Notes for micro

Free Market Breakdowns

If the free market is working well then prices and quantities produced will be determined by the interaction of consumers and producers.

When the free market is working this is what will happen….

On the demand side: 

If consumers are not buying the product prices will        and quantities produced will      .

If consumers are buying the product prices will        and quantities produced will      .

On the supply side:

If it cost more for producers to make a product prices will        and quantities produced will      .

If it cost less for producers to make a product prices will        and quantities produced will 

If more companies enter into the market prices will          and quantities produced will 

If some companies leave the market then prices will          and quantities produced will

Free market breakdown occurs when the natural adjustments of supply and demand do not occur.

When something is blocking the market from operating efficiently the government should step in.

What are examples of the market operating inefficiently?

Monopolies – one seller of a good. This one seller has the ability to charge higher prices than if there were multiple sellers. 

Collusion – when some sellers join together to act as one. These sellers have the ability to raise prices to consumers.

Public goods - are goods that if left up to the individuals they would be under produced. Some examples are national defense, roads, and education. These goods are important to society, but too expensive for one person to purchase. 

Income distribution – in the US the top wage earnings earn a high percent of the money. See sheet. The government believes without their assistant this problem would be even worse.

Externalities .. are companies that produce a good and a by-product good. Sometimes the by-product good is bad for society. The government monitors the production of the by-product good by monitoring the production of the sellable good.

