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2 A- Market Economies

1- Market:

A place where buyers and sellers can meet to facilitate the exchange or

transaction of goods and services.
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Markets can be:
* physical like a clothes store,

e virtual like an e-clothes store. ...

—

* Markets establish the prices of goods and services that are determined by

supply and demand.
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* The theoretical basis for market economies was developed

by classical economists, such as Adam Smith , David

Ricardo, and Jean-Baptiste Say.

Individuals e
Drivenby ©
Self-Interest

* These classically liberal free market advocates believed that
the “invisible hand” of the profit motive and market -
incentives generally guided economic decisions down more '; Invisible

productive and efficient paths than government planning of P Adam Smith Hand

the economy.
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2 A- Market Economies

‘ Government intervention often tended to lead to

economic inefficiencies that actually made people

worse off.
Individuals
Driven by y,
Self-Interest

« The Invisible hand »:

* In the 18th-century, the Scottish philosopher and economist | £ I .
Adam Smith, introduced the concept of « the invisible nVISIble
hand » which is a metaphor for the unseen forces that Adam St Hand
move the free market economy. Better than a Central Planner
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Lecture

2 A- Market Economies

* The Invisible Hand is part of laissez-faire, meaning "let

do/let go," approach to the market.

* In other words, the approach holds that the market will

find its equilibrium without government or other

interventions forcing it into unnatural patterns.
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A- Market Economies

2- Market Economy is an economic system in which
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economic decisions and the pricing of goods and
services are guided by the interactions of a country's

individual citizens and businesses.

There may be some government intervention or central
planning, but usually this term refers to an economy that

is more market oriented in general.
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Leczture A- Market Economies

* In a market economy, most economic decision making
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is done through voluntary transactions according to

the laws of supply and demand.

* A market economy gives entrepreneurs the freedom
to pursue profit by creating outputs that are more

valuable than the inputs they use up, and free to fail
N
0

and go out of business if they do not.

=B

@Sl puoall dooly
FVERVONE S SMART BNIVERSITY



Leczture A- Market Economies

* Economists broadly agree that market-oriented
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economies produce better economic outcomes, but
differ on the precise balance between markets and
central planning that is best for a nation's long-term

wellbeing.

* Every market transaction involves an exchange and

thus some element of both supply and demand. E
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2 A- Market Economies
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Main Characteristics of a Market Economy (free
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2 A- Market Economies

* 3- Types of Markets

a- The market of goods and services
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* The goods and services market is where households
purchase consumable items and businesses sell their

wares.

* The market includes stores, the Internet, and any other

place where consumer goods and services are exchanged.
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2 A- Market Economies
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b- The market of production factors

In Economics, a factor market is a market where factors of

production are bought and sold.

Factor market allocates factors of production, including land,
labour and capital, and distribute income to the owners of

productive resources, such as wages, rents
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2 A- Market Economies
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c- The market of money

* The money market is a component of the economy which

provides short-term funds.

* The money market deals in short-term loans, generally for a

period of a year or less.
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Expenditure (X = GDP)
Revenue of firms (Z = GDP
MARKET of goods

and services

Purchased

goods and
R Sold goods
and services
Savings
—_ =y
Work, land,
capital Production

inputs

Wages, rents profit

Income (£ = GDP, Y) (= = GDP)
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2 B- the Laws of Supply and Demand -1-

* The Law of Supply and Demand: a theory that explains

the interaction between the sellers of a resource and the

buyers for that resource.

* The theory defines the relationship between the price of a
given good or product and the willingness of people to

either buy or sell it.
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2 B- the Laws of Supply and Demand

* Generally, as price increases, people are willing to supply
more and demand less and vice versa when the price falls.

* The theory is based on two separate « laws » :
» the law of demand

> the law of supply

e The two laws interact to determine:
» the actual market price

»The volume of goods on a market.
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2 C- Movements v/s Shifts

* For economics, the "movements" and "shifts" in relation

to the supply and demand curves represent very different

market phenomena.
= Movement refers to a change along a curve.

=" On the demand curve, a movement denotes a change in
both price and quantity demanded from one point to

another on the curve.
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Lecture

2 C- Movements v/s Shifts

* The movement implies that the demand relationship

remains consistent. It's occurs when a change in the
guantity demanded is caused only by a change in price, and

vice versa.

* A shift in a demand or supply curve occurs when a good's
guantity demanded or supplied changes even though the

price remains the same.
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I- The Demand

* |-1- Individual Demand

* |-2- Determinants of Demand
* |I-3- Law of Demand

* |I-4- Demand Schedule

* |-5- Demand Curve

* |-6- Movements v/s shifts in Demand
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Lec2ture |- The Demand

I-1- Individual Demand

“A demand exists only if someone is both willing and able to pay

fora product.

"How much someone is wiIIing to pay for something is

determined by his/her income and the opportunity cost.

The Opportunity cost is the most desired goods or

services foregone in order to obtain something else.
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2 I- The fuction of Demand

I-2- Determinants of Demand
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. |- The Demand

I-3- Function of Demand
Individual Demand is a Function of:
Dx=f(Px, I, Pr, E, T)

 Demand of Commodity x (Dx) ° Prices of related goods &
services (PR)

* Function of commodity x (f) .
* Future Expectation of product

(E)

* Price of good or service (Px)

* Taste patterns of consumers (T)
* Incomes of consumers (l)

=B

45 AN papall Aooly
FrTE § et p———=T




Lecture

2 I- The Demand

I-4- Law of Demand

*The quantity of a good demanded in a given time period
increases as its price falls, ceteris paribus.

ceteris paribus: literally "holding other things constant," is a
latin phrase that is commonly translated into English as

"all else being equal."

* |It's a dominant assumption in mainstream economic

thinking.
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Lecture

2 |- The Demand

“There is an inverse or negative relationship between price
and quantity demanded, ceteris paribus.




Lecture
2 I- The Demand

I-5-Demand Schedule

“A table showing the quantities of a good a consumer is

willing and able to buy at alternative prices in a given time
period, ceteris paribus.

“Demand is an expression of buyer intentions, of a
willingness to buy, not a statement of actual purchases.
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Lecture

2 I- The Demand

Demand curve el unth
I-6- Demand Curve b

noo0
b
P
L
A curve describing the quantities of a good a consumer is 3 .
willing and able to buy at alternative prices in a given time : A

period, ceteris paribus. ;

*"The demand curve does not state actual purchases, rather

only what consumers are willing and able to purchase.
f

LLL R RS ]
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Lecture

2 I- The Demand

The Use of Demand Curves

*Show how much consumers will spend at different
prices.

“Predict the amount to produce at a given price.

“Determine the price that will result in desired
output levels.
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2 I-2- Movement v/s Shift in Demand

"Movements along ademand curve are a response to price changes for that

good.

“Shifts of the demand curve occur only when the determinants of demand change.

M | & S h ifc
Y a i
£ &° g
g = e =
-2 K= e N
= Py g = N, P:
=3 D
mand =
Curve D
=] a; - S Q; a Q;
Quantity Demanded Quantity Demanded

(in unics) (in units 3]

In Demand Curve

Key Differences
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|-2- Movement v/s Shift in Demand -2 -

* The

long as the underlying determinants of demand remain

demand schedule and curve remain unchanged only so

constant.

“Changes in any of the determinants of demand will cause
the demand curve to shift.

= The quantity demanded at any (every) given price changes.

= The demand curve always shifts only to the right or to the
left.
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2 I-2- Movement v/s Shift in Demand

Factors that Shift the Demand Curve
- Ce—
« What are some factors that may cause

the demand curve to shift™?
= lmecome

—\Wilealth
= Prices of related goods

— Population changes
— Expectad changes in price

— Tastes' Preferences
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ll- The Supply

* |I-1- Individual Supply

* |I-2- Determinants of Supply
* |I-3- Law of Supply

* lI-4- Supply Schedule

* 1I-5- Supply Curve

* 1I-6- Movements v/s shifts in Supply

=B

@Sl puoall dooly
FVERVONE S SMART BNIVERSITY



Lecture

2 ll- The Supply

lI-1- Individual Supply

* Supply is defined as the quantity of a specific good or
service that producers are willing to provide over a given

period of time.

* Individual supply describes the willingness of an individual
firm to provide a specific quantity of a good or service to

the market over a given period of time.
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2 lI- The Supply

lI-2- Determinants of Supply

= Technology

= Factor (or resource) costs
= Other goods

= Taxes and subsidies

= Expectations

= Number of sellers
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L ecture

: II- The Supply

ll-3- Function of Supply
Individual Supply is a Function of:

Sx = f (Px, PI, T, W, GP)

* SX = sup
* T =Technology
* Px = Price of commodity x W = Weather conditions

* Pl = Price of inputs * GP = Government Policy
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Lecture

2 lI- The Supply

lI-4- Law of Supply

The law Supply The quantity of a good supplied in a given
time period increases as its price increases, ceteris

paribus.

“There is a direct or positive relationship between price

and quantity supplied, ceteris paribus.
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2 lI- The Supply

e | Ouely
Supplie

] !

1I-5- Supply schedule

Supply schedule is a chart that shows how much product a

a specified price based on the supply curve. In other words,

)
supplier will have to produce to meet consumer demand at )
)
)

it’s basically a supply graph in spreadsheet form listing the

quantity that needs to be produced at each product price

level.
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2 lI- The Supply

11-6- Supply curve

* The supply curve is a graphic representation of the

correlation between the cost of a good or service and the

quantity supplied for a given period. |

* In a typical illustration, the price will appear on the left

vertical axis, while the quantity supplied will appear on the

horizontal axis.
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llI- The Market Demand and Supply
l1I-1- Market Demand

l11-2- Market Supply
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Lecture

2 llI- The Market Demand and Supply -1-

l1l-1- Market Demand
a- Definition

*The total quantities of a good or service people are willing
and able to buy at alternative prices in a given time period.
" The sum of individual demands.

= Market demand is determined by the number of potential

“buyers and their respective tastes, incomes, other goods,
and expectations.

=B

@S proxll ooy



Lecture
2 llI- The Market Demand and Supply -1-

b- Function of Demand

Market Demand is a Function of: D, = f(P,, P, Y, T, F, P, S, D)

* D, = Market demand of commodity x
* P, = Size and Composition ¢

e P_= Price of given commodity x; population;

e S =Season and Weather;

* P, = Prices of Related Goods * D = Distribution of Income

* Y = |Income of the consumers;
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Lecture

2 llI- The Market Demand and Supply -2-

c- Market demand curves

A picture of the total quantities demanded by all consumers within a

market at different prices.

Dhffarenl Typas of Deamand Curvas: Limaar and MNon-Linaar
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Lecture
2 llI- The Market Demand and Supply -3-

d- Shift in Demand

A shift in the demand curve is when a determinant of
demand other than price changes. It occurs when demand
for goods and services changes even though the price didn't.
... It's guided by the law of demand which says people will

buy fewer units as the price increases.
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Lecture
2 llI- The Market Demand and Supply

e- Factors that shift demand curves

Shifts in Demand Curve

Shifts in demand cueree are nat because af chanpges in price but
chsanges in other Bactors

e

l. o
oy 2. Tastes and
rice -

Preferonies
3. Prices of celative
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Lecture 2

l11-2- Market Supply

a- Definition
=Supply interacts with demand to determine the price that will be
charged.

= Market supply is an expression of sellers’ intentions—of the
ability and willingness to sell—not a statement of actual sales.

*The total quantities of a good or service that sellers are willing
and able to sell at alternative prices in a given time period,
ceteris paribus.

~ " The sum of individual supplies.
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2 llI- The Market Demand and Supply -6-

b- Market supply curves
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2 llI- The Market Demand and Supply

d- Factors that shift supply curves
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IV- Movements and shits along supply and

demand curves
IV-1- Movements along curves

IV-2- Shift along curves
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Lecture

IV- Movements and shits along supply and

demand curves -1-

IV-1- Movements along curves

* a2 movement along the supply curve means that the supply

relationship remains consistent.

* Therefore, a movement along the supply curve will occur when
the price of the good changes and the quantity supplied changes

in accordance to the original supply relationship.

* In other words, a movement occurs when a change in quantity

AR GRS O ONOTY LNENEAON N L3E TNSIE

supplied is caused only by a change in price, and vice versa.
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Lecture
2

IV- Movements and shits along supply and

demand curves

IV-2- Shift along curves

* Shift in a demand or supply curve occurs when a good's
guantity demanded or supplied changes even though the

price remains the same.

(W SN T LNREADN LR ShstEEa]

r
.

N0 VB N L3HS

 Shifts in the demand curve imply that the original demand
relationship has changed, meaning that quantity demand is

affected by a factor other than price.
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Lecture IV- Movements and shits along supply and

2 demand curves

IV-2-1- Shift in Supply

Change in supply refers to a shift, either to the left or right,
in the entire price-quantity relationship that defines a supply

curve.

(W SN T LNREADN LR ShstEEa]

r
.
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Essentially, a change in supply is an increase or decrease in

the quantity supplied that is paired with a higher or lower
supply price.
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Lecture IV- Movements and shits along supply and

2 demand curves -4-

IV-2-2- Factors that shift supply curves

Factors that shift supply curves left or "in™

A decrease in producers

O cecrease in technology

W k=

A increase in imput oost
4. anincrease in the price of a related outpuat

(W SN T LNREADN LR ShstEEa]

r
.

N0 VB N L3HS

Factors that shift supply curves right or "out®™
1. Aanincrease in producers

2. amincrease in techmology

3. &decrease in input ocost

4. A decreasze in the price of a related cutput

i



Lecture IV- Movements and shits along supply and
2

demand curves

A reduction An increase

in supply in supply
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Price per unit
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Quantity per period
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Lecture
2

IV- Movements and shits along supply

IV-2-3-Shift in Demand

A shift in demand means that at any price (and at every
price), the quantity demanded will be different than it was

before.

(W SN T LNREADN LR ShstEEa]

r
.
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Following is an example of a shift in demand due to an

income increase.
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Lecture V- Movements and shits along supply
2

and demand curves -7-

\ Demand

A reduction 9 An increase
in demand S % in demand

(W SN T LNREADN LR ShstEEa]

Price per unit

r
.

N0 VB N L3HS

Quantity per period
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Lecture IV- Movements and shits along supply

2 and demand curves

Factors that Shift Factors that Shift
the Demand Curve the Supply Curve
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Lecture

2 V- Equilibrium of the Market

When the supply and demand curves intersect, the market

is in equilibrium. i

M0 Domand Cunv

/upplg. Gt

—=—E 10l ifiiim P

This is where the quantity demanded and quantity supplied /
are equal: N 5},,---""'#
* The corresponding price is the equilibrium price or market-
o B B
clearing price S T A A

':II.IEll'ﬂi['!I El_lppligﬂ (in milizns)

e the quantity is the equilibrium quantity.
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V- Equilibrium of the Market

Market Equilibrium

Mar ket Markeat quantity supplied is
| dermand aextremely sensitive to price.
Price fixed at p*, 3O
substitute p* into the
demand function to get

.___-_- qi — E_hpi

H\‘Q{FJ - a—bp
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2 Market Economy

' CHARACTERISTICS
ST OF A
e ) MARKET ECONOMY

.. _-. - o2 : g ..
'. - -: -
- A
........... = - o :
-." '-_ --.. -.- : = 4
3 . e . 7 SUPPLY 1 :
: : 't -. 4 | -

........
.....................

System of markets
and prices

- -
.........

-
DEMAND -



Expenditure (X = GDP)
Revenue of firms (Z = GDP
MARKET of goods

and services

Purchased

goods and
R Sold goods
and services
Savings
—_ =y
Work, land,
capital Production

inputs

Wages, rents profit

Income (£ = GDP, Y) (= = GDP)
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2 Demand & Supply

€
Supply Demand
 Products offered Willingness to buy
~ Seller perspective Buyer perspective
Consumer
Determined by expectations Determined by
production costs S preferences
~ Supply increases, . 9Y""Y " pemand increases,
~ demand decreases supply decreases
~ Upwardslope Downward slope

G2.com

i

q#

e Markel
Clearing Price

Quantity
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2 Determinants of Demand &Supply

PRICE OF A PRODUCT

COST OF PRODUCTION

NATURAL CONDITIONS
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Lecture
2 Factors affecting Demand & Supply

Facters Affecting Supply and Demand MOVEITIEM Shif[

% T | & H "L H
| juum [yl e i Dvmiraled

[

InDemand Curve

oy D




Lecture
2

Factors for shift:

s changes in cost of
production

= changes in quantity
of resources

= technoelogical
changes

=« profitability of other
products

Changes in supply

due to price: HOW = Change in tastes
extension or TO WHAT TO FOR D — + Degree of
contraction of supply PRODUCE PRODUCE WHOM TO Changes in demand advertising
~ 4 PRODUCE due to price: « Population
extension or
contraction of Yy
~, U S demand
Change in supply - h
due to factors other

than price: shift to
left or right

" LAW OF SUPPLY: |
an increase in price
leads to an increase

in supply
s

| PRICE ELASTICITY |
OF SUPPLY:
% change in gty
supplied / % change
\ in price

l:rit'if-' .._" \ Perfectly
Sastc  price Infinitely _ Price

Factors affectin

i RESOURCE by
/" ALLOCATION \
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. Helps to solve basic |
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HOW MARKETS
WORK

1

"~ MARKET

/EQUILIBRIUM PRICE:",

Where demand and

‘. supply curves ina

~_market meet -
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How markets work:

Supply & Demand

Factors for shift:

* CONSUMEr inCcomes

« taxes on incomes

« prices of substitutes
and complements

Change in demand

LAW OF DEMAND: due to factors other

an increase in price
leads to a decrease
in demand

T

than price: shift to
left or right

MARKET ECONOMIC
SYSTEM

FEATURES:

« Resources owned and
allocated by private sector

« Govt. intervention is very
limited

+ Prewvalence of price
mechanism

« Goods produced for people
who are willing and able to pay

+ Production done using cheap
and efficient combination of
resources

« Most demanded goods are
only produced

Y

ADVANTAGES:

PRICE ELASTICITY goods and services

OF DEMAND:
% change in gty
demanded / %
change in price

quickly to changes in

« High efficiency

« Variety of guality -
+« Firms respond -
demand -

» Very little government -
intervention -

DISADVANTAGES

Public and merit goods
may not be produced
Only profitable resources
employed

Demerit goods may be
produced

Externalities are ignored
Occurrence of
monopolies

Duplication of products

- L Price Perfectly
Ealieg:l-:lzlgll;?erg delasticd Price Infinitely price
eman i i Unitary . inelastic
_ ) ] inelastic
supplY  jhelastic U:‘llt?w price inelastic wsil:)rrli‘l;;gior demanad €lastic e?;::t?c demand
@Sl proa supply :uas |Ic elastic supply demand supply
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Market Equilibrium

¢ Equilibrium means a
hsﬁuaggf: state of equality or
balance between
market demand and
market supply

| * Prices where demand
| - and supply are out of
Market I balance are called

Demand )
points of disequilibrium
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