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C'Aapfer Review

Prices of goods and cervices (mangaeg vegetables, flight tickets, onions) do
not change randomly; they react to what people want, how much i¢
available, ceasone, festivals, trends and even rumouvre. Two forcee, demand
and cupply, determine prices.

Demand ic the quantity of a product that people are willing and able to buy
at & particvlar price. It ic willingness backed by ability (purchasing
,bower), wot just decire. The law of demand: wheun price rises, quantity
demanded fallc, and when price falle, quantity demanded rises, co price ana
quantity demanded have an inverce relationship.

Individval demand ¢ the quantity one consumer wante at different price,
other factors constant. Srivalli buys 1 kg of mangoec at Re 150, 2 kg at
Re 100 and 3 kg at Re 50; this table ic the demand cchedule and its
graph i¢ the downward cloping demand curve DD

Market demand i¢ the cum of all individual demands. Table 9.1: at Re 150,
Srivalli 1 kg + Alex 2 kg + Icrat 3 kg = 6 kg; at Re 100: 2 + 4 + 6 = 12 kg
at Re 50: 3 + 6+ 9 =18 kg. The market demand curve i¢ flatter than an
individual curve becavce the came price change creates a larger total
quantity responce (price fall from Re 150 to Re 50 raises Srivallic demand
by 2 kg but market demand by 12 kg).
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Other determinants of demand (changes even when price ic came): (1)
Price of related goode: cubctitutee (tea and coffee; if coffee gete costlier,
demand for tea rices) and complements [cmartphanef and earphones,
printers and cartridges, cinema. ticket and popcorn; if the main good gets
costlier, demand for the complement falle). (2) Income of the concumer.
(3) Tacte and preference. (4) Size and compocition of population (more
children means more cports choes; more elderly means more comfortable or
orthopaedic choes). (5) Seagonality (cweaters in winter, cweets during
Festivale, books at the ctart of the cession). (6) Future price expectatione
(expecting a fall meanc postponing purchase, e.q., before festival
c/f:'cauntc).

Dimim‘fh/ny marginal atf//‘fy: the additional caticfaction from each
cucceesive unit of a product falle (the first mangs ic delicious, the fourth
lece ¢0), co willingnecs to pay falle and demand falls.

Supply ic the quantity of a product that cellers are willing and able to offer
at a particvlar price. (aw of supply: ac price rises, quantity supplied
mcreaces [A/‘gl\er ,broﬁ‘f encovrages ,broc/acerc and attracts new ﬂ‘rmc}; ag
price falle, cupply falle. Price and quantity cupplied have a direct
relationship, co the supply curve clopec upward. Individval cupply cchedule:
Re 50 gives 1 kg, Re 100 givec 2 kg, Re 150 gives 3 k9.

Market cupply ic the sum of the cupply of all cellers. Table 9.2: at Re 50, A
1+83+(02=6kyatRe100:2+49+6=12kg;at Ro150:3+ 7+ 8
= 18 kg.
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Other determinants of cupply: price of related goods (a farmer plants
chickpeas instead of wheat if chickpea prices are high ), number of cellers
(more cellers means more cupply and lower pr,‘cec), technology (dr,'/b
iFrigation, weather censors and cold ctorage reduce cost and raise cupply),
Future expectatione (if a boom ic expected, produce more; wholecalers hold
back potatoec to cell ater at higher prices) and alco input costc and
weather. When cupply ic less than demand, pricec rise; when cupply exceeds
demand, prices fall.

Market equilibrivm ic the point where quantity demanded equals quantity
cupplied: there ie no excece demand (chortage) or excese cupply (curplus)
and the market i¢ cleared. Table 9.3: at Re 40, Qd 38 > Q¢ 6 ¢o excese
demand; at Re 100, Qd = Qe = 12 kg, equilibriom (equilibriom price Re
100, quantity 12 kg); at Re 150, Qd & < Q< 93 co excess cupply. On a
graph, equilibrivm ic the point € where the demand and cupply curvee
intercect.

In the real world equilibrivm keeps moving becavse technology, wages,
interect rates, wars, pandemics, weather and dicasters change demand
and cup,b/y. Exam,b/e: face maske in 2020 ¢aw a demand curage, cap,b/y
lagged and prices rose; later cupply increaced and, after the pandemic,
priceg fell. Hotel tariffc (Goa) vary by off-ceason, weekend in tourict ceason
and New Year's Eve (e.g., Re 25,000), changing with bookings, nearby

hotelc, events, weather and days before arrival, chowing dynamic markets.

Notes by Abhichek Siv 3



Chapter 9: The Price Puzzle: What Drives the Market
STEATH 9 - HIAT F) Ugef: STAR @I FaAT Fo7Tal &

Role of the government: India i¢ the fourth-largect economy and a
market-based but requlated economy. Markets allscate goods by willinguecs
and ability to pay and may be unfair, so the government (1) requiates
unfair practices: price ce:‘//‘hg [max:‘mum price, e.g., for mediciher], price
Hoor (minimum price, e.q., minimum wage, cet above equilibrivm) and
controle on monopoly; requlators cuch as RBI, TRAL, SEBI and the
Central Consumer Protection Authority ensure trancparency; [Z} controle
hoarding and black marketing (caniticers during COVID-19 were declared
ecsential commodities under the Eccential Commodities Act, 1955, with a
Re 100 cap for 200 ml); (3) provides public gosds (roads, parks,
ctreetlights, defence, canitation) which private firms avoid cince they are
not directly profitable and pesple tend to free-ride (the park example).
Limitations of government intervention: (a) price distortione and reduced
producer incentives (maximom wheat price Re 20 vercus market Re 30
lowere production and causes chortages); () compliance burdens cuch as
licences and permits that hurt cmall businecses and the eace of doing
businecs; (¢) discovraging innovation and entrepreneurship becavse
returns are lower. A democratic government must balance welfare with
efficiency and listen to consumers, producers, workers and otherc.
Marketc are dynamic systems, not machines with Fixed equilibria;

underctanding demand, cupply and policy helpe uc make informed choicec.

Key Terme

Demand - Quantity buyerc are willing and able to buy at a price.
(aw of demand — Price up, quan tity demanded down (inverce).
Demand cchedule - Table of price and quantity demanded.
Demand curve - Downward cloping graph of the cchedule.
Market demand — Sum of all individual demands.

Notes by Abhichek Siv 4



Chapter 9: The Price Puzzle: What Drives the Market
STEATT 9 - HIFAT F) Ugell: TR I AT FeTaT &

Substitvtes — Goods that replace each other, e.q., tea and coffee.
Complements — Goods used together, e-9., printer and cartridge.

Marginal utility — Extra caticfaction from one more unit; diminichec.

Supply — Quantity cellers are willing and able to offer.

Law of supply - Price up, quantity cupplied up (direct).

Equilibrium — Point where quantity demanded equale quantity cupplied.
Excese demand — Demand more than cupply (chortage).

Excese cupply — Supply more than demand (curplus).

Price ceiling - Moaximum price fixed by the government.

Price floor — Minimom price, e.g., minimum wage.

Public goods — Goods provided by government for all.

Diagrame /[ Flowcharte
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Pros and Cons of Intervention

Benefits (imitations
- Protects consumers and workers * Price dictortions, chortages
* Makes eccentials affordable + Compliance burden on small firms
* Providec public goods * Diccovrages innovation
\ + Checke monopoly \
_ _

Worked Table: Demand and Supply (Re per k)

© Market demand: Re 150 = 6 kg, Re 100 = 12 kg, Re 50 = 18 kg. Market
cupply: Re 50 = 6 kg, Re 100 = 12 kg, Re 150 = 18 k9. Both equal 12 kg at
Re 100, co equilibrivm i¢c Re 100 and 12 kg (within thic chaptere
examples).

Shift ve Movement

A change in the good’s own price moves us along the curve. A change in

income, taste, technology and <o on chiftc the whole curve.

Ecsential Commoditiee Act 1955
o Lete the government control cupply, distribution and price of ecsentinl

items in emergencies, e.q., caniticers cap/bea/ at Re 100 for 200 ml during

COVID-19.

Questions and Activities (with Answers)

Q.1 An increage in income alwaye leade to & rise in demand for goods. Defend

or refute.
Ans. Refute (not a/wayc}. For normal goods like clothes and mobile phonec,
demand rises with income, but for come inferior or basic goode (cuch ac

low-quality cerealc or local trancport), richer consumers may buy less ac
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they chift to better alternativec. Demand also depends on taste, prices
of related goods and expectations.

Q.2 I petrol pricec double, what happens to (2) demand for diesel care (b)

electric cars [c } car accescories (d} ,bué/fc trancpart?

Ans. (a) Diecel cars are cubstitvtec for petrol cars, co demand tende to rise
(though diesel pricec matter too). (b) Electric cars: demand rises cince
running cost ic lower. (¢c) Car accescories are complements to cars, <o
demand falle if fewer carc are bought. (d) Public trancport ic a

cubstitvte for private cars, co demand ricec.

Q.3 A farmer installe drip irrigation reducing water use by 40% and raising
yield by 30%. Effect on (a) cost (b) willinguecs to cupply (c) market
cupply if many adopt.

Ans. (a) Coct of production per kg falle. (b) He can cupply more at each price,

co hic cupply rises. (c) Market cupply rices (cupply curve chifts to the
right), which tende to lower the market price.

Q.4 During online festival calec pricec are very low. Explain why cellers cell low;

what happens to eqw‘/iérfum; does (€ benefit only concumers?

Ans. Sellere expect a large rise in demand and cell more units, earning more
total revenve and clearing ctock; competition among cellers also pushec
pricee down. When price falle, quantity demanded rises, moving the
market to a new, lower price and higher quantity. It benefite consumers
[chea,ber goodc) and cellers [Aig/uek cales, more customers, etock
cleared).
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Q.5 Government cets maximom price of an eccential vaccine below market
price. What happens? (a) surplus () chortage (c) no effect (d) Fall in
demand.

Ans. (b) Shortage. At a price below equilibrivm quantity demanded exceeds

quantity cupplied, and low price reducee the producers’incentive to
cupply, co the vaccine may become ccarce and black marketing may

appear.

Q.6 Taxes on tobacco and alcohol; other goods with price controls and

reasong.

Ans. Higher taxes make thece harmful goode costlier and discovrage uge.
Other examples of price control:- medicines (price ceiling to keep them
affordable), minimom cupport price for crope (to enscure Farmers’
income), minimum wages, fares for ,bub/ic trancport and pricee of (PG

and ration items, cet to profect vulnerable groupe and ensure accese.

Q.7 Can excescive government requlation hurt markete? Examples.

Ans. Yec. Too many licences and permits burden emall businecses (a
restavrant needing many clearances), price caps below market levele
reduce production and cause chortages (wheat cap), and heavy rules

reduce investment in new technology and innovation.

Q.8 Guava. demand cchedule activity (hint).
Ans. Prepare a table of pricec (e.9., Re 40, 60, 80, 100/kg) and write what
each of you would buy; add the quantities to get the total and draw a

downward cloping individual curve and & flatter market curve.
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Q.7 Vegetable market vicit: who decides prices, why pricec vary, why tomatoec

are costlier in the morning.

Ans. Prices are decided by demand and cupply between cellers (and wholecale
market) and buyers. They vary due to ceacon, harvect, weather,
trancport cost and Festivale. In the morning, cupply of fresh vegetables
ic limited and demand high, and pricec are higher; in the evening cellers
prefer to cell the leftover perichable ctock quickly, <o price¢ fall.

Q- 10 Categorice: (a) movie ticket and popcorn (6) evascer and pencil (c) laptor
and computer (d) air conditioner and cooler (3) mobile and earphones.

Ans. Complemente: movie ticket and popcorn; eraser and pencil; mobile and
earphones. Subgtitvtes: laptop and computer; air conditioner and cooler.
(Itemc e and f were not in the text ,brow'ded. )

Q.11 Fig. 9.8 questions on DD’ and §S’

Ans. (2) € ic market equilibriom where demand curve meets cupply curve. (b)
Equilibrium price and quantity are the values read on the axes at E. (¢)
At the upper price line, A (on DD’) chowe quantity demanded and B (on
§S") chows quantity supplied; cupply exceeds demand, <o the gap AB ic
excece cupply (curplus). (d) At the lower price fine, F (on DD?) chows
demond and [on 5’57 fap,b/y; demand exceede g'ap,b/y, ¢o the gap CF ie
excese demand (chortage). (¢) IF price ctaye at the lower line, chortage
leads buyere to compete and cellers to raise price, co price rises towards

€ until quantity demanded equals quantity cupplied.

Q.12 Draw equilibrivm graph From the given data and analyce price Re 20
and Re 40.

Ans. Equilibrium ic at Re 30 and 15 kg (where QD = QS)- Note: the table’s
Q-D- and Q.G rows appear interchanged (norma//y demand falle and
cupply rises as price rises). Reading with correct lawe: at Re 20, demand
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ic 20 kg and cupply 10 kg, co chortage (excese demand) of 10 kg and
price tends to rise; at Re 40, demand ic 10 kg and cupply 20 kg, <o
curplus (excess cupply) of 10 kg and price tende to fall. Both move the
market back to Re 30.

Board Exam Questions (Important)
Q-1 State the law of demand and give a reason for it.
Ans. Ac price rices, quantity demanded fallc, and vice verca, other things

constant. Reacons: at-a higher price buyers can afford less, cwitch to

cubctitvtee and enjay a//mfw‘g‘himg mm-yfna/ atff//’fy.

Q.2 State the law of supply.
Ans. Ac price rises, quantity cupplied rises, and ac price falle, quantity cuppliea
falle, becavse higher price brings higher profit and attracts more

producers.

@.3 Name any four determinants of demand and explain two.

Ans. Tncome, tastes, pricec of related goods, population, ceasonality, future
expectatione. Income: higher income lets people buy more. Related goode:
if coffee gets costlier, demand for tea (cubstitote) rices.

Q-9 What is market equilibrivm? What happens when price ic above or belsw
it?
Ans. Equilibrium i where quan tity demanded equalc quantity cupplied, <o the
market ic cleared. Above it there ic excese cupply, and price tends to fall;

below it there ic excese demand, and price tends to rise.

Q.5 Differentiate between cubstitvtec and complements with examples.
Ans. Substitutec replace each other (tea and coffee); if one gete costlier,
demand for the other rises. Complementc are uced together (printer and

cartridge); if the demand for one rises, demand for the other also rises.
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Q-6 Why does the government intervene in markets? Mention two waye.

Ans. To ensure fairnecs, profect vulnerable groupe, prevent exploitation and
monopoly and provide public goods. Ways: price ceilings (medicines), price
Hoors (minimum wage), requlators cuch asc RBI and SEBL providing
public 9oods, and acting against hoarding.

Q.2 MCQ: A price ceiling cet below equilibrivm price will cause: (a) surplus (b)
chortage (c) equilibrivm (d) no effect.
Ans. Answer: (b) Shortage.

Q.8 Value-based: Why ie hoarding and black marketing harmful, and what
chould responsible citizens do?
Ans. They create artificial chortages and raise pricec when people most need
goods, harming the poor. (itizens chould buy only what they need, report
hoarding to authorities and avoid panic buying.
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