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V. Equilibrvde
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In Figure 3.1, both the demand and supply curves for coffee are in the same diagram

and we see that, at the(price Pe, the quantity Qe is both demanded and supplied. We

Price of coffee ($)

would say that the market is in equilibrium at the price Per since the amount of coffee
that people wish to buy at that price, €, isiequal to the amount of coffee that suppliers

wish to sell at that price. The price Pe is sometimes known as the market-clearing

price, since everything produced in the market will be sold. The market is in 0 a
Quantity of coffee (kg)
equilibrium, since it will stay like this, in each time period, until there is an "outside Figure 3.1 The market for coffee

disturbance" to change the equilibrium.
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When we assume that the costs of the industry are equal to the costs to society then

a S = Marginal
the supply curve represents the social cost curve. In efficiency analysis we call this the sl o
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Figure 3.7 Community surplus ;

demand curve as the marginal social benefit curve (MSB).
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When the price of a carton of strawberry yoghurt is raised from $1 to $1.20, the firm finds
that quantity demanded per week falls from 12 000 cartons to 10 800 cartons. Thus a 20%
increase in price is causing a 10% fall in the quantity demanded. We can work out the PED by
using the equation:

= _hD in Guwdity demanded _ 1ok L. o |, inelstic (ontinve in
PED %A pice =50 S, smaller Hhan |5 inel demard o Fse (,I,
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As we can see, the PED is 0.5, less than one, so the demand for

the yoghurt is inelastic. Before the price increase, the total -
revenue gained by the firm was 12 000 X $1 = $12 000. After the 4
increase, the total revenue becomes 10 800X $1.20 = $12-960.

The firm has increased revenue by raising the price. This is

shown in Figure 5.1

.2 12+

&\)M%
(/-”lb lamﬁ\ 1S more Par])mdicvlw)

S



