
Chapter – 11 

Price Determination 

 

Q. 1. Explain the effect of increase in income of buyers of a ‘normal’ commodity on its equilibrium price. 

Ans. An increase in income of buyers will increase the demand for normal goods at the given price. It will 
lead to excess demand. This leads to competition among buyers, which raises the price. Increase in price 
leads to rise in supply and fall in demand. These changes continue till supply and demand become equal at 
a new equilibrium price. As there is an increase in demand only, equilibrium price rises. 

 

Q. 2. What will be the effect on equilibrium price and equilibrium quantity, when price of complementary 
goods increases? 

Ans. When price of complementary goods increases, keeping other factors constant, then demand for the 
given commodity decreases since it becomes relatively expensive to consume the two commodities (the 
given commodity and its complement) together. It will lead to excess supply. This leads to competition 
among sellers, which reduces the price. Fall in price leads to decrease in supply and rise in demand. These 
changes continue till supply and demand become equal at a new equilibrium price. As there is a decrease in 
demand only, both equilibrium price and equilibrium quantity will fall. 

Q. 3. If market demand function is given as: QMD = 25 - 2P and market supply as: QMS = 3P, then what will be 

the equilibrium price and equilibrium 

Ans. At equilibrium, QMD = QMS It means, 25 -2P = 3P Or, 5P = 25 

P or Equilibrium Price = Rs. 5. 

Putting the value of equilibrium price in the equation of market demand function: 

Equilibrium Quantity= 25-2×5=15 units. 

 

Q. 4. Explain the effects of ‘Maximum Price Ceiling’ on the market of a good. Use diagram. 

Ans. 

 

Maximum Price Ceiling refers to imposition of upper limit on the price of a good by the government. For 
example, in the diagram, OP is Price Ceiling, while equilibrium price is OPv At this price, the producers are 
willing to supply only PA (Or OQ1), while consumers demand PB (Or OQ1). The effect of the ceiling is that 
shortage, equal to A B (Q1Q2), is created, which may further lead to black marketing, 



Q. 5. What are the effects of ‘price-floor’ (Minimum Price Ceiling) on the market of a good? Use diagram. 

Ans. When government imposes lower limit on a price that may be charged for a particular good or service, 
it is called Minimum Price Ceiling, e.g. price OP1. At this price, the producers are willing to supply P1B or 
(OQ2), while consumers demand only P1A (= OQ1). Unable to sell, all they want to sell, the producers may 
try to illegally sell below the minimum price. 

 

 


