Unit 4 notes:
Markets and Competition
· A market is a group of buyers and sellers of a particular product. 
· A competitive market is one with many buyers and sellers, each has a negligible effect on price. 
· In a perfectly competitive market:
· All goods exactly the same
· Buyers & sellers so numerous that no one can affect market price – each is a “price taker”
· In this chapter, we assume markets are perfectly competitive.  

Other types of Markets:
· Monopoly – One seller only
· Seller has ‘Market Power’ – is not a price taker
· OPG, Via Rail
· Oligopoly – Homogeneous product, but only few sellers
· Not as much incentive to compete – firms are not price takers, but they still must take into account their competitors price
· Canadian Airline industry
· Monopolistic competition
· Many sellers that compete, but supply a heterogeneous product
· Restaurants, music, blue jeans
Demand:
· The quantity demanded of any good is the amount of the good that buyers are willing and able to purchase. 
· Law of demand:  the claim that the quantity 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
· The downward sloping line relating price and quantity demanded is called the demand curve.
· Shifts in demand:
· Any change that increases the quantity demanded at every price, and shifts the demand curve to the right is called an increase in demand.
· Any change that decreases the quantity demanded at every price, and shifts the demand curve to the left is called a decrease in demand.
· Variables that can shift the demand curve include:
· Income:
· If the demand for a good falls when income falls, the good is called a normal good.
· If the demand for a good rises when income falls, the good is called an inferior good.
· Prices of related goods:
· Substitutes are two goods for which an increase in the price of one leads to an increase in the demand for the other.
· Complements are two goods for which an increase in the price of one leads to a decrease in the demand for the other.
· Taste
· Expectation: People will adjust their demand for a good accordingly for anticipated change in income.
· Number of buyers: Increased number of buyer increase quantity demanded.
· Summary: 
· The demand curve shows what happens to the quantity demanded of a good when its price varies, holding constant all the other variables that influence buyers. When one of these variables changes, the demand curve shifts.
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Supply:
· The quantity supplied of any good is the amount that sellers are willing and able to sell. 
· 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. 
· Shifts in supply:
· Any change that increases the quantity supplied at every price, and shifts the supply curve to the right is called an increase in supply.
· Any change that decreases the quantity supplied at every price, and shifts the supply curve to the left is called a decrease in supply.
· Variables that can shift the demand curve include:
· Input Prices:
· When price of one or more production inputs rises, firms supply less.
· Technology:
· Advances in technology lowers cost, thus increase supply.
· Expectation: Suppliers will stock up if they anticipate a price increase in the future, vice versa.
· Number of sellers: Increased number of seller increase quantity supplied.
· Summary: 
· The supply curve shows what happens to the quantity supplied of a good when its price varies, holding constant all the other variables that influence sellers. When one of these variables changes, the supply curve shifts.
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Supply and demand together:
Equilibrium:
· A situation in which the price has reached the level where quantity supplied equals quantity demanded.
· Equilibrium price is the price that equates quantity supplied with quantity demanded
· Equilibrium quantity the quantity supplied and quantity demanded at the equilibrium price
· Surplus is when quantity supplied is greater than quantity demanded
· Facing a surplus, sellers try to increase sales by cutting price.
· This causes QD to rise and QS to fall, which reduces the surplus.
· Prices continue to fall until market reaches equilibrium. 
· Shortage is when quantity demanded is greater than quantity supplied
· Facing a shortage, sellers raise the price.
· This causing QD to fall and QS to rise, which reduces the shortage.
· Prices continue to increase until market reaches equilibrium.

· Law of supply and demand is the claim that the price of any good adjusts to bring the quantity supplied and the quantity demanded for that good into balance.
[image: ]

Effect of shift in demand and supply:
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· One of the Ten Principles from Chapter 1 Markets are usually a good way to organize economic activity. 
· In market economies, prices adjust to balance supply and demand.  
· [bookmark: _GoBack]These equilibrium prices are the signals that guide economic decisions and thereby allocate scarce resources. 
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Variable A Change in This Variable ...

Price of the good itself Represents a movement along the demand curve
Income Shifts the demand curve
Prices of related goods shifts the demand curve
Tastes Shifts the demand curve
Expectations shifts the demand curve

Number of buyers Shifts the demand curve
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Variable A Change in This Variable ... .

Price of the good itself  Represents a movement along the supply curve
Input prices the supply curve
Technology the supply curve

Expectations shifts the supply curve
Number of sellers shifts the supply curve
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AThree-Step Program for Analyzing Changes in Eq m

1. Decide whether the event shifts the supply or demand curve (or perhaps both).

2. Decide in which direction the curve shifts.

3. Use the supply-and-demand diagram to see how the shift changes the equilibrium price
and quantity.
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