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MARKET: a group of buyers and sellers of a particular good or service
Buyers-determine demand
Sellers-determine supply

COMPETITIVE MARKET: a market in which there are many buyers and many sellers so that each has a negligible impact on the market price

To be perfectly competitive a market must have two characteristics:
Goods offered for sale are all exactly the same
The buyers and sellers are so numerous that no single buyer or seller has any influence over the market price
-must accept price that market determines : market price

MONOPOLY: when only one seller sets the price

Demand: BUYERS PURCHASE
QUANTITY DEMAND: the amount of a good that buyers are willing and able to purchase
-the price of the good is the key determinant 
-because the quantity demanded falls as the price rises, and rises as the price falls-said to be negatively related to the price

LAW OF DEMAND: the claim that, other things equal, the quantity demanded of a good falls when the price of the good rises

DEMAND SCHEDULE: a table that shows the relationship between the price of a good and the quantity demanded

DEMAND CURVE:
A graph of the relationship between the price of a good and the quantity demanded

MARKET DEMAND: the sum of all the individual demands for a particular good or service
-shows how the total quantity demanded of a good varies as the price of the good varies

ANY change that alters the QUANTITY demanded at every price will shift the demand curve
-shift to the right is called an increase in demand
-shift to the left is called a decrease in demand

Variables that can shift the demand curve:
Income: demand would fall if your income fell
NORMAL GOOD: a good for which, other things equal, an increase in income leads to an increase in demand
INFERIOR GOOD: a good for which, other things equal, an increase in income leads to a decrease in demand
WEALTH EFFECT: the impact of changes in wealth on both the amount and composition of good that individuals consume
· for most people their wealth is determined by the value of their home and the value of their savings
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 
Ex/ ice cream rise and so people eat frozen yogurt; which is similar in many aspects

COMPLEMENTS: two goods which an increase in the price of one leads to a decrease in the demand for the other
Ex/ price of hot fudge drops, will buy more ice cream because hot fudge and ice cream go together
Tastes: if you like the taste of something you will buy it
Expectations: if you expect to make more money next week you
may buy ice cream this week
Number of Buyers

Variables that influence buyers

	Variable 
	A change in this variable…

	Price of the good itself
	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




Supply Curve: SELLERS SELL
QUANTITY SUPPLIED: the amount of good that sellers are willing and able to sell
Ex/ when price of ice cream is high it is profitable to sell, therefore the quantity supplied is large
-quantity supplied is positively related to the price of the good
LAW OF SUPPLY: the claim that, other things equal, the quantity supplied of a good rises when the price of the good rises
SUPPLY SCHEDULE: a table that shows the relationship between the price of the good and the quantity supplied
SUPPLY CURVE: a graph of the relationship between the price of a good and the quantity supplied

ANY change that alters the quantity supplied at every price will shift the supply curve
Ex/ price in sugar falls and sugar is a key input, this fall makes selling ice cream more profitable because it doesn’t cost as much to make
-shift to the right is called an increase in supply
-shift to the left is called a decrease in supply

Variables that can shift the supply curve:
Input Prices: for ice cream sellers need many things: sugar, cream, machines, etc. When the price of any of these increases selling ice cream is less profitable
Technology: invention of machines(the mechanized ice-cream machine) reduces amount of labour needed, firm costs drop and raise supply of ice cream
Expectations: if expects price of ice cream to rise in future, it will supply less to market today
Number of Sellers: if a seller was to retire there would be a drop in the supply of ice cream

Variables that influence sellers
	Variable
	A change in this variable

	Price of the good itself
	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



Supply and Demand Together
EQUILIBRIUM: a situation in which the price has reached the level where quantity supplied equals quantity demanded
-market supply curve and market demand curve shown together
EQUILIBRIUM PRICE(or MARKET-CLEARING PRICE): the price that balances quantity supplied and quantity demanded
EQUILIBRIUM QUANTITY: the quantity supplied and the quantity demanded at the equilibrium price
-at the equilibrium price, the quantity of the good that buyers are willing to buy exactly balances the quantity that sellers are willing to sell

HOWEVER- when things are not at the equilibrium:
SURPLUS: a situation in which the quantity supplied is greater that than the quantity demanded
-respond to this by cutting prices and the fall in prices increases the quantity demanded and decreases the quantity supplied
-prices fall until market hits equilibrium

SHORTAGE: a situation in which quantity demanded is greater than quantity supplied
-respond by raising prices without losing sales 
-prices rise and quantity demanded falls, quantity supplied rises and moves towards 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

Three Steps to Analyzing Changes in Equilibrium (Comparative Statics)
1. Decide whether the event shifts the supply or demand curve(or both)
2. Decide whether the curve(s) shift(s) to the left or the right
3. Use the supply-and-demand diagram to see how the shift affects equilibrium price and quantity

Example: Change in Market Equilibrium Due to a Shift in Demand
Suppose that one summer the weather is hot. How does this event affect the market for ice cream?

1. The hot weather affects the demand curve by changing people’s taste for ice cream. Amount of ice cream people want to buy. Supply curve doesn’t change because it does not directly affect the firms that sell ice cream.
2.people will want ice cream, so shifts to the right
3. increase in demand raises the equilibrium price and equilibrium quantity

Example: Change in Market Equilibrium Due to Shift in Supply
Suppose that, during the summer, a hurricane destroys part of the sugar cane crop and drives up the price of sugar. How does this event affect the market for ice cream?

1. an input to make ice cream, affects supply curve, 
2. shifts to the left because firms are selling less 
3. the shift in the supply curve raises the equilibrium price and lowers the equilibrium quantity

Example: Shifts in both the supply and demand curve
Now suppose that the heat wave and the hurricane occur during the same summer. 
1. determine that both curves must shift
2. demand curve shifts to right and supply curve shifts to left
3. three possible outcomes that may result depending on the size of the shifts, in all cases the equilibrium price rises. In (a) demand increases substantially while supply falls just a little, the equilibrium quantity also rises. In (b) supply falls substantially while demand rises just a little, the equilibrium quantity falls. In (c) supply and demand both change by the same magnitude such that the equilibrium quantity stays the same but prices rise
	
	No change in Supply
	An increase in Supply 
	An decrease in supply

	No change in Demand
	P-same
Q-same
	P-down
Q-up
	P-up
Q-down

	An increase in Demand
	P-up
Q-up
	P-ambiguous
Q-up
	P-up
Q-ambiguous

	A decrease in Demand
	P-down
Q-down
	P-down
Q-ambiguous
	P-ambiguous
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