Rev-Sum.doc / P. 1

Economics

A Summary : Syllabus Vs Curriculum

Paper  I

1
The scope of economic analysis


(i)
Scarcity and the meaning of competition.


(ii)
Economics as an empirical science : basic postulates and methodology.


(iii)
The meaning of utility, wealth, and income, and the postulate of maximization.



(i)
Scarcity & cost : relationship.



Competition & discrimination : Scarcity ( Choice ( Competition ( Price & Non-price )


(ii)
Concept of rationality.



Basic methodology in economics : hypothesis, assumption, derivation, theory and deduction. 

To grasp the nature of economic analysis.


(iii)
Utility : ordinal approach ; utility maximization.



Wealth, interest & income ( in the topic : Factor Market )

2
The law of demand and the theorem of exchange

(i)
The basic properties of indifference curves, and the money income constant demand curve.


(ii)
The inverse relationship between price and quantity demanded.


(iii)
Use value, exchange value, and the concept of consumer’s surplus.


(iv)
Market demand, the equi-marginal principle, and the gains from exchange.


(v)
The meaning of price as a criterion of allocation under competition.



(i)
Income & substitution effects ( Hicksian approach ) & their implications.



Real income constant demand curve versus money income constant demand curve.



Normal, inferior and Giffen goods.


(ii)
Basic analysis of demand & supply curves with : - price controls ; disequilibrium in the market ; the 

first & second law of demand ; derivation of Marshall ( money income constant ) demand curve.


(iii)
Concept of use value, marginal use value, MUV curve ( income-compensated demand curve ) with 

relation to the ordinary downward-sloping demand curve.



Consumer’s surplus : measurement of it consumer’s surplus by MUV curve and ordinary demand 

curve ; comparison of their measurement.


(iv)
Concept of the benefit-cost analysis : equil-marginal principle & its applications.



Theorem of exchange : - basic concept of efficiency & exchange ; and the presence of transaction 

cost in the case of exchange without production.


(v)
Nature & functions of market.



Functions of price with respect to the resource allocation.

3
Cost & Supply


(i)
The concepts of cost, economic rents, and windfall profits ( quasi-rent NOT required ).


(ii)
The law of diminishing marginal productivity.


(iii)
Cost curves and supply curves ( isoquant analysis NOT required ).


(iv)
Resource allocation under price taking.


(v)
Monopoly pricing (price searching), including perfect and partial (third degree) price discrimination.


(vi)
A simple description of oligopoly and monopolistic competition.



(i)
Concept on cost ( emphasis on the highest-valued option forgone ) as well as real life examples & 

applications.



Concept of economic rents, profit ( unexpected gain ) and the relation between profit, rent & costs.


(ii)
Explanation of the relation between MP & AP curves based on the law.


(iii)
Cost curves with emphasis on MC & (average) variable cost curves.



Relation between MP & MC ; AVC & AP and the derivation of a firm’s supply curve.



Concept of maximization : wealth maximization versus profit maximization.


(iv)
Price-taking model in understanding the equilibrium : P = MC = Minimum AC.



Concept of a supply curve of a firm.


Concept of efficiency & optimal resource allocation in the long run.



The implications of the assumptions of a price-taking market.

(v) Monopoly pricing includes : - perfect and third degree price discrimination with real life examples 

& applications.



Concept of monopoly rent & competition in case of a monopolist.



The consideration of efficiency in case of monopoly with respect to a price-taking market.



The all-or-nothing pricing as one way of extracting consumer’s surplus.


(vi)
A simple idea on them is good enough.

4
Government and economic organizations


(i)
The nature of firm : the organization of production with the presence of transaction costs.


(ii)
Price controls and rent controls.


(iii)
The implications of non-price allocation.


(iv)
The incidence and implications of some common taxes.



(i)
Concept of managerial coordination ( contractual arrangement ) in contrast with market coordination 

( pricing arrangement ) : the nature of firm.



Concept of entrepreneur : a means to monitor performance so as to lower the transaction costs in the 

managerial coordination of a firm.



As a result, the role of profit as a return to the monitoring cost/duty of the entrepreneur.


(ii)
Price & rent control with shortage & excess amount ; the graphical analysis.


(iii)
Non-price allocation includes : queue ; rationing ; first-come-first-served basis ; and the analysis 


with price competition or allocation.


(iv)
Common taxes include : real examples in H.K. ; the concept of tax burden ; tax shift ; and tax equity.

5
The factor market


(i)
The demand for and supply of factors.


(ii)
The determination of wages in price-takers’ markets.


(iii)
The determination of rents.


(iv)
Present value and investment decisions.



(i)
Traditional (neo-classical) approach on the factor market : concept of MRP, VMP of the factors of 

production.



Derivation of the factor demand curve based on the condition : MFC  =  MRP.


(ii)
Wage determination & labour market equilibrium under the price-taking model.



Derivation of the labour supply curve & market supply curve of labour ( factor ).


(iii)
Concept of economic rent, transfer earnings, imputed rents also.


(iv)
Concept of capital & investment ; capital value & discounting ; different types of rates of returns.



Relation between labour & capital : concept of human capital & human capital investment.



Concept of capitalized income on all factors : interest income.



Wealth maximization and income maximization.

6
The problem of social cost


(i)
The meaning of economic efficiency and the Pareto condition.


(ii)
Property rights and the divergence between private and social cost.



(i)
Pareto optimality & the concept of efficiency with the condition of price-taking market.


(ii)
Externality & public good ( its definition and implications ); social and private costs.



Concept of property rights & its implications in competition and resource allocation.



Coase theorem & its implication and applications to real life examples.



Private and common property (resources) explained ; the concept of rent dissipation.



The role of a market and the concept on “ market failure “.

*    *    *

Paper II

7
Income & Employment


(i)
A brief discussion of national income accounting.


(ii)
An elementary Keynesian model of income determination.


(iii)
The consumption function and its properties.


(iv)
Factors affecting investment ( the acceleration principle NOT required ).


(v)
The IS-LM model under given prices.


(vi)
The meaning of unemployment.


(vii)
Causes of unemployment, including the introduction of information or search theory.



(i)
Concept on the equality : National Output  =  Income  =  Expenditure


(ii)
The simple Keynesian model thoroughly understood including :



- concept of planned & realised S & I ;



- equilibrium state & equality between S &  I ;



- the paradox of thrift & the assumption between S & I ;


(iii)
Relation between I & r ; the marginal efficiency of capital and investment.


(iv)
A detailed treatment of the IS-LM model includes :



- derivation of the IS & LM curves ; the exogenous and endogenous variables ; the consideration of 

  product and money market ( in contrast with the simple Keynesian model dealing with a partial 


  equilibrium ) ;



- the effects of fiscal & monetary policies on income & employment shown and analyzed by the IS-

  LM model ;



- the slopes of the IS & LM curves ( and the factors affecting them ) on the effectiveness of the fiscal 

  and monetary policies, i.e. the interest elasticity of investment and the interest elasticity of money 

  demand on the slopes of the IS & LM curves ;



- the role of transaction demand and asset demand for money in relation to money supply and LM 

  curve ( with respect  to the Quantity Theory ) ;



- the multiplier effect on income in case of : a closed economy and an open economy with trade ;



- the concept of public finance and stabilization : hence the meaning and effect of built-in stabilizers



  on income & employment ;



- the extreme cases of the IS-LM model : the liquidity trap in affecting the fiscal and monetary 


  policies ; the implication of a crowding-out effect ;



- the application of the IS-LM model on the analysis of macroeconomic issues.


(v)
Meaning of unemployment, voluntary unemployment and types of unemployment.


(vi)
Search theory : a brief introduction on the concept of a search market with information cost : a state 

of voluntary unemployment.



Phillips curve in the short run and long run to explain the relation between inflation and 



unemployment : money illusion and inflation, inflationary expectation.

8
Money


(i)
The nature and functions of money.


(ii)
Transactions demand for and asset demand for money, and the Quantity Theory.


(iii)
Measurements of monetary aggregates ( various definitions of money supply ).


(iv)
The supply of money ; and deposit creation by commercial banks under a fractional reserve system.


(v)
A simple discussion of the effects of monetary & fiscal policies ( with emphasis on income & 


employment ).



(i)
Emphasis on the ever-changing types of money ; its essential function as a medium of exchange still 

most important.


(ii)
The equation of exchange and the Quantity theory include :



- transaction and income version ; the Cambridge version ( Friedman’s version is optional ) ;



- the effect of money ( based on the quantity theory ) on the LM curve.


(iii)
Factors determining the money supply : central bank and other factors.


(iv)
Concept of monetary base on credit creation.


Effect of monetary policy on the money supply through credit creation as well as contraction ; the 

concept of banking money multiplier.


(v)
Explain the changes in money supply with the quantity theory on the IS-LM model.



The monetary policy in theory and in the case of H.K. : The Exchange Fund.

9
The price level

(i)
The concept of price level and the definition of inflation.


(ii)
The causes and consequences of inflation.


(iii)
Nominal and real rate of interest, and inflationary expectation.



(i)
Concept of price level including the (consumer) price indexes and inflation.


(ii)
Effects of inflation with emphasis on :



- redistribution effects ;



- misallocation of resources on anticipating inflation ;



- inflationary tax of the government under a progressive tax system.


(iii)
Relation between (expected) inflation rate and (nominal) interest rate ; concept of money illusion.

10
International trade and finance

(i)
Gains from trade : the law of comparative advantage.


(ii)
Protectionism versus free trade : an elementary graphical analysis of the effects of tariffs and quotas



( optimal tariffs NOT required ).


(iii)
Balance-of-payments accounting and adjustments.

(iv) Exchange rates : a brief discussion of fixed rates, flexible rates and the H.K. linked rate.



(i)
Principles of comparative advantage  +  Specialization  +  ( International ) Terms of Trade
Trade Theory : Gains from trade - A Macro. Theory

(ii)
Effects of tariffs, quotas and subsidies ; the resulting deadweight loss.


(iii)
Concept of the balance of payments ; its relation with the exchange rate and trade on exports & 


imports.



The adjustment in the foreign exchange market on the value of the balance of payments accounts.


(iv)
Linked exchange rate in H.K. with relation to :



- the free foreign exchange market in H.K. ;



- the money supply in H.K. ( Quantity theory and IS-LM model ) ;



- the market exchange rate adjustment between HK$ and US$ ; HK$ and other currencies ;



- the balance of payments adjustment in H.K.



* An understanding of trade policy, monetary policy and government policy on the exchange rate 

   had to be built up after the revision of this topic.

It should be emphasized that macroeconomic analysis, as different from microeconomic analysis, requires an integrated approach and framework on all the concepts and theories involved.

*

*

*

