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What is Perfect Competitione
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Costs curves and profit maximization
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Typical Firm in the Short Run Equilibrium
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Why is equilibrium the point where Supply and
Demand intersecte

P Vcess supply SUPply
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Demand reduce price and eliminate the
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Qp Qs Q » Consumers will be willing to

demand additional quantities
as price falls
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Why is equilibrium the point where Supply and
Demand intersecte
.
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e The firm has an incentive to
Y Demand increase price and offer

Excess demand additional quantities in the
market
Qs Qp Q e As price rises, consumers will be

less willing to pay for additional
quantities
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Typical Firm in the Short Run Equilibrium
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Typical Firm in the Short Run Equilibrium
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Typical Firm in the Short Run Equilibrium
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The effect of an increase in demand

Assuming we draw only MC> AVC
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The effect of an increase in demand
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The effect of an increase in demand

Assuming we draw only MC> AVC
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The effect of costs increases
-

Assuming we draw only MC> AVC
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The effect of costs increases
—
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The effect of costs increases
—
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Economists use this framework to do
‘comparative statics”

* The costs of inputs increases?

* New products enter the markete

* Your product becomes populare

» Competitors exit the markete

* The government levies a tax on each unit you selle
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The effect of a $1 unit tax
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The effect of a $1 unit tax
-0V
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The effect of unit fax
-

* |t has to do with elasticities again.

* For a given supply schedule, producers carry more of
the burden of the tax increase the more elastic is
demand

e For a given demand schedule, producers carry more of
the burden of the tax increase the more inelastic is

supply.
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There is an increase in demand
e

Initial equilibrium Supply.
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There is an increase in demand
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A cheaper substitute makes demand more

elastic
e
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A cheaper substitute makes demand more

elastic
e
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End of Part 1, Next week Part 2
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