
Week 2  

Markets and Organisations 

Thee three aspects of organizational architecture are: 

o The assignment of decision rights, the method of 

reward/compensation, and the performance evaluation and business 

unit structure. 

Thinking at the margins refers to using the marginal product, or marginal cost (also 

called incremental) to determine your actions. If the marginal benefit from an action 

outweighs its marginal cost, then it will be profitable to do so (given conditions). 

Indifference curves 

• Indifference curves depict the preferences implied by the utility function (all 

combinations of the two goods/services that yield the same utility).  

• The slope represents he willingness to trade one good for another. 

• The higher the curve the greater the overall derived utility. 

Factors changing the slope of the budget curve: 

• A budget constraint line reflects the feasible combinations given the constraint 

(income or budget). 

• An increase in the budget/income will shift the constraint line (as with a 

decrease). 

• The slope is (-1) times the ratio of the prices of the two goods/services. The 

slope is affected by price changes.  

• Slope = -(Pc/Ps) 

If the indifference curve is steeper than the budget line, the firms will adjust to the 

equilibrium, tangent, position. 

• If the consumption of goods/services if placed on a position on the 

indifference curve that is steeper (above) the budget constraint line, then this 

consumption level will be unsustainable, and consumption will decrease to the 

(combination) point on the indifference curve were maximum utility is drawn 

given the budget constraint. 

 



Week 3 

Consumer Behaviour and Demand  

Rights: 

• A property right is a legally enforceable right to select the use of an economic 

good. 

• Private property rights are attributed to a specific person. Alienable property 

rights are the transferability and ability to sell the right to another private 

person. 

• Property rights are exchanged in free markets through mutually advantageous 

exchange which produce gains from trade (creating value) as each person may 

specialize in a skill, thus deriving more value from the traded good than the 

original owner (vis versa). These gains encourage rights to flow to those who 

are the most productive (value creative) users. 

Specialization and trade: 

• Specialization allows for a more efficient process by the person, allowing 

them to create more value from a resource than another person who was not 

specialized, and thus use that resource more productively than the next 

alternative use. 

• Individuals who have a comparative advantage in producing a good will 

specialize in that production, then trade these goods at market value with 

others who specialize in other production, leading to mutually beneficial 

exchanges due to specialization and each other’s comparative advantages. 

• Firms exist due to the existence of contracting costs. As the allocation of 

resources according to ‘market price’ can be costly in reality, firms exist to 

enable economic activity by allocating resources through administrative 

decisions (which is cheaper). 

The market price of a product will tend to equilibrium: 

• Given supply and demand conditions prices tend to float towards equilibrium 

because if a firm charges a price above equilibrium consumer demand will be 

less than the quantity supplied resulting in a surplus. Similarly, if the price is 

set under equilibrium, the consumer demand will outstrip supply leading to 

shortages.  

 



Consumer surplus, producer surplus and price ceilings: 

• A consumer surplus is the gains from trade to a consumer. It is the aggregate 

difference between what consumers are willing to pay and what they actually 

have to pay. 

• A producer surplus is the gains from trade to a producer.  

 
 

Own price elasticity and total revenue: 

• Demand elasticity is the percentage change in quantity demanded given a 

percentage change in price. Total revenue = price x quantity. 

• If price elasticity is inelastic (<1) a 1% price change will result in a less than 

1% change in quantity demanded and total revenue will increase. 

• If price elasticity is unitary (=1) the change in QD will be the same as the 

change in price and total revenue will remain constant. 

• If price elasticity is elastic (>1) a 1% change in price will result in a greater 

than 1% change in quantity demanded. If an elastic price is increased TR will 

decline, and if an elastic price is reduced, QD will increase as will TR. 

 


