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Market equilibrium is a situation where
quantity demanded and quantity
supplied are equal and there is no

Market Equilibrium

price or quantity to change.
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Market Equilibrium

Market Equilibrium

a
* The equilibrium price is the price at which 28

the quantity demanded equals the quantity
supplied.

* The equilibrium quantity is the quantity
bought & sold at the equilibrium price.

»
el R

www.midocean.ae



MIDOCEAN

Chapter BY EVERYONE'S SMART UNIVERSITY

Market Equilibrium
04

If the price is $1.50 a bar,

w
o
S

Surplus of
6 million bars
at $2.00 a bar

Supply of
energy bars

the quantity demanded equals the
guantity supplied. Qs=Qd

There is neither a shortage nor a
surplus of energy bars.

n
L
o

Price (dollars per bar)

At the equilibrium price, buyers’ plans - Demand for

energy bars

V4 H :
and sellers’ plans agree and the price  Shocge o

)/ . . . | 9 million bars
doesn’t change until some event 1§10 0 ber

changes either demand or supply. — 0 25

Quantity (millions of bars per week|
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If the price is $2.00 (Above
equilibrium price) a bar,

supplied
guantity

the guantity
exceeds the
demanded. Qs>Qd

There is a surplus of
6 million energy bars.

Price (dollars per bar)
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Surplus of
& million bars
at $2.00 a bar

Supply of
energy bars

Demand for
energy bars

| 1
10 15 20 25

Quantity [millions of bars per week)
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04 Price Adjustments

- Asurplus cause:
- the price to fall,

- decreasing quantity supplied 7
- Increasing quantity demanded
until the equilibrium price

IS attained

www.midocean.ae



MIDOCEAN

BY EVERYONE'S SMART UNIVERSITY

Chapter

04

If the price is $1.00 (below
equilibrium price) a bar,

Price as a Regulator

@
o
S

Surplus of Supply of
6 million bars energy bars

at $2.00 a bar

~
U
o

Price (dollars per bar)

the quantity demanded

exceeds the quantity | /| Eauibriom ]
supplied. Qs<Qd |
Demand for

There is a shortage of energy bars

: | Shortage of

9 million energy bars. | |9 million bars
at $1.00 a bar

; 1 | 1
10 15 20 25
Quantity [millions of bars per week)
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A Sho rtaqe Cau Se : When price falls below the equilibrium
- the price to rise, Price

Price Adjustments

- decreasing guantity demanded
- Increasing quantity supplied
Until the equilibrium price is

attai ned Cl).s—>Qe =——Qd Quantity
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Price adjustment / Price as a regulator

Over what range of prices does a surplus arise? What Over what range of prices does a shortage arise?
happens to the price when there is a surplus (price What happens to the price when there is a
adjustment / Price as a regulator)? shortage (price adjustment/ Price as a regulator)?
- A surplus arises at market prices above the - Asshortage arises at market prices below the
equilibrium price. equilibrium price.
- Asurplus cause: - A shortage cause:
- the price to fall, - the price torise,
- decreasing quantity supplied - decreasing quantity demanded
- increasing quantity demanded - increasing quantity supplied

Until the equilibrium price is attained Until the equilibrium price is attained.
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. When does the equilibrium price and

Change in Market Equilibrium

equilibrium quantity change?
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. When does the equilibrium price and
equilibrium quantity change?

Change in Market Equilibrium

{ AD only [ AS only [ AD &AS

www.midocean.ae



MIDOCEAN

Cha ter . . ., 0 e 'S SMART UNIVERSITY
Op4_ Change in Market Equilibrium

Effects of change of the demand or supply

Pe Qe
Increase |Fixed ! |
Decrease |Fixed | -
Fixed Increase I
Fixed Decrease |

Change in D |Change in S [Effect on |Effect onrﬂ
I
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An Increase in Demand
« when demand increases the demand
curve shifts rightward. 200
Supply remains unchanged; there is a

movement up along the supply curve. pemand fo

energy bars

* The equilibrium price of increases e
 The equilibrium quantity increases. | Domand b

(original)
1 1

Change in Market Equilibrium

Effects of change of the demand or supply

3.00 Supply of
energy bars

2.50 | e

Price (dollars per bar)

|
20 25 30 35

Quantity (millions of bars per week)
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Change in Market Equilibrium

Effects of change of the demand or supply

A decrease in Demand
« when demand increases the demand
curve shifts leftward.
Supply remains unchanged; there is a
movement down along the supply curve.
 The equilibrium price of decreases

 The equilibrium quantity decreases.

www.midocean.ae

Price (dollars per bar)

Demand
(original)

Demand
5 : , (new)
6 10 15 20
Quantity (millions of bars)

(c) Decrease in demand
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Change in Market Equilibrium

Effects of change of the demand or supply

Supply
(original)

w
o
S

ars per bar)

An Increase in Supply
« When supply increases the supply curve shiftss =" Supply
rightward. £ 200 nes)
Demand remains unchanged; there Is a 150
movement down along the demand curve. .00 A
* The equilibrium price of falls 0.50 ~~ | Demond

 The equilibrium quantity increases.

0 5 10 15 20
Quantity (millions of bars)

(d) Increase in supply
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Change in Market Equilibrium
Effects of change of the demand or supply

A decrease in Supply
 When supply decreases the supply curve
shifts leftward.
« Demand remains unchanged; there is a
movement up along the demand curve.
 The equilibrium price of increases
 The equilibrium quantity decreases.

Supply
(original)

Price (dollars per bar)

Demand

5 10 15 20
Quantity (millions of bars)

(g) Decrease in supply
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Effects of change both demand and supply at the same direction

Change in D Chunig_le in S |Effect on |Effect on
Pe Qe

Increase  Increase |Uncertain T
Decrease | Decrease |Uncertain l

v' As D & S curves change at same directions — the equilibrium price is uncertain
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Effects of change both demand and supply at the same direction

Supply
(original)

hy
o
S

Increase in Both Demand and Supply Supply

(new)

g

™
o
a
@
a
b
= 2.5
Q
=
©
o
e
[a

An increase in demand and an increase in supply /r1crease
the equilibrium quantity.

The change in equilibrium price is uncertain because the ; :
Increase in demand raises the equilibrium price and the > Pemand
Increase in supply lowers it. 7 :

10 15 20
Quantity (millions of bars)
(e} Increase in both demand and supply
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Effects of change both demand and supply at the same direction

Supply

Decrease in Both Demand and Supply

Supply
(original)

=
o
irs!
-
@
o
bl
o
0
=
@
L2
L=
(=Y

A decrease in both demand and supply decreases the
equilibrium quantity. Seman
(original)

The change in equilibrium price is uncertain because | | 5
the decrease in demand lowers the equilibrium price E,Z“Jfl}"“’

and the decrease in supply raises it. 0 . Q‘bm ions of bor

(i) Decrease in both demand and supply
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Effects of change both demand and supply at opposite direction

Change in D

Decrease

Change in S

_Increasa

Effect on

l

_PE.

Qe

Effect on "

Uncertain

Decrease

I

Increase

Uncertain

v' As D & S curves change at opposite directions — the equilibrium quantity is uncertain
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Effects of change both demand and supply at opposite direction

Change in Market Equilibrium

Supply
[original)

Decrease in Demand and Increase in Supply

8
1
)
o
oy
e

=

o

=
@
o

=

o

A decrease in demand and an increase in supply
/lowers the equilibrium price.

: . L : (originall
The change in equilibrium quantity is uncertain
because the decrease in demand decreases the
_equmbrlurr_] guantity and the increase in supply L e
INncreases It. Quantity (millions of bars)

(f) Decrease in demand and increase
in supply

? ? [n{lew]
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Effects of change both demand and supply at opposite direction

Change in Market Equilibrium

w
o
S

« Supply

(original)

Increase in Demand and Decrease in Supply

8
=
@
o
[l
=
= 2.5
©
=
@
=2
e
o

N

Demand

An increase in demand and a decrease in supply raises i Do
the equilibrium price. el

The change in equilibrium quantity is uncertain | Demend
because the increase in demand increases the T
equilibrium quantity and the decrease in supply > uontiy (millons of bae

deCI’easeS |t (h) Increase in demand and decrease
in supply
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Change in Market Equilibrium

Effects of changes in demand

] -
Change in D |Change in S |[Effect on |Effect on <§
Pe Qe

aydie 1]
__and.
I
B
I B

|
|
I
1

Decrease
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What is the effect on the Eq.price and Eg.quantity of Coffee if The
price of a Tea rises? (Draw the diagrams!)

Price (dollars per bar)

o As teais a substitute for a coffee:

e Arrise in the price of a tea increases the demand for coffee

e The demand curve for coffee_shifts rightward,

e Supply remains unchanged; there is a movement up along the
supply curve. : ;

» The equilibrium price of a coffee rises , . Demand

- (original)

» The equilibrium quantity of coffee increases.

5 10 15 20
Quantity (millions of bars)

(b) Increase in demand
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What is the effect on the Eqg.price and Eqg.quantity of Coffee if the
price of a Sugar falls? (Draw the diagrams!)

3.00

« Asugar is a complement of a coffee
e Afall in the price of sugar increases the demand for coffee
e The demand curve for coffee shifts rightward.
e Supply remains unchanged; there is a movement up along the
supply curve.
» The equilibrium price of a coffee rises 5 ey
» The equilibrium quantity of coffee increases. ' * (original)

g
o
S

g
]
a
2
= 2.50
o}
z
o)
=
fo
.

n
o

0 5 0 15 20
Quantity [millions of bars)

(b) Increase in demand
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What is the effect on the Eqg.price and Eqg.quantity more firms
produce coffee? (Draw the diagrams!)

Increase the supply of coffee
e The supply curve of coffee increases and shifts rightward.
Demand remains unchanged; there is a movement down along the
demand curve.
» The equilibrium price of a coffee falls
» The equilibrium quantity of coffee increases.

Price (dollars per bar)

5 10 15 20
Quantity (millions of bars)

(d) Increase in supply
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What is the effect on the Eq.price and Eq.quantity workers’ wages
rise? (Draw the diagrams!)

An increase in the wages of workers leads to:
Increase the cost of producing coffee.
The supply curve of coffee decreases and shifts leftward.
Demand remains unchanged; there is a movement up along the
demand curve.
» The equilibrium price of a coffee rises
» The equilibrium quantity of coffee decreases

www.midocean.ae
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Supply
(original)

Price (dollars per bar)

Demand

5 '|-D 15 20
Quantity (millions of bars)

(g) Decrease in supply
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What is the effect on the Eqg.price and Eqg.quantity if the price of a
tea falls and more firms produce coffee? (Draw the diagrams!)

» When the price of a tea falls — this affects demand curve, demand
decreases and shift leftward

» When more firms produce coffee — this affects supply curve,
supply increases and shift rightward

» The equilibrium price of a coffee falls

» The equilibrium quantity of coffee is uncertainbecause
e The decrease in demand — decreases the equilibrium quantity
e The increase in supply — increases the equilibrium quantity
e S0, the equilibrium guantity might increase, decrease, or not

change
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Demand
(original)

Demand
(new)

?.?
5 10 15 20
Quantity (millions of bars)

(f) De:reuse in demand and increase
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The equilibrium quantity will decrease, and the price might rise, fall, or stay the same when the
A) demand and the supply of a good both increases.
B) demand for a good increase and the supply of it decreases.
C) demand for a good decrease and the supply of it increases.

D) demand and the supply of a good both decreases,

When supply and demand both increases, the
A) quanti_ty defir_1it_e|y d_ecreases.

C) price definitely increases.
D) price definitely decreases
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When a market is in equilibrium,
A) everyone has all they want of the commaodity in question.
B) there is no shor nd no surpl h llibrium price,
C) the number of buyers is exactly equal to the number of sellers.
D) the supply curve has the same slope as the demand curve.

If the price of a video download is below its equilibrium price, the quantity supplied is

the quantity demanded. If the price of a video download is above its equilibrium price, the quantity
supplied is than the quantity demanded.

A) less: greater
B) greater; less
C) less; less

D) greater; greater

than
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If the price of a CD is equal to the equilibrium price, there will be

A) surplus; rise

B) surplus; fall

C) shortage; fall

D) neither a shor nor surplus: not chan

If the quantity demanded exceeds the quantity supplied, then there is
A) a shor nd the price is below th librium price,
B) a shortage and the price is above the equilibrium price.
C) a surplus and the price is below the equilibrium price.
D) a surplus and the price is above the equilibrium price.
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If the quantity supplied exceeds the quantity demanded, then there is
A) a shortage and the price is below the equilibrium price.
B) a shortage and the price is above the equilibrium price.
C) a surplus and the price is below the equilibrium price.
D) a surplus and the price is above the equilibrium price.

3
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In this market, Equilibrium price and Equilibrium quantity would be
A) 143,70

B) 128, 40
C) 10$,50
D) 8%, 50

If Price in this market is currently 14$, there would be

A) Shortage of 20 units and price would tend to rise

B) Surplus of 20 units and price would tend to fall

C) Shortage of 40 units and price would tend to rise

D) Surplus of 40 units and price would tend to fall (70-30)
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If Price in this market is currently 8 $, the quantity supplies would be
A. 40 and guantity demanded would be 60

B. 60 and quantity demanded would be 40

C. 50 and quantity demanded would be 50

D. 70 and quantity demanded would be 30
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Market Equilibrium

Price as a Regulator

Price Adjustments

Change in Market Equilibrium
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