Information and market power (2.10-2.11)

International Baccalaureate - IB Diploma - Economics - HL

Vocabulary in context

Word

Example

& asymmetric information

/ e1s'metrik ,infa'meifn/

I

market power /makit 'pave/

oo market structures

& adverse selection
Jeed'vas st'lekfn/

& moral hazard /morsl 'hazed/
Q, screening

(‘A’) signalling /signaln/

@ warranty

ﬁ government regulation
4+ excess /ek'ses/

total revenue /'tootl 'revenju:/

There is asymmetric information when the seller
knows more than the buyer.

A firm with market power can influence its selling
price.

Market structures differ in how many firms there
are and how easy it is to enter.

Adverse selection happens when risky people are
the most keen to buy insurance.

Moral hazard happens when insured people take
more risks.

An insurer uses screening to find out how risky a
customer is.

A degree is a form of signalling: it shows employers
your skills.

A warranty promises to repair the product if it
breaks.

Government regulation can make sellers tell buyers
about risks.

An insurance excess is the first part of the cost that
you pay yourself.

Price times quantity sold gives total revenue.
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Word Example

= average revenue Average revenue is revenue per unit sold.

/'@evridz 'revanju:/

marginal revenue Marginal revenue is the extra revenue from one
/'ma:dznl 'revenju:/ more sale.

+ marginal cost /madzmnlkost/ Marginal cost is the extra cost of producing one

more unit.

average total cost Average total cost is total cost divided by output.
/'evridz 'tavtl kost/

M profit maximisation Profit maximisation means making the gap between
/'profit meksimar zetfn/ revenue and cost as large as possible.

normal profit /noml 'profit/ A firm making normal profit earns just enough to

stay in business.

(\JG) abnormal profit Abnormal profit is profit above normal profit.
@ loss /lvs/ A firm makes a loss when total costs exceed total
revenue.

l\?l allocative efficiency Allocative efficiency means making exactly what
/' zelokatrv r'fifansi/ society wants most.

b productive efficiency Productive efficiency means making goods at the
Jpra'daktrv 1'fifansi/ lowest cost per unit.

g)\ perfect competition In perfect competition, many small firms sell the
/'p3:fekt kompa'tifn/ same product.

= homogeneous /homs'dziniss/ Homogeneous products are all the same, such as

wheat from different farms.
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Word Example

@ barriers to entry High start-up costs can act as barriers to entry.

/'beerioz tv 'entri/

price-taker /prars 'teiko/ A price-taker accepts the market price.

z O

monopoly /msnopsli/ A monopoly is the only seller in a market.

T

substitutes /sabstitjuts/ Tea and coffee can be substitutes.

0

price-maker A price-maker has some control over its selling price.

WM economies of scale Large firms gain economies of scale, so each unit
/1'konamiz ov skeil/ costs less.

9 patents Patents protect inventions and can restrict entry.
network effects Network effects make a phone app more useful as

more people join.

A deadweight loss /'dedwert los/ A tariff causes a deadweight loss that nobody gains.

A research and development Research and development can create better
/ri's3itf end di'velapmant/ products.

‘;4 dynamic efficiency Dynamic efficiency means products and methods
/dar'nemik ('fifansi/ get better over time.

g natural monopoly Water supply is a natural monopoly: one firm can
/'nzetforal ma'nopali/ do it most cheaply.
% subsidy /sabsidi/ A subsidy is money from the government that lowers

a firm’s costs.
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Example
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monopolistic competition
/ma'nopalistik kompa'tifn/

product differentiation
/'prodakt difs,renfi'erfn/

non-price competition
/non prats kompa'tifn/

excess capacity /ek'sesko'pasiti/

OllgOpOly /pli'gopali/

interdependence /mtodr'pendons/

game theory /gem '6rri/

dominant strategy
/'dominent 'streetadzi/

Nash equilibrium
/neef ikwi'libriam/

collusion /ke'lu:zn/

cartel /ka'tel/

tacit collusion

Hairdressers are in monopolistic competition:
many firms, each a little different.

Product differentiation makes buyers see one brand
as distinct.

Better service is a form of non-price competition.

A firm has excess capacity when it could make much
more than it does.

In an oligopoly, a few big firms control the market.

Interdependence means each firm’s choices affect its
rivals.

Game theory studies decisions when outcomes
depend on others’ choices.

A dominant strategy is best whatever the rival does.

At a Nash equilibrium, no player can do better by
changing their choice alone.

Collusion lets firms coordinate choices to reduce
competition.

OPEC is a cartel: its members agree how much oil to
produce.
OPEC

In tacit collusion, firms keep prices high without
ever agreeing to.
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price leader

price war

concentration ratio

/ konsan'tretfn 'rerfiov/

competition law

mergers /'ms:dsez/

government ownership

trade liberalisation
/treid libaralar'zeifn/

X-inefﬁciency /eks inr'fifonsi/

A price leader changes price and other firms follow.

A price war involves repeated price cuts by rivals.

A five-firm concentration ratio of 80% means the
five biggest firms have 80% of sales.

80%
80%

Competition law stops big firms from unfairly
blocking rivals.

Mergers combine firms and may reduce competition.

Government ownership puts a business in public
hands.

Cutting tariffs is a form of trade liberalisation.

Without competition, a firm can get lazy and waste
money: this is X-inefficiency.
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