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Wk1: Key concepts
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• Identify specific situations where economic theory 
can be applied.

• Apply economic theory to analyse issues rather 
than simply describe observed economic 
behaviour.

• Critically evaluate decisions made by individuals 
or businesses using economic theory.

• Employ economic theory and analysis to generate 
possible solutions for strategic issues being faced 
by individuals or businesses.

• Understand and use the language of economics 
appropriately

• Foster a healthy skepticism of economists.

• “Economics has become the word of the evening”
ABC Newsreader after Joe Hockey ‘loyalty’ speech

• Lectures do not follow textbook chapters

Assessment

• Newspaper reviews x 2 (40%, 8 May 2017)

• Group presentation (15%, as allocated)
In today’s tutorial we will choose groups

• Major essay (45%, 22 May 2017)

Newspaper reviews

• Option to submit the first review by Friday, 
7 April 2017 at 10pm to get early feedback and 
improve your second review. 

• Both reviews must include self-assessment.
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Group presentation Essay

• Major assessment item. Individual.

• We will note talk about SWOT, PESTEL, Five 
Forces approaches in class. These are tools for 
‘casting about’ for potential strategic issues facing 
your firm.

Tutorials
• Cover practical applications of the lecture material.

• Explanations of various assessment items covered. 

• Examples of critiquing news articles demonstrated.

• Further explore lecture concepts and their 
applications in the business environment. An ability 
to apply economic theories to your organisation is 
the essential component for your 45% assignment. 

Textbook

• Hubbard,R.G.,Garnett,A.M.,Lewis,P.,& O’Brien, 
A.P. (2012). Essentials of Economics 3rd edition. 
Pearson Australia.

• Any textbook that is about economic principles or 
similar will do the trick. We will not follow closely. 
Though this one has good Australian examples. 

What is economics?
A. Limited to market activities (buying assets, 

commodities, or services). 

B. It shows how society should be organised 
according to free-market principles. 

C. Very wide, requiring the existence of choice 
because things are scarce. 

D. Very wide, requiring the existence of competitive 
behaviour. 

Micro v macro

• Microeconomics concerns small parts of the 
economy (society?) in isolation, without considering 
the flow-on effects. 

• Macroeconomics deals with aggregate production 
and trade, usually at a national level. It must 
consider the countervailing or accentuating flow-on 
effects from individual choices.
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Week 1: Core concepts

• Opportunity cost (value of next best alternative)

• Marginal analysis (don’t think average!)

• Economic surplus (utilitarianism)

• What is a market?

• Absolute vs comparative advantage & specialisation

Opportunity cost
• Value of the next best alternative not chosen for 

the same overall resource inputs.

• It is about ‘seeing the unseen’. We don’t make 
choices comparing something to nothing, but 
something to something else!

• Economics is about trade-offs due to scarcity!

• What about when there are many alternatives?

• How does it differ from accounting cost?
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Example
• You have a business choice to make. You can either:

1. Continue to collect rent of $2000 per week from a 
commercial property you own, or 
2. You can stop renting the property, move in to 
occupy the property, then start work on your own 
new venture. 

• You expect new venture revenues to be $3,500 per 
week, with other operating expenses being $1,200 
per week. 

Logical conclusion

• If you are going to optimise a choice amongst 
alternatives, you minimise the opportunity cost

• Or equivalently, maximise the net benefit over the 
opportunity cost.
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Decisions at the margin
• Are the incremental gains to one activity (marginal 

revenue) higher than the incremental gains from an 
alternative (marginal cost)?

• Cost = opportunity cost unless otherwise stated

• If MR > MC then…

• If MR < MC then…

• Ignore percentages! 

Sunk costs

• Historic costs that have been incurred and will not 
change based on the current decision

• Do not try to “rescue” past expenses!

Marginal benefit
• If you can sell 10 donuts for $20, and sell 11 donuts 

for $21.50, the marginal benefit of the 11th donut:

= (change in total benefit) / (one extra unit)
= ($21.50- $20) / (11-10) donuts
= $1.50

for the 11th donut sold 
= Marginal Revenue 

Marginal cost
• If you can produce 10 donuts for $18, and sell 11 

donuts for $18.50, the marginal cost of the 11th 
donut:

= (change in total cost) / (one extra unit)
= ($18.50- $18) / (11-10) donuts
= $0.50

for the 11th donut sold.

Average cost
• = (total cost) / (total units)

= $18 / 10
= $1.80
on average for the first 10 donuts.

• The choice to produce the 11th would consider 
these costs as sunk. 

• Based on marginal analysis, $1.50 MB > $0.50 MC

• Different choice to thinking in averages.

Economic surplus
• The difference between the incremental cost and 

benefit (marginal benefit minus marginal cost)

• Remember to include opportunity costs -
economics is not accounting!

• Benefits are maximised by making choices that 
minimise opportunity cost.

• How do we minimise opportunity cost to make this 
course more efficient?
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Diminishing marginal returns

• The more of something is consumed, the less 
satisfying it each additional (marginal) unit.

https://janav.files.wordpress.com/2013/10/totalmarginalutility1.png

“A Market”

• “a group of buyers and sellers of a good or service 
and the arrangement by which they come together 
to trade”

• Which market is relevant?

Example

• You work for Betta, an electronics and appliance 
store. You are assessing the threat of JB HiFi, 
which has seen recent record profits.

• Are they a threat?

• What is really being asked - are they ‘in your 
market’?

Markets
• We think mostly of product differentiation.

• But markets seperate based on other factors 
(products become less substitutable)

• For example, location and service levels/brands

• Sometimes markets are broader than products -
they are the human need that can be satisfied by 
many different products.

Question

• Would it be more efficient to have one bakery in 
Brisbane?
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Advantage
• Absolute advantage

Ability of an individual, firm, or country to produce 
more of a product or service than competitors using 
the same amount of resources. 

• Comparative Advantage 
Ability of an individual, firm, or country to produce a 
product or service at a lower opportunity cost than 
other competitors. 

• Crusoe on his desert island has to divide his time 
between two activities, fishing and gathering 
coconuts. Devoting more time to fishing implies less 
time for coconuts; the opportunity cost of one more 
fish is the number of coconuts forgone.

• Next, Crusoe meets Man Friday, who also fishes and 
gathers coconuts. Man Friday is less productive at 
both tasks, but especially at gathering coconuts; when 
it comes to fishing he is only slightly worse than Crusoe. 

• Having met, should they continue to work in isolation? 
Since Crusoe is more efficient in everything, could it be 
in his best interests to continue to go it alone?

Opportunity cost of 
fish (in coconuts)

Opportunity cost of 
coconuts (in fish)

Crusoe 1.43 0.7

Friday 1 1

Daily output Fish Coconuts

Crusoe 7 10

Friday 6 6

• Five jobs need doing at a Nimbin commune. 

• How do we optimise task allocation?

Task Max Min Mean Your 
guess

Group 
total

Specialised 
group total

Pick bananas
(stems) 10 3 6

Pick berries
(buckets) 10 2 5

Cut firewood
(kgs) 30 10 20

Sew clothes
(No. repairs) 12 3 7

Property 
repairs
(No. of 12 2 4

• What if production is inter-related and specialisation 
decreases productivity in other areas?

• Production function requires all other inputs.

Task Max Min Mean Your 
guess

Group 
total

Specialised 
group total

Pick bananas
(stems) 10 3 6

Pick berries
(buckets) 10 2 5

Cut firewood
(kgs) 30 10 20

Sew clothes
(No. repairs) 12 3 7

Property 
repairs
(No. of 12 2 4
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Predictions
• Standard: Countries should specialise 

• 70% of exports from industrialised countries go to 
other industrialised countries…These facts appear 
to be inconsistent with comparative advantage 
theory
(Pugel, 2007)

• Actual: Large aggregates (regions, countries) 
should seek diversity of economic production to 
make them robust

Answer

• Probably not

• Specialisation at micro level - each bakery gets very 
good at a few things

• Diversification at macro level - many different 
bakeries all specialise (an ecology of specialists)

Recap

• Opportunity cost (value of next best alternative)

• Marginal analysis (don’t think average!)

• Economic surplus (utilitarianism)

• What is a market?

• Absolute vs comparative advantage & specialisation


