
Markets and Competition
Market: is a group of buyers and sellers of a good (may be geographically dispersed)

Competitive market: is one with many buyers and sellers, each has a negligible effect on price

Perfectly competitive market: 

· All good are exactly the same (homogeneous)

· Buyers and sellers are so numerous that no one can affect the market price - each is a price taker

In this chapter, we assume markets are perfectly competitive

Monopoly: single seller, price setter

Oligopoly: few sellers

Monopolistic competition: many sellers; product differentiation

Demand 
Quantity demanded: the amount of the good that buyers are willing and able to purchase

Law of demand: The claim that the quality demanded of a good falls when the price of the good rises, other things equal 

Demand schedule: A table that shows the relationship between the price of a good and the quantity demanded

Market vs. Individual Demand
Quantity demanded in the Market: the sum of the quantities demanded by all buyers at each price

Demand Curve Shifters
The demand curve shows how price affects quantity demanded, other things being equal
·  As price falls, the quantity demanded increases
· This is reflected in a movement along the demand curve

Other things are non-price determinants of demand

· Things that influence a buyers' demand for a good other than the good's price

· Changes in them shift the demand curve - they either increase demand or decrease demand 
Non-ptice determinants of demand include:

· Number of buyers

· Income

· Price of other goods (substitutes and complements)

· Tastes

· Expectations

Demand Curve Shifters: Income
When talking about income, there are 2 types of goods:

· Normal goods: those you want more of when your income increases

· Inferior goods: those you want less of when your income increases

Demand Curve Shifters: Prices of related goods
When talking about related goods, there are 2 types of goods:

· Substitutes (ex, CDs and music downloads are substitutes)

· Complements (ex. music downloads and iPods/iPhones are complements)

Two goods are substitutes if an increase in the price of one cause an increase in demand for the other

·      Ex; Coke and Pepsi, laptops and desktop computers

Two goods are complements if an increase in the price of one causes a decrease in demand for the other

· Ex: computers and software. If computers rises, people buy fewer of them, and less software. This shifts the demand curve for software left

Demand Curve Shifters: Tastes
Anything that causes tastes (or preferences) to favour a good will increase the demand for that good, and shift its demand curve right

· The Atkins diet became pops in the '90s, cause the demand for eggs to increase and so shifted the demand curve for eggs right

Demand Curve Shifters: Expectations
Expectations affect consumers' buy decisions

· Ex: If people expect their incomes to rise, their demand for meals at expensive restaurants may increase now

Supply 
The quantity supplied of any good is the amount of the good that sellers are willing and able to sell

The Law of Supply: the claim that the quantity supplied of a good rises when the price of the good rises, other things equal

Supply Schedule: A table that shows the relationship between the price of a good and the quantity supplied

Market vs. Individual Supply
The quantity supplied in the market is the sum of the quantities supplied by all sellers at each price

Supply Curve Shifters
The supply curve shows how price affects quantity supplied, other things being equal

· As price falls, the quantity supplied increases

etc (look at slides later)

Supply Curve Shifters: Technology
Technology determines the type and quantity of inputs required to produce a unit of output

A technological improvement allows, for ex, more to be produced with  the same amount of inputs

3 Steps to Analyze Change to an Equilibrium
· Decide whether the event that occurs shifts the supply curve, the demand curve, or both
· Decide in which direction the curve shifts
· Use the supply-demand diagram to determine how the shift changes price and quantity in equilibrium
Shifts In versus Movements Along a Curve
· Change in Supply: A shift in the supply curve occurs when a non-price determinant supply changes (ex. Technology, costs or expectations)

· Change is the Quantity Supplied: A movement along a fixed supply curve occurs when price changes

· Change in Demand: A shift in the demand curve occurs when a non price-determinant of demand changes (ex. income or # of buyers

· Change in the Quantity Demanded: A movement along a fixed demand curve occurs when price changes

 Lesson:
· Principle #6 from Chapter 1:  Markets are usually a good way to organize economic activity
· In market economies, prices adjust to balance supply and demand

· These equilibrium prices are the signals that guide economic decisions and thereby allocate scarce resources


