* What are advantages of having supply and demand
determine prices in a market economy rather than a
government (command) do it for you, or determine them
on the spot (traditional)?

o Come up with a list of 5 advantages with your
partner -

o Also try to come up with 2 disadvantages
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The Advantages of Prices
A,

e 1. Don’t have to barter

o -Don’t have to trade good for a good
o -Bartering makes it hard for supplier to produce enough goods

How Much????

How do prices help a supplier?
Price help the supplier know how much
| demand there is.
\r



http://images.google.cn/imgres?imgurl=http://ethicscrisis.com/bad_apple_small.jpg&imgrefurl=http://ethicscrisis.com/blog_posts/corporate_ethics/&usg=__YEJ_8Pkek9snNKgku5ZKPHORjdQ=&h=219&w=240&sz=23&hl=zh-CN&start=5&um=1&tbnid=qy8BN79F-6_v8M:&tbnh=100&tbnw=110&prev=/images?q=bad+apples&hl=zh-CN&rlz=1T4ADBF_enCN292CN292&sa=N&um=1

- 1T

2. Efficient Resource Allocation

- Price systems make sure land, labor, and
capital are used efficiently

- Producers want to get the highest price so they are
going to use their resources in a way that gets them
the highest prices (meeting the demand)




3. Prices act as signals for producers
and consumers to help them make
economic decisions

Low Price -
Overproducing

High Price —
Good is in
demand, make
more

High price —
think before I
buy the good

-

Low Price
—Buy more
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* Central Government —have to hire people
to distribute goods in Command system

* Free Market—-don’'t have t o]
make prices -

o Producers and Consumers do this
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; The Advantages of Prices
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5. Prices help suppliers produce a wider
variety of Goods

o+ Prices help people choose what they are
going to buy.

* Prices help suppliers choose who they / 1
are going to market to 5
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6. Prices as Incentives

6. Prices act as an Incentive to produce more
to make more money so they can consume
more

* Prices let people know if there will be a
shortage or surplus L

o Result: Supplier and consumer can 2
adjust
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The Advantages of Prices
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8 7. Prices can be flexible

- It is much easier to change the
price than the supply




Disadvantages of Prices
e ) L

* Supply Shock —an immediate shortage of a good
(or excess demand)

o Solutions to supply shock:

* Increasesupply—can’'t do t hi g
takes time to make more goods)

* Rationing — Divide the goods equally among
people

* Raise Erices — This will create a new

equilibrium (Best Solution?)
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« Rationing — Government Intervention to equally divide
goods

* Rapid Price Increase — Companies raise prices to the
point where limited people will be able to afford good
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UNITED STATES
OF AMERICA

War Ration Book One
WARNING

1 Punishments ranging as high as Ten Years® Imprisonment or §10,000
Fine, or Both, may be imposed under United States Slnlulms for viola.
tions thereof arising out of infractions of Rationing Orders and Regu-
lations,

2 This book must not be Ir ansferred. It must be held and used only by
or on behalf of the person to whom it has been issued, and anyone
presenting it thereby re; p sents to the Office of Price \dmlmstrnuon
an agency of the Ln lcd ‘!alc Government, llm! it is being o held nnd
50 used. For any misuse of thiz book it may be taken from the holder
by lll Office of Price \dnlm&lruuon

3 In the event either of the departure from the United States of the per-

on to whom this book is issued, or his o r her death, the hook must be
surrendered in accordance with the Regulations.

4 Any person ﬁndmg a lost book must deliver it promptly to the nearest
Ration Boar
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Blck Market
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{+ During Rationing —It was too hard
| to police suppliers

o People would give extra money
under the table
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Market Problems

e Three Problems:

1. Imperfect Competition

-This will cause price to be higher than it should
be

2. Spillover Costs
- The supply curve will be too far to the right
3. Imperfect Information
- The Demand curve will be too far to the right
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