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Does the Market Economy Make the Life Better 
for All?: A n Alternative View 
Market Mechanism: The Background 

Most economies in the world 
have adopted or in the 
process of adopting market 

mechanism with a view for economic 
prosperity through a faster economic 
growth. The supposition is that the 
market is the most efficient mechanism 
to allocate scares resources among 
different sectors in the economy. The 
efficiency is achieved, from consumers' 
point of view, by providing the people 
with an opportunity to consume more 
goods and services and information at 
comparatively low prices. Goods and 
services and information at lower 
prices means more perceived benefits 
for consumers. From producers' point 
of view, market provides them with 
opportunities for profit making. They 
take the risk to combine resources in 
the most innovative manner to lower 
the cost of production of goods and 
services and information. The cost of 
production is important, because it 
de te rmines the level of profit for 
producers. An opportunity is created 
in the market when the level of profit 
is greater than the risk 
involved for the producers. 
The tussle between risk and 
opportunity by producers 
on one hand and thriving 
for more perce ived 
benefits by consumers on 
the other hand determine 
the market price for the 
product. This is popularly 
known as the competition 
between the market forces. 

a r ranged in line with the market 
mechanism. To Freidman, economic 
freedom is the key for poli t ical 
freedom. 

Smaller economies find it difficult to 
be indifferent to the forces of 
globalisation because it disseminates 
around the world very rapidly today. 
In this outset , marke t mechan i sm 
marches into the lives of people in 
countries with the pledge of economic 
prosperity. However, a careful look at 
count r ies which have achieved 
economic prosperity, largely through 
market mechanism, shows that the 
market mechanism does not only mean 
the competition between demand and 
supply forces, but also an array of 
ins t i tu t ions , p rocedures , social 
re la t ions and infras t ructure that 
guarantees a fair-play, that in turn 
faci l i tate exchange of goods and 
services and information in the most 
efficient manner. 

How M a r k e t W o r k s : T h e o r y and 
Practice 
The market mechanism is explained by 
the following well-known graph. 

On the other hand, the 
market mechan ism is 
complimentary to modern 
day democracy. Under the 
market mechanism, people in the 
society are able to exerc i se their 
democratic rights in consumpt ion, 
production and distribution. In other 
words, as Freidman says, people enjoy 
economic freedom when production, 
consumpt ion and dis tr ibut ion are 
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and at that price, the market clears, or 
in other words, the demand (Q d ) equals 
the supply (Q s ) . Participants in the 
market a re happy about the 
equilibrium price and thus what is 
supplied to the market is sold. Hence, 
market del ivers the most efficient 
outcome. 

However, it is important to look at this 
explanation in a different perspective 
to unders tand well the market 
dynamics in real i ty . The market 
demand curve is cons t ruc ted by 
summing a large number of individual 
demand curves together. That means 
any given point on the market demand 
curve represents an individual 
consumer in the market and his /her 
preference on how much to buy at the 
preferred price. Given that, if market 
demand curve is divided into two at 
the intersection point, all consumers in 
the market will fall into those two 

groups. One group represents 
the upper segment of the 
demand curve from the 
intersect ion point and the 
other group represents the 
lower part of the demand 
curve from the intersection 
point . The group that 
represents the upper segment 
of the demand curve is better 
off because market 
equi l ibr ium price is lower 
than to what they are willing 
to pay and thus they achieve 
the highest level of perceived 
benefits . For them, market 
mechanism brings economic 

In this graph y axis represents the price 
of the product and x axis is for quantity 
demanded and supp l ied . Market 
supply and demand curves are denoted 
as S and D respec t ive ly . At the 
intersection point of these curves, the 
equilibrium price (P') is determined, 

prosperity. 

This is a l so true for the group of 
suppliers who represent the lower 
segment of the market supply curve 
from the in tersect ion point . They 
possess the technical know-how to 
supply the product at lower prices than 
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the m a r k e t e q u i l i b r i u m p r i ce o f f e r e d 

to t h e m . Since the m a r k e t e q u i l i b r i u m 

p r i c e is h i g h e r t h a n w h a t t h e y h a v e 

expec ted , t he i r leve l of p r o f i t is h ighe r , 

b r i n g i n g t h e m e c o n o m i c p r o s p e r i t y . 

W h a t abou t the supp l i e rs w h o represent 

the u p p e r sect ion o f the marke t s u p p l y 

c u r v e f r o m the in te rsec t ion po in t? T h e 

p r i c e t h e y o f f e r i s h i g h e r t h a n t h e 

marke t p r i ce . T h a t means they are no t 

c o m p e t i t i v e e n o u g h to be i n the m a r k e t , 

a n d e v e n t u a l l y w i l l have to ex i t f r o m 

the m a r k e t . For s u p p l i e r s , t he m a r k e t 

m e c h a n i s m is reasonab le , that is, o n l y 

t h o s e w h o a r e c o m p e t i t i v e w i l l 

p rospe r , a n d those w h o are no t so w i l l 

d i m i n i s h to non-ex is tence. 

Market Mechanism: Agony and Ecstasy 

C o m i n g b a c k to c o n s u m e r s , w h a t is 

i n t e res t i ng is to u n d e r s t a n d the state o f 

t he g r o u p w h o rep resen ts t he l o w e r 

segmen t o f the d e m a n d c u r v e f r o m the 

i n t e r s e c t i o n p o i n t . F o r t h e m , t h e 

e q u i l i b r i u m p r i c e is h i g h e r t han w h a t 

t hey can p a y f o r the p r o d u c t . T h i s issue 

is q u i t e i m p o r t a n t w h e n the n u m b e r o f 

c o n s u m e r s i n t h i s g r o u p b e c o m e s 

l a r g e r . Fo r e x a m p l e , t a k e a s i t u a t i o n 

w h e r e a s i g n i f i c a n t p r o p o r t i o n of the 

p o p u l a t i o n of a c o u n t r y is i n the l o w e r 

segment of the d e m a n d c u r v e . For a l l 

o f t h e m , t h e m a r k e t p r i c e i s 

u n a f f o r d a b l e . T h i s can be q u i t e ser ious 

w h e n the p r o d u c t i n q u e s t i o n becomes 

a n i m p o r t a n t f o r l i f e , l i k e p o w d e r e d 

m i l k fo r i n f an t s . C o n s u m e r s are i n a 

d i l e m m a , as the p r o d u c t is essent ia l , bu t 

c a n n o t a f f o r d i t . E v e n t u a l l y , they are 

fo rced t o a b a n d o n the d e m a n d fo r the 

p r o d u c t . F o r t h e m , t h e e c o n o m i c 

f r e e d o m is d e n i e d t hen . In th is con tex t , 

there is a s t r o n g need to q u e s t i o n the 

o u t c o m e o f the marke t m e c h a n i s m . 

E q u i l i b r i u m p r i c e a n d c l e a r i n g t h e 

m a r k e t at that p r i ce m a y be an e f f i c ien t 

o u t c o m e . But , w h e n the e q u i l i b r i u m 

pr ice is h i g h e r t han the expec ta t i on of 

the m a j o r i t y o f the c o n s u m e r s , w h e t h e r 

i t can s t i l l b e accep ted as an e f f i c ien t 

o u t c o m e is a q u e s t i o n to be d iscussed. 

W h y d o e s a c e r t a i n s e c t i o n o f t h e 

c o n s u m e r s c a n n o t a f f o r d t h e 

e q u i l i b r i u m pr ice? T h e a n s w e r m a y be 

the i r i n a d e q u a t e i ncome , or the m a r k e t 

p r i ce is h i g h e r t han the i r expec ta t ion . 

It c o u l d a lso be a resu l t of bo th these 

s i t ua t i ons . F i rs t , cons ide r the scenario 

of i n a d e q u a t e i n c o m e . W h y is t h e i r 

i n c o m e l o w ? T h e answe r to th is l ies in 

the cost o f p r o d u c t i o n issue tha t w a s 

d iscussed ear l ie r . A c o n t r o l o n cost of 

p r o d u c t i o n i s v i t a l t o m a i n t a i n a 

reasonable leve l of p r o f i t fo r p roduce rs . 

P r o f i t s w e l l s w h e n cos t goes d o w n . 

Cost o n l a b o u r is a s ign i f i can t pa r t of 

t h e c o s t o f p r o d u c t i o n . P r o d u c e r s 

n a t u r a l l y t a k e m e a s u r e s to keep the 

cost o n l a b o u r o r m o r e s p e c i f i c a l l y 

w a g e s fo r w o r k e r s as l o w as poss ib le 

to m a i n t a i n a h e a l t h y leve l of p r o f i t fo r 

t he i r en te rp r i ses . T h i s w o u l d resu l t i n 

v e r y s l o w p rog ress i n w a g e increases, 

a n d t h u s l o w i n c o m e f o r w o r k e r s / 

c o n s u m e r s . C o n s u m e r s w i t h l o w 

i n c o m e are u n a b l e to a f f o r d the p r i ce 

o f the p r o d u c t d e t e r m i n e d a c c o r d i n g to 

m a r k e t f o r ces . T h e r e f o r e , e c o n o m i c 

f r e e d o m b y c o n s u m i n g m o r e at a l o w e r 

p r i ce becomes r e m o t e fo r the m a j o r i t y 

o f c o n s u m e r s , i f t hey are h a p p e n e d to 

r e p r e s e n t t h e l o w e r s e g m e n t o f t h e 

d e m a n d c u r v e f r o m the i n t e r s e c t i o n 

p o i n t . 

O n e o f t h e i m p o r t a n t i ssues i n t h i s 

r e g a r d is t h e m e a n i n g o f h e a l t h y o r 

r e a s o n a b l e l e v e l o f p r o f i t f o r 

e n t e r p r i s e s . T h e r e is n o c l e a r - c u t 

d e f i n i t i o n fo r reasonable leve l o f p r o f i t 

g i v e n i n the m a r k e t m e c h a n i s m theo ry . 

O f c o u r s e , t h e " n o r m a l p r o f i t " 

e x p l a i n e d i n t he m a r k e t m e c h a n i s m 

t h e o r y c a n b e c o n s i d e r e d as t h e 

t h e o r e t i c a l e q u i v a l e n t to r e a s o n a b l e 

leve l of p r o f i t . H o w e v e r , those w h o are 

f a m i l i a r w i t h th is concep t k n o w bet te r 

that , i n prac t ice , n o en te rp r i se w i l l sett le 

w i t h n o r m a l p r o f i t . N a t u r a l l y t h e 

en te rp r i ses t h r i v e for m o r e p ro f i t s s ince 

p r o f i t is the d r i v i n g force o f bus iness 

f i r m s i n a m a r k e t e n v i r o n m e n t . 

T h e r e f o r e , e x c e s s i v e l e v e l o f p r o f i t 

w o u l d be the mos t l i k e l y o u t c o m e i n 

rea l i t y u n d e r m a r k e t m e c h a n i s m , a n d 

en te rp r i ses p e r c e i v e i t as f o r t h e m to 

g r o w a n d e x p a n d bus iness ac t i v i t i es to 

c o n t r i b u t e m o r e t o g r o s s d o m e s t i c 

p r o d u c t (GDP) a n d e m p l o y m e n t . I n th is 

r e g a r d , m a n y w o u l d t h i n k t ha t t h i s 

b e h a v i o u r b y en te rp r i ses is j us t i f i ab le . 

A s d i s c u s s e d p r e v i o u s l y , b u s i n e s s 

e n t e r p r i s e s i n a m a r k e t e n v i r o n m e n t 

e m p l o y l o w - c o s t m e t h o d s o f 

p r o d u c t i o n to m a i n t a i n a h ighe r leve l 

o f p r o f i t . T h e s u b s t a n c e c a l l e d 

' m e l a m i n e ' i n i n fan t m i l k p r o v i d e s a 

g o o d c o n t e m p o r a r y real w o r l d e x a m p l e 

to u n d e r s t a n d how enterpr ises w o r k for 

h i g h e r p r o f i t b y l o w e r i n g p r o d u c t i o n 

cost . M e l a m i n e enhances the p r o t e i n 

c o n t e n t i n m i l k . T h e p r o d u c t i o n 

f o r m u l a t hen w o u l d be m o r e m e l a m i n e 

i n m i l k . W h y ? B e c a u s e c o s t o f 

m e l a m i n e is c o m p a r a t i v e l y l o w a n d 

m o r e p r o t e i n i n m i l k is p r o d u c e d w i t h 

less cos t , a n d t h u s h i g h e r p r o f i t f o r 

en te rp r i ses . But , m e l a m i n e is l e tha l f o r 

l i v i n g be ings . It s h o w s the ex ten t to 

w h i c h e n t e r p r i s e s exer t t he l o w cos t 

m e t h o d s to enhance p r o f i t i n a m a r k e t 

e n v i r o n m e n t . T h i s e x a m p l e i s a 

t e s t i m o n y o n h o w business en te rp r i ses 

can g a i n at a h u g e social cost in a m a r k e t 

s e t t i n g . 

T h e o t h e r i s s u e t h a t n e e d s t h e 

c o n s i d e r a t i o n is the s i t u a t i o n w h e r e the 

m a r k e t p r i c e i s h i g h e r t h a n t h e 

e x p e c t a t i o n o f t h e m a j o r i t y o f 

c o n s u m e r s . I t i s t r u e t h a t a t t h e 

e q u i l i b r i u m p r i ce the m a r k e t clears. Bu t 

a t t h e s a m e t i m e , t h e m a r k e t 

e q u i l i b r i u m p r i c e s h o u l d be t h e j u s t 

p r i c e t o o . T h e n o n l y i t is poss i b l e t o 

d e c l a r e t h a t t he m a r k e t d e l i v e r s t h e 

b e s t o u t c o m e , p a v i n g t h e w a y f o r 

e c o n o m i c p r o s p e r i t y fo r m a j o r i t y o f the 

c o n s u m e r s . 

A s p r e v i o u s l y d i s c u s s e d , t h e b e s t 

m a r k e t o u t c o m e is b a s e d o n 

c o m p e t i t i v e b e h a v i o u r i n the m a r k e t 

w i t h z e r o soc ia l cost . O n i ts o w n , the 

s o r t o f c o m p e t i t i v e b e h a v i o u r 

e x p l a i n e d here m a y no t be poss ib le to 

a c h i e v e . I n o r d e r to c o m p e l m a r k e t 

p a r t i c i p a n t s t o e n g a g e i n t h e 

c o m p e t i t i v e b e h a v i o u r w i t h z e r o social 

c o s t , p r o p e r l y d e v e l o p e d v i t a l 

i n s t i t u t i o n s , p r o c e d u r e s , s o c i a l 

re la t i ons , a n d i n f r a s t r u c t u r e s h o u l d be 

i n p lace i n the soc ie ty t o ensu re fa i r -

p l a y . I n o t h e r w o r d s , m a r k e t s a re 

r e q u i r e d to ope ra te w i t h i n a c a r e f u l l y 

l a i d d o w n s y s t e m of i n s t i t u t i o n s a n d 

i n f r a s t r u c t u r e . T o h a v e a l l t h e s e 

essent ia ls i n p lace , social a n d po l i t i ca l 

c o m m i t m e n t is necessary. O n l y w h e n 

the r e q u i r e d a t m o s p h e r e is c reated f o r 

f a i r - p l a y , w e can expect the m a r k e t to 

p r o d u c e t h e s o c i a l l y j u s t i f i a b l e 

o u t c o m e that is c o n d u c i v e fo r economic 

f r e e d o m fo r the m a j o r i t y . O t h e r w i s e 

p o v e r t y , f r u s t r a t i o n , soc ia l d i s h a r m o n y 

a n d d i s i n t e g r a t i o n , etc. are i n e v i t a b l e 

c o n s e q u e n c e s o f t h e m a r k e t 

m e c h a n i s m . 
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