“Consumer Choice Theory”
Consumer demand tells producers what goods and services to produce and how much. Price is a signal to producer and consumers. Resources are allocated efficiently in a market economy. Both consumers and producers exhibit maximize behavior. This means that consumers want to maximize satisfaction, and businesses want to maximize profit. By evaluating at the margin they do this. Margin cost is defined at how much each unit costs to produce. The marginal decision rule is when an employer tries to determine whether or not adding the additional cost if needed.

Business seeks to maximize profit by cutting cost, new products, or increasing cost. To increase profit the must decrease in cost. Many thought the Y2K bug would destroy computers. 15% of U.S. companies were going to shut down business operations. Businesses struggled to repair computer systems before the deadline. Other industries were more vulnerable. Businesses turned to computer businesses for help. Randall Horton “When companies addressed the Y2K scenario, they had to ask how much they were willing to spend to fix the computer problem and brought in the experts to address it.”


Companies did this because the marginal benefit exceeded the marginal cost. Ashley Lassen “The cost was addresses a couple of ways. They took people that were earmarked for new projects to have a passive role.”

Ashley Lassen “The y2k bug was going to cost about 600 billion dollars in preparation.” As the year 200 approached some overseas companies became the ones to fix the problem. No one could say what the changes of the new millennium might bring until it came. “The year 200 became a successful event, nothing happened. I do no think the Y2K bug was over blown and it needed to be addressed.” Economists assume consumers will continue to maximize utility. It is pleasure and gratification. But the more we get the less it pleases us.


Harry Ellis “Utility is just another name for satisfaction. As more and more of a product is consumed total utility rises, but in smaller gains. This is marginal utility. One case is a birthday party, the first present he is very excited, but less satisfaction is from the second gift. And after time total utility may start to fall, causing marginal utility to become negative. The added level of satisfaction will soon decline.’ Consumers attempt to maximize utility within the restraints of their budget. This is the most satisfaction for their money. People set budgets saying they will only spend a certain amount on the day, this keeps them from spending too much money and they will get more satisfaction out of the things they are buying because they will have less of them.


When the price of the item changes, a consumer must make new decisions to maximize their utility in the situation. Harry Ellis “as the price of good changes this changes what a person will buy. When the price raises less of that good is bought and the quantity demanded falls.”


When prices change consumers adjust their spending, purchases more or less than what they were going to buy. Consumers seek to maximize utility, but sellers want to maximize profits. Market demand is important to all sellers. They find out what is wanted by what is selling well, and past surveys, and what people are buying a lot of at that time. Businesses maximize profits by providing goods and services consumers want. Something like star trek at conventions, never not sell. Any star wars fan will not walk out empty handed.


In a free market utility maximization and profit maximization lead to efficient use of resources. But there are conditions that lead to market failure. To get this there must a direct relation with supply and demand.


Barry Duman “market failures happen with markets. Also with a public good, which implies it is a good to anyone without being restricted to certain people. Governments are the only ones to produce public good, there is no profit.”


Highways are a public good, we may pay taxes on them and tolls, but there is no profit on highways. On highways there is less gas consumption and time on the road. Some people don’t want highways to be public goods; they want to make them private. To make a profit off the highways and would cause a lot less congestion because fees would changes on the highways. 


Consumer choice is the engine of market efficiency. Consumer demand tells businesses what people are wiling to produce. Market failures happen when there is a noncompetitive market.

· Business seeks to maximize profit by cutting cost, new products, or increasing cost.
· Consumer choice is the engine of market efficiency.
· Consumer demand tells businesses what people are wiling to produce. 
· Market failures happen when there is a noncompetitive market.


