
Ch. 4 - The Market Forces of Supply and Demand

What Is a Market?
group of buyers & sellers of a particular good or service
can be highly organized: agricultural commodities (auctioneer helps set prices & arrange sales)
less organized: buyers & sellers of ice cream (sellers set price, buyers decide how much to buy in the store)

What Is Competition?
market in which there are so many buyers&sellers so that each has a negligible impact on the market price
price takers: buyers & sellers in perfectly competitive markets must accept the price the market determines 
monopoly: markets that have only one seller who sets the price (e.g. local cable TV company)

Demand 

The Demand Curve: The Relationship between Price and Quantity Demanded
quantity demanded: amount of good that buyers are willing and able to purchase
law of demand: other things equal, the quantity demanded of a good falls when the price of a good rises
demand schedule: table that shows the relationship between the price of a good and the quantity demanded 
demand curve: graph of the relationship between the price of a good and the quantity demanded

Market Demand versus Individual Demand
market demand: sum of all the individual demands for a particular good or service 

Shifts in the Demand Curve
new discovery can increase the demand, therefore shift the demand curve 
there are many variables that can shift the demand curve

Income - lower income means less to spend in total, therefore having to spend less on some (or most) goods. Normal good: a good for which an increase in income leads to an increase in demand. Inferior good: a good for which an increase in income leads to a decrease in demand

Prices of Related Goods - substitutes: two goods for which an increase in the price of one leads to an increase in the demand for the other. Complements: two goods for which an increase in the price of one leads to a decrease in the demand for the other

Tastes - Economists do not try to explain people’s tastes, but examine what happens when tastes change 

Expectations - expectations about the future may affect demand for a good or service today. 

Number of buyers - market demand depends on the number of these buyers. 

*** - curve shifts when there is a change in a relevant variable that is not measured on either axis. 
price is on vertical axis, so change in price represents a movement along the demand curve
income, prices of related goods, tastes, expectations, and number of buyers are not measured on either axis therefore a change in one of these variables shifts the demand curve

Supply

The Supply Curve: The Relationship between price and Quantity Supplied
quantity supplied: amount of a good that sellers are willing and able to sell
when the price of ice cream is high, selling ice-cream is profitable, therefore quantity supplied is large. quantity supplied is positively related to the price of the good
law of supply: other things equal, the quantity supplied of a good rises when the price of a good rises
supply schedule: shows the relationship between the price of a good and the quantity supplied
supply curve: graph of the relationship between the price of a good and the quantity supplied

Market Supply versus Individual Supply
sum of the supplies of all sellers
sum the individual supply horizontally to obtain the market supply curve

Shifts in the Supply Curve
any change that raises quantity supplied at every price e.g. fall in price of sugar, shifts the supply curve to the right and is called increase in supply
Variables that can shift the supply curve:

Input prices - ingredients, machinery, buildings which are used to make goods in, and labourers to mix ingredients and operate machines

Technology - technology for turning inputs into product is another determinant of supply. Advanced technology can reduce amount of labour necessary therefore raising the supply. 

Expectations - e.g. if it expects the price of ice cream to rise in the future, it will out some of the current production into storage and supply less to the market today

Number of Sellers - (preceding factors influence behaviour of sellers) market supply depends on the number of sellers

Supply and Demand Together

Equilibrium
situation in which the price has reached the level where quantity supplied equals quantity demanded
equilibrium price: price at this intersection
equilibrium quantity: quantity at this intersection
equilibrium price = market-clearing price (everyone in the market has been satisfied)
surplus: situation in which quantity supplied is greater than quantity demanded = excess supply
movements along the curve occur because of changes in either price or demand ( DO NOT shift the curve)
shortage: situation in which quantity demanded is greater than quantity supplied = excess demand
law of supply and demand: the price of any good adjusts to bring the quantity supplied and the quantity demanded for that good into balance

Three Steps to Analyzing Changes in Equilibrium
decide whether the event shifts the supply curve, demand curve, or both curves
decide whether the curve shifts to the right or to the left
use the supply-and-demand curve diagram to compare the initial equilibrium and the new equilibrium 

Example: A Change in Market Equilibrium Due to a Shift in Demand
hot weather affects the demand curve by changing people’s taste for ice cream. 
weather affects amount of ice cream people want at any given price. supply curve is unchanged bc weather does not directly affect firms that sell ice cream
because hot weather makes people want to eat more ice cream, demand curve shifts to the right (this also affects equilibrium price)

Shifts in Curves vs. Movements along Curves
« supply » refers to the position for the supply curve.
« quantity supplied » refers to the amount suppliers wish to sell
shift in the supply curve is called « change in supply »
shift in the demand curve is called « change in demand »
movement ALONG a fixed supply curve is called « change in quantity supplied »
movement ALONG a fixed demand curve is called « change in quantity demanded »

Example: A Change in Market Equilibrium Due to a Shift in Supply
change in the price of sugar affects the supply curve. by raising costs of production, it reduces the amount of ice cream that firms want to produce and sell at any given price 
demand curve does not change because higher cost of inputs does not directly affect the amount of ice cream households wish to buy
supply curve shifts to the left, because the total firms are willing to sell are reduced
now there is an excess demand for ice cream, causes firms to raise the price

Example: Shifts in Both Supply and Demand (heat wave and the hurricane at same time)
both curves must shift
curves shift the same directions as in the previous examples 
in all cases, the equilibrium price rises

