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Firms consider consumer demand in
assessing how much revenue they can

earn



Consumer demand
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Consumer demand
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Pub Beer

Price per Pint
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Number of Pints Demanded (Millions per Year)

This and other examples are made up. But in practice it is possible to
estimate actual demand schedules.
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Factors that affect consumer demand
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Consumer demand goes up with an increase in the price
of Substitutes
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Consumer demand goes down with an increase in the
price of Complements
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Increases in demand come from many sources




Demand Elasticity Is a key measure
I

Number of Pinds Demanded (Mllions per Yeor)

= % Change in Quantity Demanded
% Change in Price
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Demand Elasticity and Inelasticity




Example of Elasticity of demand
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Other "elasticities” summarize consumer behavior
e

» Cross-Price Elasticity > 0 then A and B are substitutes
» Cross-Price Elasticity < 0 Then A and B are complements

* Income demand elasticity > 0 is called a normal good
* Income demand elasticity < 0 is called an inferior good
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Demand elasticities and antitrust
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Measuring consumer welfare
I

Consumer Surplus
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Consumer welfare is a key concept for
antifrust

* Mergers that make consumers better off through improved efficiencies

* Unilateral conduct that make consumers better off through greater
competition or improved efficiencies

* Mergers that make consumers worse off through higher prices with no
offsetting efficiencies.

* Unilateral conduct that make consumers worse off,
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Firms consider how much it costs them
to meet consumer demand



Costs are Critical to Business Decisions
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Example of starting a Restaurant
I

Rent a restaurant space $10,000 dollars a month
Renovate $1,000,000 dollars
Hire Chefs and other staff $20,000 dollars a month

Buy Food $5 dollars per meal served
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Some costs are sunk costs
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Some costs are fixed

Today  After you've bought food, everything else is fixed
Week Rent, Staff

Month  Rentso long as it is easy to get nd of Staff (UK vs.
France)

Year Nothing if you have a year lease
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Some costs are variable

Today Food
Week Food, Staff
Year Everything (you can expand or contract your space)
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Average Costs

* Average Variable Costs: ($20.000 staff salaries + $5 food x number of
meals), divided by the number of meals; with 4000 meals this would
be $40,000/4000 = $10 per meal.

» Average Fixed Costs: ($10,000 rent); with 4000 meals this would be
$2.50 per meal.
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Marginal Cost
I




Opportunity Cost




Diminishing marginal returns/Economies of Scale

100 $ 205.00 $ 305.00
500 $ 45.00 $ 65.00
1,000 $ 25.00 $ 35.00
.000 $9.00 $11.00
10,000 $ 7.00 $ 8.00
50,000 $ 5.40 $ 5.40
100,000 $5.20 $5.30
500,000 $5.04 $ 5.06

( *l)l COMFE TITION FOLLY
INTERNATIONA



Graph of economies of scale
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Typical costs curves
I
Short run
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Long run costs of production




End of Part 1, next week Part 2
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