Lecture – 6
Equilibrium of Demand and Supply

In the case of demand as well as supply, the desired quantity is not always identical to the actual quantity. The reason is: the amount of goods people want to buy at a given price, the suppliers do not want to supply exactly that amount at the same price; in other words, the amount of goods the suppliers desire to supply at a given price is not the same amount the consumers are interested to buy at that price. 
But what is the price at which the desired and actual quantities become identical, e.g., at what price the suppliers will supply exactly the same amount of goods that the consumers desire to buy – no goods will be unsold? There will be no excess demand or excess supply in the market. To get this golden situation price of the good has to be determined in a calculative way. 

Price Determination
In a free market, where no outside forces other than commodity’s own price are considered to influence supply decisions and buying decisions, adjustments in price coordinate the devices of buyers and sellers. Here, price is treated as a regulator. The price of a good regulates the quantities demanded and supplied. If the price is too low, the quantity demanded exceeds the quantity supplied. There is one price, and only one price, at which the quantity demanded equals the quantity supplied – that price is called equilibrium price (market price).    
Equilibrium 

Equilibrium is a situation in which the opposing forces are in balance. So, equilibrium in market occurs when the price is such that the opposing forces of the plans of buyers and sellers balance each other, i.e. in equilibrium situation, the price is such that the quantity demanded equals quantity supplied – there is no surplus or shortage. That’s why, the equilibrium price is called the market clearing price. 
Now, let us see graphically, how the market clearing price or equilibrium price is established. The figure below shows the equilibrium that occurs at the intersection of market supply curves. In this figure E is the equilibrium point. The equilibrium price is Tk 20.00 and the equilibrium quantity is 6,000 Kg of biscuit.         
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At point E, the market demand intersects market supply curve. There is no surplus or shortage at this point. At any price level other than Tk 20.00, the market is in disequilibrium. We see that at the price of Tk 30.00, market supply of biscuit exceeds market demand by 4,000 Kg – there is an excess supply or surplus in the market. Similarly, at price of Tk 10.00, market demand for biscuit exceeds market supply by 4,000 Kg – there is an excess demand or shortage in the market. Disequilibrium situation can not exist long time.  
In the case of excess demand, the producers want to supply less than the buyers’ desire. The tendency for buyers to offer, and sellers to ask for, higher prices creates upward pressure on price. Price rises till the equilibrium occurs again.
Similarly, in the case of excess supply in market, e.g., the producers want to supply more the consumers’ or buyers’ desire, the tendency for buyers to offer, and sellers to ask for, lower prices creates a downward pressure on price. Price falls till the equilibrium occurs again. The table below summarizes these events:   

Market Price, Demand Price and Supply Price

The price at which demand equals supply is called market price. On the other hand, the price consumers are willing to pay for a specific amount of commodity is called demand price. Similarly, the price suppliers are willing to charge for supplying a specific amount of commodity is called supply price. In the above graph, at the 4000th Kg of the commodity, the demand price is Tk 30 per Kg. Only at equilibrium point, demand price equals supply price (Tk 20 per Kg).    
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	10			4		Excess demand/market		8							shortage (QtS < QtD)				


	20			6		Equilibrium (QtS = QtD)		6





	30			8		Excess supply/market		4


						surplus (QtS > QtD)


	60			10						2
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