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This is how your pricing decision affected quantity demanded and the vacancy rate in Year 1. You
can print these results for your records.

Year1

Revenue ($ in milion) 179
Vacancy rate (%) 15
Surplus 300 %
Quantity demanded 1,700
Monthly rental rate ($) 1,050

Move ahead to see what the future has in store for you.
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An increase in population increases the demand for rented apartments, but
does not affect the supply of these apartments.

Atany given rental rate, more people demand rented apartments. This.
results in an increase in demand. Thus, the demand curve shifs to the right.

The increase in demand means that quantity demanded is more than
quantity supplied at the original equilibrium, and there is a temporary
shortage in the market. That is, the number of apartments demanded is.
more than the number of apartments GoodLife is willng to lease at that
rental rate. This causes the rental rate to increase. Thus, there is an
upward movement along the supply curve. As the rental rate increases,
quantity demanded decreases and quantity supplied increases, leading to a
reduction in the shortage. This adjustment continues until equilibrium is.
Quantity (units) reached between the new demand curve and the original supply curve.

Ashortage in the market exerts
an upward pressure on price.

DemandCuve  TSupply Curve. At the new equilibrium, the rental rate is higher than before, and the number
=initial Equilibrium = Demand Shitt of apartments demanded and supplied has increased
= New Equilibrium

Ata rental rate of $1.400 per month, as you have correctly identified, the
market is in equilibrium.

_I You would lease 2,350 apartments at this rental rate, which equals the

2,350 apartments that potential tenants are willing to pay for. Thus, there is.
no shortage or surplus in the market.
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This is how your pricing decisions have affected the quantity of two-bedroom rental apartments at
the end of Year 5. You can print these resuits for your records.

Year 1 Year3 =
Quantity demanded 2350
Quantity supplied 2350
Surplus [ %
Monthly rental rate ($) 1,400

Move ahead to see what the future has in store for you.
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but it has no impact on the supply of these apartments.
Asurplus in the market exerts a
25500 | gownward pressure on price. Atany given rental rate, there are fewer potential tenants for your
‘apartments. This resuits in a decrease in demand. Therefore, the demand
2,000 s curve shifs to the left.
This results in a temporary surplus situation at the original equilibrium rental
rate because quantity demanded (on the new demand curve) is less than
quantity supplied. Thus, at this rental rate, you would lease more
‘apartments than potential tenants are willing to pay for. To induce potential
tenants to lease more apartments, the rental rate has to decline. As the.
rental rate decreases, the quantity supplied also decreases, and there s a
downward movement along the supply curve.

1500 |-

As the rental rate decreases, the surplus starts decreasing because
Quantity (units) quantity supplied decreases and quantity demanded increases. This

‘adjustment continues until equiliorium between the new demand curve and
CDemandCuve  CSupply Cunve the original supply curve is reached

=initial Equilibrium = Demand Shift

If you compare this equilibrium with the original equilibrium, you will see that
both rental rate and equilibrium quantity have decreased

I At the new equilibrium, the rental rate, as you have identified correctly, is
$1.300 per month. At this rental rate, you would lease 2,250 apartments,
which is equal to the apartments that potential tenants are willng to pay for.
Thus, there is no shortage or surplus in the market

INew Equilibrium
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This is how your pricing decisions have affected the quantity of two-bedroom rental apartments at
the end of Year 7. You can print these resuits for your records.

Year 1 Year3 Year5 VT
Quantity demanded 2250
Quantity supplied 2250
Surplus [ %
Monthly rental rate ($) 1,300

Move ahead to see what the future has in store for you.
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What happens to equilibrium rental rate and quantity now depends on which
of the two effects is stronger. the decrease in demand or the decrease in
supply. As you can see from the figure, the shift in supply is more than the
shift in demand. This could be because you have decreased supply in
anticipation of a greater decrease in demand than has actually happened.

There is now a temporary shortage at the original equilibrium rental rate,
because at this rental rate, quantity supplied on the new supply curve is
less than quantity demanded on the new demand curve. That is, you would
lease less number of apartments than potential tenants are willng to pay
for_ The rental rate has to increase to give you incentive to lease more
apartments. As the rental rate increases, quantity demanded decreases,
leading to a reduction in shortage. This adjustment continues until
equilibrium between the new demand and supply curves s reached.

If you compare this equilibrium with the original equilibrium, you wil see that
the equilibrium quantity is less than before. but the equilibrium rental rate is
higher than before. If the shift in demand had been more than the shift in
supply, as opposed to what it is now, both equilibrium quantity and rental
rate would have declined.

At the new equilibrium, as you have correctly identified, the rental rate is
$1,475 per month. At this rental rate, you would lease 1,000 apartments,
which equals the 1,900 apartments for which there are tenants. Thus, there
is no shortage or surplus.

Continue

E
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This is how your pricing decisions have affected the quantity of two-bedroom rental apartments in
this period. You can print these results for your records.

Year 1 Year3 Year5 PELRTENS(  July Year7
Quantity demanded 1,900
Quantity supplied 1,900
Surplus [ %
Monthly rental rate ($) 1475

Move ahead to see what the future has in store for you.
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Price ceiling

Shortage

Quantty (units)

CDemandCuve  C3Supply Curve.
=3 Equilibrium Pice ceiling

Ata price ceiling below equilibrium, as is the case in this scenario, the
quantity supplied is less than the quantity demanded. That s, at this rental
rate, you would lease fewer apartments than potential tenants are wiling to
pay for_ This leads to a shortage in the market. In a non-price ceiling
situation, the rental rate would Increase to induce an increase in quantity
supplied_ As the rental rate increased. quantity demanded would decrease,
the shortage would decrease, and equilibrium would be attained where.
quantity demanded equaled quantity supplied

However, the price ceiling means that the rental rate cannot increase and
market forces cannot step in to bring about adjustments in the market.

Thus, quantity demanded exceeds quantity supplied and shortage continues
in the market for two-bedroom apartments on temporary, month-to-month
lease.

Price ceilings can have both economic and social consequences. Even
though tenants pay rent equal to the price ceiling, they may have to pay
higher key deposits to lease apartments. Price ceilings can also lead to
discrimination in choosing tenants, for instance, on the basis of race,
religion, and so on

Atthe price ceiling of $1,550 per month, you would lease 2,275 apartments
However, there are tenants for 3,150 apartments, which is more than what
you are willing to lease. Therefore, there is a shortage of 875 apartments in
the market for two-bedroom apartments on temporary, month-to-month
lease.

~ Universityof
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The concepts of supply and demand are fundamental to understanding many real-worid
occurrences.

Demand and Supply

The demand curve is downward sloping, and that quantity demanded increases as the price.
decreases—that is, as you move down the demand curve. GoodLife could increase the quantity
demanded of its rented apartments only by reducing the rental rate.

The supply curve is upward sloping, and quantity supplied increases with an increase in
price—that is, as you move up the Supply curve. An increase in rental rate would cause
GoodlLife to lease out more apartments.

Equilibrium
Quantity demanded equals quantity supplied only at the equiliorium point. At prices below
equilibrium, the quantity demanded exceeds quantity supplied, and there is a shortage in the.
market. That is, consumers are willing to buy more than producers are wiling to sell at this price.
This causes price to increase. As price increases, quantity demanded decreases and quantity
supplied increases. This adjustment process continues until equiliorium is attained. Similarly, at
prices above equilibrium, quantity supplied exceeds quantity demanded, and there is a surplus
in the market. Producers are willing to sell more than consumers are willing to buy, which exerts.
2 downward pressure on price. The price continues to decrease until equilibrium is attained

n7/2018
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Shifts in demand and supply

Demand and supply are not static; various factors cause them to increase or decrease. For
instance, an increase in population caused demand for GoodLife's two-bedroom apartments to
increase, but a change in preferences caused demand to decrease. Similarly, a change in
expectations caused supply of two-bedroom apartments to decrease. These factors cause the.
‘demand or supply curve to shift to the right (increase) or left (decrease). A change in price, on
the other hand, causes upward or downward movement along the same demand or supply
curve

Price ceiling

You have also seen the effect of a price ceiling on the quantity demanded and quantity supplied
of two-bedroom apartments. A price ceiling below equilibrium causes shortages because at this
price, consumers' quantity demanded exceeds producers' quantity supplied. In such a scenario,
non-price methods of rationing the limited supply of two-bedroom apartments may come into the.
picture.

n7/2018
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Scenario

Asurplus in the market exerts a
downward pressure on price.

Ashortage in the market exerts
an upward pressure on price.

Quantty (units)
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increases only when price decreases, other things remaining constant. As
the rental rate decreases, quantity supplied of apartments also decreases,
because you would have less incentive to supply at a lower price. The
surplus becomes smaller and smaller as the rental rate decreases, leading
to an increase in quantity demanded and a decrease in quantity supplied
This adjustment continues until equiibrium s attained.

At any rental rate below equilibrium, the quantity demanded is more than
the quantity supplied, leading to a shortage of apartments in the market.
That s, potential tenants would be wiling to pay for more apartments than
you would supply. To induce you to increase quantity supplied, the rental
rate has to increase, because more is supplied only at a higher price, other
things remaining constant. As the rental rate increases, the quantity
demanded also decreases, because along a demand curve, an increase in
price results in a decrease in quantity demanded. The shortage becomes
‘smaller and smaller as the rental rate increases, resulting in a decrease in

quantity demanded and an increase in quantity supplied. This adjustment
continues until equilibrium is reached

Ata rental rate of $1,050 per month, you would lease 2,000 apartments,
which is equal to 2,000 apartments for which there are tenants at this rental
rate.

There is equilibrium in the market, there is no shortage or surplus, and
therefore, there is no incentive for the rental rate or the number of
‘apartments to change.

Applying Supply.

~ Universityof
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This is how your pricing decisions have affected the quantity of two-bedroom rental apartments at
the end of Year 3. You can print these resuits for your records.

Year1 Year3
Quantity demanded 2,000
Quantity supplied 2,000
Surplus 0 %
Monthly rental rate ($) 1,050

Move ahead to see what the future has in store for you.
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You have selected the appropriate rental rate to reduce the vacancy rate to 15 percent. However, you have not maximized revenue.
You could have increased the revenue you are earning by lowering the rental rate and the vacancy rate.

The demand curve for any product is an imaginary line at a point in time. This tells you the quantities consumers would demand at
various prices of the product As a decision maker. you typically do not have access to the demand curve.

However, what you do know is that for any product, more quantity is demanded at a lower price, other things remaining constant. As
you have seen. when you reduce the rental rate, more potential tenants are willing to rent apartments, leading to a lower vacancy
rate.

As you lower the rental rate, revenue initially increases, reaches a maximum at a particular rental rate and quantity demanded, and
then decreases.

At a rental rate of $1,050 per month, you have succeeded in reducing the vacancy rate to the targeted level. At this rental rate, there
were tenants for 1,700 apartments, leading to a revenue of $1.79 milion.

Also notice that though you have more apartments, not all of them are demanded at this rental rate and you have a surplus of 300
‘apartments. In order to iease out all your apartments, you would have to reduce the rental rate.
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