INTRODUCTORY MICRO ECONOMICS

Chapter 5: MARKET EQUILIBRIUM #&cmiog avamellmoaiaun

PRICE MECHANISM: The process of pricing the goods and services by Demand and Supply is called price
mechanism.
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EQUILIBRIUM: Equilibrium means balance or equality. Market equilibrium means a point where market
demand and market Supply are equal. The price at which Demand and Supply are equal is called equilibrium
price. The quantity of goods and services sold and bought at equilibrium price is called equilibrium quantity.
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qd(p*) — qs(p*)
Here q%is quantity demanded and q°is quantity supplied p* equilibrium price

It can be graphically written as follows.

In the diagram S is the supply curve and D is P
the demand curve EP is the equilibrium price and
EQ is the equilibrium quantity. The situation in
which market demand is higher than market Supply P g Ty 0
at a given price (P2 here) is called excess demand.
The situation in which market Supply is higher than
market Demand at a given price (P1 here) is called

excess Supply. EP == = = = = =

Excess Supply

EP = EQ (No excess)
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Example: Qs =128 + 8P Qd =478 — 6P we can find equilibrium as follows from this
Qs=Qd |

128 + 8P=478 - 6P \‘ P =350/14

128 + 8P +6P= 478 “ P=$25

8P +6P= 478 -128 “ equilibrium quantity

14P = 478 -128 128+ 8(25)=478-6(25)

14P = 478 -128 328 = 328

14P=350 | so equilibrium price = 25, equilibrium quantity = 328
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Changes in equilibrium
Demand shift awladagleer moQo:

The demand curve shifts rightward and Supply remains the same
(Wmoadleel m0go alelcomOg’)

Pl
An increase in demand shifts the demand curve to the right, and it raises bl D
equilibrium price and equilibrium output.
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The Demand curve shifts leftward and Supply remains the
same (wlzoadloel 209, MSCOMIS):

A decrease in demand shifts the demand curve to the left and it
reduces equilibrium price and equilibrium output.
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SHIFTS IN SUPPLY CURVE aveeqgjoieel m0go. : T ooyt vmameconamisoninesouk

Shift of Supply curve rightward and the demand curve remains

the same (aqvesgjwloel a0Q. alrIGEMOS): 51

An increase in supply shifts the supply curve to the right, which reduces
equilibrium price and increases equilibrium quantity.
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Shift of Supply curve leftward and the demand curve remains the same
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An decrease in supply shifts the supply curve to the left, which increases 1 I
equilibrium price and reduces equilibrium quantity. queeqkOlael &)oq] avess)
QUDHOHOM DSECOMHS 20PAM, @ aquamel® ailel aldeblgflen®)e qvamele
@RS HOPHWYo 621QYAN)

|
|
|
|
|
|
|
Q Quantity

Copyright: wwweconomicsonlineco.uk

SIMULTANEOUS SHIFTS OF DEMAND AND SUPPLY adlaomaslen. augfoflenonoarilapas aoge:

The impacts of these shifts are shown by the following tble
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SHIFT IN DEMAND SHIFT IN SUPPLY

QUANTITY PRICE
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APPLICATIONS

PRICE CEILING:

The government-imposed upper limit on the price of a good or service is called price ceiling. It is
used to protect consumers from price hike. Price ceiling is generally imposed on necessary items like
wheat, rice, kerosene, sugar and it is fixed below the market-determined price since at the market-
determined price some section of the population will not be able to afford these goods. When the
government imposed price ceiling the market faces excess demand. Then the government issues ration
coupons to the consumers so that no individual can buy more than a certain amount of goods and this
stipulated amount of goods are sold through ration shops which are also called fair price shops. Price
ceiling Causes the following problems.

1. Long queues in the ration Shops.
2. Activities such as black markets
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In the figure P is the equilibrium price and X is A
equilibrium quantity. P1 is price ceiling, it causes
excess demand of X2X1 amount

price

supply
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PRICE FLOOR:
For certain goods and services, fall in price below demand
a particular level is not desirable and hence the >
government sets floors or minimum prices for o X2 X X1 qu antity

these goods and services. The government
imposed lower limit on the price that may be charged for a particular good or service is called price floor.
Most well- known examples of imposition of price floor are agricultural price support programmes and the
minimum wage legislation. It causes excess Supply in the market. Such a situation is shown by the following
diagram.
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Effect of a Price Floor
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