The Market Forces of Supply and Demand Chapter 4
Market & Competition
· A market is a group of buyers and sellers of a good or service
· A competitive market I one with many buyers and sellers, each has a negligible effect on price 
· In a perfectly competitive market: _ 
· All goods are exactly the same 
· Buyers and sellers are so numerous that no one can affect the market price – each is a price taker
Demand
· The quantity demanded of any good is the amount of the good that buyers are willing and able to purchase 
· Law of Demand 
· The quantity demanded of a good fall when the price of the good rises 
· Demand Schedule 
· A table that shows the relationship between the price of a good and quantity demanded 
· Demand Curve 
· A graph of the relationship between the price of a good and the quantity demanded (Demand and Supply Graph) 

Shifts in the Demand Curve 
· Any change that increases the quantity demanded shifts the curve to the right – increase in demand
· Income 
· If the demand for a good fall when income falls, the good is called a normal good
· A good for which, other things equal, an increase in income leads to an increase in demand 
· If demand for a good rise when income falls, the good is called an inferior good
· A good for which, other things equal, an increase in income leads to a decrease in demand 
· Those you want less when your income increases 


· Price of Related Goods (Substitutes) 
· If price of substitute of the certain good is cheaper than another the demand for the substitute will increase since it is cheaper
· Two goods for which an increase in the price of one leads to an increase in the demand for the other
· Complements are often pairs of goods that are used together 
· To run a car, you need gas 
· Printer requires ink and paper 
· Tastes 
· Expectations 
· Expectations affect consumer’s buying decision 
· Ex. If people expect their income to rise they might spend more 
· Number of Buyers 

Supply 
· The quantity supplied of any good or service is the amount that sellers are willing and able to sell 
· Law of Supply 
· The quantity supplied of a good rise when the price of a good rises and vice versa  
· Supply Schedule 
· A table that shows the relationship between the price of a good and the quantity supplied 
· Supply Curve
· A graph of the relationship between the price of a good and the quantity supplied  
Shifts in the Supply Curve
· Input Prices 
· To produce their output many sellers, use various inputs ex. Labour, ingredients, etc. 
· Technology 
· Advancement in technology – reducing Labour hours; increase supply 
· Expectations 
· Sellers may adjust supply if their goods are not perishable when their expectations of future prices change 
· Number of Sellers
· An increase in the number of sellers increase the quantity supplied at each price, shifts S curve to the right 

Equilibrium 
· One point at which the supply and demand curves intersect 
· A situation in which the price as reached the level where quantity supplied equals quantity demanded 
· The price at this intersection is called “Equilibrium Price” and the quantity demanded is called “Equilibrium Quantity” 
[image: ]Surplus 
· A situation in which quantity supplied is greater than quantity demanded 
· Excess supply of goods left (hard to sell at higher price) 
· Suppliers tend to lower the price of the good to sell off the goods 

Shortage 
·  A situation in which quantity demanded is greater than quantity supplied 
· more demand and not enough supply to provide for the demand 
· sellers can raise their price without losing sales – cause quantity demand to fall and quantity supplied to rise 
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 
Competitive Market 
· Has many buyers and sellers, each of whom has little or no influence on the market price 
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