Chapter 4
What is a Market? 
· Market: a group of bu234yers and seller of a particular good and service 
· buyers determine the demand, sellers determine the supply 
Competition 
· competitive market: a market in which there are many buyers and many sellers so that each has a negligible impact on the market price 
· to reach the highest form of competition a market must have two chracteristics:
1) the goods offered for sale are all exactly the same 
2) the buyers and sellers are numerous that no single buyer or sellse has any influence over the market price 
· buyers and sellers in perfectly competitive markets must accept the price the market determines, they are said to be price takers 
· monopoly: only one seller and he/she sets the price of item 
Demand Curve
· quantity demand: the amount of good that buyers are willing and able to purchase 
· because the quantity demanded falls as the price rises and rises as the price falls, we say that the quantity demanded in negatively related to the price 
· law of demand: the claim that, other things equal the quantity demanded of a good falls when the price of the good rises 
· demand schedule: a table that’s how’s the relationship between the price of a good and the quantity demanded, holding constant everything else that influences how much consumers of the good want to buy 
· demand curve: a graph of the relationship between the price of a good and the quantity demanded 
Market Demand versus Individual Demand 
· market demand is the sum of all the individual demands for a particular good or service 
· market demand at each price is the sume of the two individual demands 
· sum the individual demand curves horizontally to obtain the market demand curve
· market demand curve shows how the total quantity demanded of a good varies as the price of the good caries, while all the other factors that affect how much consumers want to buy and held constant
· analyzing how markets, we will use market demand curve 
Shifts in the Demand Curve 
· demand curve does not need to be stable because there’s other factors beyond price that influence the consumers decisions 
· change that increases the quantity demanded at every price, shifts the demand curve to the right and is called an increase in demand 
· any change that reduces the quantity demanded at every price shifts the demand curve to the left 
· normal good: a good for which, other things equal an increase in income leads to an increase in demand 
· inferior good: a good for which, other things equal an increase in income leads to a decrease in demand 
· example; bus rides. As income falls you are less likely to buy car or take a cab, and more likely to ride the bus 
· substitutes: two good for which an increase in the price of one leads to an increase in the demand for the other 
· often pairs of goods that are used in place of each other such as hot dogs and hamburgers, sweater and sweatshirts 
· complements: two goods for which an increase in the price of one leads to a decrease in the demand for the other 
· often pairs of goods that are used together such as gasoline and automobiles, computers and software, and peanut butter and jelly 
Supply Curve
· quantity supplied: the amount of a good that sellers are willing able to sell 
· because the quantity supplied rises as the price rises and falls as the price fals, we say that the quantity supplied is positively related to the price of the good 
· law of supply: the claim that, other things equal, the quantity supplied of a good rises when the price of the good rises 
· supply schedule: a table that shows the relationship between the price of a good and the quantity supplied 
· supply curve: a graph of the relationship between the price of a good and the quantity supplied 
· a curve shifts when there is a change in a relevant ariable that is not measured on either axis
· [bookmark: _GoBack]
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