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Mar ket Demand

The demand for agood or serviceis
defined as:

Quantities of agood or service that
people are ready (willing and able) to buy
at various prices within some given time
period, other factors besides price held
constant.
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Mar ket Demand

Mar ket demand i1sthe sum of al the
Individual demands.
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Mar ket Demand

Theinverse -
relationship H
between price _
and the quantity

demanded of a
good or service
Iscalled the Law
of Demand.
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Mar ket Demand

Changes in price result in changesin
the quantity demanded.

Thisis shown as movement along the
demand curve.
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Mar ket Demand

Changes in nonprice determinants
result in changes in demand.

Thisis shown as a shift in the demand
curve.
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Mar ket Demand

Nonprice determinants of demand
Tastes and preferences

Income

Prices of related products
Future expectations

Number of buyers
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Market Supply

The supply of agood or serviceis
defined as:

Quantities of agood or service that people
are ready to sell at various prices within
some given time period, other factors
besides price held constant.
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Market Supply

Changes in price result in changesin
the quantity supplied.

Thisis shown as movement along the
supply curve.
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Market Supply

Changes in nonprice determinants
result in changes in supply.

Thisis shown as a shift in the supply
curve.
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Market Supply

Nonprice determinants of supply
1. Costs and technology

2. Prices of other goods or services offered

oy the sel
3. Future ex

er

nectations

4. Number of sellers
5. Weather conditions
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Market Equilibrium

We are now
able to combine
supply with
demand into a
complete
analysis of the
market.
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Market Equilibrium

Equilibrium price: The price that
equates the quantity demanded with
the quantity supplied.

Equilibrium quantity: The amount
that people are willing to buy and
sellers are willing to offer at the
equilibrium price level.
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Market Equilibrium

Shortage: A market situation in which
the quantity demanded exceeds the

guantity supplied.

A shortage occurs at a price below the
equilibrium level.
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Market Equilibrium

Surplus: A market situation in which
the quantity supplied exceeds the
guantity demanded.

A surplus occurs at a price above the
equilibrium level.
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Compar ative Statics Analysis

A common method of economic
analysis used to compare various
points of equilibrium when certain
factors change.

e A form of sensitivity or what-if
analysis.
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Compar ative Statics Analysis

1. State all the assumptions needed to
construct the mode!.
2. Begin by assuming that the model

IS In equilibrium.
3. Introduce a change in the model.
In so doing, a condition of

disequilibrium Is created.
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Compar ative Statics Analysis

4. Find the new point at which
equilibrium is restored.

5. Compare the new equilibrium
point with the original one.
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Step 1 P %)
 Assumethat all 7 5
factors except the -
price of pizzaare 5
held constant. P

» Buyers' demand
and sellers’ supply
are represented by
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Step 2
* Beginthe
analysisin
equilibrium as
shown by Q,
and P;.
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Compar ative Statics: Example

Step 3
e Assumethat a
new government
study shows
pizzato be the

most nutritious
of all fast foods.

e Consumers
INCrease thair
demand for pizza
as aresult.
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Step 4

e Theshiftin
demand
resultsin a
new
equilibrium
price, P, , and
quantity, Q..
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| Comparative Statics: Example

Step

S

e Comparing the

new equi

litbrium

point with the
original one we
see that both
equilibrium

price anc
guantity

|Ncreased.

Nave
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Compar ative Statics Analysis

The short run isthe period of timeIn
which:

 sellersaready in the market respond to
a change in equilibrium price by
adjusting variable inputs.
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Compar ative Statics Analysis

The short run isthe period of timeIn
which:

* buyers already in the market respond to
changes in equilibrium price by
adjusting the quantity demanded for
the good or service.
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Compar ative Statics Analysis

Therationing function of pricelisthe
INnCrease or decrease Iin price to clear
the market of any shortage or surplus.
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Compar ative Statics Analysis

 Rationing is ashort run function of
price.

e Short run adjustments are represented
as movements along given supply or
demand curves.
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Short-run Analysis

e Anincrease
INn demand
causes
equilibrium
price and
guantity to
rse.
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Short-run Analysis

P
e A decreasein

demand causes 5
equilibrium
prl ce and Surplus
quantity tofall. i r——- Y
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Short-run Analysis

. Anincreasein H_ §
supply causes ! :
equilibrium Surplus
price to fall ’1‘ """"" i
and P, |
equilibrium IR
guantity to i D
rse. i

o 0 Q
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* A decreasein
supply causes
equilibrium
pricetorise
and
equilibrium

guantity to fall.
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Compar ative Statics Analysis

Thelong run isthe period of timein
which:

 New sellers may enter a market
o Existing sellers may exit from a market
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Compar ative Statics Analysis

Thelong run isthe period of timein
which:

o Existing sellers may adjust fixed inputs

e Buyers may react to achange in
equilibrium price by changing their
tastes and preferences.

2003 Prentice Hall Business Publishing Managerial Economics, 4/e Keat/Young



Compar ative Statics Analysis

The guiding or allocating function of
priceisthe movement of resources
Into or out of markets as aresult of

changes in the equilibrium market
price.

2003 Prentice Hall Business Publishing Managerial Economics, 4/e Keat/Young



Compar ative Statics Analysis

e Guiding isalong run function of price.

e Long run adjustments are represented
as shiftsin given supply or demand
Curves.
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Long-run Analysis

Initial change:

e decreasein
demand

Result:

e reductionin
equilibrium price
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Long-run Analysis

Follow-on
adj ustment:

e movement of
resources out of
the market

o |eftward shift in
the supply curve
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Long-run Analysis

Initial change:
° INCreasein

demand i
P4, Py
Result:
e |NCreasein
equilibrium
price
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Long-run Analysis

Follow-on
adjustment:

e movement of
resources Into
the market

e rightward shift
In the supply
curve
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- Supply, Demand and M anagerial
i Decision M aking

In the extreme case, the forces of
supply and demand are the sole
determinants of the market price.

In other markets, individual firms can
exert market power over their price

because of their:

edominant size.
ability to differentiate their product.
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