 Notes on Demand, Supply, Single Shifts, and Double shifts

Principle of Microeconomics

Notes on Demand 

Definition

Demand is the willingness and ability to purchase a particular good or service 

The demand curve specifies a range of quantities (or amounts) of a good or service that a person or business is willing to purchase at each particular price.

For example, if the price of coffee is $2.00 a cup, you would be willing to buy 3 cups a week. If the price of coffee is $.50 a cup, you would be willing to buy 10 cups a week.

    At every price a consumer is willing to purchase some quantity of a good or service.

  The demand curve has a negative slope because it embodies the law of demand.
    Notice, when the price goes up the consumer is willing to buy less of the good.




What is the Law of Demand?

As the price of good X increases the quantity demanded of good X decreases.

Or, as the price of good X decreases the quantity demanded of good X increases.

What are two reasons why the demand curve is downward sloping?

Substitution effect

Real Income effect

What is the difference between a change in demand and a change in the quantity demanded? 

A change in the quantity demanded of good X is a movement along the demand curve for good X (up or down). It can only result from a change in the price of good X.  

A change in demand is a shift of the entire demand curve. The change in demand occurs when there is a change in a shift factor.

What are the shift factors or determinants of demand?

  the ceteris paribus factors

 Shifting the demand curve

        an increase causes rightward shift

        a decrease causes leftward shift

 5 determinants causing shift

 income (an increase in income causes) 

 normal good - rightward shift

 inferior good - leftward shift

  preferences (an increase in preferences causes)

  increase - rightward shift

  decrease - leftward shift

  price of related goods (an increase in the price of a related good causes)

  substitute good - rightward shift

  complement good - leftward shift

 expectations 

            higher future price - rightward shift

            lower future price - leftward shift

number of buyers 

            more buyers - rightward shift

            less buyers - leftward shift

  Again the difference between demand and quantity demanded

    change in demand shifts the whole curve

    change in quantity demanded moves a new quantity on the same demand  curve

Scarcity 

    Connection between demand and scarcity

        demand come directly from unlimited wants and needs

        supply comes from limited resources


Price
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Quantity demanded
For the graphical presentation of demand and supply, please see the power point slides link on Supply and demand.
Notes on Supply 

The supply curve is based on the suppliers of goods and services, not the buyers of goods and services.  To understand the supply curve you must look at markets through the eyes of the producers.

Supply definition

The willingness and ability to produce a product or service at each particular price. 

1. willingness is less important for supply than demand

2. physical constraints limit ability


production costs

range of quantities and goods

a given time period


The quantity supplied is the amount supplied at a specific price. For example, when the price of digital cameras is $50 two companies are willing to supply cameras (two cameras are supplied). When the price rises to $500 ten companies are willing to supplies cameras (ten cameras are supplied). 
Law of Supply

As the price of a good increases, producers are willing to produce more of the good.

Why does the law of supply work?

production costs 
increasing opportunity costs

Supply Curve

1. Supply schedule

table illustrating the relationship between supply and quantity supplied

2. Supply curve

connected plotted points of a supply schedule 

positive slope 

embodies law of supply

represents the minimum price that sellers would be willing to accept

Determinants

1. Supply determinants

1. the ceteris paribus factors

2. shift the supply curve

3. 5 determinants causing shifts

1. resource prices

a. higher costs cause increases in production cost and cause a decrease in supply, or a leftward shift

b. lower input costs causes a decrease production cost and an increase in supply; rightward shift

what are resources? Labor, materials, supplies, rent, insurance

2. technology

a. advances in technology, increase in supply; rightward shift

b.   declines in technology, or a less productive use of resources, causes       a decrease in supply; leftward shift

3. price of other goods

a. substitute-in-production – an increase in the price of a substitutable good, causes a decrease in supply of our good; leftward shift. 

b.  compliment-in-production – an increase in the price of a                        complement good, causes increase in supply of our good; rightward      shift

4. expectations of prices in the future

a. if producing companies think future prices for their product are going to rise, they will decrease their current supply and sell later

b. if producing companies think future price for their product are going to fall they will increase their current supply and try to sell as their product now while prices are high

5. the number of sellers

a.   more sellers of a good or service causes supply to increase; 
rightward shift

c. less sellers of a good or service causes supply to decrease; leftward       shift

What is the difference between a change in supply and a change in the quantity supplied

a. a change in supply occurs when one of the shift factors of supply changes. This causes the entire supply curve to shift left or right.

b.   a change in the quantity supplied occurs when the price of a good or service                changes. This causes a move along a supply curve.

Scarcity 

1. when suppliers have limited resources

2. when the number of suppliers decreases


Price
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Putting demand and supply together 
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When the price is 60, the quantity demanded is 50 and the quantity supplied is 110. Obviously, there are more companies willing to supply the good at this price than there are customers. The price is too high. Companies have excess inventory, or what is known as a supply surplus (of 60 units. 110 - 50). So what should they do? Lower their price.

If they lower their price to 50, the quantity supplied is 50 and the quantity demanded is 110. In this case the price is too low, there are lines of people waiting for the product. This is known as a supply shortage (of 60). So what should the company do? Raise their price.

When the price is 55 the quantity demand and the quantity supplied are equal at 90. This is known as equilibrium. The price will stay here until something changes. What could change? Any of the shift factors discussed above.
In the market for computers, if consumer income increases, then the demand for computers will increase. The equilibrium price will rise from $55 to $60 (prices increase) and the equilibrium quantity will rise from 90 to 110 (quantity sold will increase). This is an example of a single shift. 
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Single Shifts

When a market is in equilibrium there are only four shifts that could be made. Each of these shifts will cause the equilibrium price and quantity to change. After the shift the market will stay at its new equilibrium price and quantity until another shift factor changes.

What are the shifts?

Impact on price and quantity




Price

Quantity
Demand shifts right

increase
increase

Demand shifts left

decrease
decrease 

Supply shifts right 

decrease
increase

Supply shifts left

increase
decrease

Double Shifts

There are times when both curves shift. When both curves shift at the same time sometimes we can tell what will happen to prices and quantity and sometimes we cannot tell. 

Demand shifts left, and supply shifts left
When 




supply shifts left
 
demand shifts left   

prices fall            
Quantity falls 



supply shifts left

prices rise

Quantity falls

            overall impact


price is uncertain ?
Quantity falls


         

price is uncertain because arrows go in different directions, quantity falls because both arrows go the same direction. 

Demand shifts right, and supply shifts left

Demand right causes price to rise and quantity to rise, 
Supply left causes price to rise and quantity to fall. 


      Overall prices rise and quantity is uncertain

An example would be advertising. Advertising should stimulate demand for the good (causing demand to shift right) but advertising cost money (causing supply to shift left)

What would happen to price and quantity when demand shifts left, and supply shifts right?
What would happen to price and quantity when demand shifts right, and supply shifts right?
To be accurate we must know which curve shifts by a greater amount.

For example 
What will happen to price and quantity if demand shifts right by more than supply’s shift left?

Then the market will take on the characteristics of a demand right shift (prices will increase and quantity sold will increase)
What will happen to price and quantity if supply shifts left and demand shifts right but supply shifts by more than demand?

Then the market will take on the characteristics of a supply shift left (prices will increase and quantity sold will decrease)
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