
The Market Mechanism

Introducution



Market Mechanism: Price Equilibrium

Lesson Objective

In this lesson we will:

• Learn how prices are 
determined in 
competitive markets

Learning Outcomes

By the end of the lesson:

• All of you should be able to explain 
how supply and demand interact to 
determine price and output in a 
market

• Excellent if can illustrate changes in 
to equilibrium prices and quantity 
using market diagrams

• Even better if you are able to 
explain how substitute and 
complementary goods are affected 
using diagrams
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When the market 
is in equilibrium 

it is said to 
‘clear’.
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Putting Demand and Supply Together: 
Increase in Demand
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Using the diagrams to illustrate 
changes in price and quantity

1. Draw a demand and supply curve and label the equilibrium 
position

2. Label the axes, curves, equilibrium price and quantity
3. Think whether you would expect the price to rise or fall and 

similarly what would happen to the equilibrium quantity 
(remember only one factor is changing)

4. Now, using the information in the question, decide which curve 
would shift and work out whether it is an increase or a decrease in 
supply or demand

5. Draw and label the new curve
6. Mark the new equilibrium and label the new equilibrium prices 

and quantity
7. Check that this is what you expected to happen to both price and 

quantity



Changes in Price: Excess Supply
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Example: Dubai's property prices crash Bumper fruit harvest

Rents down amid flooded market

http://www.bbc.co.uk/news/business-17878157
http://www.bbc.co.uk/news/uk-england-13310876
http://news.bbc.co.uk/1/hi/business/7910329.stm


Changes in price: Excess Demand
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Christmas Tree Shortage In need of a Wii

http://www.bbc.co.uk/news/uk-16142610
http://news.bbc.co.uk/1/hi/technology/7094069.stm
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