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" Intraduction w Econemcs and the Econoy

its cesources to corn, borled warer, and MP3 plavers- It
wants (o @ssigh some resources to wheat, gasoline, and
cell phones, Competitive markets make those allocatively
efficient assignments.

The equilibrium price and quantity in compeudve
markets wsually produce an assignment of resaorees that is
“tight” {rom an economic perspective. Demand essendally
reflects the marginal benefin (MB) of the good, brased om
rhe wilivy received. Supply reflecs the marginal cost (ML)
of producing the gnod. The markel ensures that firms
produce all units of goods for which MB cxreeds MU and
o units for which MO exceeds MB. At the imtersection ot
the dermand and supply curves, MB equals MO and alloca-
tive ctficiency resulrs. As ceonomists say, there is ncither
an “underallocaton of resources™ nor an “overallocation af
resources” ta the product.
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Ve know that Jemand might change because of fluctua-
Hons in consamer tasies ot incomes, chanpges in consumur
expectalions, or vatiations in the prices uf related ponds.
Supply might change in response to changes in resource
prices. technology, or taxes. What effects will such
changes in supply and demand have on equiibrium price
and quantity:

Changes in Demand Suppose that the supply of
soinie good (for example, potatoes] is constant and demand
increases, as shown in Figure 3.7 As o result, the new
intersection of the supply and demand curves is at higher
values om both the price and the guantity axes. Clearl, an
increase in demand raises both equilibriwn price and equi-
liboum guantity. Conversely, a decredse in demand, such
as than shown in Figure 3.7h, reduces both equilibrinm
price and vquilibrium quantity. {The value of araphical
analysis s now apparent: We need nor fumble with
culumns of figares o determme the outeomes; we need
omly compare the new and the old poines of inrersecon
on the graph.)

Changes in Supply What happens if the demvand
for some good (for example, letee) is constant but supply
increascs, as in Figure 3.7¢% The new intersection of
supply and dematd is located aca lower equilibrium priee
1wt at 2 higher equitibrium quantity, 30 inerease in supply
peslices equilibrium price but mereases cquilibrium quan-
tity, In cantras, if supply decreases, as in Figure 3.7d, the
equilibrium price rises while the equilibrium quanticy
declines.

Compiex Cases When hoth supply and demand
changy, the effectis a cambrination of the mdividwal effects.

Supply Increase; Demand Decrease What effecr
will 2 supply increase and a demand decrease for some
gond (for example, apples} have on cquilibrium price?
Bath changes decrease price, so the net tesult i 2 price
drop greater than that resulting from vither change alone,

What alout equilibrium quanng? Here the offects ot
ihe changes in supply and demand are opposed: the
increase in supply increases equilibrunm quantity,
the decrease m deimand rednees it The direction of the
change in quantity depends on the relative sizes of the
changes in supply and demnand. 1f the nerease i supply
larger than the decrease in demand, the equilibrium
quantity will increase. But if the decrease in demand is
greater than the increase in supply, the equilibriam
guantity will decrease.

Supply Decrease; Demand Increase A decrease
in supply and an increase in Jemand for sume good [for
exaruple, gasoline) hoth increass price. Their cormhined
effect is an increase in equilibrinm price greater than that
caused Dy either change separately. But their effect an
equililrium quantity is again indeterminare, depending on
the relative sizes of the changes in supply and demand. If
the dectease in supply is larger than e incresse m de-
mantl, the equilibrivm yuantice will decrease. In corurast,
if the increase in demand is greater than the decrease in
supply, the equilibrium quantiuy will increase.

Supply Increase; Demand Increase Wharif supply
und demand both increase for some good {for example,
cell phones)? A supply increase draps equilibrium price,
while 2 dernand increase bousts i, 1 the increase in supply
is greater than the increase in demnand. the equilibrium
price will fall. I the oppusice holds, the equilibiriam price
will rse,

The effect on equilibomm quantity is certain: The in-
creases in supply and in demand each raise equilibrinm quan-
tity. Therefore, the equilibrium quantiry will increase by ar
amoint greater than thar caused by eiecher change alone.

Supply Decrease; Dermand Decrease What abtu
decreases in both sapply and demand for some gaod (fo
example, fur coats)? IF the decrease in supphy is preatel
than the decrease in demand, equilibrium price will rse. 1
the reverse is true, cquilibrium price will fall. Becaus
decreases in supply and in demand each reduce eyuilib
rium quantity, we can be sure that gquilibrinm quamir
will fall,




