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What is the relationship between the production and
consumplion of produclts in the markel place?



Economics 101

Market Economy: The entrepreneurs makes the decisions about the
production (with a very limited government interactions).

- Factor Market

- Product Market

Factor market~ Firms buy factors of production(Ex: labor, land, capital, etc.)
and the employees sell factors of production.

Product market» Firms sell goods and services and the consumers buy goods
and services.

Overall supply an demand on both the factor market and supply market
coordinate resources.



In a Market Economy, the price and profit will determine:

- What product will get produced»
- How the shoes will get produced»
- Who will get the shoes»

- How many shoes will get produced»



What gets produced in a markel economy is largely determined
by cost of production and consumers preference

- The firms needs to know what types of production (such as labor,
land, capital) is needed to produce their product.

- The price of the shoes will determine the total production cost and
the consumers' demand for that product.

« The firm decide what to produce based on the consumers' demands
based on what gets sold his/her market.

- They also need to choose the way they want their products to be
produced. Firms have the choices to choose from:



Producers consider the cost of resources (F.O.P)
when deciding what to produce

Firms have to make sure that the price of the shoe cover the
cost of resources.

The price of the shoes will determine the total resource
cost, the consumers' demand for that product and will able
to make a profit. |

Self-interested producers and consumers determines’

how the resources are used.
Based on the consumers' demands and what they buy, the firms
knows what resources and what type of shoe is need to meet the
consumers' demands.
Firms also makes decisions based on the consumers' interest.







