Chapter 3
demand and supply
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Demand & Quantity Demand

s*sDemand is the quantity of a good or service that
buyers wish to purchase at each possible price, with
all other influences on demand remaining unchanged.

»Quantity demanded defines the amount purchased
at a particular price.
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Supply & Quantity Supply

»Supply is the quantity of a good or service that
sellers are willing to sell at each possible price, with
all other influences on supply remaining unchanged.

~Quantity supplied refers to the amount supplied at a
particular price
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A. supply and a change in quantity demanded.
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DEMAND & SUPPLY CRUVE

demand curve

supply curve
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c. the substitution effect always causes consumers
try to substitute away from the consumption of a
commodity when the commodity's price rises.
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PRACTICE

The slope of a linear demand curve is simply:
Change in Price / Change in Quantity

So when the price changes from $5.00 to $15.00, the
quantity changes from 1,000 to 200. This gives us:
(15 -5) /(200 - 1000)

10/ -800

-1/80

Thus the slope of the demand curve is given by -
1/80.

—



Market equilibrium

equilibrium price

Supply and demand
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PRACTICE!

We know that the equilibrium quantity will be where supply meets, or
equals, demand.

So first we'll set supply equal to demand:

100 - 6P = 28 + 3P

which simplifies to P = 8.

Now we know the equilibrium price, we can solve for the equilibrium
quantity by simplying substituting P = 8 into the supply or the demand
equation. I'll substitute it into the supply equation:
S=28+3"8=28+ 24 =52,

Thus the equilibrium price is 8, and the equilibrium quantity is 52.




PRACTICE

To find the equilibrium quantity, simply set both of these equations equal to
each other.

80-Q =20+ 2Q

Q=20

Thus our equilibrium quantity is 20. To find the equilibrium price, simply
substitute Q = 20 into one of the equations.

We will substitute it into the demand equation:

P=80-Q
P =80 - 20
P = 60

Thus our equilibrium quantity is 20 and our equilibrium price is 60.
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Excess supply & demand

Excess supply

Excess demand

short side determines outcomes




EP = EQ (No excess)

Excess Demand
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D. the market-clearing price.
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influences on demand

Substitute goods:

Complementary goods:
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French fries and catsup
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c. the demand for substitute goods will increase.

quantity
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Complementary Goods
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Suppose the price of Coca-Cola rises from P; to P; hecause one of the inputs rises in price. This would cause people to consume less coke,
quantity decreases from Q, to Q,. For the substitute good Pepsi the demand curve shifts out for all price levels, from D to D', leading to
more of the substitute good consumed.




influences on demand

inferior good

normal good
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b. inferior goods will increase.
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d. An increase in the price of the good.
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influences on demand
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a. inverse relationship between the price of a commodity and
the quantity demanded of the commodity per time period.
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d. The commodity's price increases
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Influnces on supply




Influnces on supply




influnces on supply




PRACTICE

The supply curve for beef --> shift leftward (or upward)
-->reflect the drought. This causes the price of beef to rise,
and the quantity consumed to decrease.

We would NOT move the demand curve here. The
decrease in quantity demanded is due to the price of beef
rising, due to the shift of the supply curve.
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PRACTICE

Answer: No. This is not simply a move along the
demand curve here. In December demand for
Christmas trees rises, causing the curve to shift
to the right. This allows both the price of
Christmas trees and the quantity sold of
Christmas trees to rise.
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qguantity will rise, but we cannot predict price.
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Market Intervention




Price Ceiling
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Market Intervention




Price Floor

? Effect of a Price Floor
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Market Intervention
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PAST MIDTERM
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Positive & Normative statement




EXPLAINATION







