
A market is never saturated with a good product, 
but it is very quickly saturated with a bad one. 

Henry Ford 



Now that you have a good, basic 

understanding of the types of market structures, 

let’s take a few minutes to review the processes 

that can occur within markets. 

(This is a review … if you get lost, go back to the 

more in-depth explanations in previous units.) 
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a change in demand 

or 

a change in supply 

3 



Caused by: 

the number of buyers in the market 

tastes and preferences 

income 

expectations of buyers  

prices of related goods 
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Caused by: 

technology 

number of sellers in the market 

resource prices 

taxes and subsidies 

expectations of sellers 

7 



8 



9 



In some markets, the objective of politicians is not 

market efficiency, but preventing prices from 

reaching the equilibrium price. 

Government-imposed price controls usually take 

one of two forms: 

price ceilings [wage and price controls, usury 

(high interest) laws] 

or 

price floors [agricultural price supports]. 10 



A price ceiling is the legally-established maximum 

price a seller is allowed to charge. 

One common price ceiling is rent control, the 

rationale for which is to give the working poor 

access to housing in a market with a high 

equilibrium rent. 

Unfortunately, rent control always leads to a 

shortage of rental units. (Price goes down and 

demand goes up, but sellers won’t provide new 

units since they can’t charge market price.) 
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Shortages – see previous slide 

Illegal markets – wealthier renters and landlords 

find “off-the-books” ways to raise rent … 

wealthier renters have units during a shortage 

and landlords come closer to equilibrium price 

… poor renters lose 

Less maintenance – why spend a lot of money 

on a unit if you can’t charge “full” rent for it? 

Discrimination – see above 13 



A price floor is the legally-established minimum 

price a seller can be paid. 

One common price floor is the minimum wage 

law, the rationale for which is to create a 

minimum standard of living to protect the 

health and well-being of employees. 

Unfortunately, minimum wage laws always 

lead to a surplus of labor. (Wage goes up and 

demand for labor goes down, so more 

workers are unemployed.) 
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The market system may lead to lower prices, 

better quality and efficiency, but sometimes it also 

creates a problem for society or fails to achieve 

society’s goals … a market failure. 

It’s this kind of situation governments attempt to 

correct with the use of tools such as price 

controls. 
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a lack of competition (personal computer market) 

externality – a cost imposed on or benefit enjoyed by 

people other than the consumers and producers of a 

good or service 

negative– detrimental to 3rd parties (pollution) 

positive– beneficial to 3rd parties (vaccinations) 

public goods – a specific category of positive 

externality 

income inequality (covered in a later unit) 

Taxes can also lead to market failure. 
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When the 
supply curve fails 

to include 
external costs, 

the equilibrium 
price is artificially 

low and the 
equilibrium 
quantity is 

artificially high. 
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When externalities are present, market failure 

gives incorrect price and quantity signals, and 

resources are misallocated. 

External costs cause the market to over allocate 

resources, and external benefits cause the market 

to under allocate resources. 
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Most goods and services produced in market 

economies are private goods and services. The 

consumers who purchase these goods consume 

these goods; for example, a hamburger is a private 

good. 

Public goods are goods that, once produced, have 

two properties: (1) users collectively consume the 

benefits and (2) no one can be excluded. 

Examples include national defense, public education, 

parks and roads. 
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If public goods are available only in the marketplace, 

people wait for someone else to pay and the result 

is an under- or zero-production of public goods. 

Because people can consume public goods without 

paying for them (the free rider problem), private 

businesses do not have an incentive to produce 

enough public goods. Therefore, the government 

often provides them, using tax dollars. 
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The End 
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