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The free-market economy

The free market economy is an economy where all economic decisions are taken by individual households
and firms and with no government intervention.

Price mechanism 

In a free-market economy, decisions on how resources are to be allocated are usually taken by the
price mechanism. 

 
The price mechanism determines the production, utilization of resources, and pricing. 

This means that the forces of demand and supply determine:

what goods and services will be produced, 

how they will be produced 

for whom will they be produced

Prices act to indicate the likely market value of particular resources. 

 
The price mechanism works as follows. 

Prices respond to shortages and surpluses. 

Shortages result in prices rising. 

Surpluses result in prices falling.
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Pros

 
Increased efficiency

 
The profit motive encourages producers to be more efficient. Competition between firms keeps
prices down and acts as an incentive to firms to become more efficient.The more efficiently
firms can combine their factors of production, the more profit they will make.
 
Consumer wishes

 
The more firms there are competing, the more responsive they will be to consumer wishes.
 
Innovation

 
 Innovation is promoted because it provides a competitive edge.
 
Functions automatically

 
There is no need for costly and complex bureaucracies to coordinate economic decisions.
 
 

Cons
 
Merit goods will be under-produced and demerit goods will be over-produced.
 
Public goods cannot be provided by the free market because of their two characteristics, non-
diminish ability and non-excludability.
 
Lack of competition and high profits may remove the incentive for firms to be efficient.
 
Power and property may be unequally distributed.
 
The practices of some firms may be socially undesirable. For example, a chemical works may
pollute the environment.

The Free Market Pros and Cons
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Amazing economics notes
TooLazyToStudy's economics notes include over 200 frequently
examined topics and are set in an engaging template. The best
part? These notes are editable so you can rewrite it in your own
words in Powerpoint.

Wonder what goes into a top-grade economics essay? We've
constructed a collection of over 60 economics essays written by A*
students...and yes, diagrams are included. We've put a lot of effort
to structure and optimise each and every essay. 
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HOW DOES IT WORK?HOW DOES IT WORK?

Access the notes and essays
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Select the Economics
Resouces subscription

Navigate normally through the website and click access👑 to
view the pages you've just subscribed!

Sign up, choose your start date and purchase
the subscription securely via PayPal.

Click here to claim a

50% discount
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How long does a subscription last?

Who writes the essays?
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Who is the economics resources plan for?

The economics notes and essays are IDEAL for A level, AS level
and O level students

You will get full access to the economic resources for one year. You
can choose the start date.

We are a team of talented students who have dedicated a lot of time
and effort to write THE perfect economics essay. Each essay has
been vetted, moderated and approved. We hate to brag but every
member of our team has scored an A or an A* for their A levels!

Can I get a refund?

Sadly, we have a no-refund policy. Don't hesitate to contact our
friendly customer support team for any queries regarding refunds.
We commit to being completely fair and reasonable!
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We've put ourselves in the mind of a student when making the
economics notes. 

We know that reading large paragraphs of economic theory can be
well... boring. That's why we've made our note templates as clear and
concise as possible. Every student is unique,and so should be their
notes! That's why we've made it possible to edit them.

At the end of each section, you can even create your own mindmaps!

Sure, there may be other websites out there posting economics notes and
essays. What makes us different?

1.

2. We know writing economics essays can be a struggle, especially during
an exam, during which time is limited.

FREQUENTLY ASKEDFREQUENTLY ASKED
QUESTIONSQUESTIONS
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That's why we've structured
every essay in an optimal way
and broke every essay down
into headings and paragraphs.
We've even included tips and
marking scheme comments!
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