EQUILIBRIUM PRICE   - price for which there are no economic forces causing price to change

IF PRICE SUCH THAT QUANTITY DEMANDED EXCEEDS QUANTITY SUPPLIED WE HAVE A SHORTAGE - BUYER COMPETITION WILL CAUSE PRICE TO RISE

IF PRICE SUCH THAT QUANTITY DEMANDED EXCEEDS QUANTITY SUPPLIED WE HAVE A SURPLUS – SELLER COMPETITION WILL CAUSE PRICE TO FALL

SUPPLY 
WE HAVE SEEN SUPPLY IN OUR EARLIER EXAMPLES OF TRADE.  ONE GOOD IS SUPPLIED; ANOTHER DEMANDED.

FOR EXISTING GOODS - SUPPLY IS SIMPLY NEGATIVE DEMAND
KIM’S WILLINGNESS TO CORD WOOD

KIM HAS 5 CORDS AVAILABLE

INDIFFERENCE SCHEDULE


     CORDS   
|
$_
|
MV_____



  5
   
|
 0
|
 








20 (5th)



  4
   
|
 20
|
 








25 (4TH)



  3
   
|
 45
|
 








35



  2
   
|     
 80
|
 

  






50



  1

|   
130
|
 



      




65

                  0       
|
195


|
 

WHAT IF P=$40?    

THE LAW OF DEMAND (DIMINISHING MARGINAL VALUE) IMPLIES THAT THE QUANTITY SUPPLIED WILL INCREASE AS THE PRICE INCREASES.

THE MARGINAL VALUE OF KEEPING GOODS IS THE MARGINAL COST OF SUPPLYING TO OTHERS.

CONTINUE TO SUPPLY AS LONG AS THE PRICE (BENEFIT)  EXCEEDS THE MARGINAL COST (COST) 
SUPPLY THE 1ST (5TH); 2ND (4TH); 

3rd?     [Note that after supplying 2, Kim has 3

Cords and $80.  Her MV of the 3rd will    therefore have increased as compared to the original table - assume her new MV equals $39]

LAW OF SUPPLY -> THE GREATER THE PRICE, THE GREATER WILL BE THE DESIRED QUANTITY SUPPLIED.

IMPLICATION OF OUR ANALYSIS   --

WHEN INDIVIDUALS MAKE “TRADING” DECISION BASED ON THEIR OWN SELF-INTEREST –

THE AMOUNT OF GOODS SUPPLIED AND THE ALLOCATION OF THE GOODS ARE ECONOMICALLY EFFICIENT

ALL GOODS WHOSE VALUE TO DEMANDERS EXCEEDS THE VALUE TO SUPPLIERS ARE TRADED

THE AMOUNT OF GOODS TRADED EXPLOITS ALL OPPORTUNITES TO MAKE ONE BETTER OFF WITHOUT HARMING ANOTHER

SEE WITH DEMAND AND SUPPLY CURVES FOR CORD WOOD

NOTE THE LOSS OF VALUE TO SOCIETY FROM THE PRICE CONTROL

THE EFFICIENCY OF THE MARKET ASSUMES THAT ALL PARTIES IMPACTED BY A SUPPLY OR DEMAND DECISION ARE ‘IN THE MARKET”

NOT ALWAYS TRUE  

EXTERNALITIES - OTHERS “EXTERNAL” TO THE DEMAND AND SUPPLY DECISIONS ARE IMPACTED IN A BENEFICIAL OR A NEGATIVE WAY
Alcohol and Driving

Driving and Dirty Air

Charity

OUR ECONOMIC ANALYSIS LEADS US TO PREDICT THAT- 

IN THE ABSENCE OF RESTRICTIONS ON COMPETITION, WE EXPECT THE INTERACTIONS OF DEMANDERS AND SUPPLIERS TO RESULT IN EQUILIBRIUM PRICES. 

IMPLICATION OF THIS ANALYSIS - 

WE DON’T EXPECT TO SEE LINES (SHORTAGES THAT RESULT FROM A LOW CONTROLLED PRICE [PRICE CEILING]) 

WE DON’T EXPECT TO SEE VACANCIES
(SURPLUSES THAT RESULT FROM A HIGH CONTROLLED PRICE [PRICE FLOOR])

HOW DO WE THEN EXPLAIN

THE RESTUARANTS ON THE AVE?  

THE BANK?

(SOMETIMES WHEN I GO IN THERE ARE PEOPLE IN LINES OTHER TIMES THERE ARE EMPLOYEES STANDING WITH NO CUSTOMERS)

