Supply and Demand: What sets the price?

 What sets the prices of the resources that we use? Resources in this country are not free. Take for example the water drought in 1975 in California, which left the state with no rain or snow for almost two years. 

We actually take water for granted. We use so much of it, we really don’t know how much we use in a day. We use water for everything we do in our daily life. Water is a resource, but who sets the price? 

During this drought the state of California had a huge fire, which was caused from the dryness of the countries land that was not being water. Farmers had to hold on producing their lands because there was no water to spray in the farms. This drought caused a lot of problems and synchronized the state to using 46 gallons of water per day for each household. 

During this time, 66% of water was reduced. How you might ask, well cars were not washed and there were some families that wouldn’t wash their clothes. During this drought the price of water was extremely high. When the marginal utility of water is high there is less gallons of water and vise versa. 

Then finally at the end of 1977 the rain began. Prices of our resources when back down, to a reasonable cost. Before the drought water was an unappreciated resource, but after the change of price and less of the resource that could be used people changed, the economy changed and the appreciating changed. This all represents supply and demand. The supply being our resource, water and the demand of getting water during a drought, a difficult way of giving what is demanded at the time that there isn’t enough to supply. 
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Aggregate demand is known as the quantity of the real GDP that is demanded and the change in price even when the expenses that are planned and continue to be controlled remain the same. An example of this concept is the increase of prices on the goods and services that our economy uses, this leads to less of a consumption that gives results in less production by the firms and a backup of their investments plans and a decrease in foreign exports. 

The aggregate supply is when everything remains the same other than the price level which rises and resulting in an increase of the quantity of real GDP that is supplied. Then a decrease in the price level, the quantity of real GDP supplied is decreased. An example of this is the decrease in prices, giving us the buyer a reason to buy the product that firms supply to us and businesses increase their investment, resulting in an increase for our exports to be received. 

The AS-AD model makes up three major macroeconomic issues, those being: the standard of living, the cost of living, and the economic fluctuations. The issues are represented by aggregate supply, aggregate demand, and macroeconomic equilibrium. 

There could be many changes in aggregate demand that influence a change in the model. A few major changes include the fall of interest rates, the increase in the quantity of money in the economy, higher purchases by the government, or a tax cut and a higher value of real GDP. These changes also affect the aggregate demand, by setting it to the opposite direction and decreasing it in the model.

When the macroeconomic equilibrium is at the point of intersection on the AD-AS model this means that the quantity of the real GDP that was demanded is the same as the quantity of real GDP that was supplied. During this stage of the model the economy might be at either full employment, above or even below full employment. These three concepts are what make up the three macroeconomic issues. 

