Economics Chapter 4:
Markets and Competition:
· Market: group of buyers and sellers of a particular good or service
· Markets are often less organized
· Competition: 
· Competitive market: market in which there are many buyers and many sellers so that each has a negligible impact on the market price
· Most markets in the economy are competitive – perfectly competitive
· Goods offered for sale are all exactly the same
· Buyers and sellers are so numerous that no single buyer or seller has any influence over the market price
· Considered to be price takes
· Some markets have one seller – monopoly
Demand:
· Demand Curve:
· Quantity demanded: amount of a good that buyers are willing and able to purchase
· Law of demand: other things equal, the quantity demanded of a good falls when the price of the good rises
· Demand schedule: table that shows the relationship between the price of a good and the quantity demanded
· Demand curve: graph of the relationship between the price of a good and the quantity demanded
Market vs. Individual Demand:
· Market demand: sum of all individual demands for a particular good or service
· Shows how the total quantity demanded of a good varies as the price of the good varies while all other factors are held constant
· Shifts in Demand Curve:
· Shift to the right is an increase in demand, shift to the left is a decrease in demand
· Variables that cause shift:
· Income: decrease in income decreases demand, increase in income increases demand
· Normal good: a good for which an increase in income leads to an increase in demand
· Inferior good: a good for which an increase in income leads to a decrease in demand
· Prices of Related Goods:
· Substitutes: two goods for which an increase in the price of one leads to an increase in the demand for the other
· Complements: two goods for which an increase in the price of one leads to a decrease in the demand for the other
· Tastes: if you like something demand increases, if you don’t demand decreases
· Expectations: expectations about the future. (Higher income in the future, price of something will fall in the future) etc…
· Number of Buyers: more buyers means an increase in demand, less decreases demand
Supply:
· Supply Curve:
· Quantity supplied: amount of a good that sellers are willing and able to sell
· Law of supply: quantity supplied of a good rises when the price of the good rises
· Supply schedule: 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
· Market vs. Individual Supply:
· Market supply is the sum of the supplies of all sellers
· Shows how the total quantity supplied varies as the price of the good varies
· Shifts in the Supply Curve:
· Shift to the right is an increase in supply, shift to the left is a decrease in supply
· Variable that cause shift
· Input Prices: price of inputs rise, supply decreases; price of input decreases, supply rises
· Technology: when technology is improved supply increases; when it is lessened supply decrease
· Expectations: if they expect prices to increase in the future, supply goes down; if they expect prices to decrease in the future, supply goes up
· Number of Sellers: if there are more sellers in the market supply increases; if there are less sellers in the market supply decreases
Supply and Demand Together:
· Equilibrium: situation in which the price has reached the level where quantity supplied equals quantity demanded
· Equilibrium price (market clearing price): price that balances quantity supplied and quantity demanded
· Equilibrium quantity: the quantity supplied and the quantity demanded at the equilibrium price
· Surplus (excess supply): situation in which quantity supplied is greater than quantity demanded
· To respond to surplus, suppliers decrease prices to increase the quantity
· Shortage (excess demand): situation in which quantity demanded is greater than quantity supplied
· To respond to shortages, suppliers increase prices to decrease the quantity demanded until the equilibrium is reached
· Law of supply and demand: claim that the price of any good adjusts to bring the quantity supplied and the quantity demanded for that good into balance
· Three Steps to Analyzing Changes in Equilibrium:
· [bookmark: _GoBack]When some event shifts one of the curves, the equilibrium in the market changes – this analysis is called comparative statics because it involves comparing two unchanging situations (initial and new equilibrium)
· When analyzing an event:
· First we decide where the event shifts the supply curve, the demand curve, or both
· Secondly we decide if it shifts to the right or left
· Thirdly we use supply-and-demand diagram to compare the initial equilibrium and the new equilibrium which shows how shift affects equilibrium price and quantity
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