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4 Demand, Supply, and Equilibrium

Chapter Outline

4.1 Markets(competitive market, identical good)

4.2 How Do Buyers Behave?(Demand)

4.3 How Do Sellers Behave?(Supply)

4.4 Supply and Demand in Equilibrium

4.5 What Would Happen if the Government Tried
to Dictate the Price of Gasoline?
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A market is a group of buyers and sellers of a
particular good or service. A market might be a
physical place or a group of buyers and sellers
spread around the world who never meet

W

Traders in Pit of Wall Street Job market fair in China
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10/6/2021



10/6/2021

_

* The market price is the price at which buyers and sellers
conduct transactions.

» Decision making is at the terms supply and demand refer
to the behavior of people as they interact with one another
in markets.

» Buyers determine demand. Sellers determine supply.

+ In a perfectly competitive market(52 £ %% F 135) every
buyer pays and every seller charges the same market price,
no buyer or seller is big enough to influence that market
price(price taker,{B151# 5% &), and all sellers sell an
identical good or service.

° © 2015 Pearson Education, Inc. °

4.1 Markets Structure (i)

Perfect Competition (S8 & %% F)
Products are the same, Numerous buyers and sellers so
that each has no influence over price Buyers and Sellers
are price takers
Ex: B 2 &7 3 - NYSE

Monopoly (%514, Ch12)

One seller, and that seller controls price (No competition
on the seller’s side).
Ex: # & ~ #-k ~ Debeer - 5oy

° © 2015 Pearson Education, Inc. °




4.1 Markets Structure (THi54518)

Oligopoly(&1{&, Ch14)
Few sellers, Not always aggressive competition.
Focus on the strategic interaction between two or three
sellers (game theoretic approach).
Ex:® # vs. 5 % ; KMT vs. DPP

Monopolistic Competition (%414 7% S, Ch14)
Many sellers, Slightly differentiated products.
Each seller may set price for its own product.
Exie gt » SR 4

° © 2015 Pearson Education, Inc. °

4.2 How Do Buyers Behave?

Quantity Demanded

The amount of a good that buyers are willing and able to
purchase at a given price. (Notice: willing and able (k% §*
& BBMW > 7 7 » % £ & —can not afford it)

Demand Schedule

A table that reports the quantity demanded at different prices,
holding all else equal.

(i.e. g&g & iﬁ’%’f—g . %T)EJ;T LB
FR—3fA A ? 2 2w 027 L -BETE -3
EEBS )

Demand Curve

Plots the quantity demanded at different prices.
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Exhibit 4.1 Chloe’s Demand Schedule and Demand Curve for Gasoline

Demand Schedule
Quantity
Price demanded
Price $7 ($/gallon) (gallons/year)
($/gallon) $6 50
81 5 100
4 150
5 |-
3 200
sl 2 250
i 1 300
b e e
2t !
' Demand curve
. ] S . N— N | SRR R
50 100 150 200 250 300 350
Quantity
(gallons per year)
° © 2015 Pearson Education, Inc. °

Changes in Quantity Demanded

Price of Ice-
Cream cones

Movement along the demand
curve-
Caused by a change in the
L3 21 [ ) SO price of the product.

i Holding other things

constant(E R4 A %),

R 1] 1)) T . ................................... :

4- ——— 8 Quantity




4.2 How Do Buyers Behave?

Demand curve can also be used to calculate how much
one is willing and able to pay for an additional gallon of
gas.(just reverse the though experiment used to plot
demand curve: how much are u willing to pay for this unit
of good, condition on the amount you already have)

The highest price that a buyer is willing and able to
pay for an additional unit of a good is the
willingness to pay for that particular unit.

Ex: $6 is the WTP for the 50t gallon of gas

© 2015 Pearson Education, Inc. °

4.2 How Do Buyers Behave?

The law of demand states that, other things being equal,
the quantity demanded of a good falls when the price of
the good rises.
Why? Diminishing marginal benefit: as u consume more of
a good, your marginal willingness to pay for an additional
unit decline. (think about when you go home for summer
vacation, the first several days u love ur parents so
much.....XDD)
ERIRE EZ20LE - BEAAISMER LR - TKERM LI
(1) Conspicuous goods (JZIZME maHE)
Veblen: the Theory of the Leisure Class (5 & &)
He left U of Chicago Econ Dept because his eccentric
life style
(2) Giffen’s good (F5 1 EFZ2FiE)
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4.2 How Do Buyers Behave?

From Individual Demand Curves to Aggregated Demand Curves

There are many buyers in the market.....

Market Demand Curve

The sum of the individual demand curves of all
the potential buyers. The market demand curve
plots the relationship between the total quantity
demanded and the market price, holding all else

equal.

© 2015 Pearson Education, Inc. °

Exhibit 4.2 Aggregation of Demand Schedules and Demand Curves

Sue's Demand Schedule Carlos’s Demand Schedule Total Demand Schedule

Quantity Quantity Quantity
Price demanded rice demanded Price demanded
($/galion)  (gallons/year) ($/gallon)  (gallons/year) (¥gallon)  (gallons/year)
$5 100 $5 200 $5 300
4 200 4 400 4 600
3 300 3 600 3 200
2 400 2 800 2 1,200
1 500 1 1,000 1 1,500
Price $6
($/gallon)

P 7 T S
T T T T

i i i i .
200 400 600 800 1,000 1200 1,400 1,600 1,800

Quantity
(gallons per year)

Graphically, individual demand curves are summed
horizontally (7K /142) to obtain the market demand curve.
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Example in the text book is not very good because it does not

express the possible kinked (#)#7) nature of the market demand

Quantity demanded

Price (bottles per day)

(dollarsper = °°
bottle) Tina Tim Market

2,00 0 0 0

1.50 I 0 I

1.00 2.+ | 3

0.50 3 2 5
Price (dollars per bottle) Price (dollars per bottle) Price (dollars per battle)
250 + 250 T 2.50
2.00 4

200 T 2.00

1.50 + Tina's demand 1.50 @, Tim's demand 1.50 Market demand
100 ---ooeeeeeee- ¥ 1.00 |- 1.00 |-
0501 ‘ osof | 050
2 i i —
4] I 2 3 4 0 | 2 3 4 0 ! 2 3 4 5 6
Quantity (bottles per day) Quantity (bottles per day) Quantity (bottles per day)
(a) Tina's demand (b) Tim's demand (<) Market demand

4.2 How Do Buyers Behave?

From Individual Demand Curves to Aggregated Demand Curves

Shifts of the Demand Curve

» Occur when one of the following changes:
1. tastes and preferences
2. income and wealth
3. availability and prices of related goods
4. number and scale of buyers
5. buyers’ expectations about the future

» Caused by any change that alters the quantity
demanded at every price.

° © 2015 Pearson Education, Inc. °
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4.2 How Do Buyers Behave?

Shifting the Demand Curve

Price Price

New
market
price

Market
price

Demand Demand

curve

Quantity Quantity
(a) Left and right shifts of the demand curve (b) Movement along the demand curve

Exhibit 4.4 Shifts of the Demand Curve vs. Movement Along the Demand Curve

° © 2015 Pearson Education, Inc. °

4.2 How Do Buyers Behave?

From Individual Demand Curves to Aggregated Demand Curves

Income:
« As income increases the demand for a normal good (IE& f7)
will increase. Ex: house, car, leisure...
« Asincome increases the demand for an inferior good (%555
87) will decrease. Ex: Yam in the 1950’s Taiwan
* Notice that a good can be both normal or inferior, depend
on at which income or consumption range we are talking
about...also how we define its scope matters.
Ex: motorcycle-Mini Copper-Camry-Lexus, vs. safe and
comfort transportation
Ex: BBi#Z (£ ?)

° © 2015 Pearson Education, Inc. °
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Consumer Income Normal Good

$3.00

2.50

2.00

1.50

1.00

0.50

An increase
in income...

Increase
in demand

01 23456 7 8 9101112

Consumer Income Inferior Good

$3.00
2.50 An increase
2.00 INn INCome...
Decrease
1.50 in demand
Moo B |
0.50

01 23456 7 8 9101112

10/6/2021
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4.2 How Do Buyers Behave?
Shifting the Demand Curve

Prices of Related Goods:

Substitutes(Z . m)

When a fall in the price of one good reduces
the demand for another good, the two goods
are called substitutes

Ex: == YFZE vs 5GGYEZE, Coke vs Pepsi, IEARER
52 vs. N & ErEE, marijuana vs. cocaine, DPP vs. KMT,
MER{C & [Rvs. £ — R (this is why we have so
many classes)

° © 2015 Pearson Education, Inc. °

Substitutes in
consumption

° © 2015 Pearson Education, Inc. °
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4.2 How Do Buyers Behave?
Shifting the Demand Curve

Complements (Effim)

When a fall (increase) in the price of one good
increases (decrease) the demand for another
good, the two goods are called complements.

Complements are usually pairs of goods that are
used together.

Ex: coffee and cream, ice cream and fudge, X-box
and its video CD, gas and car...

Ex: : a couple years ago, car market of Taiwan
dropped 15%, some blame the slow economy, but
gasoline price played an important role, too.

° © 2015 Pearson Education, Inc. °

4.2 How Do Buyers Behave?

Shifting the Demand Curve: A functional form expression

If Demand function for X'is
Q,=100-3Px-0.01/+0.5P,
Then X is inferior goods , X and Y are substitutes

If /=4500, P =70, then Q,=90-3P,

If I=5000, Py=70, then Q,=85-3P,
Demand curve shifts to the left.

° © 2015 Pearson Education, Inc. °
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4.2 How Do Buyers Behave?
Shifting the Demand Curve

* Taste
Taste change when people become better
informed, or when new goods become available.

* Number of Buyers
The greater the number of buyers in a market,

the larger is the demand for any good.

© 2015 Pearson Education, Inc. °

4.2 How Do Buyers Behave?
Shifting the Demand Curve

+ Expectations
Expected future prices influence demand today if

inter-temporal substitution (EHIE 1) is allowed.

Ex:
(1) if the price of a computer is expected to fall
next month, the demand for computers today

decreases.
(2)Typhoon arrives tomorrow, but the demand

for vegetables increase today.

© 2015 Pearson Education, Inc. °
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4.2 How Do Buyers Behave?

Shifting the Demand Curve

Table 1 Variables ThatInfluence Buyers

Variable A Change in This Variable. . .
Price Represents a movement along the
demand curve

Income Shifts the demand curve

Prices of related goods Shifts the demand curve

Tastes Shifts the demand curve
Expectations Shifts the demand curve

Number of buyers Shifts the demand curve

° W U 1O FEUISUIT CUULUINIVILN, TTIC., °

4 What Would Happen If the Government Tried to Dictate the Price of Gasoline

Evidenced-Based Economics Example:

How much more gasoline would
people buy if its price were lower?

° © 2015 Pearson Education, Inc. °
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4 What Would Happen If the Government Tried to Dictate the Price of Gasoline

Price $6
including taxes @ Brazil
and subsidies sk

($/gallon)
i
Brazil and Venezuela ,| Mo
shares the same
border, have similar
level of income per , , ‘ ‘ , ‘
person, but brazil S s
heavily tax their gas, foelons ctaseeinepervean
while V subsidize
heauvily.
Exhibit 4.5 The Quantity of Gasoline Demanded (per person) and the Price of

Gasoline in Brazil, Mexico, and Venezuela
° © 2015 Pearson Education, Inc. °

Venezuela
e )

4.3 How Do Sellers Behave?

Quantity Supplied
The amount of a good that sellers are willing and able to
sell at a given price. (willingness to sell)

Supply Schedule
A table that reports the quantity supplied at different prices.

Supply Curve
Plots the quantity supplied at different prices.

° © 2015 Pearson Education, Inc. °
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4.3 How Do Sellers Behave?

Law of Supply ({#t453%8l0)
The law of supply states that, other things equal, the quantity
supplied of a good rises when the price of the good rises.

° © 2015 Pearson Education, Inc. °

Exhibit 4.6 ExxonMobil's Supply Schedule for Qil and Supply Curve for Oil

ExxonMobil's Supply Schedule
Quantity
supplied
Price (billions of barrels
Price  $300 ($barrel) of oil per year)
($/barrel)
s501- R oa ExxonMobil's
50 12 supply curve.
100 1.5
200 - 150 b %
150 -
B
L
0.5 10 12 16 17 2.0
Quantity
(billions of barrels of oil per year)
° © 2015 Pearson Education, Inc. °
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4.3 How Do Sellers Behave?

Shifting Supply Curve

Chevron's Supply Schedule ExxonMobil's Supply Schedule Total Supply Schedule
Quantity Quantity Quantity
supplied supplied supplied

Price  (billions of barrels Price  (billions of barrels Price  (billions of barrels

(&/barrel)  of il per year) ($/barel)  of oil per year) (#/barrel)  of oil per year)

$10 0.0 $10 00 $10 0.0
50 08 50 12 50 20
100 1.0 100 15 100 25
150 1.1 150 17 150 28
Price  $250
($/barrel)

Chevron ExxonMobil Total
supply curve supply curve

200

150

05 1.0 15 20 25 3.0 35 40
Quantity
(billions of barrels of oil per year)

Exhibit 4.7 Aggregation of Supply Schedules and Supply Curves

° © 2015 Pearson Education, Inc.

4.3 How Do Sellers Behave?

Shifting Supply Curve

Price  $250

Si
($/barrel) i

cumnve

200
150
100 |-

50

)

50
Quantity
(billions of barrels of oil per year)

Exhibit 4.8 Market Supply Curve for Oil

° © 2015 Pearson Education, Inc.
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Exhibit 4.9 Shifts of the Supply Curve vs. Movement Along the Supply Curve

Quantity Quantity
(@) Left and right shifts of the supply curve (b) Movement along the supply curve

° © 2015 Pearson Education, Inc. °

4.3 How Do Sellers Behave?

Shifting Supply Curve

Shifts of the Supply Curve

Occur when one of the following changes:
+ Prices of related goods (18 mI1EE)
 Input price (£EZXREK)

+ Technology (& E 1)

+ Expectations (F&H)

+  Number of sellers (B AE)

° © 2015 Pearson Education, Inc. °
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4.3 How Do Sellers Behave?
Shifting Supply Curve

Prices of related goods (1p ¥ # & § #):
Substitute in production (£ ZE EBYE R @)

A good that can be produced in place of another good.
For example, for an auto factory, its production line can
be used to produce truck or SUV.. (or you are good at
Teaching both Econ and Calculus)

» The supply of a good increases if the price of one of
its substitutes in production falls.

» The supply a good decreases if the price of one of
its substitutes in production rises.

° © 2015 Pearson Education, Inc. °

4.3 How Do Sellers Behave?
Shifting Supply Curve

Complement in production (£Z R E#m)

A good that is produced along with another good. For
example, cream is a complement in production of skim
milk in a dairy. (Or & &E25E )

« The supply of a good increases if the price of one of its
complements in production rises.

» The supply a good decreases if the price of one of its
complements in production falls.

° © 2015 Pearson Education, Inc. °
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4.3 How Do Sellers Behave?
Shifting Supply Curve

» Technology, Input price, Expectations(¥8H),Number of
sellers(B A AE)

* Increase of number of sellers, decrease of input price, and
the advance of new technology will shift the supply to the
right, and vice versa.

o Ex: HER MNECAEE NBE) or fracking(B & MK ER),
shift the supply of oil to the right.

* Expect the price will increase next month- decrease supply
this year, shift supply to the left. (Ef&EZ)

° © 2015 Pearson Education, Inc. °

4.3 How Do Sellers Behave?
Shifting Supply Curve

Variable A Change in This Variable. . .

Price Represents a movement along the supply curve
Input prices Shifts the supply curve

Technology Shifts the supply curve

Expectations Shifts the supply curve

Number of sellers Shifts the supply curve

° © 2015 Pearson Education, Inc. °
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4.4 Supply and Demand in Equilibrium

Competitive Equilibrium

The point at which the market comes to an agreement about
what the price will be (competitive equilibrium price) and
how much will be exchanged (competitive equilibrium
quantity) at that price.

quantity supplied=quantity demanded.
i,ﬂ:ﬁ ‘k 4 4 ~ (i.e. other things not being equal)
fMPand QA B EE

° © 2015 Pearson Education, Inc. °

4.4 Supply and Demand in Equilibrium

Price  $200 -
($/barrel) 180l
160 -

140 -

120 -

100

80

60 -

40

20 -

Supply curve

e e e o e e Competitive equilibrium
Competitive equilibrium price

Demand
curve

:Gompaﬁtiva
requilibrium
| quantity

10 20 30 35 40 50
Quantity
(billions of barrels of oil per year)

Exhibit 4.10 Demand Curve and Supply Curve for Oil

° © 2015 Pearson Education, Inc. °
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4.4 Supply and Demand in Equilibrium

Equilibrium Price
The price that balances quantity supplied and quantity
demanded.

Equilibrium Quantity

The quantity supplied and the quantity demanded at the
equilibrium price.

On a graph, both can be represented by the point at
which the supply and demand curves intersect.

° © 2015 Pearson Education, Inc. °

4.4 Supply and Demand in Equilibrium

Price  $200 - Supply curve
(&barrel) 180k
160 -
140
120
100 -
80 -
60 |-
40
20 -

| Market price

Competitive equilibrium

Demand
curve

29 38 Quantity
Quantity  Quantity (billions of
demanded supplied barrels of

oil per year)

Exhibit 4.11 Excess Supply

° © 2015 Pearson Education, Inc. °
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4.4 Supply and Demand in Equilibrium

* Excess supply(or surplus)
*  When price > equilibrium price, then quantity supplied >
quantity demanded. There is excess supply (32 %f i %)

or a surplus.

» Market will force the price to go down, thereby moving
toward equilibrium.

° © 2015 Pearson Education, Inc. °

4.4 Supply and Demand in Equilibrium

Price  $200 -
®/barrel) o0 |
160

140

120 -

100 -

80 -

60

40

20 -

Supply curve

Competitive equilibrium

i Market price Demand

curve
demand

30 44 Quantity
Quantity Quantity (billions of
supplied demanded barrels of

oil per year)

Exhibit 4.12 Excess Demand

° © 2015 Pearson Education, Inc. °
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4.4 Supply and Demand in Equilibrium

Shortage
When price < equilibrium price, then quantity
demanded > the quantity supplied.

 There is excess demand (%855 >K) or a shortage.
» Suppliers will raise the price due to too many buyers

chasing too few goods, thereby moving toward
equilibrium.

° © 2015 Pearson Education, Inc. °

4.4 Supply and Demand in Equilibrium

Law of supply and demand
The claim that the price of any good adjusts to bring
the quantity supplied and the quantity demanded for
that good into balance.

Market force would do it.

Walras auctionner.

° © 2015 Pearson Education, Inc. °
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Analyzing Equilibrium change using Supply and Demand

First, the demand curve
shifts to the left.

Price

(&/barrel)

Price
falls

Supply curve

Old competitive equilibrium

Second, the new
equilibrium is
reached by
moving along the

“New competitive equilibrium supply curve.

New demand Old demand
curve curve

Quantity
(billions of barrels
of oil per year)

-«
Quantity
falls

© 2015 Pearson Education, Inc.

4.4 Supply and Demand in Equilibrium

Curve Shifting in Competitive Equilibrium

Eggs

Eggs

Effect on equilibrium price and quantity
from difference in supply

© 2015 Pearson Education, Inc.
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Exhibit 4.13 A Left Shift of the Supply Curve

First, the supply curve
shifts to the left.

Price New supply curve old supply curve
($/barrel)

S / Second, the new
equilibrium is
reached by
moving along the
demand curve.

New competitive equilibrium
Price
increases

competitive equilibrium

Demand
curve

-« Quantity
Quantity (billions of barrels
falls of oil per year)

° © 2015 Pearson Education, Inc. °

4.4 Supply and Demand in Equilibrium

Curve Shifting in Competitive Equilibrium

Why do the price of roses
increase right before
Valentine’s Day?

° © 2015 Pearson Education, Inc. °
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A Change in the Demand for Roses

Price (dollars per bunch)

In a normal month, Price in
. February

the price of roses

is $40 a bunch and

6 million bunches

are sold.

Valentine’s Day in /'\D
February C;uantity in Quantity in
increases the P SRS [N
demand for roses month o 2 3
and shifts the Quantity (millions of bunches per month)
demand curve
rightward. In February, the equilibrium price rises and the
equilibrium quantity increases.
[ ] [ ]

A Change in the Supply of PCs

Average price (dollars per PC)

Advances in
2,500 + Technological advances
teChnO|Ogy have lower the cost of producing
PCs and supply increases ...
lowered the cost 2,000 =
. 0
of computer chips, 5
hard drives, and 1500 + ) —
. e price
monitors, and the N IV fils and the
supply of PCs ' \ Jemanded
increased. 500 [ A § R

0 100 200 300 400
Quantity of PCs (millions per year)

But this shift takes a different form: the
price of PC is about NT$20000 for quite
sometime, why?

Quality increase instead The equilibrium price decreased and the

equilibrium quantity increased.

10/6/2021
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4.4 Supply and Demand in Equilibrium

Curve Shifting in Competitive Equilibrium

Both the Demand Curve and Supply Curve
Shift Right

Price Price Price

- = ¥ old Equilibrium P
Old Equilibrium S S,

P, P=P, New Equilibrium P,
P2
D1 D2 D1
Q — Q, Quantity Q, - Q,
° © 2015 Pearson Education, Inc. °

4.4 Supply and Demand in Equilibrium

Curve Shifting in Competitive Equilibrium

The Demand Curve Shifts Right and
the Supply Curve Shifts Left

Price Price Price New

New New Equilibrium
P Equilibrium s<- P Equilibrium S" —p <

Old

Old T Equilibrium

Equilibrium P
D,
D D, ¢
Q=Q, Quantity Q—Q, Quantity|
° © 2015 Pearson Education, Inc. °
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4.4 Supply and Demand in Equilibrium

Curve Shifting in Competitive Equilibrium

The Demand Curve Shifts Left and
the Supply Curve Shifts Right

Price old Price old Price old

Equilibrium Equilibrium Equilibrium

> < - < -
1

S\

New
Equilibrium

New
Equilibrium P
2

Q. Q Quantity Q—Q, Quantity|

© 2015 Pearson Education, Inc. °

4.4 Supply and Demand in Equilibrium

Curve Shifting in Competitive Equilibrium

Both the Demand Curve and Supply Curve
Shift Left

Price New Price Price

equilibrium New Sy Sq
equilibrium

New Sz
equilibrium

Py -\ -3 #.0ld equilibrium

2 R , Pi=Py|--mnemeaannd . /,0ld equilibrium Py |- ----omoo-

Pyt fon NG % Old equilibrium

: D, Dy : "D, Dy : " D, Dy
Q& Q Quantity Qe Q Quantity Q€= Q Quantity
(a) (b) (©)

© 2015 Pearson Education, Inc. °
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4.4 Supply and Demand in Equilibrium

Curve Shifting in Competitive Equilibrium

Effects of Shifts of Demand and Supply
Change in Demand

%_’ Incr. Decr.
= Demand Demand
<'=> Incr. Equil. P? Equil. P |
> Supply

> Equi.Q | Equil. Q?
= Decr. Equil. P T Equil. P ?
o Supply

Equi.Q ? Equil.Q |

A Change in Both:
Sep 2021 B /\BE %= EBEMS

BRANBETOUNT

B G

TEERBEARBEEEGHN XERVLTES .5( %‘]-Eﬁl%
S50 . BEDAB
- BREARR - 9H16E23HRE
tLEEH LB — 1 - X2 SER
&7 56%
20V B
FEEERE @ ELEERRIE T EF 25U
ﬂﬁﬁ’iﬁ%ﬁkﬁ@%ﬁﬁ@ﬁﬁ?
=
.ﬁﬁ/ﬁﬁﬂiﬁ@ LIS o bhd
#8307 » $HE = % e3500
T%H[Lﬁ °
FRESER
BEP KR
AEEQ F&RERL

° © 2015 Pearson Education, Inc. °
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BT TH: [REEEEEH

MIEMER=HA ? PERHMREL TEFTEE . %1%%%%%@ ’ K%‘E]T}Eﬁi
55t E o

B o R R Y 1400
%@ﬁﬁﬂiﬁ HUTREE > 425% ImAEIE--- LB AHIEE PR
e %&%H\,H%OAAB
I BRSO A
B= S
B AR EE
T FLA50.4637T
- BN R ]
A TR 2
FelRHAEAE ERIR

21894 30H 18:03 - Twitter for iPhone
°
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4.5 What Would Happen If the Government Tried to Dictate the Price of
Gasoline?

Ny

IEFANNIE
A
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4.5 What Would Happen If the University Campus Tried to Dictate the Price of

Parking Space?

Alternative Example:
“One more question: Why is there a parking
problem on campus?”

° © 2015 Pearson Education, Inc. °

4.5 What Would Happen If the University Campus Tried to Dictate the Price of
Parking Space?

Spots

QS QE D ‘Spots.
| —
Shortage

Parking problem on campus

° © 2015 Pearson Education, Inc. °
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Exhibit 4.16 Excess Demand for Henrico County’s Laptops

equilibrium
price

Actual price
=$50

Demand
curve

1,000 5,000 Quantity

Excess demand = 4,000

1000 apple laptop, $50 each.
People started to line up at 1:30am,
by 8am, 5000 were there!(5510005% & EEIE?)

° © 2015 Pearson Education, Inc. °

Example: Veuzuela again!
Price Supply
Competitive \

equilibrium
price

Actual price

- $50 Demand

curve
1,000 5,000 Quantity

Excess demand = 4,000

1000 apple laptop, $50 each.
People started to line up at 1:30am,
by 8am, 5000 were there!(5515005% L EEIE?)

° © 2015 Pearson Education, Inc. °
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Some reminders

(1) P=price paid (LB - ~—ZEZ#) Q=stuff you get from
paying the price (say friendship, love) : U can do
anything!

EX mid & % - %)% 56 - AW p b HF5 2

freng i 30— 4R il QAT oz S )T}u{

(2) BN A—ERERNR 5%

CHAPTER 4 THE MARKET FORCES OF SUPPLY AND
DEMAND

(3) BB
(RS BERABEE? )
(4) BERREE
(5) B ER RS

Ex: Heckman'’s
econometrics class
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Price Mechanism: Invisible hand revisit

We mentioned that market is usually a good way to
organize economic activity.

In any economy system, scarce resources have to be
allocated among competing uses.

Three types of economic system: Command
(communist), Traditional (;= % 2 ), and Market. The first
two did not work well because you just can not know
everything, especially when the world is advancing so
fast!

Hayek(1945) AER “The Use of Knowledge in Society”

Price is a signal that helps economic coordination.
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Supply and demand together determine the price of the
economy'’s million different goods and service, and
prices are the signals that guide the allocation of
resources. Invisible baton and the economy orchestra?

Similarly, price determines who produce each good and
how much is produced?
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