Production Rule – expand production (from zero) if price exceeds marginal cost and price is greater than minimum average cost.

Rule works because MC falls then rises and therefore intersects AC at the minimum AC.

COMPLEX PRODUCTION AND SPECIALIZATION CREATES TIMING ISSUES
-COSTS INCURRED BEFORE REVENUE IS RECEIVED

NECESSITATES USE OF THE INTEREST RATE TO COMPARE PRESENT COSTS AND FUTURE REVENUES

P = FN / (1+R)N 
COMPLEX PRODUCTION FREQUENTLY IIMPLIES

-OUTPUT LEVELS AND OUTPUT CHARACTERISTICS ARE CHOSEN WELL AHEAD OF ACTUAL PRICES (REFLECTING CONSUMERS’ ACTUAL VALUES) BEING ESTABLISHED.

- LARGE SCALE COMPLEX PRODUCTION CAN OCCUR GEOGRAPHICALLY DISTANT FROM CONSUMPTION

IN AN ENVIRONMENT OF COMPLEX PRODUCTION A SIGNIFICANT ROLE IS AVAILABLE FOR - >

INFORMATION SPECIALISTS WHO CAN CREATE WEALTH BY BETTER LINKING CONSUMER PREFERENCES AND PRODUCER DECISIONS

WE CALL THESE SPECIALISTS

-MIDDLEMEN

-SPECULATORS

FOR MY BIRTHDAY I’M EXPECTING A 19” FLAT SCREEN MONITOR 

I VALUE AT 







$700

PAT LEFFLER BUYS AT COSTCO 

$450
COSTCO GOT FROM TOSHIBA 

$350
TOSHIBA FROM SIWAUN OPTICS 
     $250

MY BROTHER-IN-LAW SAYS I GOT RIPPED OFF SINCE HE COULD BUY DIRECT IN TAIWAN FOR $300.

MIDDLEMEN

-INTERMEDIARIES BETWEEN BUYER AND PRODUCER

-ATTEMPT TO PREDICT DEMAND

-HOLD INVENTORY

-SEEK MOST EFFICIENT SUPPLIERS

-BEAR RISKS OF TASTE CHANGE

-BEAR RISKS OF QUALITY PROBLEMS

(MIDDLEMEN RISK THEIR WEALTH ON THEIR ABILITY TO HAVE THE RIGHT GOODS IN THE RIGHT PLACES AT THE RIGHT TIMES)
EVALUATE -


I’M TOM SHANE
-WE BUY DIRECT FROM ANTWERP.

-WE ELIMINATE THE MIDDLEMAN.

-PASSING ON THE SAVING TO YOU!

TO UNDERSTAND ROLE “SPECULATORS” PLAY IN ECONOMY LET’S EXAMINE THE (SOCIAL) VALUE OF LEARNING ABOUT FUTURE PRICE CHANGES

ASSUME YOU LEARN OF A BACTERIA THAT WILL DESTROY THE WHEAT CROP.

HOW WOULD YOU PREDICT THIS WILL AFFECT THE FUTURE PRICES OF GOODS YOU BUY?

HOW CAN YOU AS AN INDIVIDUAL REACT?

FOR EXAMPLE - BUY LOTS OF BREAD AND FREEZE

YOU ARE A SPECULATOR

SOMEONE WHO RISKS SOME OF YOUR WEALTH ON A PREDICTION OF A PRICE CHANGE

AS YOU AND YOUR FRIENDS “SPECULATE”, WHAT HAPPENS TO THE PRICE TODAY OF WHEAT PRODUCTS?

WHAT EFFECT DOES THIS HAVE ON OTHERS’ INCENTIVE TO CONSERVE?

WHAT HAPPENS TO THE PRICE NEXT SEASON AS YOU AND YOUR FRIENDS BRING YOUR STORED BREAD OUT OF THE FREEZER?

SOCIAL VALUE OF SPECULATION ->

INFORMATION ABOUT FUTURE PRICES IS VALUABLE

CAUSES CONSUMERS TO “SAVE’ LESS VALUABLE CURRENT GOODS CREATING MORE VALUABLE FUTURE GOODS

PROBLEM -

INDIVIDUAL’S INCENTIVE TO OBTAIN INFORMATION ABOUT EXPECTED FUTURE PRICES LIMITED

SOLUTION - 

FUTURES MARKETS

YOU CAN BUY OR SELL TODAY AT A PRICE SET TODAY FUTURE DELIVER OF PRODUCTS

ALLOWS SPECULATORS TO “BET” ON THEIR INFORMATION.  MOTIVATES SPECULATORS TO INVEST IN INFORMATION ACQUISITION

ALLOWS INDIVIDUALS TO “TRADE RISK”

SPECULATORS ARE RISK SPECIALISTS MAKING OR LOSING THEIR WEALTH ON THEIR SUCCESS IN PREDICTION

PRODUCERS SPECIALIZE IN DISCOVERING EFFICIENT PRODUCTION TECHNIQUES AND NEW PRODUCTS.

PRODUCERS DON’T WANT THEIR WEALTH TO DEPEND ON THEIR ABILITY TO PREDICT (E.G.) FUTURE WHEAT PRICES.

FUTURES MARKETS ALLOW PRODUCERS TO TRADE THE RISKS TO THE SPECIALISTS.

GAIS BAKERY

RISK


BUYS 100,000 bu INVENTORY P=$4

50% CHANCE VALUE FUTURE $5  - GAIN  +$100000

50% CHANCE VALUE FUTURE $3  - LOSS  -$100000

SELL 100,000 bu One Month Future


P FUTURE TODAY =$4


IF VALUE FUTURE $5 


 - LOSS  -$100000


IF VALUE FUTURE $3


 -  GAIN  +$100000

SPECULATORS AS INFORMATION SPECIALISTS RISK THEIR WEALTH DAILY ON THEIR PRICE PREDICTIONS.

THEY CONTINUE TO “BET” UNTIL THE PRICE REFLECTS THEIR PREDICTIONS

THE CONCEPT OF EFFICIENT MARKETS

IN DURABLE GOODS MARKETS AND FUTURES MARKETS, THE CURRENT PRICE INCORPORATES THE EXPERTS EXPECTATIONS ABOUT FUTURE DEMAND AND SUPPLY CHANGES

UNLESS JOE CITIZEN KNOWS MORE THAN THE EXPERTS, THERE IS NO ECONOMIC RATIONALE FOR PREDICTING THE FUTURE PRICE

CONSIDER TWO ALTERNATIVE INVESTMENTS

1.  YOU HEAR ON KIRO THAT US AIR HAS RECONSIDERED AND DECIDED TO GO WITH ALL BOEING PLANES OVER AIRBUS.

YOU CONSIDER BUYING BOEING STOCK.

2.  YOUR BROTHER-IN-LAW, THE SITE DEVELOPMENT VP AT BOEING TELLS YOU THAT HE HAS DECIDED TO OPEN A 7X7 PLANT IN SPOKANE

YOU CONSIDER BUYING SPOKANE LAND.

?WHICH INVESTMENT, IF EITHER, HAS THE BETTER CHANCE OF YIELDING AN UNUSUALLY HIGH RETURN?

EVALUATE

WITH THE CONTINUED GROWTH OF BOEING, THE DEMAND FOR HOUSING IN THE PUGET SOUND AREA WILL SOAR.  WE EXPECT TWENTY PERCENT INCREASES IN HOME PRICES.  WE ADVISE “BUY NOW”.

BROUGHT TO YOU BY WINDEMERE REAL ESTATE.
