Economics "Ask the Instructor" Clip 6 Transcript
Do prices adjust more quickly  in  some markets than in others?  

Well, the short answer is yes, but let’s talk about that.  You have read that there is one unique price that equates quantity demanded with the quantity supplied.  This means that everybody who is willing and able to pay that price can buy it.  And similarly, it means that everybody who is willing and able to provide the item at that price will be able to find a buyer.  Economists make a big deal of the fact that there are no shortages or surpluses at the equilibrium price.  Is this really true?  Well, yes.  However, the amount of time required for market participants to adjust their behavior to changes in prices is much longer in the case of some things than for others.

Consider GE common stock.  Suppose that the price of GE at 10:00 a.m. is $52.  This means that anybody who wants to buy can purchase 100, 200, or 1,000 shares at $52 per share.  If at sometime later in the day people feel more “bullish” on GE, the demand for this stock will increase.  However, there will be no shortage of GE stock because the price rises to a higher level that equates the quantity demanded with the quantity supplied.  

Now consider an important labor market: the market for nurses.  The price of nursing services is the hourly wage and the quantity is the number of nurses or, more appropriately probably, the number of nursing-hours provided.  Theoretically, there is a wage that equates the quantity demanded for nursing with the quantity supplied.  However, if you read the “Help Wanted” section of your local newspaper on a regular basis you’ll probably notice that there are advertisements placed by hospitals, physicians, and nursing homes wishing to hire nurses.  Often these ads mention signing bonuses and a lot of other amenities.  These ads suggest that employers are unable to locate nurses that they wish to hire at the existing wage.  You may wonder how this could be if the existing wage is the equilibrium wage?  Well, we don’t have time for a complete answer, but briefly, the market for nurses is different from the market for GE stocks for several reasons.

First, nurses are not a homogeneous commodity, like GE stock. Nurses are varied.  They vary in training, enthusiasm, degree of caring, and in where they prefer to live and work.  Second, the geographic distribution of nurses at any time is not likely to be the same as the geographic distribution of illness, number of patients, and so forth.  Third, excess demand for nurses can not be eliminated instantaneously, or even within a year’s time because considerable time is required for additional nurses to enter the profession.  The training of people and the certification process require time. 

So, the analysis that we do that shows that a new equilibrium price is reached quickly, maybe instantaneously, establishing some change in demand is more appropriate in the analysis of financial markets than for human resource markets.  The equilibrium wage, insofar as labor markets are concerned, is best thought of as the wage toward which the market moves rather than the wage that exists at each and every hour of a given day.

