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Comments from Glenn Lawson (8/4/99)

…I am looking at the graphs in lesson 9.  You show “Demand and Pricing for a Necessity and a Luxury.” Using milk and oysters.  This is a very good pair of subjects to illustrate something you do not yet have on the graphs but may want to include.  If the price per gallon of milk is higher than cost per gallon for the dairy farmer to produce it, then all he has to do to increase his income is raise more cows.  Many farmers will reach the same conclusion, many will raise more cows, and they will increase the supply of milk until it meets the demand.  When the demand is satisfied, the price comes down until the framers cannot afford to increase the number of cows any more, may have to sell a few for beef, and the supply and the demand are balanced at about the cost of producing a gallon.  In this example the demand determines how much is produced, and the market economy is working at its best.

     For oysters, at first the demand exceeded the supply and the price of a bushel of oysters was greater than the cost of producing it, so the oystermen kept building more boats to catch more oysters and increase their income.  The market economy was working.  But, where the farmer did not reach the limit to the amount of mild he could produce, the oystermen did reach a limit to the number of bushels they could catch, the oysters were not reproducing as fast as they were being caught.  The price of a bushel went up, but the cost of catching a bushel did not, giving more profit per bushel, however, the number of bushels went down, giving the oystermen less money.  They could not longer afford to add new boats.  The number of bushels went down more, so the oystermen abandoned their least efficient boats and the ones that needed expensive repairs.  Some decided they could make more money on land, so they quit and abandoned their boats.  In this case, the number of boats went down because the number of bushels had gone down and combined income was not sufficient to maintain all those boats.  So, the price of oysters goes up because the demand is greater than the supply, but the money an oysterman makes goes down because the supply is low.  The price is regulated not by the cost of producing a bushel (as the price of a gallon of milk seeks the cost of producing a gallon) but by how much a consumer is willing to pay for a dinner.  Everybody loses, people pay more for an oyster dinner and the oysterman makes less, and regulations are necessary because the pure market economy isn’t working.  This leads into Chapter 10, Sustain and Maintain, where you discuss the Law of Scarcity. 


