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I.
Unemployment


A person, who is in the labour force, is said to be unemployed if he cannot get a job.

( Labour Force = Population aged 15 or above – Students – Housewives – Retired )

In HK, a person is classified as unemployed if :

· he does not have a job and he does not perform any work for pay or profit during the 

reference week (one week before the enumeration day) ;

· he is available for work and is seeking job (during the 30 days before enumeration).





     The unemployed

Unemployment Rate =




  X  100 %





     The labour force








The labour force

Labour Force Participation Rate =





X  100 %







     Population 15 or above

Under-employment

A person, who is in the labour force, is said to be under-employed if he involuntarily works less than 35 hours a week in H K.

Costs of Unemployment

Economic Costs : Loss of Output, Income, Skill & Experience
With unemployment, the production capacity is not used to its maximum extent. There is a loss in output (and income). Workers lose their experience & skill.

Social Costs : Social Problems & Public Discontent
Whenever people get unemployed, they try to blame the government for the limited vacancy existed in the economy.  They will eventually feel discontent with the existing government and will lead to social disorder.

In those countries with a strong labour union, the union may publicly criticize the government and its officials and gives pressure to them to provide more (unemployment) benefits and compensation to the unemployed workers.

II.
Inflation

Meaning of Inflation

Inflation is defined as a continuous or persistent rise in the general price level. If the rise is a continuous drop instead, it is called deflation.

Whenever inflation exists in an economy, it must be :

· a change in the overall level of prices of goods & services, not just any 1 or some goods or services only ; and

· the rise had to last for a certain noticeable period of time.

Measurement of Inflation & Price Level

Consumer Price Index ( C P I )
In reality, there are so many prices that it would be very difficult to include all goods & services into consideration.

To the consumers or the general public, the prices of consumer goods would affect the general consumption pattern.  Thus, prices of consumer goods are taken as a measure on the general price level.

A CPI is made up of a basket of goods & services on which a group of households normally spends its income.  It is based on a comparison of the prices of that basket of goods & services in any time with that of the base period.

The different prices are multiplied by different assigned weights ( in percent ) to reflect the special expenditure pattern of the group of households within a certain range of expenditure.

Example

	
	Weights (%)
	Prices at base period ($)
	Current prices ($)

	Rice
	10
	17
	10

	Clothing
	30
	22
	20

	Housing
	60
	32
	30


	C P I


	=
	( $ 17 X 10% + 22 X 30%  + 32 X 60% )
	 X 100 %

	
	
	( $ 10 X 10% + 20 X 30%  + 30 X 60% )
	

	
	=
	110 

( We say that inflation is 10 % over the period. )


In H K, there are mainly 3 indexes.  They are the CPI (A) ; CPI (B) ; and HSCPI.  They represent 3 different ranges of monthly expenditures of a percentage of households.  The expenditures set change from time to time also.


GNP Deflator

At any year, the value of nominal GNP differs from the real GNP by the amount of changes in the price level.  Therefore, the ratio of the 2 values can give the overall change in the price level of the period.


In mathematics,

	
	
	Real GNP
	=
	Price index of base year (=100)

	
	
	Nominal GNP
	
	Price index of current year

	
	
	
	
	

	Nominal GNP
	=
	Price index of current year
	=
	GNP Deflator

	Real GNP
	
	Price index of base year 
	
	


The GNP deflator differs from the CPI because it covers all goods & services produced 

currently in a year.  The CPI includes only some consumer prices. The GNP deflator becomes 

a more reliable measure of inflation.


Economic Effects of Inflation


Purchasing Power of Money

With inflation, the same amount of money can buy lesser amount of goods & services.  In economics, we call this a fall in purchasing power of money.

Example

	Month
	Prices of goods and services
	Income

	January
	$ 200
	$ 5 000

	February
	$ 220
	$ 5 500


If the prices represent a change in general price level already, the price level has increased by 10%. The change in income from Jan. to Feb. is also 10%.

The person can only buy 25 units of goods & services in BOTH months.  His real purchasing power ( of money or income ) has not changed.

It is because even though his nominal income increases by 10% ( from $ 5 000 to 5 500 ), he also faces an inflation rate of 10%, making him with no rise in real income.

Inflation leads to a change in the cost of living of the person.


Redistribution of Income

With no anticipation on inflation, a lender will find that his real interest or real interest rate is lowered than the situation without inflation. The case is similar to the case of money income above. Usually, debtors, insurers & bankers gain during inflation. On the other hand, the retired persons, depositors, policyholders and creditors will lose during inflation. 

Income is redistributed from the latter groups of people to the former groups.

Government Revenue From Taxation
Inflation leads taxpayers to pay more taxes by 2 ways, in the case of a progressive tax system.

With inflation, people will ask for higher wages as explained before. Their nominal income increases. As a result, more people become taxpayers. The existing taxpayers will be taxed by higher marginal tax rates.

In the end, the government gains more tax revenue.

Cost of Anticipation
Faced with inflation, people will anticipate the inflation rate to avoid any possible loss. To anticipate anything means to acquire information from the economy. The collection of information is an activity based on the use of resources.

Inflation leads to a waste of resources in the process of anticipation.


Causes of Inflation


Demand–pull Inflation

At full employment, when the level of aggregate demand ( for goods & services ) is greater than the level of aggregate supply ( e.g. the possible reasons include the changes in the components of the aggregate demand, i.e. C,I,G,X ), the excess demand will have a pressure on the prices of current goods & services.  The inflation resulted is called demand-pull inflation.

Some economists argue that inflation is basically a monetary phenomenon, i.e. too much money circulated chasing for too few goods in an economy. Otherwise, the general price level will not rise for a significant length of time.


Cost-push Inflation
The costs of the factors of production may rise because trade unions demand for higher wage rates or the monopolists raise prices.  The increase in cost leads to a rise in the price level and is called cost-push inflation.


Imported Inflation
The prices of imported goods & services, no matter consumer goods or raw materials, will rise also due to the inflation abroad.  Domestic prices would rise as a result and is called imported inflation.


Inflation in HK
HK also experienced inflation because of both external ( imported-inflation ) and internal ( demand-pull ) factors.

There are no single causes as well as single solution for inflation including the case of HK. 

Inflation has become one of the usual phenomenon in many market economies.

During the 1990s in HK, both demand and supply factors affect our inflation rate. Our relatively low interest rate (due to the linked exchange rate system) leads to high investment & consumption expenditures.  The growth in S.E. Asia also stimulates the level of demand.

On the supply side, our servicing industries expand sharply so that the wage level is rising over the years. Many manufacturers chose to move factories to China to avoid the relatively high wage rates in HK.

Many economists suggest that the construction of the new airport even stimulated the inflation rate. 

III. Business Cycles
A business cycle (or trade cycle) refers to the recurrent variations (oscillations) in the level of business activities, represented by the level of real GNP.  In other words, business cycles repeat themselves but they are irregular in their scope and intensity.

There are 4 phases of a business cycle : trough (depression) ; recovery ; peak (prosperity) and recession.



Trough /  Depression
· a relatively low (or negative) growth rate of real GNP ;

· rising unemployment rate ;

· low or falling prices with accumulating inventories ;

· a low level of investment and aggregate demand.


Recovery
· a gradual increase in aggregate demand and investment ( I ) ;

· output rises with unemployed resources being used in production ;

· prices rise mildly with growth rate of real GNP starts to rise.

Peak / Prosperity
· aggregate demand keeps on rising with the economy gets close to full employment ;

· prices rise sharply and investment activities expand.

Recession

· growth rate of real GNP begins to fall ;

· unemployment rate begins to rise but inflation rate is still high.

IV.
Economic Fluctuations in HK

	Recession
	Depression
	Recovery
	Prosperity

	1966 - 67
	
	1968
	1969 – 73

Energy crisis & stock market collapse.

	1973
	1975
	1976

Export growth
	1976 – 81

Unemployment rate below 4% & property market speculation.

	1982

Collapse of property market
	1983 – 85

Sino-British negotiation of HK
	1985

China’s modernization
	1987

Stock market slump.

	1988 – 92

June 4 incident and China’s reform
	1998 – 1999

Asian financial crisis
	2000 (?)
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