Markets and Government
Influence



Vollkommener Markt / Perfect Competition

Homogenitat: gleichartige
Guter, keine Praferenzen
Homogeneity: fully
comparable goods, no
preferences

Freier Marktein- und
austritt

No barriers to entry or exit

Transparenz: alle
Informationen fur alle
vorhanden

Full transparency: all
iInformation can be
obtained at any time

Schnelle Reaktionen der
Marktteilnehmer auf
Veranderungen

Any market player can
Instantly react to changes
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Adam Smith — ,,invisible hand*

Adam Smith (1723 — 1790)

Scottish philosopher, considered by
many to be the founder of modern
economic science as we know it.
Famous for the ‘invisible hand’, that
is how people pursuing their own
self-interest actually benefit the
society as a whole, and the
advantages of increasing
‘specialisation’. Major publications
are ‘The Theory of Moral
Sentiments’ (1759) and ‘An Inquiry
into the Nature and Causes of the J )
Wealth of Nations’ (1776).
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http://www.slideshare.net/pearsoncollege/lecture-3-global-economic-history-america-and-africa, 10.11.2016 @ mmag. Bernhard Loffler



Why does the ,,Invisible Hand“ tremble?

PERFECT
COMPETITION

INVISIBLE
HAND

MARKET
FAILURES

/\r

monopolies externalities distribution of incomes
Imperfect competition spillovers and wealth
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David Ricardo — ,,comparative advantage*

David Ricardo

* In his 1816 book David Ricardo developed the free
trade theory based on comparative advantage

* Absolute Advantage: when a country can produce a good
more efficiently

— produce a good using fewer resources

* Comparative Advantage: when a country can produce a
good at a Jower opportunity cost

— country gives up less when they produce a good

Comparative Good A
Advantage
in producing
Good A Export Import
Country Country
A B
Import Export Comparative
P Advantage
in producing
Good B Good B

http://slideplayer.com/slide/7005672/, 10.11.2016
http://grupodiez-irbinus.blogspot.co.at/2014/04/absolute-advantage-vs-comparative.html, 10.11.2016 © MMag. Bernhard Léffler



Characteristics of Advanced Industrialised
Economies

ADVANCED
INDUSTRIALISED
ECONOMIES
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(Global) Trade
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How do governments (try to) correct market

fallures?
IMPERFECT
COMPETITION
MARKET
FAILURES
monobolies externalities distributioﬁ of incomes
Imperfect competition spillovers and wealth
PUBLIC GOODS REDUCTION OF RE-DISTRIBUTION
EXTERNALITIES OF INCOME
« offer what wouldn’t * subsidise R&D e progressive tax
be offered at  finance public system
reasonable prices iInvestments « transfer payments

* e.g. infrastructure,
security, education,
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(General) Approaches to correct Market

Failures
FISCAL MONETARY
POLICIES POLICIES
SPEcl:jI;NG I?{t:tf:t : ZC Inflation

' MONETARY
POLICY
Money
Supply

 direct influence on level of total * (in)direct influence on level of
spending by governments inflation

* indirect influence on level of
unemployment

http://www.businessnewsdaily.com/3484-fiscal-policy.html, 10.11.2016

http://www.deliberation.in/2014/09/implications-of-status-quo-in-monetary.html, 10.11.2016 © MMag. Bernhard Loffler



John Maynard Keynes

Y * “Invisible hand” needs support!
« (Governments are supposed to invest in order to
stimulate the economy when demand is too low
J )\‘b
# FISCAL
S POLICIES

http://www.businessnewsdaily.com/3484-fiscal-policy.html, 10.11.2016
http://www.deliberation.in/2014/09/implications-of-status-quo-in-monetary.html, 10.11.2016 © MMag. Bernhard Léffler



