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ABSTRACT

In partial equilibrium theory, the policy actionsa effects are examined only in the directly affdanarkets.
The Demand and Supply curves are used to deséribprice effects policies. Producer and consumgplss are used to
measuring the welfare effects on participants i inarket. A partial equilibrium theory either fatls consider the effects
on other industries of the economy. The supplydemdand model is a partial equilibrium model whére acceptance on
the market of some goods is obtained separateiy frdces and quantities in other marketBartial equilibrium is one
which is related on a minimum range of data, a dead example is the price of a product, the prickall other products
are being held static during the entire review pang. It is valid only under some limited situations,iethmay notalways
hold in practice, but may be reasonable approxiovai Partial equilibrium is a condition of econoneiquilibrium which
takes under consideration where only a part of rirerket and all other will remains the same to attan equilibrium
state. A partial equilibrium analysis will eithegriore the effects on different industries in theneeny or assumes that the

sector is very small and hence little if any impactother sectors of the economy.
KEYWORDS: Effects on Participants in the Market, Partial Elijuium, Perfect Competition
INTRODUCTION

Equilibrium is the state of the stable conditiortheut any change in the market. The price buyertsvem pay
equal to the price offered by the seller. In sudit@ation there is no tendency to change the pmicguality arises. Partial
equilibrium theory of trade is an extension of basic microeconomics theory of equilibrium. Paréiquilibrium theory is
considered as a condition of economic equilibriuhicl takes into attention in which only a parttioé market to gain
equilibrium state. Partial equilibrium is one wihits occupying only a tethered range of data a gmxample is the
price of a product, the prices of all other produoeing held intent during the analysis. Partialildgrium analysis uses
supply and demand curves in an appropriate manceiaaoids the effects that happened beyond thekemd&conomic
analysis under partial equilibrium target on thieas of policy within a single market and does lumate the effects
external to the market. It is a synonym for demand supply analysis. It is often used in tradeqyobecause of its
simplicity. Partial equilibrium theory is based the assumption of perfect competition which is elktarized by a large
number of procedures and consumers of a commoBdy.a small common economy, the equilibrium willzafve
domestic demand and supply to a given world pfide supply and demand model is a partial equilibrmodel where
the approval on the market of some specific pradigibbtained separately from the price and quaofitother market
products. These types of models allow us to prethieinges in key economic variables of interesiuding prices, the

volume of trade, revenue, and measures of econeffitiency
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Assumptions

The entirely competitive market holds under théofwing assumptions:

Product Price is granted and fixed for the conssmer
» Customers' taste, preferences, habits, incomessatms to be fixed.

* The industry is easily applicable to factors ofdgarction at a familiar and fixed price compliant fwihe methods

of production in use.

» Cost of the products that the factor of productieips in producing and the price and quantity beofactors are

familiar and fixed.
* There is perfect flexibility of factors of produeti between occupation and places
Limitations
e Itis reduced to a convenient portion of the ecopom
» It reduces the capability to study the interconioast of all the parts of the economy.

» This study will become unsuccessful if the unsulisth expectations, which cut off the study of the

specific market from the rest of the economy, aretaken into attention.

» It has been failed to explain the outcome of ecdndaisruption in the market that have supremacgidmand
and supply changes, moving from one market to @&madéimd thus influence second- and third-order wanfes

change in the entire economy.
Partial Equilibrium Theory from the View Point of E xport

The exporter has lower costs of production, scetiglibrium of supply of Hair Oils, ,§ and the demand for Hair
Oils, Dy, is at a low price level, R, than the world price, R. Opening up trade brings the world price into pieture. So
producers can now export this at the world pricg, P domestic price, R: The result is that producer can gain the area e

+ f + g. Consumers lose consumer surplus of endfteansfer that gain to domestic producers
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Figure 1

When Domestic demand is low, (because of high priweQ; while supply is incremented to,@s producers
respond to the high prices for Hair Oils. So thpakrate is calculated to,@ Q. The net gain is area G, but consumers

lose while there is overall gain.
Partial Equilibrium Theory from the View Point of | mport

The equilibrium price is Pdecided by the intersection of supply of goody, &d demand for a goodygbBut
this price is greater than that of the world prieg, as determined by the low-cost producer in theldv@pening up to
trade reduces price to the world pricgy. Eonsumers gain the areas, a + b + ¢ in consumplus, while producers

transfer producer surplus of the area a to conssimer
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Figure 2

At the low price in the world, the domestiganufacture only has the motivation tenanufactureat Q, but
domestic consumers demang o imports are used to make up the difference.€éltlseoverall gain b + ¢, but domestic
manufacture losesmanufacture surplus. In partial equilibrium the welfare effemn consumers who acquire and the

manufacturemanufacturen the market differentiated by consumer surph producer surplus.
Consumer Surplus

The rate that a consumer is organized to pay fapgmopriate good minus the rate that the consueadly pays.
The rate that the customer is ready to pay hasetgrbater. In the representation given here;issRhe price that a
customer is willing to pay for a suitable produBtit the manufacturer may deduct the price feRpecting that either
more people would purchase at the deducted pritkeoperson who are willing to pay Will acquire more of the same.
The manufacturer may further deduct the rate t@din expecting more customers or the same custopuechasing

more.

The rate keeps on declining until P’ where the deinand supply curve divides their intersection he t
equilibrium point. Therefore the consumer surplusthe primary consumer can be calculated asHP, reducing for the
succeeding consumer t3-P’ and so on. So the total consumer surplus inntheket can be acquired by totaling up by

three rectangles.
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Figure 3
Graphical representation of Consumer Surplus
P denotes Price Q denotes Quantity
D denotes Demand Curve S denotes Surplus Curve

Producer Surplus

The rate that a manufacturer eventually given Iinge suitable goods minus the rate the manufactis ready
to receive for those goods. The rate that the fiaatwrer receives should be greater. If only alsinmit of product was
demanded at a price ratq this becomes the rate which the manufacturer awaiteeceive. But if a pair units are
demanded the low price at which the manufacturarlévbe ready to increment the supply shifts 16rRis will continues
and the final amount that eventually prevails ie tharket is P’, the rate that is obtained by thleedtion of the demand
and supply in the market. The producer’s surplus iuld be the initial rate minus the final radad the total consumer

surplus in the market will be the total of the #hrectangles.
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Graphical representation of Producer Surplus
P denotes Price Q denotes Quantity

D denotes Demand Curve S denotes Surplus Curve

CONCLUSIONS

Partial equilibrium understands that the evaluatioty considers the result of given policy actionthe

market(s) that are openly affected. That is theéesg\wdoes not account for the economic bisectionwéden the different

markets in a given economy. Partial equilibriumottyeof trade applied to one good is not very megfiinbecause it

ignoresthe interaction between goods. In any case, it moll tell anything about the pattern of trade betwéhe two

countries. It identifies the changes in policy aatin constructing equilibrium only in that partiau sector or market

which results affected ignoring its influence inyasther market or industry believe that they besngall will have little

impact if any. Therefore this review is examined®useful in constricted markets. Partial equiifor emphasis that the

society is better off with trade than autarky (reale).if a government restrict trade.

REFERENCES

1. Gujarati, D. N. (1998) Basic econometrics. McGrawkHNew York. ISBN 0-07 025188-6

2. Lechanova, I. (2006) The transmission process pplyuand demand shocks in Czech meat commodity.chai
Agric. Econ. — Czech, 52, 2006 (9). ISSN 0139-570X.

3. Armington, Paul S. (1969): “A Theory of Demand fenoducts Distinguished by Place of Production.” fbta
Papers (International Monetary Fund) 16 (1): 159-78

4. Schott, P. (2004), “Across-product versus withioguct specialization in international trade”, Quarly
Journal of Economics 119: 647-78

5. Humayun Rasheed Khan,Aspiring Equilibrium in Digp8ettlement Mechanism of WTO,International Jouohal
Humanities and Social Sciences(IJHSS),Volume BeI3sApril-May 2014, Pp 127-136.

6. Kee, H. L., A. Nicita and M. Olarreaga (forthcomiby, “Import demand Elasticities and Trade Distorts”,
Review of Economics and Statistics.

7. Khan, M.S. & Ross, K., 1977, ‘The Functional forinttte Aggregate Import Demand Equation’, Journal of

International Economics, 7, 2, pp. 149-160

NAAS Rating: 3.10- Articles can be sent to editor @ mpactjournals.us




