Microeconomics lecture 3
Sept 11th 
The Market Economy

· Principle number 6; markets are usually a good way to organize economic activity.
· A bit harder to make this argument today than it was six years ago 
· As a rule of thumb the more right wing one is the more one agrees with that statement and vice-versa.
· Three coordination tasks; what goods and services should be produced and in what quantities, how should they be produced what is the technology? For whom are the goods and services produced for?
· Resources are allocated to their highest and best used.
· Those that are profitable. Production of unprofitable goods and services are discontinued.
· The least costly technique of production.
· Goods and services are distributed according to the ability to pay. Those with high incomes have a large claim on the production and vice-versa.
· The key feature of a market economy is the decentralized fashion in which consumption, production and exchange decisions are made
· The primary allocative mechanism used is the price system.
· Another key feature is that it is extremely inegalitarian.
· The text book mentions inequity
· It generates winner’s and losers and are quite cruel to losers 
· Distribution of rewards/ penalties very unequal, and becoming more so over time
· Left wing people view it as very unjust and rapacious. 
· Efficient in that shortages and surpluses are eliminated, and production is maximized in the face of scarcity.
· The left says that it typically produces the wrong things
· Dynamic as it adjusts rapidly to changes in technology, consumer tastes, demography
· Eg if consumers tastes change, money can be made or lost in producing in favor or out of favors. Producers and consumers react quickly to price changes.
Command Economy
· The command economy is the antithesis of the market economy.
· Discussed for illustrative purpose, Canada’s health care systems operate like this to some extent.
· It executes the three essential tasks in a centralized fashion. All allocative decisions made at headquarters.
· What?- the central planning bureau sets OUTPUT quotas for production units.
· [bookmark: _GoBack]How?- the central planning bureau allocates the inputs and specifies the technique.
· For whom?- the central planning bureau allocates the goods and services to workers via rationing.
· It is egalitarian as it rewards all agents relatively equally.
· It is inefficient in that shortages and surpluses are common, and static as it does not adjust rapidly to changes in technology, consumer tastes, and demography.
· Producers cannot react quickly. All orders to produce more of this and less of that have to go through a very long chain of command.


Microeconomics 

· Use economic model for economic events and behavior, describe workings of economy and to make predictions. Grossly oversimplified. It only needs to explain how the economy works
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