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Clearly, there is a strategic interdependence between the two firms. If the model has a good predictive power,
then, according to his view, it is immaterial whether its assumptions are realistic or not. The producers, in turn,
make payments to consumers for the services rendered i. In the field of microeconomics the variables with
which economists are generally concerned are demand, supply, prices of goods and factors such as labour,
capital, land and so on. It fetches mutually the grounds and consequent series of changes in prices and volume
of products and services in association to the entire financial system. Economist Scitovsky defines as "A
market or Economy or any other group of persons and firms is in Equilibrium when none of its members feels
impelled to change his behaviour. This series of adjustments from point a,b,c,d,and e to f is traced out as a
cobweb pattern which converge towards the point of market equilibrium g. The Nash equilibrium occurs when
both firms are producing the outputs which maximize their own profit given the output of the other firm. In the
Keynesian macro-model of income determination, investment 1 has been treated as an exogenous variable as it
is taken to be independent of income or consumption, that is, other variables in the system. The increase in
supply will lead to fall in price to OP3. True State of bliss which every individual firm, industry or factor
wants to attain and once reached, would like to leave. Mehta, has defined as "When after a fixed period the
equilibrium position is disturbed it is called Dynamic Equilibrium. For instance, a ball in the billiard table if
bothered will come to rest at the new position to which it has moved. On the other hand the demand will be
less as compared to the supply OQ2 and the demand will reduced to OQ2. You will get one-to-one
personalized attention through our online tutoring which will make learning fun and easy. An economic model
usually consists of a set of equations that express relationships between variables that are relevant for the
problem to be investigated. As a result the balloon expands, lowering the internal pressure until it equals the
air pressure outside. Another famous simile is that of a bowl and a bowl given by Schumpeter. In other words,
when the object under the pressure of forces working in opposite directions has no tendency to move in either
direction, the object is in equilibrium. This can be explained with the following diagram The original
equilibrium between DD the demand curve and SS the supply curve is at E1. But this adjustment will take
place over a several consecutive periods. Further, economic equilibrium can correspond with monopoly ,
where the monopolistic firm maintains an artificial shortage to prop up prices and to maximize profits. It is a
condition where absolute concord of the economic strategy of an assortment of market partaker so that no one
has a propensity to rework or modify this judgment. In the s and before the conflict was between classical
theory and given realities. The partial equilibrium analysis studies the relationship between only selected few
variables, keeping others unchanged. For this purpose we need dynamic analysis. It is used whenever there is a
strategic element to the behavior of agents and the "price taking" assumption of competitive equilibrium is
inappropriate. However, if an equilibrium is unstable, it raises the question of how you might get there. On the
other hand, prediction implies the ability of a model to forecast the effects of changes in some magnitudes in
the economy. As they do, the market price will rise toward the level where the quantity demanded equals the
quantity supplied, just as a balloon will expand until the pressures equalize. Normative evaluation[ edit ] Most
economists, for example Paul Samuelson , [5] :Ch. However, if instead of a given investment-independent of
income, it is taken as a function of income, it would then be an endogenous variable. Entrepreneurs compete
throughout the economy, using their judgement to make educated guesses as to the best combinations of
goods, prices, and quantities to buy and sell. If a reactant or product is a pure solid, a pure liquid, or the
solvent in a dilute solution, the concentration of this component does not appear in the expression for the
equilibrium constant. That is, the data of the system are taken as given and kept the same and the
determination of price-output equilibrium of a single commodity. The essence of any knowledge lies in
formulating relationships between phenomena. P t-1 The current period or year is divided into sub-periods of a
week or fortnight. False Prices, quantities, incomes, tastes, technology etc are constantly changing. The state
of all relevant economic variables changes constantly. The price expected to rule I the current period is the
actual price in the last year. Likewise supply is determined by firms maximizing their profits at the market
price: no firm will want to supply any more or less at the equilibrium price.


