Market Equilibrium STSIR Sl

In this chapter, we g 3™ o Y IyHEIe

combine both consumers’ , .
and firms’ behaviour to aem Al JEN S HGER

study market equilibrium gftufad ek qﬁ‘tlﬁ
through demand-supply  fa¥®UT g AR Ao

analysis and determine at aen foeg Fiuag 9T qda

what price equilibrium will .
be attained. We also BN, 1 AT H| §H

examine the effects of e W AT qur qfd |
demand and supply shifts 19 & Y9Gl w1 91 900

on equilibrium. At the end 35| a1 o 319 o &9

of the chapter, we will look . \
at some of the applications qm-gid favers & 3o

of demand-supply analysis. 3T9AT &1 i @)
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EQUILIBRIUM, EXCESS GqeH, 3w rfagfd

DEMAND, EXCESS SUPPLY .
A perfectly competitive market Uch T’f gfaegst <R #

consists of buyers and sellers fed o 32 4 HE S
who are driven by their self- el hdl del faghar g8 2

interested objectives. Recall .
from Chapters 2 and 4 that ALA™ 2 qAT 4 | 3 @0

objectives of the consumers are f IUTIFAR F1 32
to maximise their respective 3q4-3191 A= &6l

preference and that of the firms 7 |
are to maximise their respective >/ A PdH b AT THT bl

profits. Both the consumers’  3t3¥d 3T41-3T9+ &4l ol
and firms’ objectives are S]fw CXGI %l q'—g[a—,.[ q,ﬂ'
compatible in the equilibrium. .

AgeAT H IUUidar a1 wH

Sl o 3evd HId Bid o
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An equilibrium is defined W_" ) UH wH feafq o

as a situation where the .
plans of all consumers and ¥ wftefoa feman S 2,

firms in the market match S8l 9= § 9T IUHIESAL
and the market clears. In  q ®HT &1 ?ﬂ?vl‘rlTli' jg[ﬁf_vl?l
equilibrium, the aggregate = Gt ¥ stk = fsg &

quantity that all firms wish : .
to sell equals the quantity ' 3| e = feafa

that all the consumers in 59 o AT &1 faha CXe|
the market wish to buy; % it B I 2;
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in other words, market a€ 39 UET & §0€L gn 2
supply equals market A S o get SgstE
demand. The price at . : -
which equilibrium is S o T %'ﬁ{i AaURE
reached is called a:‘_‘m qfd, ST HIT en sy
equilibrium price and the &l g1 wHl feafa & arar R

quantity bought and sold at & ST 2 3R 7 & &+ 3k A

this price is called & Sy faafaa s a=d
equilibrium quantity. é‘] S99 G @ H.(;l.('iﬂ Tarad
Therefore, (p*, q*) is an =t & 39 Sqe Hd Hed =y
equilibrium if qo 39 FOd | SO a0 9
a°p+) = a>(p) TE W Gqed qe heddl @)

: (p*,q*) Th HqeH © A p°
(p*) = a° (p*)
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where p* denotes the
equilibrium price and
aP(p*) and g°(p*) denote
the market demand and
market supply of the
commodity respectively at
price p-.

39 Uqa HIUd Hed & qAT 39
SIHd R G&l 91 §=€l T JEl0
Gqe A Shedndl 8l 3Td:
(p*,q*) T HIE © I p° (p*)
=q° (p*)
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If at a price, market supply is Ife frdt Fi9d 9T SR Tﬁf

greater than market demand, o d 3 &
we say that there is an excess ™I HI fger €, a1 39

supply in the market at that SiHd W d=IR H Afgfd
price and if market demand Feddl & dd1 Ifc 39 Sbd W

exceeds market supply at a o
price, it is said that excess LGSR IE RN Tﬁf 9 sy %

demand exists in the market at dl 39 HIFd W IR B/ i
that price. Therefore, hedmdt a1 3Td: QUi gfaeqe

equilibrium in a perfectly aR o H'gl,c'H # Yafeqs ®Y
competitive market can be '

defined alternatively as zero A A WH""'TW 311%'9;'%‘
excess demand-zero excess f&ufd & &9 # yRwrfua foean

supply situation. ST Ghdl %I
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Whenever market supply is not
equal to market demand, and
hence the market is not In
equilibrium, there will be a
tendency for the price to
change. In the next two
sections, we will try to
understand what drives this
change.

S &Yt IR Yfd SR "1 s
T el 8 3R safee SR o
Ao &l 8, df &iHd |
yiEdq &1 ygfa s ormet
@el ¥ TH I8 9HIA I T
&1 foh 39 afiEd &t Faafq
hd &2 2
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Out-of-equilibrium Behaviour

From the time of Adam Smith Hgei | dfel eqdel

(1723-1790), it has been tgh f@Y & @ (1723-1790)
maintained that in a perfectly 9 I8 4r=gal @ & & Sa ot
competitive market an IR ® W 2 g at T;f

‘Invisible Hand’ is at play : ‘
which changes price whenever gfaeqs =R # T ok

there is imbalance in the e’ FiHdal ® gfEadq &2 2dr e
market. Our intuition also tells gOR} asfic ot 98 wedl @ &
us that this ‘Invisible Hand’ 3T B arfermir 1 fegfy o
should raise the prices in case e

of ‘excess demand’ and lower 1Tl f' qﬁ&r ?MT 311%'{'%‘ &l
the prices in case of ‘excess f&fd 4 =iual & &HT M
supply’. Throughout our Hﬁ{ﬂf W ﬁ' g‘;ﬂﬂ‘ Iqe {1l

analysis we shall maintain that . :
the ‘Invisible Hand’ plays this w®Il fr 39 ‘3T YU’ & T

very important role. TEqul AfHE 2|



Market Equilibrium STSIR Sl

Moreover, we shall take it that W stfafed =0 98 ot T

the ‘Invisible Hand’ by .
following this process is able 1 ¥4 Fishal % N ‘3IkYd

to reach the equilibrium. This 81’ o TNfYd w1 21 I8
assumption will be taken to qr=rdl 39 & ¥ gt g9t
hold in all that we discuss in § @

the text.
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Market Equilibrium: Fixed AT H'g,c'H i .

Number of Firms
Recall that in Chapter 2 we 3kl Iq1§ BHN, LA™ 2 1-ll Lk

have derived the market S IHd—EHheh ITAKIST o
demand curve for pricetaking 'ﬁ,rq d-R 1:"1'[ 9 dAT 3T 4

consumers, and for price-
taking firms the market supply H HHd-—WIHRE BAT HI feer

curve was derived in Chapter 4 9&1 &1 ATFAl W SR Yfd
under the assumption of a 9%h ! FgUfd ! 8| 39 GUS

fixed number of firms. In this 5 w7 =5 frow T F ouR

section with the help of these
two curves we will look at how ¢ &1 <l 9chl &l F8Edl 4 498

supply and demand forces ]ert o qfd qaon anT srfeaar
work together to determine ffd YR IR § Gaqd &

whe_rfa t!1e market will be in fruror & faT s 91y &

equilibrium when the number
of firms is fixed. Ft el
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We will also study how the
equilibrium price and quantity
change due to shifts In
demand and supply curves.

g9 I8 Wl e & fo feg
UBR HET q41 Yid ol | e
% HRUT Gde[d hIHd dAqT HIEAT
Y qfieaa siar 2
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illustrates equilibrium for a feer wEm wal o uH ol

perfectly competitive market ..
with a fixed number of firms,  YG&qd! ISR # e I 21

Here SS denotes the market  IaT fh&El 9% oh felUss AR
supply curve and DD denotes tﬂ%f g% F1 99T DD AT’ T

the market demand curve for a :
commodity. The market supply I e SR Iﬁf dsh

curve SS shows how much of SSdY¥] %l IY HEAT il I %
the commodity, firms would ISLE| tﬂ%f fafa= fial 9w &9

wish to supply at different HE F ToF ot % aik T
prices, and the demand curve >

DD tells us how much of the 9% DD 3}" AT i @'iﬂ.l g,
commodity, the consumers St 71 fafv= #Ha )

would be willing to purchase at gyygigqr &1 & 5% ¢
different prices. =
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Graphically, an equilibrium is a Y% 9 § H'gl,c'H Tch fﬁ% %
point where the market supply Go1 g2 gfd o SR O 96

curve intersects the market .
demand curve because this is &t f=Bfca # , Ffe o7

where the market demand g8 fag @ o9 W SR qim

equals market supply. AT tjﬁf & JUeT gl foed
3= fag W ar ot erfuyfd @ =
Jrfermin 21
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Market Equilibrium with Fixed %Oi &1 fer & <1 feufa o

Number of Firfns. Equil_ibrium 153 KA H'gl,c'H: ISR 90T 9% DD
occurs at the intersection of

the market demand curve DD T 5"05'"[ tjﬁf dsh SS 9. fa=a<
and market supply curve SS. ﬁl% Hd I 2l dod HIEAT
The equilibrium quantity is g* q* 2 qu H'g,c'H Fd p* 2

and the equilibrium price is p*. . )
At a price greater than p?*, p* &l o 4 fys SiHd W

there will be excess supply, Afaqfd shit qem p* &1 g o

and at a price below p*, there &Y &iUd W AU it
will be excess demand.

S5 =
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Let us consider the example of a
market consisting of identicali
farms producing same quality of
wheat. Suppose the market demand
curve and the market supply curve
for wheat are given by:

gP=200-pfor0<p =<
200
=0 forp>200
g5=120+pforp =210
=0for0<p<10

AFY, Th TH IR HT 3]0 A &
fS9H 99 e o9 g sl ICUTeA
H g6t quUEd1 ©d 21 uE e 18
& fat 9=IR 97T 9% a1 9=R qfd 9
1 1R & -

g"= 200 - p FITE 0 < p< 200
= () FiTH p> 200

= 120+ pFTH p> 10
= () FIITH D<p< |0

[
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where qD and S denote the
demand for and supply of wheat
(in kg) respectively and p denotes
the price of wheat per kg in
rupees. Since at equilibrium price
market clears, we find the
equilibrium price (denoted by p*)
by equating market demand and
supply and solve for p*.

q°(p*) = g® (p*)
200 - p* = 120 + p*
Rearranging terms,
2p* = 80
p* =40

S8l q° de;gs g o fau (feetuam o)
HUTT: A a1 qfd * <wid & qen p Y
@l gfq feeium wiva seat o gwifar 21
Fife Aqe HiHd R a=R @ gt S
21 81 SR A1 3R R gfd w SR
%ich Gqed &iAd (p* g1 9sf¥id) J1d
® @ qA1 (p*)oh T & i 2l

q'(p) =g (p)
Z2I)=p = 200+ pn
kgl w1 T sqEfa ik
2p" = K
T =40
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Wage Determination in
Labour Market

Here we will briefly discuss the
theory of wage determination
under a perfectly competitive
market structure using the
demand-supply analysis. The
basic difference between a
labour market and a market for
goods is with respect to the
source of supply and demand. In
the labour market, households
are the suppliers of labour and
the demand for labour comes
from firms whereas in the
market for goods, it is the
opposite.

M SR H HeIgy i

T2l g9 AN-Yfd favelvur & gW uh
quid: Gfeqe ISR S H eIl
i o fagid =i G o fad=m
HN Th 99 IR a1 a3t &
IR H gerya S’ YRl aen |i ok
gia & dxed ¥ ?1 99 =R § 9m
@l g4 F 9 TW-URER & a0
S ht W GH QAN €, Sl
a&g3tl oh R ° feafd sqen
facpat faulia @1 Ief 98 s &em
eyl & fF o9 @ s,
sftrehl g1 o T &R & WS 9 @
q o gfteel &1 G& 1l
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Here, it is important to point
out that by labour, we mean
the hours of work provided
by labourers and not the
number of labourers. The
wage rate is determined at
the intersection of the
demand and supply curves of
labour where the demand for
and supply of labour balance.
We shall now see what the
demand and supply curves of
labour look like.

HeIgdt <X &1 Ui 9| o fau
qr aen gfd asht o gfasssA
fag o gar €, SeT 99 &1 |
aol qfd Ege o &l 3« 8|
@1 fd Tegx &1 A aen gid
g% 4 fe@rE 3@ 2)
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The extra output produced by
one more unit of labour is its
marginal product (MPL) and by
selling each extra unit of output,
the additional earning of the firm
is the marginal revenue (MR) she
gets from that unit. Therefore,
for each extra unit of labour, she
gets an additional benefit equal
to marginal revenue times
marginal product which is called
Marginal Revenue Product of
Labour (MRPL). Thus, while
hiring labour, the firm employs
labour up to the point where
w = MRPL and
MRPL = MR x MPL

99 i Teh 3R shie gl AfaRad
R SR 39kl HId SAURE 91 Yl
faRaa s frfa & fashg @
AfRad 3T ®H &l 39 SHhiE 9 I«
Hiia guifd 81 31d: 99 o I
SAfRed s o forw 39 S o1faRad &y
3 o UFHhe] oh SUsK 81 3q 9| <l
Hivia gafa e, sed 81 oTd: HH 39
forg o oW I SUEM § ol © S

w =99 T HiHid GYid IS a9 99 i
dibid Gyt 391§ = 9idid 9uifd x 99
%1 9iHid 39K
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Since we are dealing with a
perfectly competitive firm,
marginal revenue is equal to
the price of the commoditya
and hence marginal revenue
product of labour in this case
iIs equal to the value of

marginal product of labour
(VMPL).

Hifeh B0 TH Yuid: gfaeasi wd
®T LY HL © o, Wi
GYIitd a%] oh! HIAd oh S 8
aen 39 feufa & 9w =1 didiq
qyIfd SR 99 b GiHid 3R
% T & ST |
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As long as the VMPL is
greater than the wage rate,
the firm will earn more profit
by hiring one more unit of
labour, and if at any level of
labour employment VMPL is
less than the wage rate, the
firm can increase her profit
by reducing a unit of labour
employec ...

I

‘.F- II

Wiarge (5 chebermiatied o e podnd cpfere Dhee ki
clerneend aned stppiy orres rlersect

S dh 919 b 9iHId S &l
I goigd X 9 oifus 2, wd
g9 i Tk Afdfed s &l
3YIIT hich 3y oA 3ifSid
%L Gehdl @ d91 4f 99 IqF
o fhdt ff TR W 99 & 9iHiq
SR &1 oI Hoigdl T &l qaa
% 9§, d ®H o9 5 Th
gl hH Hhich U4 o9 # dfg
% Ghdl |
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Shifts in Demand and Supply
In the above section, we studied
market equilibrium under the
assumption that tastes and
preferences of the consumers,
prices of the related
commodities, incomes of the
consumers, technology, size of
the market, prices of the inputs
used in production, etc remain
constant. However, with
changes in one or more of these
factors either the supply or the
demand curve or both may shift,
thereby affecting the equilibrium
price and quantity.

qrn qen qfd ° firge

IW oh T H FHAA =R e
&l LI 39 |l oh 91 fodr
f& SuaiFasTt &l faat ae
e, gefua axgsn &1 iud,
YT St 3, drenfiren],
ST’ 1 3AThR, IR § 90
g dreit APl i hiud STfg
feoR et @) duify, 379 9 W
AYAl 3Afys HRl H IRaddl oh
iy At qfd 9 St¥Er AT 9Ok
AT I BT Gda hiHd qa«
HEAT i gHTfaq i gd e @
ghd B
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Here, we first develop the
general theory which
outlines the impact of these
shifts on equilibrium and
then discuss the impact of
changes in some of the
above mentioned factors on
equilibrium.

I8 BH Ted Ush 9 fagid
&1 fae™ ®0, St Gqed W
T &1 99E Sq@n AR
AU, 9qed W 3T 5
Rt A giadqt o g9l &l
faa=mT ST




Demand Shift

Consider Figure in which we
depict the impact of demand
shift when the number of
firms is fixed. Here, the initial
equilibrium point is E where
the market demand curve
DD, and the market supply
curve SS, intersect so that q,
and p, are the equilibrium
quantity and price
respectively.
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HIT

31

LeC|

o W faur sifse, fsaw

T Sl eI feer g9 W A

foree &1 guma i wen 1 Fwt
IR Tqeq fa E &, ST

IR {17 9% DD, T SR
qfd ok sS, Th-TER &l TH TR
gfa=sfaa &l % ﬁl?qo?li’»ﬂ Po
%HIT: e HEAT U1 HIHd i
guria R
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Equilibrium STSIR GdcH

Shifts in Demand. Initially, the

market equilibrium is at E. Dueto " -

the shift in demand to

new equilibrium is at G as shown In N . N
panel (a) and due to the leftward "~ "IN
shift, the new equilibrium is at F, as g )< | f
shown in panel (b). With rightward ™ '

shift the equilibrium quantity and

Ay

the right, the

=—rh Il e [N

price increase whereas with g . o
leftward shift, equilibrium quantity

and price decrease.

i o e Ry o, 99k Hded E W ?1 "W % Il 3

oT9e & ST A

dqe 6 W 2, S fof 99a (a) W g@rian

T ? a9 Wl 3 TR o %I T4 Gqed F W) ?, St fa

et (b) W i 7
®iHa ° gfg aidl

a1 21 SR 3R T o Wiy Gqad wen A
g, S ot R e & WY dqed |

a1 iHd ® iREe ot 2|
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Now suppose the market demand
curve shifts rightward to DD, with
supply curve remaining
unchanged at S§, as shown in
panel (a). This shift indicates that
at any price the quantity
demanded is more than before.
Therefore, at price pO now there
iIs excess demand in the market
equal to q ,q , - In response to
this excess demand some
individuals will be willing to pay
higher price and the price would
tend to rise. The new equilibrium
is attained at G where the
equilibrium quantity q, is greater
than q, and the equilibrium price
P, is greater than p,.

doh h'SS, W TR 1 W S/l 3R
pp, W ¥ & wian €, Sk fa
ﬁﬂa(a)ﬁ e 0210 ) I B F B e
oaral & for frdt siepiaa @ il
Wﬂ%ﬁﬁﬂm%l@m%
Hﬁﬂﬁﬂx’ﬂﬁﬂﬁﬂﬁqoqo“a?w
Jfemin 21 39 ARE o HRO FB
AfFd St HEd W PO HE
IR B 3R wima § 9e 1 Y
BT T Gger 6 fog W B <&t
GderH |6 q,,q, O 3w @ 3
HIEH HI p,, p, U 3EE B
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Supply Shift In Figure we show
the impact of a shift in supply
curve on the equilibrium price and
quantity. Suppose, initially, the
market is in equilibrium at point E
where the market demand curve
DD, intersects the market supply
curve SS, such that the
equilibrium price is p, and the
equilibrium quantity is q,

ufd Re @i # &9 qfd o o
1% 1 999 Gde SIFd dH1 JE
R G &1 UH i, cﬂmﬁﬁ-—g
EWR R 9ged o 8, S8l SR
HIT % DD, SR qfd 9k SS,, i
39 YR gfasfia s ¢ fF dger
HId p, AT TgeH HE G, B
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:I':Wv suppose due It° Some reasan S W ciifvie fof fohelt RO SR
e market supply curve shi .
leftward to SS, with the demand Eﬁ ?:IEFSSZ‘R et SR ferde g @
curve remaining unchanged, as 3R W7 o MRafdq @ar &, S/
shown in panel (a). Because of the {3 ¥qq (a) T <9 T %I =g
shift, at the prevailing price, p, % 0. W

' RTR HRU Jaicd Hiva 0

there will be excess demand equal . )
to q , "q, in the market. Some SR H " (,°h SR ARHFT Bl

o . oot o 1y ¥ 3T 3 o 3

pay higher prices and the market
price tends to increase. The new o 3=% Bl dUl IR %ivd H Jfig

equilibrium is attained at point G 3} yafa S U g G | T G

where the supply curve SS,
intersects the demand curve DD, I B, STt Ilﬁ 9% SS, HIT S5h

such that q, quantity will be bought DD, %l 38 YK Wﬁﬂ &l ©
and sold at price p,. f p, @Md Wq, 961 U 920
Sl ST
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Now with this understanding, we
can analyse the behaviour of
equilibrium price and quantity
when various aspects of the
market change. Here, we will
consider the effect of an increase
in input price and an increase in
number of firms on equilibrium.

3 39 GHSH b W BH U
ST T HEAT o FdeR &l fagety
i §, S SR o fafi wegei
Y gfierd eian 21 I8l 89 Hder W
3 SiTdi 4 dfg aan wH &l
e ¥ 9fg & quE W faar &80
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Simultaneous Shifts of Demand OrT qen gfd &1 U gy e

and Supply S | o 9fd 9l § T 9@

What happens when both demand

and supply curves shift T il % qas ?ﬂj Bl %? G

simultaneously? The o1y 9 9R gefad YR 9 &8l

simultaneous shifts can happen in geqr 2:

four possible ways: o . .

() Both supply and demand (I) HET = 11% o Sl 1 SFl SR
curves shift rightwards. .ﬁTNEI

(i) Both supply and demand (i) =T @2 gfd e I HT SR 3R
curves shift leftwards. 79

(iif) Supply curve shifts leftward . o
and demand curve shifts (iii) it =56 E"?ﬂ ST T T
rightward. Jeh ol SR 3R R

(iv) Supply curve shifts rightward (iv) Ilﬁ Jah ol <@ 3R ael o
and demand curve shifts 5% &1 9 3 R

leftward.
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> Impact of Simultaneous Shift on Equilibrium

Shift in
Demand
Leftward

Rightward

Leftward

Rightward

Shift in
Supply
Leftward

Rightward

Rightward

Leftward

Quantity

Decreases

Increases

May increase,
remain unchanged

May increase,
decrease or remain
unchanged

Price

May increase,
decrease or
remain
unchanged

May increase
decrease or
remain
unchanged

Decreases

Increases
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>»Here we give diagrammatic representations for case (ii) &
case (iii) in figure & leave the rest as exercises for the
readers.

55
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Simultaneous Shifts in
Demand and Supply. Initially,
the equilibrium is at E where
the demand curve DD, and
supply curve SS, intersect. In
panel (a), both the supply and
the demand curves shift
rightward leaving price
unchanged but a higher
equilibrium quantity. In panel
(b), the supply curve shifts
rightward and demand curve
shifts leftward leaving quantity
unchanged but a lower
equilibrium price.

O aon gfd 7 e Ty e
IR ¥ Gqed E W &, S&T |
g% DD, den qfd =k SS,

@{Gﬁ?:h‘ yfasfca &t 7
it () ¥ @i 9 qfd o
sfiafda wdt @ fang % S=a
gqa A= Wil @) 13‘r|?f(b)

o qfd o I ST qen "I a9
fafda wdl @ foeq o=
HId Tged W sidl 2\
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Market Equilibrium: Free 9R Gqed: ety gaer qun
Entry and Exit

In the last section, the market S QN .
equilibrium was studied under ds H dISiN ddcld &l

the assumption that there is a 318439 34 AAdl W {RAT T

fixed number of firms. In this  fif w7 =1 e feorx 21 =9

sec’fl?n,_ we will stL!dy market e § ¥ IR H.gﬁﬂ 1
equilibrium when firms can

enter and exit the market AT BT, @ wH fHEiy ®9
freely. Here, for simplicity, we T d<IR # Y49l ?[9,11 CIRUEE G X
:\::umekth:t aII_:Ihe :_lrmls in g&d %I g3l ﬁ'ﬂl JeT T
market are identical. ;
0 oid @ o 9=R ® 99 ®H

gaEy 2
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What is the implication of the
entry and exit assumption?
This assumption implies that
in equilibrium no firm earns
supernormal profit or incurs
loss by remaining in
production; in other words,
the equilibrium price will be
equal to the minimum average
cost of the firms.

gAY 91 dfeli T &t 9= 9@
1 A9 22 39 9r=dl 9
Y™ ? % SR § a1 wWal
qqe H &g | ®H A
M e sAfsla wL @
AR 7 =1 SOt 21 TR w=al
®, Gde SiAd BHT 6l AdH
3MEd AN o SeT B
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The possibility of earning
supernormal profit will attract
some new firms. As new firms
enter the market supply curve
shifts rightward. However,
demand remains unchanged.
This causes market price to fall.
As prices fall, supernormal
profits are eventually wiped out.
At this point, with all firms in the
market earning normal profit, no
more firms will have incentive to
enter. Similarly, if the firms are
earning less than normal profit
at the prevailing price, some
firms will exit which will lead to
an increase in price,

A= o9 IfSia & &t
AT 13 ®HT i 3TTh{dd
HIM S & H2 B TR o
a9 &t €, i 9% et S
% e 8 S °, Afed @i
afafda wdt 21 39 hasawy
IR &HiAd i St 81 S &
®Ifd ARl &, Ifaam=
guT & W @1 39 fag W Ser
g9t ®H 9RO 9 oY
afsfa = @ 2, fodt 3 wd
o Y99 & fau wx T Tl
g
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and with sufficient number of 3THl YR, If€ yafad HHT W
firms, the profits of each firm S 9 @ FH9 o9 3hfd #L
will increase to the level of

. e @ ?, @ B wH afeim W

normal profit. At this point, no

more firm will want to leave ST, foad wima ° gfg s
since they will be earning 3‘.ﬁ'{ W 'l:h_]:f q,, Al d@hy

normal profit here. Thus, with o
free entry and exit, each firm T A1 % W/ ST |

will always earn normal profit 9 9§ W iR st wd
at the prevailing market price. dfg7iHq & &t s=% &l Bl

Hife Jer g9t w1 QI oy
Jfsia Y &I BTl 37d: Yd90
aun 9feigd o gl Tds %
yaferd SR HI0d W 9o
qmUrg oig Afsta wEM|
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At the price level equal to the
minimum average cost of the
firms, each firm will earn
normal profit so that no new
firm will be attracted to enter
the market. Also the existing
firms will not leave the market
since they are not incurring
any loss by producing at this
point. So, this price will
prevail in the market.
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Therefore, free entry and exit 31d: ®H1 b iy gaA9T 90

of the firms imply that the
market price will always be
equal to the minimum
average cost, that is

p = min AC

=t

dfetiva @ Afvyg @ fo IR
®IUd Hod =qW 3TEd A o
S B, AUid,
p=2I§I?IT[3ﬁ'{:I?IFIFW
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Price Determination with g4y a1 dfeviHq 9fgd & ivd
Free Entry and Exit. With free frufor: fyaty gaor qen aferds

entry and exit in a perfectly k ~
competitive market, the % WY YU : faEqHt IR A,

equilibrium price is always g HIAd Gd =<Aay SHd
equal to min AC and the AN o SUeR Bidl & de e

equmbr:lum quantity is BT STSTR 00T 9 99 99 S04
determined at the

intersection of the market @ 9 > =A[AH SHd AN
demand curve DD with the yfa=deq w fruffa gdt @

price line p = min AC.
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From the above, it follows that
the equilibrium price will be
equal to the minimum average
cost of the firms. In equilibrium,
the quantity supplied will be
determined by the market
demand at that price so that they
are equal. Graphically, this is
shown In Figure where the
market will be in equilibrium at
point E at which the demand
curve DD intersects the p,= min
AC line such that the market
price is p, and the total quantity
demanded and supplied is equal
to q,.

SYUE &1 98 Afay™ @ o
qqete hIAd BHT i FAdH

MY @ITd o SR B Sqe
o 39! AR W TR A1 §R
gfd &t AEn fuifka i adt 2
T SR @it @1 AW § 9 @
58 Terfast § <wiian T €, ST
a"\—rrRHg,,ch E fag W & 2R
i 9% DD, p, = <AaH 3N«
AN 3@ &l 36 IR Jid=si<d
w%dl § T =R ®tua p, o

% AT T AEn IR gfd g, &

Iqe B St 2l
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Shifts in Demand
Let us examine the impact of shift
in demand on equilibrium price
and quantity when the firms can
freely enter and exit the market.
From the previous section, we
know that free entry and exit of
the firms would imply that under
all circumstances equilibrium
price will be equal to the
minimum average cost of the
existing firms. Under this
condition, even if the market
demand curve shifts in either
direction, at the new equilibrium,
the market will supply the desired
quantity at the same price.

a4 TR
3B, 3E@d © T 5o $9 IR °
ﬁafauémwal%?’maﬂﬂarcﬁ%
ol HJeH HiHd a9 HE1 W AT |
fTge w1 N Y9E gl %I‘lﬁf@'@'
g, g I g1 T & o fdiy
Yoyl qen sfeve 9 e @
it ufifefaal d§ Ao Sid
foemM ®H T <AaH S A
% SR Bt 39 frfa |, afk aer
O ook fRdt off e o free S
g, A & Hger W SR SE wiEd
W sfood A1 i 9id
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In Figure DD, is the market
demand curve which tells us
how much quantity will be
demanded by the consumers
at different prices and p,
denotes the price which is
equal to the minimum
average cost of the firms. The
initial equilibrium is at point E
where the demand curve DD,
cuts the p, = min AC line and
the total quantity demanded
and supplied is q,. The
equilibrium number of firms
IS n, in this situation.

Yarfas ® DD, IR |7 % @,
ﬁm%ﬁﬁfmaﬂnﬁm

3YIIFIR

(&

ST

g s

fag W 2, T

V' grr ferasit A= |t
del p, 39 hiAd i «dd

®HT ohi =[aH Ed Ard
o SUSR 21 TR dqe E

HIT 9% DD, p,

= =Aq9 3itgq @ra 3@ #i

% lcd

® dor of

4

dem qid i

%d A q, 2l 39 feufa & wm

@1 GdeH & n, 2
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Shifts in Demand. Initially, the 477 4 fIwe: 3RY & 4917 9%
FH0T o\l HET dAT hiAd

demand curve was DD, the
equilibrium quantity and price
were (, and p, respectively.
With rightward shift of the
demand curve to DD,, as
shown in panel (a), the
equilibrium quantity
increases and with leftward
shift of the demand curve to
DD, as shown in panel (b),
the equilibrium quantity
decreases. In both the cases,
the equilibrium price remains
unchanged at p,.

HHTT: q, AT p, &1 AN T &

[ &

FH W T

IqF 3]

star for ufget (a) @ erian

VIR

= % &

L4l

2, Uqod 9o ® gfg gt @

?

a9 9% % DD, W 9l 3
o & R Star fo ufga

(b) & <zTiaT 3
e St 2

Tl =

T e,

qqceq |
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Ade Sibd p, W AUREldd
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APPLICATIONS YA

In this section, we try to understand . Wﬁﬁ
how the supply-demand analysis *H ds H ol H4N

can be applied. In particular, we U % for fFg @R 11% art
look at two examples of government {ggeigor &1 YA 63 Yahd

intervention in the form of price 3 fafre B9 Q F10 ﬁEHUT 3 &Y

control. Often, it becomes
necessary for the government to T Qi &89 o 8H § 38

regulate the prices of certain goods N %I SIel S & djl aon A9l <t
and services when their prices are

either too high or too low in DT afSd T 9 a1 @ W
comparison to the desired levels. <t 31¥@r 3AfYe HT a8l ST,

We will analyse these issues within
the framework of perfect 1+ TePR T Sl e T

competition to look at what impact 3Ta¥aeh & Sl &1 89 gl fcegs

these regulations have on the m @ o EE| q@ CARGESLEUEE XU

market for these goods. aﬁ .
<@l o 3 el &1 aas)i

& SR T 1 99E Yl Bl
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Price celling Seaqy fuifa &ima
It is not very uncommon to come @ 3MF 3SR % SRl YR IS
across instances Where o ton 1 arftrpan wiiem Fima FeRa

government fixes a maximum
allowable price for certain goods. Ul 2| fortll Ry 3rgan Yell il WHR

The government-imposed upper g Fuifd@ HHd & FUq a9 Al
limit on the price of a good or s —gn i Sd Fed 1 SERv:

service is called price ceiling. Price . :
ceiling is generally imposed on SIS av\@a?[ ?P?I, ﬂi e, gt

necessary items like wheat, rice, dt, =t o fele wEt shimd 79 <l St
kerosene, sugar and it is fixed 2 qon 98 SR FuiRa $9d 9 €94

below the market-determined price 3t ¥ Fiifs SR fuitd 0 ® &
since at the market-determined ’ '

price some section of the Tl Egetl i o it @ feTT 'E"@"
population will not be able to afford 1 S AR G0 &l BN 3T, g o
these goods. Let us examine the FGR o 3IIEW g, TR Gde |

effects of price ceiling on market I<aqq FrRa 19d & yuEl 51 28

equilibrium through the example of
market for wheat.
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Figure EC|ICE!
shows the market supply g o fau SR qfd 9% SS aen

curve SS and the market o
demand curve DD for wheat. ¢ aiT @6 DD %1 geIiar 2

The equilibrium price and g &l Tqe SIAd T A=l
quantity of wheat are p* and Huyr: p* qunq* 81 1€ IR A
q* respectively. When the S WHR p, W I=IdqH Frq
government imposes price ¢ .

fruffta wdl € St Iqe Sibd

ceiling at p. which is lower
than the equilibrium price X 4 &9 2, d 39 &Hd W

level, there will be an excess g & ﬁE 1 3fa|iT '8

demand for wheat iIn the
market at that price. The mqﬂquWTEqﬁw

consumers demand q, W g, i w5 qfd g
kilograms of wheat whereas T &1
the firms supply ¢
kilograms.
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Price Floor

For certain goods and services,
fall in price below a particular
level is not desirable and hence
the government sets floors or
minimum prices for these goods
and services. The government
imposed lower limit on the price
that may be charged for a
particular good or service is
called price floor. Most well-
known examples of imposition of
price floor are agricultural price
support programmes and the
minimum wage legislation.

=am i simd
FS 3N a1 99l &t wigdal o
Uh TR a9y 4 9 REe arsd
&l BIdll 3d: GhR 3 a&gstt ao
a3l o for f=1an siwa fAwifa
HY 81 THR R fodl a%g stora
gl oh fau Huifitd <gAaa diwn =t
fran fauif@ +ia #8d 21
fre=ram fAyifa <tmd o guifaa
3qEL0 iy U, iud wEwd
qUT =AaH Aeigd fau 2
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Effect of Price Floor on the
Market for Goods. The market
equilibrium is at (p*, q*).
Imposition of price floor at pf
gives rise to an excess supply.

Ll

s i q' FETI

freraw fifita a6
I3t & IR W Y9E:

a<IR Gqer (p*, q*) W 2)
=aq siva g\ 9f W

fruitor 9 sfagid 3= &
@l 2
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Through an agricultural price
support programme, the
government Iimposes a lower
limit on the purchase price for
some of the agricultural goods
and the floor is normally set at a
level higher than the market-
determined price for these
goods. Similarly, through the
minimum wage legislation, the
government ensures that the
wage rate of the labourers does
not fall below a particular level
and here again the minimum
wage rate is set above the
equilibrium wage rate.

&Y guefA FUd %A g1
TWHR F3 i 91 o feg
maﬁmaﬁw@mmaﬂ
c:\(l %\xﬁ_{qgﬁl'ﬂ{“d 2
&3t ht aeR-fAuifa *ivaa 9
39 &R W 99 HI 9l 21 39
TR, <JAaq "Il faum g/
TWHR I8 Hfaa il & fo
ikl 1 ASIgH L THh (a9
T 9 A T R F=r "€ gAan
Igdl S il "o Heigd X 9

31feres @ A @l
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> Equilibrium
» Excess demand
> Excess supply

» Marginal revenue product
of labour

» Value of marginal product
of labour

> Price ceiling, Price floor

XELIGE
> 3T, Stiaqfd
> g8 1 HHld 991 31

> gH <h GiHid IR 6l i
> 3I=gaqd YiRa iHd
> eau g s




