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This set of study notes is designed to explain the examinable outcomes in greater depth to assist 

you in passing ECS1501.  That means it does not cover every topic or idea in your study guide and 

text book, but rather gives you fuller information on those concepts that UNISA will test you on in 

the final exams. 

 

If you need additional assistance with your studies please try our study groups, which allow you 

discuss the concepts outlined here, and also to compare and discuss your assignments in a cheat 

free environment.  This improves your understanding, and at the end of the day your marks. 

 

Keep an eye out in September for our Test Prep Packs – online tests that let you practice for exams 

and that also gives you detailed analytics about what you know and don’t know about your 

ECS1501 course!  Now you can study SMARTER instead of studying HARDER!!  See the end of these 

study notes to find out more! 

 

We wish you luck with this subject!! 

 
Table Of Contents 
 

Page  

Page 4 Study Unit 1: About Economics 

Page 8 Study Unit 2: The economic problem 

Page 12 Study Unit 3: The mixed economy 

Page 16 Study Unit 4: Demand, supply and prices 

Page 24 Study Unit 5: Demand and supply in action 

Page 30 Study Unit 6: Elasticity 

Page 34 Study Unit 7: Consumer choice theory 

Page 41 Study Unit 8: Production and cost theory 

Page 46 Study Unit 9: Perfect competition 

Page 51 Study Unit 10: Other market structures 

Page 53 Study Unit 11:The labour market 

 

 

Disclaimer:  Together We Pass is an independent company that is no way affiliated to or sanctioned by 

UNISA.  All our materials are written by our own staff, and are intended as support to assist UNISA 

students to further understand that course material. 

  

mailto:info@togetherwepass.co.za
http://www.togetherwepass.co.za/
http://www.togetherwepass.co.za/unisa-study-groups/
http://www.togetherwepass.co.za/shop/d-f/ecs1501-ecs1016-economics-1a/


 

 

 

© 2013 Together We Pass. All rights reserved. 

  pg. 2 

Study Unit 1: About Economics 
 

Economics in Brief 
 

Economics is the study of how our scarce productive resources are used to satisfy human wants. 
 

Economics is a discipline studying how people choose to use resources (cash, land, buildings etc.) 

to satisfy their daily needs/ wants. It involves the production, distribution and consumption of 

goods and services.   

Economics is primarily concerned with the choices that are made in seeking to use scarce resources 

efficiently.    

As long as the marginal benefit (i.e. additional benefit) is greater than or equal to the marginal cost, 

then a consumer’s choice would be rational. 

 

Wants, Needs and Demand 
 

Wants: Human desires for goods and services, unlimited.  

Needs: Necessities, essential for survival.  

Demand: The amount of a good or service that a consumer wants to purchase at a given price. 

 

A want is something you would like to have. It is not absolutely necessary or essential for survival, 

but it would be a good thing to have. Human wants are unlimited or insatiable.  

A need is something you can't do without.  

A demand for goods and services is only a demand, if those who want to purchase them have the 

ability to do so. 

 

Real life examples: 

A baby needs milk but wants candy. 

Humans need food for survival 

You can demand a cellphone, if you have the money to buy it. 

 

Basic Economic Problem 
 

1. Scarcity  

2. Choice  

3. Opportunity cost 

 

Scarcity is the basic economic problem that arises because people (society) have unlimited wants, 

and the resources to satisfy them are limited.  

Hence, people have to make choices among these limited resources and decide which satisfies 

their needs. 

Opportunity cost of a choice is the value of the best alternative that could have been chosen but 

was not chosen. 

 

The Concept of Opportunity Cost 
 

Opportunity cost is the cost expressed in terms of the next best alternative sacrificed. 
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Opportunity cost of a choice is the value of the best alternative that could have been chosen but 

was not chosen. Everything involves a trade-off, i.e.  'something is given up in favour of something 

else'.   

 

Opportunity cost measures the cost of the best alternative to the decision taken. With every choice 

made by a consumer, opportunity costs are incurred and economists always measure costs in 

terms of opportunity costs – what was given up to as a result of the choice. 

 

 
 

Opportunity cost is illustrated by a negative slope of the curve, which means that more of one good 

can only be obtained by sacrificing the other good. 

As we move along the production possibilities curve from point A to point B through to point F, the 

production of pencil increases while the production of books decreases. To produce 1 pencil, 5 

books have to be sacrificed (from 100 to 95). To produce the second pencil, an additional 5 books 

(95 -90) have to be sacrificed, and so on. 

The opportunity cost of each additional pencil therefore increases as we move along the production 

possibilities curve. 

 

I have a number of alternatives of how to spend my Saturday afternoon: I can go to the Kirstenbosch 

music concert; I can stay home and watch a movie on TV, or go out for drinks with friends. If I choose 

to go to the music concert, my opportunity cost of that action is what I would have chosen if I had 

not gone to the concert - either watching the movie or going out for drinks with friends.  

Note that an opportunity cost only considers the next best alternative to an action, not the entire 

set of alternatives. 
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Production Possibility Curve 
 

Production Possibility Curve (PPC) is a curve that illustrates the production possibilities of an 

economy--the alternative combinations of two goods that an economy can produce with given 

limited resources and technology. 

 

 
 

Producing on any point on the curve (A, B or C) means resources are fully employed, while producing 

inside the curve (D) means resources are underemployed and producing outside the curve (E) is 

unattainable as resources are insufficient. 

 

Suppose an economy produces two goods, wine and wheat. If all resources are allocated to wheat 

production, the economy’s output will be 200 tons of wheat and no wine. Conversely, if all resources 

are allocated to wine production, the output will be 100 barrels of wine and zero tons of wheat. 

Clearly, it will not be in the society’s interest to produce any output within the PPC, either through 

adopting inefficient production techniques or through having some resources unemployed as 

shown in Figure. 

 

Economics as a Social Science 
 

Social Science relates to actual experiences, value judgments or opinions, it studies human 

behaviour.  Economics is a social science because it studies human environment; there is no specific 

(physical) laboratory involved. 
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Micro and Macro Economics 
 

Microeconomics is the study of the individual parts of the economy. It studies the decisions or 

functioning of decision makers such as individuals, households, or firms.   

Macroeconomics is concerned with the economy as a whole. It looks at country and government 

decisions in which unemployment, inflation etc. are studied. 

 

Microeconomics focuses on supply and demand and other forces that determine the price levels 

seen in the economy.  

Macroeconomics studies the behaviour of the economy as a whole and not just on specific 

companies, but entire industries and economies. 

 

Microeconomics would look at how a specific company could maximize its production and capacity 

so it could lower prices and compete better in its industry or consumer decision making and utility 

maximization. 

Macroeconomics would look at the effects of general taxes such as income and sales taxes on 

output and prices. 

 

Positive and Normative Statements 
 

Positive Statements can be proved or disproved by comparing them with facts. Normative 

Statements involves opinions or value judgments. 

 

Positive statements are capable of being verified or refuted by resorting to fact or further 

investigation.                                                                                                             

Normative statements cannot be verified by resort to investigation or research. 

 

“The unemployment rate is currently at 9 percent” is a positive statement, since it conveys factual, 

testable information about a country. 

Statements such as “The unemployment rate is too high” and “The government must take action in 

order to reduce the unemployment rate” are normative statements, since they include value 

judgments and are of a prescriptive nature. 

 

Levels and Rates of Change 
 

Rates of change is shown in percentages. Rates of change refers to how quickly or slowly 

something changes. A rate of change is usually measured in terms of time.                                                                                                                                                            

Level of change refers to by how much something has changed. 

 

If John earns R5 000 and his salary increases by 2%, and Ayanda earns R2 000 and her salary 

increases by 5%, then the rate of increase is 2% and 5% respectively. 

The level of change for John will be 2% of R5 000 = R100, so his salary increased to R5 100. 

The level of change for Ayanda will be 5% of R2000 = R100, so her salary increased to R2 100. 
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Study Unit 2:  The Economic Problem 
 

Central Economics Questions 
 

The three central economic questions are: 

1. What should be produced? 

2. How should it be produced? 

3. For whom should it be produced? 

 

1. What should be produced?  

a. Looks at the market mechanism - only produce goods and services that consumers 

are willing to spend their income on and which can be supplied profitably. 

 

2. How should it be produced?  

a. Asks the question, what factors of production should be employed 

b. Natural resources, Capital, Labour or/and Entrepreneurs.  

 

3. For whom should it be produced? 

a. Involves the equitable distribution of income  

b. The more valuable your contribution and that of the resources you own, the higher 

your income. 

 

Kinds of goods in the economy 
 

1. Consumer 

2. Capital 

3. Final 

4. Intermediate 

5. Private, Public 

6. Free 

7. Economic 

8. Homogeneous 

9. Heterogeneous 

 

Types of goods with examples 
 

1. Consumer Goods - are goods used or consumed by individuals or households to satisfy 

wants. 

Categories of Consumer goods are: 

Non-durable - Only used once (diaper). 

Semi-durable - Limited life-span (Battery). 

Durable - Normally last a number of years (Motorcar). 

 

2. Capital Goods - are used in the production of other goods (Machinery). 

3. Final Goods - Not used in further production. Consumed by households and firms (Bread). 
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4. Intermediate Goods - Purchased to be used as inputs in producing other goods before 

they are sold to end users (Flour). 

5. Private Goods - Consumed by individuals and households and consumption by others can 

be excluded. (Clothes) 

6. Public Goods - Used by the community or society at large (Traffic lights). 

7. Free Goods - Not scarce and have no price (sunshine and air). 

8. Economic Goods - Produced with scarce resources and can command a price in the market. 

9. Homogeneous Goods - Identical (metals, electricity, water). 

10. Heterogeneous Goods - Differentiated goods (cereal). 

 

 

PPC: The points on the curve 
 

Attainable combination of goods – All points on or inside the PPC 

Unattainable combination of goods – All points outside or beyond the PPC 

Efficient combination of goods – All points on the PPC 

Inefficient combination of goods (unemployment) – All points inside the PPC 

 

 
 

Description of the curve: 

With a specific level of resources and specific state of technology, the economy can produce 

different combinations of wheat and wine. However, it cannot produce beyond AE, given its 

available resources. The PPC indicates the maximum attainable combinations of the two goods 

the economy can produce at a given time. 

Point F is also attainable combinations, showing a consumption of 100 tons of wheat and 40 barrels 

of wine, but this combination is inefficient. It means either some resources are idle (unemployed) 

or not fully utilized. 
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On the PPC actual output is equal to potential output. The economy will like to produce at point 

G 180 tons of wheat and 90 barrels of wine. This will be unattainable as there are insufficient 

resources to achieve that level of production. 

Producing the amount of goods that will satisfy consumers’ needs as much as possible using the 

available resources is efficient resource allocation. 

 

 

Production effects on the PPC 
 
A better production technique employed by the firm (using a more technologically advanced 

machine) or increased resources (employing more labour or utilizing existing labour more 

efficiently), will make it possible to produce more goods. This causes the PPC to shift outwards to 

the right. 

 

 
 

Description of the curve: 

A shift in the PPC outwards (from AE to HI) indicates and increase in available resources and /or 

improvement in production techniques, this shift indicates an increase in potential and economic 

growth and vice versa. 
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Factors of production 
 
Factors of production are the goods and/or services used in production.  

The major factors of production are land (natural resources), labour, capital and entrepreneurship. 

Remuneration for the usage of land is paid in the form of rent, for labour in the form of wages, for 

capital as interest, and for entrepreneurship profit is the reward. 

 

 

Land consists of all gifts of nature- water, iron ore, vegetation, forest etc. 

Labour is all human effort – physical or mental, employed in production. 

Capital is the manufactured resources used in the production of other goods and services – 

machines, buildings etc. 

Entrepreneurs are the people who take initiative and manage the other factors of production. 

 

 

Examples: 

1. Capital (machines, tolls and buildings) 

2. Entrepreneurship (people prepared to take calculated risks and who seize opportunities as they 

arise) 

3. Labour (human effort put into the production of goods and services) 

4. Natural Resources ('natural wealth', arable land, mineral deposits etc.) 

 

 

Production techniques 
 

Capital Intensive and Labour Intensive 

Labour intensive technique is the one in which manual labour is used in production of goods. 

Capital intensive technique is the one in which machinery is used to produce goods. 

 

 

 

Capital-intensive processes require a relatively high level of capital investment; these processes are 

more likely to be highly automated and used for large scale production. Capital is a long-term 

investment for most businesses, which includes financing, maintaining and depreciating costs of 

the equipment. 

 

Labour-intensive processes require a relatively high level of labour. These processes are more likely 

to be used to produce on a smaller scale than capital intensive. Recruiting sufficient and competent 

staff ensures long term growth. 

 

 

Sectors where production occur 
 
Primary Sector - Raw materials produced (mining, forestry, fishing) 

Secondary Sector - Manufacturing (canning fruit) 

Tertiary Sector - Services and trade (trade, transport, education)           

Quaternary Sector – Research and development 
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Primary sector: Involves the extraction and production of raw materials, such as coal, wood and 

iron.  

Secondary sector:  Involves the transformation of raw or intermediate materials into goods 

e.g. manufacturing steel into cars, or textiles into clothing.  

Tertiary sector: Involves the provision of services to consumers and businesses, such as baby-

sitting, cinema and banking.  

Quaternary sector: Involves the research and development needed to produce products from 

natural resources. 

 

 

Examples: 

 

A coal miner and a fisherman would be workers in the primary sector. 

A builder and a dressmaker would be workers in the secondary sector. 

A shopkeeper and an accountant would be workers in the tertiary sector. 

Libraries, scientific research, education, and information technology, will form part of the 

quaternary sector. 

 

 

Features of economy types 
 
Traditional Economy:  Economic decisions based on customs and traditions. It is found in rural 

areas where people mainly farm. Bartering or trading replaces currency exchange. 

Command: Participants are told what and how to produce as well as how to distribute by central 

authority. Centrally planned. 

Market Individual decisions and preferences are communicated and coordinated through the 

market mechanism. Market prices are the most important element. 

Mixed Economy: Has characteristics of both command and market. 

 

Privatisation: The transfer of ownership of property or businesses from a government to a 

privately owned entity. 

 
Study Unit 3: The mixed economy 
 
3 major flows in the economy 
 

1. Production  

2. Income  

3. Spending 

 

An increase in the production of goods and services leads to an increase in income which in turn 

increases spending. 

 

Resources are converted into goods and services by business, and in this transformed state, the 

goods go back to consumers. Money flows in the opposite direction from consumers to businesses. 



 

 

 

© 2013 Together We Pass. All rights reserved. 

  pg. 11 

These flows involve two markets in which exchange takes place: the resource or factor market in 

which business buys resources, and the goods and services market in which business sells goods. 

 
Stocks and flows 
 

A Flow Variable is measured over or during a specific period. (Income, profit, loss, investments, 

number of births and deaths). 

A Stock Variable is measured at a particular point in time. (Wealth, assets, liabilities, population and 

unemployment). 

 

Stock:   

  1. Unemployment 

  2. Capital 

  3. Population  

  4. Balance in savings account 

  5. Reserve Bank  

  6. Assets and Liabilities, etc. 

 

Flow:   

1.  Income  

2.  Demand for labour  

3.  Investment 

4.  Profit and Loss, etc. 

 
Household/ firm relationship 
 

 Every individual is a member of a household. 

 Households are the basic units in an economic system. 

 They own the factors of production and sell these factors on the factor markets to firms. 

 In exchange for these services of their factors of production, households receive an income 

in the form of wages, salaries, profit etc. The households then use their income to purchase 

consumer goods and services in the goods market. 

 The goods and services purchased are then consumed to satisfy human wants. 
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Goods and factor markets 
 

Factor markets are where the factors of production (labour, capital, and resources) are traded; 

while goods/product market is where goods and services produced by businesses are sold to 

households. 

 

For example, the labour services of workers are exchanged through factor markets, NOT the actual 

workers (that would be slavery). 

 
Circular flows in the economy 
 

Circular flow of goods and services 
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Households (owners of the factors of production) offer their factors of production for sale on the 

factor market -> Firms purchase these factors of production and use them to produce consumer 

goods and services -> these are offered on sale on the goods market where they are purchased by 

households 

 

 
Circular flow of income and spending (monetary flow - opposite direction) 

Firms purchase factors of production on the factor market from households -> spending by firms 

represents the income (wages, salaries etc.) of the households -> Households, in turn, spend their 

income by purchasing goods and services in the goods market -> spending by households 

represents the income of the firms 
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Study unit 4: Demand, supply and prices 
 
Simple graphs 
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Theory and reality 
 

Reality is how things actually appear rather than imagination, and theory is a set of tested or 

widely accepted statements or principles that are written to explain a group of facts of phenomena 

in the real world, and find patters therein. They are used to predict what will happen in the real 

world. 

 

Ceteris paribus/ equilibrium 
 

Ceteris paribus means "all other things being equal".  

Equilibrium means a state of balance. 

The ceteris paribus assumption is used to isolate the effect one economic factor has on another. If 

this assumption is not in place, it would be difficult to determine cause and effect in the economy. 

Equilibrium is a state in which economic forces are balanced. When economic forces act in opposite 

directions (demand and supply, for example) are exactly equal, the object on which they are acting 

is said to be in a state of equilibrium. Market equilibrium is when demand is equal to supply. 

 
Household/ firms interaction 
 

Households own factors of production sell these factors to firms in the factor market and receive 

rent, wages, salaries, interest and profit. 

 

1) Rent: natural resources 

2) Wages & Salaries: labour 

3) Interest: capital 

 4) Profit: entrepreneurship. 



 

 

 

© 2013 Together We Pass. All rights reserved. 

  pg. 16 

 

Firms combine these factors of production to produce goods and services that are sold in the goods 

markets to households who use the income to purchase services and stock. 

 

Expressing demand 
 

1. Using words:  Demand is the quantity of goods and services that the potential buyers are 

willing and able to buy. 

 
2. Using numbers (demand schedule): a table showing the prices of a good and the quantity 

demanded at each price, all other things being equal. 

3. Using graphs (demand curve): a line which shows the demand schedule plotted as a 

graph. 

4. Using symbols (demand equation) :  Qd = f(Px, Y, T…)   

Qd = f(Px) ….ceteris paribus 

 

Qd = Quantity demanded of good x 

Px = Price of good x 

Y = Income of consumers 

T = Taste of consumers 

 

Law of demand definition 
 

Law of demand states that other things being equal (i.e. ceteris paribus), the higher the price of a 

good, the lower is the quantity demanded, and vice versa. 

 

It states that all other factors held constant (e.g. supply), an increase in demand leads to an increase 

in price, while a decrease in demand leads to a decrease in price. 
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Say the demand for ice cream increases because this year’s summer is too hot, producers of ice 

cream will most likely increase the price of ice cream; while as winter approaches and the weather 

becomes cold, the demand will fall and price will decrease as well. 

 

Demand and quantity demanded 
 

Demand is the will to buy something that someone can afford. This means that if a person is 

interested in a product, it should be within his financial reach.  

 

Quantity demanded is the “specific” quantity of a good that buyers are willing and able to buy at a 

specific demand price at any given point in time. 

Demand refers to the entire relationship between prices and the quantity of a product or service 

that people want at each price. It should be thought of as "the demand curve."  

 

Quantity demanded refers to one particular point on the demand curve (not the entire curve). It 

refers to how much of a product is demanded at one particular price. It is the horizontal distance 

between the vertical axis and the demand curve. 

 

If the price of a product decreases, then the quantity demanded increases, and vice versa. For 

example, when the price of grapes decreases (when they are in season and the supply is higher), 

then more people will purchase grapes (the quantity demanded increases). A quantity demanded 

change is illustrated in a graph by a movement along the demand curve - affected by a change in 

price. 

 

When buyers' incomes increase, the demand (not quantity demanded) for a normal product 

increases. Or when the number of buyers increases, the demand increases, and the price of the 

product increases. A change in demand is shown by a shift in the demand curve to the left or right- 

affected by other determinants other than price. 

 

Movement and Shift in demand 
 

a. A shift in the demand curve is affected by factors like taste and income, and shows a change 

in demand. A movement along the demand curve is affected only by price, and shows a 

change in quantity demanded. 

b. A rightward shift of the demand curve means an increase in the demand for the good or 

service. 

c. A leftward shift of the demand curve means a decrease in the demand for the good or 

service. 
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1. A substitute is a good that can be used in place of another good to satisfy a want. 

Examples include beef and lamb, tea and coffee, butter and margarine etc. 

2. A complement is a good that can be used jointly with another good to satisfy a want. 

Examples include cars and petrol, bread and butter, coffee and milk etc. 

3. A normal good is a good that a person will be more likely to buy the higher their income 

becomes.  
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4. An inferior good is a good a person will be less likely to buy the higher their income 

becomes. 

 

An increase in the price of the good will result in an upward movement along the demand curve 

and a fall in quantity demand and vice versa. 

An increase in the price of a substitute good will result in a rightward shift of the demand curve 

and an increase in demand and vice versa. 

An increase in the price of a complement good will result in a leftward shift of the demand curve 

and a fall in demand and vice versa. 

An increase in income will result in a rightward shift of the demand curve for a normal good and 

an increase in demand. 

 

Individual and market demand 
 

An individual demand refers to the demand for a product by a single consumer, but market demand 

refers to the total demand for a product by all consumers who purchase that product. Market 

demand is the aggregate of individual demands. 

 

 

The main determinants of individual demand are: 

1. The price of the commodity. 

2. The tastes and preferences of the individual or household. 

3. The price and nature of substitute goods. 

4. The price and nature of complementary goods. 

5. The income of the household.  

6. Expectations of future prices.  

7. Climate and weather 

 

The determinants of market demand are:  

1. The size of the market - a larger market means more demand. 

2. The various determinants of individual demand. 

 

Law of supply 
 

The law of supply states that other things being equal (ceteris paribus), the higher the price of 

a good, the higher is the quantity supplied, and visa versa. 

The law of supply states that producers are able and willing to sell more as the price increases. 

 
Expressing supply 
 

Supply is the total amount of a good or service available for purchase at any specified price. 
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Qs = f(Px, Py, Pf, T…) 

Qs = f(Px) … ceteris paribus 

 

Qs – Quantity supplied 

Px – Price 

Py – Price of alternative outputs 

Pf – Prices of factors of production 

T – Technology 

 
Supply and quantity supplied 
 

Supply is the amount of a product available to consumers, affected by other factors other than 

price, like technology and number of firms. Quantity supplied is the amount of goods and services 

available to consumers at a specific price. 

 

Supply refers to the entire relationship between prices and the quantity of a product or 

service that producers will sell at each price. It should be thought of as "the supply curve."  

 

Quantity supplied refers to one particular point on the supply curve (not the entire curve). It 

refers to how much of a product is supplied at one particular price. It is the horizontal distance 

between the vertical axis and the supply curve. 

 

Movement and shift in supply 
 

Movement along a given supply curve is caused by a change in price. A shift in the supply curve is 

caused by changes in factors of production, technology, number of firms. 
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 An increase in the price of the good will result in an upward movement along the supply 

curve and an increase in the quantity supplied and vice versa. 

 An increase in the price of a substitute good will result in a leftward shift of the supply 

curve and a decrease in supply and vice versa. 

 An increase in the price of a complement good will result in a rightward shift of the 

supply curve and an increase in supply and vice versa. 
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Determinants of supply 
 

Determinants of Individual supply are:  

 Price of the product 

  Price of alternative products  

 Price of factors of production  

 Expected future prices  

 State of technology  

 

Determinants of market supply are:  

 Government policy 

 Natural disasters  

 Joint products and by-products  

 Productivity 

 
Equilibrium: the goods market 
 

The market is in equilibrium when the quantity demanded is equal to quantity supplied. When the 

market is in equilibrium the consumers and suppliers have agreed on price, the quantity demanded 

is equal to the quantity supplied. The price at which this occurs is equilibrium price at any other 

price it is disequilibrium and forces are set in motion to move the market towards equilibrium. 

 

The market is in equilibrium when the quantity demanded is equal to the quantity supplied. 

At any other price there will be disequilibrium – excess demand or excess supply. 

 

When the quantity demanded is greater than the quantity supplied, there is excess demand 

or a market shortage at a particular price. 

When the quantity supplied is greater than the quantity demanded, there is excess supply or 

a market surplus at that particular price. 

 
Function of prices 
 

Rationing function:  prices serve to ration scarce supplies of goods and services to those who 

really want them.  

The Rationing function focuses on the question of limited resources vs. unlimited wants. 

The Allocative function: describes the what, when and for whom to produce.  

The Allocative function shows factors of production where to allocate resources. 
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Study unit 5: Demand and supply in action 
 
Change in equilibrium (graph) 
 

If the demand and the supply of a product both increase, then the equilibrium quantity increases 

but the change in the equilibrium price is uncertain. 
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If the demand of a product increases and the supply decreases, then the equilibrium price increases 

but the change in the equilibrium quantity is uncertain. 

If the demand of a product decreases and the supply increases, then the equilibrium price 

decreases but the change in the equilibrium quantity is uncertain. 

If the demand and the supply of a product both decrease, then the equilibrium quantity decreases 

but the change in the equilibrium price is uncertain. 

 

Figure 1 – Increase in demand 

An increase in demand from D1D1 to D2D2 will result in equilibrium price increasing from P1 to P2, 

while equilibrium quantity increases from Q1 to Q2. There is an upward movement along the supply 

curve from a to b. 

 

Figure 2 – Decrease in demand 

A decrease in demand from D2D2 to D1D1 will cause both equilibrium price and equilibrium 

quantity to fall, to P1 and Q1 respectively. There is a downward movement along the supply curve 

from b to a. 

 

Figure 3 - Increase in supply 

An increase in supply from S1S1 to S2S2 will cause the equilibrium price to fall to P1, and the 

equilibrium quantity to increase to Q2. There is a downward movement along the demand curve 

from f to e. 

 

Figure 4 – Decrease in supply 

A decrease in supply from S2S2 to S1S1 will cause equilibrium price to increase to P2 while the 

equilibrium quantity falls to Q1. There is an upward movement along the demand curve from e to 

f. 
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Related markets interaction 
 

 
 

The original demand, supply, equilibrium price and equilibrium quantity are represented by DD, SS, 

P0 and Q0. A simultaneous increase in demand (rightward shift of the demand curve) and decrease 

in supply (leftward shift of the supply curve) raises the price of the product. The impact on the 

equilibrium quantity depends on the relative magnitude of the changes.  

A relatively equal change in demand and supply and the quantity remains unchanged. 

A relatively larger change in supply than the change in demand and quantity falls. 

A relatively larger change in demand than the change in supply and quantity increases. 

 

Government intervention 
 

Maximum prices (price ceiling)  

This involves putting a limit on any increase in prices.  

Consequences:  

 shortage (excess demand)/  

 prevent market mechanism from allocating/  

 black market activity. 

 

Minimum prices (price floor)  

This involves the government setting a lower limit for prices.  

Consequences:  

 surplus (excess supply)/  

 artificially high prices/  

 farms owned by big companies benefit/  



 

 

 

© 2013 Together We Pass. All rights reserved. 

  pg. 27 

 inefficient producers are protected/  

 disposal of surplus - further cost. 

 

Price Floors are minimum prices set by the government for certain commodities and services that 

it believes are being sold in an unfair market with too low of a price and thus their producers 

deserve some assistance.  

 

Price Ceilings are maximum prices set by the government for particular goods and services that 

they believe are being sold at too high of a price and thus consumers need some help purchasing 

them. 

 

An example of price ceiling is rent control set by government. In order to provide more affordable 

housing the government often sets a price ceiling on rents. The rationale behind this is to ensure 

for tenants there will be affordable housing for those who cannot afford the current market price.  

The minimum wage is an example of a price floor. This is the lowest wage that an employer is 

allowed to pay a worker. 

 

Agri-prices and farmer income 
 

The prices of agricultural products generally fluctuate much more than those of manufactured 

goods. This is because agricultural goods are affected by factors such as weather, season and 

perishability. This makes supply vary considerably. As supply varies, prices vary, even if demand 

conditions do not change. 

 

 
 

DD represents the demand for wheat and S1S1 the supply of what in year 1 (a year when harvest 

was bad due to bad weather). The equilibrium price and quantity are P1 and Q1 respectively. 

Farmers expect prices to be high in year 2 as well and so they plant more wheat. S2S2 represents 
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the supply of wheat in year 2. The equilibrium quantity increases to Q2 but the price falls to P2. 

Farmers’ total income from wheat in year 2 (0P2E2Q2) is lower than in year 1 (0P1E1Q1). 

 

 

Study unit 6: Elasticity 
 
The concept of "elasticity" 
 

Elasticity is a measure of how a change in one economic variable (e.g. price), will affect others (e.g. 

quantity demand). 

It is the measure of responsiveness of a dependent variable to change in an independent 

variable. 

For example, if the price of a McDonald’s big mac increases from R20 to R25, this will reduce its 

quantity demanded, ceteris paribus. (Price elasticity) 

 

Price elasticity of demand 
 

Price elasticity (ep) of demand is the measure of responsiveness of a change in quantity 

demanded to a change in price. 

o It measures the extent of movement along the demand curve, i.e. by how much will a 

change in price of a good or service affect the quantity demanded. 

o Assuming the price of South African Airways flight tickets from Cape Town to Johannesburg 

reduces, the quantity demanded is sure to increase. Price elasticity measures this change 

in quantity demanded as a result of the price increase. 

 

Applying elasticity formula 
 

The formula for the Price Elasticity of Demand (ep) is: 

Ep = (% Change in Quantity Demanded)/(% Change in Price) 

• If the price-elasticity of demand is greater than 1, then the demand is elastic. 

• If equal to 1, then the demand is unit elastic. 

• If less than 1, then the demand is inelastic. 

 

Demand is elastic if the percentage change in the quantity demanded is higher than the percentage 

change of price. So a price elasticity of 1,5 shows that the quantity demanded for the good responds 

considerably to changes in the price. 

 

Demand is unit elastic if the percentage change in the quantity demanded equals the percentage 

change of price. 

 

Demand is inelastic if the percentage change in the quantity demanded is less than the percentage 

change of price. 

 

Given the following information for prices of a bottle of wine and the quantity demanded: 

Old price = R55 

New price = R45 

Old quantity demanded = 150 
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New quantity demanded = 200 

Applying the formula Ep = (% Change in Quantity demanded)/ (% Change in Price) 

% Change in Quantity Demanded = (New Qdd – Old Qdd) / Old Qdd 

% Change in Price = (New price – Old price) / Old price 

 i.e. [(200 – 150)/150]/ [(55-45)/45] 

Ep = 1,5 

This shows that consumers of wine are relatively sensitive to a change in price. 

 
Ep on a linear demand curve 
 

At any point above the midpoint the elasticity is greater than one and at any point below the 

midpoint the elasticity is less than one. 

The price elasticity of demand is different at each point along the curve, varying from infinity (∞) 

where it meets the price axis to zero where it meets the quantity axis. 

 

 

 
Arc and point elasticity 
 

The arc elasticity of demand refers to the relationship between changes in price and the subsequent 

change in quantity demanded. Arc elasticity measures elasticity at the midpoint between the two 

selected points. 

Point elasticity of demand takes the elasticity of demand at a particular point on a curve (or between 

two points) 

 

The arc elasticity formula is used if the change in price is relatively large. It is more accurate a 

measure of elasticity than simple ''price elasticity''. 
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Arc elasticity of demand = [Q1 - Q0 / (Q1 + Q0/2)] / [P1 – P0 /(P1 + P0/2)] 

 

Q0 is the initial quantity demanded. 

Q1 is the new quantity demanded. 

P0 is the initial price. 

P1 is the new price. 

 

Formula for point elasticity of demand is: 

% Δ Q / Q 

———— 

% Δ P / P 

 

Ep and total revenue 
 

Total revenue (TR) of a firm is a function of the price the firm gets for its product and the quantity 

sold.  

TR = Q x P  

If the price elasticity of demand is elastic (greater than 1), then that means that the quantity change 

is more than the price change.  So total revenue (price times quantity) will decrease for a price 

increase, and increase for a price decrease. 

 

In summary:  

 

Elastic demand, price increase: total revenue decreases 

Elastic demand, price decrease: total revenue increases 

Inelastic demand, price increase: total revenue increases 

Inelastic demand, price decrease: total revenue decreases 

Unit elastic demand: total revenue does not change 

 

Categories of Ep 
 

1. Perfectly inelastic demand; ep = 0, Q does not change when P changes, TR changes with P 

(incentive to suppliers to raise prices).  

2. Inelastic demand; ep lies between 0 and 1, % change in Q is smaller than % change in P. TR 

changes in same direction as P. 

3. Unit elastic demand; ep = 1, % change in Q is = to % change in P, TR remains unchanged.  

4. Elastic demand; ep lies between 1 and infinity, % change in Q is greater than % change in P, TR 

changes in opposite direction to P (incentive for suppliers to lower prices). 

5. Perfectly elastic demand; ep = infinity, Indeterminate Q at given P. 0 will be demanded at even 

fractional change in P, When P increases, Q falls to 0; therefore TR also falls to 0. 

 

Perfectly inelastic demand: refers to a situation where consumers tend to purchase a fixed 

amount of the product, irrespective of the price. 

Inelastic demand: refers to a situation where the quantity demanded changes in response to 

changes in price, but the percentage change in the quantity is less than the percentage change in 

the price of the product. 

Unit elasticity: where quantity demanded is exactly equal to percentage change in price. 
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Elastic demand: where a change in price leads to a more than proportionate change in quantity 

demanded. 

Perfectly elastic demand: refers to a situation where consumers are willing to purchase any 

quantity at a certain price, but any little increase in the price and quantity demanded falls to zero. 

 

Supply and different demand Ep’s 
 

The impact of a change in supply when demand curves display different price elasticities.    

If supply increases the equilibrium price and quantity as well as the total revenue for a relatively 

elastic demand curve will be greater than that of a relatively inelastic demand curve. 

With a decrease in supply the opposite will happen. 

 

The determinants of price elasticity of demand (in other words, 
why price elasticity varies among different products) 
 

The determinants of price elasticity of demand (in other words, why price elasticity varies among 

different products):     

1. Availability of substitute goods: the closer the substitutes available, the higher the elasticity 

is likely to be.  

2. Percentage of income: the higher the percentage of the consumer's income, the higher the 

elasticity tends to be. 

3. Necessity: the more necessary a good is, the lower the elasticity.  

4. Duration: for most goods, the longer a price change holds, the higher the elasticity is likely 

to be.  

5. Brand loyalty: an attachment to a certain brand can cause more inelastic demand. 

6. The existence of complementary goods: the price elasticity of highly complementary goods 

tend to be low. 

7. Durability and reparability of the commodity: the more durable the good, the more elastic 

it will be. 

8. Number of uses for the commodity: the greater the number of uses of a product, the 

greater the price elasticity. 

9. Habit of the people (Addiction): products that are habit forming will have a relatively low 

price 

 

Income elasticity of demand 
 

Income elasticity of demand is the responsiveness of a change in quantity demanded to a change 

in price. 

 

Income Elasticity of Demand (Ey) = % change in quantity demanded / % change in income. 

 

The income elasticity of demand shows the relationship between income and demand. A positive 

income elasticity indicates a normal good and a negative income elasticity exists for an inferior 

good. 

 

Normal goods (necessities and luxury) have a positive income elasticity of demand so as income 

increases more is demanded at each price level.  
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Necessities: Demand increases with income, but less than proportionately. This is usually because 

we have a limited need to consume additional quantities of necessary goods as our standards of 

living rises.  

Examples - toothpaste, juice etc.  

 

Luxuries: Demand increases more than proportionately to a change in income. Luxuries are items 

we can (and often do) manage to do without during periods of below average income and falling 

consumer confidence. In a recession or economic slowdown, these items of discretionary spending 

might be the first victims of decisions by consumers to rein in their spending and rebuild savings 

and household financial balance sheets.  

Examples – designer clothes, fine wines etc. 

 

Inferior goods have a negative income elasticity of demand. Demand falls as income rises. In a 

recession the demand for inferior products might actually grow (depending on the severity of any 

change in income and also the absolute co-efficient of income elasticity of demand).  

Examples – margarine, frozen vegetables etc. 

 

Cross elasticity of demand 
 

Cross elasticity of demand is the percentage change in the demand for one good due to a 

percentage change in the price of another good 

 

Ec = (% Change in Quantity Demand for Good X)/(% Change in Price for Good Y) 

 

 

o If two goods are substitutes, we expect to see consumers purchase more of one good when 

the price of its substitute increases. Similarly if the two goods are complements, we should 

see a price rise in one good cause the demand for both goods to fall. 

o A substitute good exists if an increase in the price of one good causes an increase in 

demand for the other good. 

o A complement good exists if an increase in the price of one good causes a decrease in 

demand for the other good. 

 

 

Study unit 7: Consumer choice theory 
 
The indifference approach 
 

Assumptions:  

1. Completeness: A consumer is able to rank all the possible combinations of goods and services in 

order of preference.  

2. Consistency: Consumer choices are consistent with a simple postulate of rationality. If a 

consumer prefer A to B and B to C, then when confronted consumer will prefer A to C as well. 

3. Non-satiety: Consumers simply prefer more to less. A consumer will prefer more in terms of 

quantity of a good than less. 
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Indifference curves 
 

A diagram showing equal levels of utility (satisfaction) for a consumer faced with various 

combinations of goods. The combinations are equally desirable to the consumer and so the 

consumer is indifferent about them. It is a curve which shows how consumers would react to 

different combinations of two products. 

 

 
 

W, X, Y and Z are all combinations of good A and good B between which the consumer is indifferent. 

By joining the points an indifference curve is obtained. All points on the indifference curve 

represent combinations of the two products which yield the same level of consumer satisfaction. 

 

Law of substitution 
 

The law of substitution (or diminishing marginal rate of substitution) states that the scarcer a good 

becomes, the greater its substitution value will be.  

It is a proposition that no good is absolutely irreplaceable, that given a set of prices, consumers 

will substitute other goods for it. 

 
Marginal rate of substitution 
Marginal rate of substitution:  the rate at which an individual must give up a good in order to obtain 

one more unit of another good, while keeping their overall utility (satisfaction) constant. 

The marginal rate of substitution is calculated between two goods placed on an indifference 

curve, which displays a frontier of equal utility for each combination of the two goods. 

As such, the marginal rate of substitution is always changing for a given point on the 

indifference curve, and mathematically represents the slope of the curve at that point. 
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MRS = MUx / Muy, i.e. marginal utility of good x / marginal utility of good y 

 

As a consumer moves downwards from left to right along the indifference curve, the marginal rate 

of substitution (which is equal to the slope of the curve) decreases – the law of substitution can also 

be called the law of diminishing marginal rate of substitution. 

 
Indifference curve properties 
 

1. Always negatively sloping downward from left to right. It slopes downward because as the 

consumer increases the consumption of commodity X, he has to give up certain units of 

commodity Y in order to maintain the same level of satisfaction. 

2. It is always convex to the origin. This shows that as the consumer substitutes commodity X 

for commodity Y, the marginal rate of substitution of X diminishes for Y along an 

indifference curve. 

3. Indifference curves never intersect each other.  It is because at the point of tangency, the 

higher curve will give as much as of the two commodities as is given by the lower 

indifference curve. 

4. Indifference Curves do not touch the Horizontal or Vertical Axis. The consumer purchases 

combinations of different commodities and is not supposed to purchase only one 

commodity. 

 

It is possible to draw an infinite number of indifference curves for any consumer’s choice between 

two goods – this collection of indifference curves is called an indifference map. 

 

Budget lines 
 

Budget Line is a line which shows the various combinations of two products that can be bought 

using a given income. 
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The line BL shows all the possible combinations of wine and potatoes that the customer can afford 

to purchase for R20 (R5 xR4). 

 

Consumer equilibrium (graph) 
 

Determine consumer equilibrium graphically using indifference curves and budget lines. 
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The consumer is in equilibrium (i.e. obtains the highest affordable level of satisfaction) where the 

highest indifference curve just touches the budget line. This point of tangency is indicated by B on 

indifference curve U2. Points on U1 are attainable (i.e. affordable) but yield less satisfaction than 

points on U2. Points on U3 yield greater satisfaction but are unattainable (i.e. not affordable). 

 

Income, price and equilibrium 
 

Illustrate graphically how a change in income and in price, change consumer equilibrium 
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Increase in Income 

The original equilibrium is at B on indifference curve U1. If income increases, the budget line shifts 

parallel to the right and a new equilibrium B1 is obtained on a higher indifference curve U2. By 

joining B and B1 we obtain an income-consumption curve. 

 

Increase in Price 

The original budget line is QbQm and the original equilibrium is B on indifference curve U2. When 

the price of wine increases, the budget line swivels to QbQm and a new equilibrium B1 is reached 

on a lower indifference curve U4. By joining B1 and B we obtain a price-consumption curve. 

 
Demand curve derivation 
 

Use the changes in the price of a product to derive the individual demand curve of the product 
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Description of Graph: 

The impact of an increase in the price of sweets is illustrated in (a). The original budget line is QBQM 

and the original equilibrium is B on indifference curve U2. When the price of meat increases, the 

budget line swivels to QBQ’M and a new equilibrium B’ is reached on a lower indifference curve U4. 
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By joining B’ and B we obtain a price-consumption curve. The increase in the price of sweet leads 

to a reduction in the quantity of sweet demanded. This relationship is shown in (b), which is the 

individual demand curve. 

 

Study unit 8: Production and cost theory 
 
Types and goals of firms 
 

Individual (or sole) proprietorships: is owned by a single person who is the sole decision maker, is 

legally responsible and receives the entire profits. 

Partnerships: is a business organization in which two or more individuals manage and operate the 

business. Both owners are equally and personally liable for the debts from the business. 

Companies (Private or Public): is any entity engaging in business, whose identity is legally separate 

from those of the owners. 

Close corporations: is a business company owned either by non-governmental organizations or by 

a relatively small number of shareholders or company members which does not offer or trade its 

company stock (shares) to the general public 

 

The goal of the firm is to maximize profit 

o Profit maximization stresses on the efficient use of capital resources. An unprofitable firm 

cannot continue to exist in the long run. 

 
Revenue, cost and profit 
 

REVENUE 

 Total revenue is the total value of a company’s sales. TR=P x Q 

 Average revenue is the total revenue per unit of output. AR=TR/Q 

 Marginal revenue is the increase in revenue from selling one more unit of a product. MR= 

ΔTR/ΔQ 

 When there is an increase in amount of quantity produced; 

 TR increases when MR is positive and vice versa. 

 TR remains unchanged when MR is zero. 

 AR increases when MR is greater than AR and vice versa. 

 AR remains unchanged if MR is equal to AR. 

 

COST 

 

o Economists measure costs in terms of opportunity cost i.e. the best alternative forgone.  

o Explicit costs or accounting costs are monetary payments for goods, services and all factors 

of production. 

o Implicit costs or opportunity costs are costs not reflected in monetary payments. 

o Total Economic Costs: Explicit costs + Implicit costs 

o Total cost is the total economic cost of production. 

o Average cost is the production cost per unit of output. AC = TC/Q 

o Marginal cost is the change in the total cost that arises when the quantity produced changes 

by one unit. MC = ΔTC/ΔQ 
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As quantity produced increases; 

 TC increases when MC is positive and vice versa. 

 AC increases when MC is greater than AC and vice versa. 

 AC remains unchanged when MC is equal to AC. 

 AFC = TFC/TP or TFC/Q 

 AVC = TVC/TP or TVC/Q 

 

PROFIT 

 Profit is the surplus remaining after total costs are deducted from total revenue. 

 Total or Accounting profit = TR – Total explicit cost.  

 Economic (or abnormal or supernormal) profit = TR - economic cost (Explicit + Implicit 

including normal profit)  

 Normal profit is the minimum level of profit required to keep factors of production in their 

current use in the long run. 

 Economic loss = TR < economic cost (i.e. negative economic profit). 

 

Short run and long run 
 

o The short run is a period of time in which the quantity of at least one input is fixed and 

the quantities of the other inputs can be varied.  

o The long run is a period of time in which the quantities of all inputs can be varied. 

 
Fixed and variable inputs 
 

 Variable inputs are inputs whose quantity can be changed in the time period under 

consideration (short run as well as in the long run), like labour.  

 Fixed inputs are inputs whose quantity cannot be changed in the short run, like capital. 

 

Cost concept relationships 
 

Fixed cost is the cost that remains constant irrespective of the quantity of output produced.  

Variable cost is the cost that changes when total output changes.  

Marginal cost (MC) is the increase in total cost when one additional unit of output is produced. 

 

As quantity produced increases; 

TC increases when MC is positive and vice versa. 

AC increases when MC is greater than AC and vice versa. 

AC remains unchanged when MC is equal to AC. 

 
The law of diminishing returns 
 

The law of diminishing returns states that as more of a variable input are combined with one or 

more fixed inputs in a production process, the marginal product of the variable input will eventually 

decline. 

The law of diminishing marginal utility states that as the quantity of a good consumed increases, 

eventually each additional unit of the good provides less additional utility--that is, marginal utility 
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decreases. Each subsequent unit of a good is valued less than the previous one. The law of 

diminishing marginal utility explains the negative slope of the demand curve and the law of 

demand. 

 

Cardinal utility is a theory that states that utility can be measured and the measurable quantity 

aggregated across individuals. It quantitatively measures the preference of an individual towards a 

certain commodity. Numbers assigned to different goods or services can be compared. 

Ordinal utility is a theory that states that it is not possible to compare utility between individuals, 

or find the total utility for society.  

 

Weighted marginal utility is the marginal utility per unit divided by the price per unit (MU/P). 

 

C 

A consumer is in equilibrium when his weighted marginal utility (i.e.MU/P) is the same for all the 

goods in question. MUa/Pa =MUb/Pb= MUc/Pc =…=MUz/Pz 

(i.e. MU of good a/Price of good a =MU of good b/Price of good b, etc.) 

 
Drawing product curves 
 

TP increases as long as MP is positive, but falls once MP becomes negative. AP increases if MP is 

above it, reaches a maximum where it is equal to MP and then falls when MP is below it. 

TP is S-shaped. As the variable input is increased, TP increases from zero at an increasing rate, then 

at a decreasing rate, reaches a maximum point and then decreases. 

AP and MP are inverted U-shaped. As the variable input is increased, they rise at declining rates, 

reach maximum points and then decrease at increasing rates. 

MP reaches its maximum before AP reaches its maximum. 

Before AP reaches a maximum, MP lies above AP. 

MP equals AP at its maximum point. 

MP equals zero where TP reaches its maximum. 

After the maximum point of AP is reached, MP lies below AP. 
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Drawing cost curves 
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There is only one marginal cost curve MC, but there are three average cost curves: average fixed 

cost AFC (which falls as output increases), average variable cost AVC (which falls, reaches a 

minimum and then increases), and average total cost AC (which falls, reaches a minimum and then 

increases too). Both the AVC and AC reach a minimum where they are intersected by MC. 

AVC, AC and MC are U-shaped. As TP increases from zero, they start at high values, decline at 

decreasing rates, reach minimum points and then increase at increasing rates. 

AC lies above AFC and AVC, because it includes them both. The vertical distance between the AC 

and AFC curves is equal to AVC, and the vertical distance between the AC and AVC curves is equal 

to AFC. As AFC declines, the vertical distance between AC and AVC becomes smaller. 

MC reaches its minimum point before AVC. 

AVC reaches its minimum point before AC. 

MC equals AVC and AC at their respective minimum points. 

 

Short run production and cost 
 

A firm's cost structure depends on the productivity of its inputs (given the prices of the inputs). In 

other words, the shape of the unit cost curves is determined by the shape of the unit product 

curves. When marginal product (MP) is increasing, the marginal cost (MC) of producing a good is 

falling, but when MP declines MC increases. 
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Study unit 9: Perfect competition 
 
Define perfect competition 
 

Perfect competition is a market where no participants are large enough to have the market 

power to influence the price of a homogeneous product. 

 
Perfect competition conditions 

o There must be a large number of buyers and sellers of the product. 

o No government intervention 

o No collusion between sellers. They all act independently. 

o Perfect knowledge of market conditions by all buyers and sellers. 

o Identical products i.e. all goods must be homogeneous. 

o Buyers and sellers have freedom of entry and exit. 

o Mobile factors of productions. 

 
Why study perfect competition? 

 Give reasons why perfect competition is studied if it is only approximated in a small 

percentage of markets.   

 Perfect competition serves as a benchmark against which to measure real-life and 

imperfectly competitive markets. 

 

Demand curve under perfect competition 
 

A perfectly competitive firm has a perfectly elastic demand curve. This means it can increase its 

sales without affecting the current price of the product and it also implies that it cannot charge a 

price higher than the current market price. 
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Demand curve under perfect competition 
 

Draw the demand curve for the product of a firm under perfect competition. 
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The graph shows that the price of the product is determined in the market by demand and supply. 

The firm can sell its total output at that price, as indicated by the horizontal line (demand curve for 

the product of the firm). The firm’s average revenue AR and marginal revenue MR are equal to the 

price of the product. D=AR=MR=P 

 

Firms marginal and average cost curves 
 

Draw the marginal and average cost curves of a firm 

 

 

 
The short-run equilibrium condition 
 

In the short run there are four conditions of equilibrium of firm: Abnormal profit, normal profit, 

loss minimizing or shut down. 

 

 Abnormal profit: is any profit achieved in excess of normal profit - also known as 

supernormal profit. 

 Normal profit: is the minimum level of profit required to keep factors of production in their 

current use in the long run. 

 Loss minimizing or shut down: price is less than average variable cost at the quantity that 

equates marginal revenue and marginal cost. 

 

Shut–down rule is that a firm should produce only if total revenue is equal to, or greater than, total 

variable cost. 

 

Profit-maximizing rule is that firms should produce that quantity of the product where profits are 

maximized, or losses minimized. Profit is maximized where MR = MC 

When MR > MC, output should be expanded. 

When MR < MC, output should be reduced. 

 

Profit maximisation 
 

 Explain why profits are only maximised along the rising part of the marginal cost curve. 

 As long as marginal revenue > marginal cost, total profits will be increasing (or losses 

decreasing).  

 The profit maximisation output occurs when marginal revenue = marginal cost. 
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Economic profit/loss and normal profit 
 

Distinguish and graphically illustrate whether a firm is making an economic profit, a normal profit 

or an economic loss. 
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In (a) the firm makes an economic profit, equal to CPE1B.  

In (b) the firm just breaks even. It earns a normal profit but no economic profit. 

In (c) the firm incurs an economic loss, equal to C3P3E3B. 

If the price P (=AR) lies above the minimum AVC (not shown in the figure) the firm will continue 

production in the short run. If it lies below the minimum AVC, the firm will close down. 

Firm and market supply curve 
 

The supply curve is upward sloping because the marginal cost curve is upward sloping, i.e. because 

marginal cost increases as output increases. The rising part of the firm’s MC curve above the 

minimum of AVC is the supply curve of the firm.  

The market supply curve is obtained by adding the supply curves of the individual firms horizontally. 

 

Long-run equilibrium position 
 

o The industry will only be in equilibrium in the long run if all firms are making normal profits. 

o In the long run, new firms can enter and existing firms leave the market and all factors of 

production are variable.  

o When firms are making economic profits (more), this will induce new firms to enter the 

industry and when this happens, the market (or industry) supply will increase, thus reducing 

the market price, ceteris paribus.  

o The industry will only be in equilibrium in the long run if all firms are making normal profits. 

 

 
Study unit 10: Other market structures 
 
Differences and similarities 
 

Perfect competition:  

Large numbers of buyers and sellers, free entry and exit, homogeneous product, perfect knowledge 

of market conditions, collusion is not possible, horizontal (perfectly elastic) demand curve, normal 

profits.  

 

Monopoly:  

One seller, no substitute products, entry to market is blocked, individual demand curve equals the 

market demand curve.  

 

Monopolistic competition:  

Differentiated product, large number of firms, no barriers to entry, downward sloping demand 

curve, normal profits.  

 

Oligopoly:  

A few large firms dominate the market, high degree of interdependence, homogeneous or 

heterogeneous product, downward sloping demand curve. 
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Criteria for different market structures 
 

1. Number of firms 

2. Entry or exit (Mobility) 

3. Nature of the product 

4. Availability of information 

5. Control over price 

6. Collusion 

7. Shape of the demand curve for the product of the firm 

 

Monopolist short run equilibrium 
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Study unit 11: The labour market 
 
Labour market and goods market 
 

Labour market:  

This deals with the labour resources such as hiring and firing, where services are bought and sold. 

Goods market:  

This deals with goods and services, consumption spending, imports and exports. 

Transferability:  

1. Labour services are not transferable and goods are fully transferable. 

2. Labour is always rented and goods are sold. 

3. Labour is affected by a wide range of non-economic factors like age, marital status. 

4. Labour is employed by means of contracts. 

5. Labour cannot be classified or standardized unlike goods. 

 

Nominal (or money) wages and real wages 
 

Nominal wages: amount of actual money received.  

 

Real wages: wages that have been adjusted for inflation. 

 
Perfectly competitive labour market 
 

 

Requirements: 

1. There must be a large number of buyers and sellers. 

2. No government intervention. 

3. Labour must be homogeneous, i.e. all workers must have identical skills. 

4. Workers must be able to freely move from one job to another. 

5. Perfect knowledge of market conditions – wages and job conditions. 

6. Perfect competition in the goods markets. 

 

Perfectly competitive labour market 
 

 Explain, with the aid of a diagram, equilibrium in a perfectly competitive labour market. 
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 The equilibrium wage rate (We) (i.e. the price of labour) and the equilibrium quantity (Ne) 

(i.e. the level of employment) are determined by the interaction of supply and demand.  

 Equilibrium occurs when the quantity of labour demanded is equal to the quantity of labour 

supplied. 

  

Shift in market supply of labour 
 

o A shift of the market supply curve is caused by a change in any of the non-wage 

determinants of that particular type of labour:- 

o Entry of new workers into the market. 

o A decrease in the number of workers. 

o Change in the wages in other occupations. 

o Non-monetary aspects of the occupation like holiday benefits. 

 
The individual firm's demand for labour 
 

The firm's demand for labour. The firm's demand for labour is a derived demand; it is derived from 

the demand for the firm's output. If demand for the firm's output increases, the firm will demand 

more labour and will hire more workers. If demand for the firm's output falls, the firm will demand 

less labour and will reduce its work force. 

 
Profit where; MRP equals the wage rate 
 

As long as the MRP (Marginal revenue product) is equal to the wage rate (w), i.e. as long as each 

additional worker's contribution is equal to the cost of hiring the worker, it will be in equilibrium. 
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Profit is maximized where the marginal benefit to the firm (MRP) is equal to the marginal cost of 

labour (Wage rate). MRP = w 

Marginal revenue product (MRP) describes the increase in total revenue of the firm as a result of 

the employment of an additional unit of labour, which is the marginal physical product (MPP), is 

multiplied by the marginal revenue (MR). MRP = MPP x MR 

For a perfectly competitive firm, MR = P 

Therefore, MRP = MPP x P 

 
Shift in market demand curve of labour 
 

 Change in the number of firms 

 Change in the price of the product 

 Change in MPP 

 Availability of a substitute for labour 

 Change in the price of a substitute factor of production 

 Change in the price of a complementary factor of production 

 

Changes in labour market equilibrium 
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Imperfect labour market 
 

Characteristics of imperfect labour market and reasons why labour markets can be imperfect 

 

 There is only one buyer of labour (monopsony). 

 Workers are organized in a trade union which acts as the supplier of labour. 

 Labour is heterogeneous. 

 Government intervention through minimum wages, etc. 

 Labour is not completely mobile. 

 Employers and employees have imperfect knowledge of market conditions. 
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Reasons include: 

o Trades Unions 

o Discrimination 

o Difficult to measure productivity  

o Firms may be Non Profit Maximizers  

o Wages will vary due to geographical differences  

o Poor information 

 

Categories of trade unions 
 

Craft unions:  

Organize their members by trade and they restrict their membership by requiring long 

apprenticeships. (E.g. Electricians) 

 

Industrial unions:  

Organize workers (both skilled and unskilled) by industry. They attempt to organize workers at 

various levels of skill, including unskilled and semiskilled workers. (E.g. National Union of 

Mineworkers (NUM). 

 
Trade unions: increasing wage rate 
 

Diagrams showing the three ways in which a trade union can try to increase the wage rate 
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Trade unions can attempt to raise the wage rate by;  

 

1. Restricting supply (illustrated by a leftward shift of the supply curve to S1S1. 

2. Enforcing a higher disequilibrium wage (where the union succeeds in raising the wage rate 

to w2, which is higher than the equilibrium wage). 

3. Assisting firms to raise the demand for the product of the industry (where the union in 

conjunction with the firms succeeds in raising the demand for the product of the industry. 

This results in derived demand for labour to increase to D1D1. The wage rate and level of 

employment also increases). 

 

The imposition of a minimum wage 
 

The impact of the imposition of a minimum wage (that is, government intervention in the labour 

market) in a perfectly competitive labour market. 
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The imposition of a minimum wage at Wm decreases the quantity of labour demanded to Nm and 

thus causes unemployment equal to the difference between Ne and Nm. At the minimum wage 

Wm there is an excess supply of labour equal to the difference between N1 and Nm. 

 

 

There, that’s everything!! 
That covered everyone outcome listed in the UNISA textbook.   

All the staff at Together We Pass hope you found these notes useful. 

 

If you feel you need more help please do not hesitate to contact us: 

www.togetherwepass.co.za 

Email:  info@togetherwepass.co.za 

Tel:  021 447 5288 

 

And remember, our online tests for exam preparation come out early next month. 

These will give you: 

 Online mock exams with automatic marking 

 Analytics on what sections you understand and don’t understand 

 Theory to fill in gaps where you do not yet understand the content 

 

Contact us for more information, and to pre-book your mock exams 

 

Good luck for the term, and we hope to hear from you soon! 

 

http://www.togetherwepass.co.za/unisa/
http://www.togetherwepass.co.za/
mailto:info@togetherwepass.co.za
mailto:info@togetherwepass.co.za?subject=ECS1501%20exam%20prep

