                             Economics Newspaper Cutting 

In November, there is much news about economies.  We have chosen one of them. We will try to link up with the topics that we have learned in F.4 and F.5. The news below is from SCMP that is on the 4th Nov 2002.

The article was about the merger between KCRC and MTRC.  A merger means that a firm absorbs another firm by buying all its assets.  The latter firm will be dissolved and absorbed into the former and will lose the corporate status.  Many economic phenomena are observed when the two corporations combine.  In general, if firms integrate, there will be greater profits because when the firm becomes larger in scale, average cost of production will decrease due to economies of scale.  First, large firms can raise funds from banks more easily.  It can obtain bank loans easily and are charged at a lower interest rate.  Therefore, the average cost of production is lower.   Second, large firms have more money for research and development projects that will bring a more efficient method of production.  The cost of research and development can be spread over a large amount of output.  Average cost is reduced.  Third, it is believed that they would make more efficient use of resources.  


On the other hand, the corporation is going to cut its fares.  When its fares are cut, quantity demanded will increase because of law of demand.  The diagram below can represent it.  
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Since MTRC and KCRC and other transport e.g. bus, minibus are substitutes of each other, when one cuts it price, consumers will shift to it.  Therefore, the demand for other substitutes e.g. bus, minibus will decrease.  Demand curve shift to the left.  Quantity transacted decreases.  Despite the same price, the revenue will be lower.  Revenue decreases from P0AQ1 to P0BQ2. 
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When the two corporations combine, the lower cost of production leads to an increase in supply.  Demand for the MTRC and KCRC is elastic.  Supply curve shift to the left.  Price decrease from P1 to P2. Quantity demanded increase from Q1 to Q2.  Percentage increase in quantity demanded is greater than percentage decrease in price.  Gain is greater than loss.  Therefore, revenue will increase.  The diagram below shows the situation. 
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Finally, the merger of KCRC and MTRC will lead to a decrease in demand for workers.  Demand curve shift to the left.  When the wages remain at original level, there is excess supply of workers leading to unemployment.  The diagram below shows the situation. 
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To conclude, the merger between the MTRC and KCRC will bring benefits and difficulty to people.  
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