Market Failures


There are a few problems in the market. One of which is the lack of competition for certain markets. For an example, there is the egg industry. Every egg producer sells their eggs to the marketing board that then sells their eggs to the community. The marketing board is operating as monopoly but the government had created this to maximize profits for farmers and to eliminate shortages. These marketing boards are not allowing for competitive market techniques. All of the egg producers produce what they are told to produce and they get a fixed cost because of the marketing board. This monopoly is not as efficient as it could be. The inefficiency hurts consumers by them having to pay more for the resources. 


When a monopoly has sole power over a resource and there is no competition in the market for that product hurts consumer. The consumers are forced to allocate their spending because of this monopolist company that can set the price at whatever they wish. People say that the government should tax monopolies so that they will have lower profits. Although this system sounds pretty good, the monopolies would just pass the taxes to the consumers so that they will still have their high profits. Another approach to regulating monopolies is licensing. 


Three are three ways to approach monopolies. When the government regulates monopolies the consumers usually get hurt in the process. The monopoly can shut down and no one will benefit from the resources. Monopolies have unique positions in society. They can manipulate the market by underselling all of it competitors then raise the prices once everyone is out of the business. 

In the competitive outcome, without the marketing board, society obtained the good at the lowest possible price, since each firm was operating at the minimum point on its average cost curve. That was an efficient outcome. Now we are seeing that by producing fewer units through the monopoly selling arrangement, the average cost is higher than its minimum point. From society’s point of view a monopoly of this kind is less efficient than a perfectly competitive industry. Also, it cause serious equity concerns as poor people pay more for their food and increase the profit income of farmers. Another way of appreciating this inefficiency is by focusing on consumers and producers surplus. Society loses this many goods each period as the result of the quota policy. The area under demand curve shows the amount they would be willing to pay to obtain this output that they are no longer getting. 

While acknowledging this inefficiency, others defend the policy, since they feel that income redistribution toward farmers is a good thing. That is, they support the policy on the grounds that this policy gain is worth the loss in efficiency. Is there really redistribution to farmers? The answer is yes, but only for those individual farmers who were in operation way back when the marketing board was originally established. The reason for this is that the quota, the right to sell a specified number of eggs, was originally given to each farmer who was involved in the industry back then. This quota has a value, and it can be bought and sold like anything else. It adds to the value of what the farmers own in just the same way a house or a barn does.
