perfect competition exist except for homogeneous goods

· Goods are slightly different in some way (technical or economic)

Abnormal prices may exist in the short-term but cannot last for a long-time
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Total product
Maximum quantity of output that can be produced from a given combination of inputs

Marginal product of labor (MPL) is the change in total product (ΔQ) divided by the change in the number of workers hired (ΔL)

Average fixed cost (AFC) = Total fixed cost per unit of output produced

Average variable cost (TVC) = Total variable cost per unit of output produced

Average total cost (TC) = Total cost per unit of output produced


Total Fixed Cost 

(TFC)

Total Variable Cost 

(TVC)

Total Cost 


(TC=TVC+TFC)

Average Fixed Cost 

(AFC=TFC/Q)

Average Variable Cost 
(AVC=TVC/Q)

Average Total Cost 

(AC=AFC+AVC)

Marginal Cost 


(MC= ∆AVC/∆Q)

According to whether the LRATC decreases / does not change / increase as output increases, there are three types of issues:

· Economies of scale (decreasing LRATC) at relatively low levels of output

· Constant returns to scale (constant LRATC) at some intermediate levels of output

· Diseconomies of scale (increasing LRATC) at relatively high levels of output

· LRATC curves are typically U-shaped

· When the marginal product of labor (MPL) rises (falls), marginal cost (MC) falls (rises)

· Since MPL ordinarily rises and then falls, MC will do the opposite—it will fall and then rise

· Thus, the MC curve is U-shaped

· At low levels of output, the MC curve lies below the AVC and ATC curves

These curves will slope downward

· At higher levels of output, the MC curve will rise above the AVC and ATC curves - These curves will slope upward

· As output increases; the average curves will first slope downward and then slope upward - Will have a U-shape

· MC curve will intersect the minimum points of the AVC and ATC curves
· For some output levels, LRTC is smaller than TC

· Long-run total cost of producing a given level of output can be less than or equal to, but never greater than, short-run total cost (LRTC ≤ TC)

· Long-run average cost of producing a given level of output can be less than or equal to, but never greater than, short–run average total cost (LRATC ≤ ATC)
· Long-run Average Cost (LAC) curve is U-shaped.   

· The envelope of all the short-run average cost curves; driven by economies and diseconomies of size.

· Long-run Marginal Cost (LMC) curve Also U-shaped; it intersects LAC at LAC’s minimum point.
Opportunity Cost Principle - The economic cost of an input used in a production process is the value of output sacrificed elsewhere.  The opportunity cost of an input is the value of foregone income in best alternative employment.

Implicit vs. Explicit Costs

Explicit costs – costs paid in cash  

Implicit cost – imputed cost of self-owned or self employed resources based on their opportunity costs.

Theory of Production - deals with the relationship between the factors of production and the output of goods and services.
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PROFIT = Total Revenue – Total Costs
Break even point is the total output or total product the business needs to sell in order to cover its total costs.
Profit-maximizing quantity of output is reached when marginal cost and marginal revenue are equal.
Law of Variable Proportions
In the short run, output will change as one input is varied while the others are held constant.
Consumer behaviour:-  
· The value a consumer places on a unit of a good or service depends on the pleasure or satisfaction he or she expects to derive form having or consuming it at the point of making a consumption (consumer) choice. 

· In economics the satisfaction or pleasure consumers derive from the consumption of consumer goods is called “utility”. 

· Consumers, however, cannot have every thing they wish to have. Consumers’ choices are constrained by their incomes.

· Within the limits of their incomes, consumers make their consumption choices by evaluating and comparing consumer goods with regard to their “utilities.”
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· Consumers are utility maximizers

· Consumers prefer more of a good (thing) to less of it. 

· Facing choices X and Y, a consumer would either prefer X to Y or Y to X, or would be indifferent between them. 

· Transitivity: If a consumer prefers X to Y and Y to Z, we conclude he/she prefers X to Z

· Diminishing marginal utility: As more and more of good is consumed by a consumer, ceteris paribus, beyond a certain point the utility of each additional unit starts to fall.
· The two effects of a price change:

· Income effect:

· Normal good  (-)

· Inferior goods (+)

· Substitution effect 

· Buying less X and substituting it with Y until the optimizing condition is restored (-) 

· (As Px increases,  Qx decreases
Consumer Surplus

· The difference between what a consumer is willing to pay for an addition unit of a good and the market price that he/she actually pays is referred to as “consumer surplus”.

· The area between the demand curve and the price (line) measures the total consumer surplus. 
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