=~ Recowse o) the Law' of demand a demand cucve is
li\-:e\g. to be wneqarively S[apeﬁ. e theee i1 an nuverse
relationship between thanges in price and changes in

qua«n’rl by A&Wded.

- Iv\ rhe é,(,mbraum on  £he \&h a rse i thae \gm'c.e c!_
cookies Jrom Pioxe Pr (42450 CHF) has resulted in o
el da quentitg demanded from Q4 ko Qn {_130_"’(_’(0),
o This vs 0 showen \95 a movemenr alons the dewmtand
corve  Aroan poinr O o point Q.

_T\r\e dewand Conrye /Lcs_r. cockies has lbeen éu‘o\.qu
based  wpoa Yhe assumprion o} ceceris paribus. 1.€
nothing ele  hat could a@eu— thwe demand for cookies
_(é’.ﬂe{){—- for the wrice of Loskier) bas cL\M:)@J--

. Chavges  in_ demnend 20(02/17
:H (,l/\cw\?)e N qmm%ib«g demanded  occurs when wiore o

é\ass of a product s demsnded by consumers as a resulr
o(v &  chonoe in the  product’s grice, asuming cereris Pam\auﬁ
k\A chonae  n demand  eccoes due to a thange i the
conditions O‘L denmand. Ictealg w hew someghing elre apart
_Q—f‘ov‘\'\ o (.\/LMfse_ in the price o} e proc!u,ck EHL‘?‘?
AYVINAS \E&ém5 o wmore o less  of yhe produce \aQiAf)

Aamwc\;eé at eNen Prl't.e. #”

H LL\&WQJQ i A&W\.MA is  shewn \mj a ‘Slq,'\én’r o_( the

whele  demond  (urve



..A—.[w\c\fzq;e \0 D@Mmg[ Dec‘recue L éemmcl

Tactoes Affecting Demand

* ;Tﬂtome

- tﬂgwibr. .3.&035

- \\;\wml eg,m:;és
) :;P"\'ces of other «()roclu.c&—g

_ M_gbt\ﬂspi tutes

_____ “(-O\Mfslememtr
CkMge in income disteiburion
’ gfkpecéﬁd price  dhanges in vhe ficre
. Rdver +§ing
¥ Goverament voliey
) C\/\.Mg@s‘ W populakion
- size

T Strwckore
' EC\'\M\cge,s in dashion
" Seatons



A ~POICP  detecming) ol fmﬂﬂ‘3 o3/ 10/12

MNoa -grice éefi»ermmw; of 5\.}-9?\\3 tomse A swife of the supply
turve, borh ke rle lefe or 1o the right , depending on the
sttuacion. RAs alw%; A cetecis Pari\ous asswpapkion is made The
Wain  non- price  determinant  thak qucfj e Swpplﬁ curve g
_the L‘/\M\_a().g' in  +Hhe cost of. gqucms ol ?roAuchom.

’{'ﬂ«e cose__ob Packors o) production

____QW\J\@& there s an  inctease i the cost of a £ac[~or of

..;?ftb.éu_be-ie)ﬂ ity will inerease the Pra&ut{-éon costs. This tn wrn
;me_ms that lecs o} a product will e sapplied sidting  the
Csupphy  cufve 4o ke de L. Hieb\n tost ol preduckion deweases

guontite sapplied. bew cost of preduction increases QAo ik
..sw\?p\.-ecl
Q) r?(‘\(.{_ oL a"o&rr\a{wue \PNC\\AHS

 Producers com  choose whar to preduce. They ore drown +o
Woher selling prices te mmaximise profirs. T skatehsords ace
Cselling Rer o higner price, than rollerblades producrion will
erease as  producers shilk the wse of thiv resowrces.
This  chonge in the price of o sabstitute product wil lead
to a4 chomear in the %W;{»ﬂ sapplied " ol ancrher,

3\ ﬂ\e Stale o£ kechﬂa\oyﬁ

Tmprovements n xhe gate oﬂ eec\mo(oom i on 'méout»rcﬁ st 4o
will lead ts an increase in auonticy sapplied, Twis will s be
the  supely curve o the right. The opposite will sl the sapply
Garve ks the ie?,{'.

&\ Expmfm—ionr

ot

Producers make decsions on whar 4o rapply  based
expectations ol furuce prices T] supgliers expecr the prices to
increase  in tue bubuse thew oy deddelo sore product 4o
sell ar A later dose. Twis  cowld  decrease Abe q,wi-b:a)
tugplied  of  the  produde  at a specibe dage. TP wbe opposite
\'\wgym profuters will Hﬁ ks gef vid ol products  which would
INrCase  the °\““"‘UH|“3 supplied.
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%G_Dvejmws con  innpose Waited tomes on goo&s and
ervives whith are added ko the price of the produce.

. é_ﬂ.T‘v\ue_Inore e S'U\J?P(Aj corve  sWilts w0 e Lfoflf- ond less
%,Pmc\_wd“s e {,mi%e_z\. Governments con  alse mpese
cwbsidies en Brmi, which s & pagmenr to  support 4 fLirw
ébi“‘ arganisation oy he  gqovernment, These subsidies
decrease the prmluoi"ior\ cose pherefore Ye  sopply cwlve
;_*Slr\ﬂbs o tog  Tight
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De.gtg A

f’T‘e\«e supplyy ap. a product. . relers to ihe amoumt of 4 Lproduce

whidh  producers oc sellers are  wrepoced ko offer doc sale at

o Conge c:»l» -gri.cf'_.s" Lover e per‘io& al -l—u'.me-”.

_'Pro [_h» s the gale price  minus the  preduckion /c_cs(-___ _fpric.e_.,

i rie  selling price sl a product and  the quantity supplied

to e warker. Lig “The Lo o/ﬁ _gu?p.l\j.“_)_ .” .

LP —v & 0¢

:Q suppley  schedule simply shews the  quamiipy sm@@h’eé//

Price o coshies
LerF)

Po
P4

o A

the %U-mﬂ‘}"‘&»\q SULPP‘,EEY'S ore \.ulllmﬁ and able eo smgne\\j at
dillerents prices.

_ Sump L\g schedule  for  coskies

Price / anik (Dp ol ke, <u_9pl{oé

2 0
L 20
4 30
3 W

Supgly cwrve Aoe @ product _w'_\\\._.c_i_f\_menem\).\_oe__gosi_ﬂ'm(g

¥
Quonetey ¢ wpp \ed

&)f‘ Lok es




Ta  the previows Sanram o rise selling ¢rice %rom

PLro Po o has led 4o an tnccease in the M%MWMM\,LSQ

ot tookies  fromn Q4 1o Qa. ve. there Was been a

émcvezwx«e/t/\,lv- alovto) the. SMQPL‘j turve  fvom poiat O o
é\g.o]n%- @, ;

Pr Gu.fk')l,tj cowrve 5 dvowon  based uwpen  tYhe agcamprion ol
ceters  poribus. (e V¢ s ascamed that  angthiag elee which
ch\ a#;eq— yhe “"?EL} oL o produce  pport from s price  has

temoaned  coascont,

Wwy is o supply curve gositgvely cloped 7 ‘

T iy assamed thak, tn a market system, the wmala
wmokivator toe  Suppliers s pcalit, Proler can be defined
wx diflerent  wans, Br kS most leasic  deliairion pnbie equals
;5&.\2 L PriCe | MLALS  Lofk e, (nev‘o{’t'f' = voral pevenue - total
it,os\-). Ecopomists  Lise ¢ symbel T ko represent 's?y‘o@-i’r,

IL (e s aSsu.MQ.fL that  the cosr Q\P\'Ce_' {ie. vhe cosre
_?cf\cme\e,é. bay  suppliere W order to produce and sell the
_éf’rc_)clut.t‘ €. vaw matepial  costs | labouws Costs, cap{t-q,l costs ...}
éc\,bes not  hange Yhen v @1\0{4‘&- per wnir wi be
é\f\'l,ob\mer ok o Wigher _s-rel,lmﬁ price . Exiskng  suppliers ol
_;wiyL\ Vo wereose  Pwelr Guontiin Sw?ftlﬁaé and  new gu..(,gg]lie,rs
EM—*N enter the yworlel attratced by +he Wigher potental

E‘P”’“Li s .

Chanoes  in_ Supply
N v
H cl/\av\o_)ﬁ in  swpply occars When more o~ \ess vl a

z?roduc_%* (s swpplied  to  the pmecket g every price and
gis Shown \mj a sb\iét oﬁ- rlhe Sm??t\{) curve




- Tacrease in_suopla _  Decvease in supuly

D ice of Price o] ,
cwehies tookies |
SCHEES (CtF)
| )
) !
Bl
d 0= Qn
L @_u,aml-i(ij _ S;V;bppf.'_ecé
ol/10 /17
1) chanae in cost ob  production
T raw mnkexr&o.«,l (os
T lobewr costs
" copital tosEs
- 2\>LL‘M6€' in . prices ol alterpative products.
: ‘“(C\ma»r\ge;s W e price. of a preduck will \edd to  a  chamge 4
CYhe sapply oA by-p roéur.t»s.)
5) stake ol rechaclogy
"\DaHer tech. leads to an ncrease in sapply
('Jé,xeec’m.&ons _

5) aoverament iakervention o -
- faxe s (inccme PP saJQS) [ Lirect we indirect)

- Su%sicl,\es
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1‘,\ _g)anera\ cl;ew\a.vxl curves are neg)a.t'w@bj S'pre'*l.
In %e,ne»ra.{ Swg?lj tnrves arce ?osit-t\'vcl,j Sloge,é- .
?T\(\@e wil be one price whare the 9, won i b demande

°[f a ?r‘eiuu- equals the @um#il‘j supolied ol el Proéutk.

T‘Ms (s \<V\owvl Al the eﬁ,ui\;b’\‘u—m ?fl'(_e orf mu\c_e.\-
clearin rice.
A 5 ? )
f’ric.f: o& LL“,Q'
bars
Pe |-
o {
o o
- Qe |
; Quan.hﬁ-t) ol cwoc. bars
Al’ price Pe the gusn H vy 5wpg{u'ecl to the market i

Qe  and  the quanticn demoanded by conswmiers s Qe
'Pri" price Pe/ ‘(-\nerq?-ore, the 1w+£¢-3 demand o d € quals vl

-f%ume"‘“‘_’) 5""??1;3‘! and  the mowbker 15 Ectuf\{brimm.

-!-V\ -4 Qﬂ“ee_ _W\avr!!'-e.’r (n_u gouuﬂmw ivwe,rue/n/!-('qn) W\M'IC\E,%'S
A\ always wmove v en cgquilibeium positlon , wheve

: ctu.au’\.\-\\(*j Awé et eq‘u,ov\g rluwuﬂ»\-ft-xﬁ swpf\( ed ot a

4[;)04' tienlac tPr“-{(’;E . \
‘:'P.rioe, if\‘\’r‘m\\u\ above the eq,ut‘\\“o«'\um oL {112
& A

i
{
! {
(=P

94 9e s
AP

§ur-p\u.s/ a*..
| Creess SUU{’?\\A_‘
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__’Reiex{\,\ﬁ 10 Ythe A.i»\?}r‘a.w\ on the \ef,{-_;

Pﬂ- T guanti by demanded (-olf{) is Jess than gquantity supplied

___f(qs}.ﬂexec—ore there 15 a sutplg o% "LCL ko g5, Because
of, the gwrPlu.s price s will be chced dowan. ﬂs’ Pr{ce decrease:

__-q_é. will  {nerease and 9% will  decrease. These trends il

Continue  wntil eq'u"a_i'\\or'\um is eceached. gumeuc\_lij mar ket

will ke in eaLuB\ibrium at Ve 9e -

_rpr{ce W\l{.iau\.\ below rhe eauwilibrium
A o

<

. @\LM-Q-‘E‘Q o{..
At price Py g uentity demanded is greater then the

G uentity Sb\.??\i@.el ( 01,4> qs).weraiore thece 15 a S’\rxar*ra.ge
L bT RXcess desmond o{» 45 Yo qriA Becauwse o!, e ;L\orwuae

;PV‘L%‘-'?-S w'\\,\ be Lorced wp \os fmc(,u.cezlf;. s prices inerease
%A_ will  decrease  gnd as will  tnerease . These trends wil

Ccontinue warll  equilibriium i reached . Evm&uq\\.\ﬁ meut ket

wilk e ia e@;wi\‘t\of.(um at Pe q.e€ -
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: Changes in Macket Condivions 05 /1042

H C\'\Ar\ﬁe in pmarket  conditions is when ony of the
é’f-q,(,{*or.s which  cesudd n a fhi"-{- aﬂ eicher the demond :

i

ewrve or  the ‘s""?f"l‘j e ve vecor, For  demand  his
Ckaw\a).e U’f—- 'ﬁe\_(’,&*or (,ou.(q[ [06 \oe;cmse 0_{- o CL\-ME:)'C in f’b‘{
;,?((:(_e oL a CQM'P\?_W\@V\JEW‘:) %ooc;f. Tt)f -50\-{3?13 r'L‘Q vwiag vt ’é-acfcr

that could aH—e,q- vlae swpplj twrve weuld be a chonge

in e core oﬂ— P«oéud—iﬁ.m.

_luiA_ _t\r\mge_m Mot ker  conditions B \l\ceLkﬂ Y6 case

ol {ndeial ;uv\?\w‘ or  shottage bt aumk-um\\lj ros ket
orces il cauce the price o change vl che (
;;’u\xQ\,\u or g\f\oomoﬁe is evadicated and a4 wnew eqlmi“\arf\kvvl
igofl\-\mn s veached  wherc  quentity demanmded agqain equals

uoniiisy  suapphied  at  the  wew  equililbrium price.”

@ C\f\mﬂ-ﬁ(s i Denand

Ol) Thce ease  in D&Mmc{

D2

|
|
a r{/eLz Qurone ity o{;

R
Du.e X6 a a\z\m%e w Laceors a‘u‘acf-{v\j demiond there Was
Veen an increase v demond. Thic is  showa by a shile
o vhe cight o{ the demond curve from Vi to Dz,
Hk the ociainal price Py, there  will new be a shortay
oD- vhe  produce ol 44 to o"&z. As a cesalt +he price

_ iw}\k fise vl 4 new ecl/uimorlu.m ie reached ot

A Wgher price Pz and a higher quantity qe.
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\9) Dec“?;&Se WA 'DQJIV\MA.
A

®r e-4 oSr

D4

: Qs tivy of...
. :L\)emma (D cwrye % \«ah— - Dy o b'a)
'...:@ original Price (Py) there is now a swrplus
) ' auventually price will fall LP\"’Dz) and equilibrium  gquantity

;uu't\\ lalf (g4 to q,-z)

?C\(\M@_@S i Soeply

0§ Therease ta Swpfltj
4

| 9 Sq
Price o{-
P L
P. L
} . q{d %: D; Quml—iej ob ...
* Therease wn gwq?hﬁ (g torve o rlawe - 51 to Srz_\)
‘@ P onew ¢ wrplans
‘.QJ\JMLLO\,UE’) new eqin. will be reached at a \ower price
(PL ge Pa) bur o hiohher  guuanticy L g« to ¢.)
. \D) Decrease ia Swpply
FY 5 S
Price Ol-

Quan ity of ...




* Decrence i S‘wppln (5 Carve Lo \eeb , 51 Lo sz)

* @ "p_,t Yhere 15 neow a J"t\or\-qge

'%e,,\;e,v\,\-—ma.uﬂ new equilibriium will e veached ot
P \r\iao\xezr price (Pr %o ?-.:3 but o lower Qe Tty
.;(,&\‘«1 o or.,)



5 Lmem —De,mam,cl and 5/4{9913 j;mc&donf I/ (o172
;L{near Denwond Tuwactions (P{) 25-26)

ch = qbb__fw

:w.\!\@re:-

Q4 = Qe by demonded

a = the amownt of the produce which weull be demonded
i the price was O, re it shows the position of the
demand turve. (higher the value for a  the further to
the righe ir the D curve)

P - ?v(ce/u«m'k— of  the produck

b = Sels  thwe :lope o£ the D Curve , Le. it 6603" anm tadVcavtian

ol the ph‘ce elasticiry o} demand (P E.D) for ehe produck

é"ﬂr\e g Aaatlon  statkes that

| Qd = a —LP
e, r‘e@lea&—if\ﬁ the face “lhap there s an  (nverse \r—elaf-iowsh{fa

berween thamqges v P oand _cw{)es n QA

L\v\m Supely  Fonctions (Py 30-32)

Qe = ¢ + 4P

| zwk@re;

| Qs guomtitly  supplied

¢ = the amount ol the produce which  would be fm?flieé

i

l'f_ the yrice was zere ,ie. i+ shows the porition ol
the S curve [.[’\,\:a)\-\ezr the valwe for ¢, ¢he further
vo the ciahr 5 the § cuwrve)

P o= price / tnit ol the produck

d * ses bl r\o?e ol the § carve e, b glves  an

| indicakion ol the elagticiby of  supply (¢ ol f) lor the proéuc‘r

The equavion stares twat

Qo=+ 4P

ie. rﬂ;@j’ﬁ?@{ce—{nﬁ dhe  fact shoar  there s a posikive r-etmlovts‘nif)

Le&-wéen chanaes 1n P oand (,\QcWLj&S ‘A Qs



Ttercepts e Demand functign 11/10 (12
ga. Qd = 100~ (P
*To Cind the price_intercept foo a  demand dumction /Curt/a/
et Qd =0 and solve for P

8. QA =100 - 4P

O =100 - P
AP = 100

P o= 100/¢
P = 25

o o &m:‘ Yo gy,uwﬁ(-t} (nteccept  set P=0 ,nad Sulve. %r‘ Q4.
 ea Q4 =100 - (P

QR4 = 100-0
Qd =100

i

1)

- Join +he price intercepé with tle Yuonrity (nrercepr o
creare a  vegahvely sloping Demadd  cusrve,

Tnferce?{-s doc Sueply fonceion

e, Qs = ~80 v 1P

*To Qind  +he price intercept Lor o "*Qet‘j Peraceion /(,u\.ru‘e( sef
Qs =0 and sglue for P

ga Qs = ~FOr2P

O =-40 r2°
7P T §0

P=-go0/-2

V=40

« To find quontity lnterceptr, set PO and sove for ¢
eey. Qs = 780 129
Qs ® - &0

'Tb?f\eé:-:ﬁ;i}oaePk&r 4o treatl o rwu‘m‘uz(ﬁ sloped Supply  Lurve.



T\\e ga dibriam  Condition
Q3 oa-bP
.%Qs = ¢+ 4P

O . .
o0 :“Ft:r eqlbrium ;

QL = Qs

o a-b P = ¢ 4P

g@-ﬂcl 2} equi, QWad -Qs =0

H(.:w to tind eauilibrium price  and  gqueatity

%Le.t« demond loe aiven by the Lunction Qd » 7200 - 4P
\-‘*?.k- sweply o 0o H Qs = 4P

fno_a valwe weans the suuwi‘_) Lurve  Stewts @rom af'igi.n)

I

5{-09 {> EUJ\"'\‘\«Q ok AR ..eq,mi\ihrmm conditidns
Kd Qs
%L\-\«\e.re%e 200-4P = P
| 200 = gP |
; ﬁ_"_,,z.é (P = equilbriam pn'a:e\
5\'613'1)___;_5(*\0%{%'««-#& P¥ iato  either  the  demend funchion or  t+hae Jupply
Anerion  te find  equililerium  quantiiig,
| D boncion Q7 = 200 -4P°
(" 7 too -4(29)
o *=zoo -~ 100
Q* = A00
S Quaction QY ~ P
QY ~ L(29)
R* =400

5@93) ;T\'\ereeor‘e, eqillloriung  price s CHE 26 and equilbriuna

3]

»

)

il

L1

i%u-M'l'u“j s & 40O  wail.
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The concept of elasreity in Eonemics refers o the

responsiVENEss OP- either QD /demand o QS 1o a chanae
in Somerhing  else,
— Yow Alqj}&rew{' measures ol  Elastittvyy will be considered.
PED @;@rtr_e f.LaSk-Cc,iJQ.ﬁ of Denmiond
XED ® Cross price Elasticisy of Demeond ’\) Clasticly ol Demoand
YED ® Tacome &Lask«'c'\&-"g ol Demond
2) Elarsicion of supply

(i\mﬁdtﬁ\ og Demend

;é\m-;—cci{.ﬂ o} Demond measures the cespongiveness of QD o
demond o a  choase {a either;
4 the erice of the product tisell - Price Closticitg of Demond (PED
k)..:« chanege tn tee price o} gaother produck - Cross-price  Clesricivg of D

‘):A thange in  (onsumers’ (acownes = Lacome  Elasticlioy of Pemen d

Peve Slas ety ol Demand | PED)
D:.i‘ PED measures the responciveness ol the Quantiey Demiemde d

6l & produce to o change in it ?v"lc(’.(bwi\'pf‘ica easticity

ol Aemow\l]
;?ED = o chanae in  Qd PED = chanae in 9. efininnl
§ . /e thonae  in % o oinal 9. chanse n |
ﬁ) Pebd = M09 = 4.37 ( ;C\M%—{c_)
e 19 |
) PED= 5 . “odb lelastic)
- 4S
Q) PED ° ',;{ = ~A LA \t:e\aﬁic)
) PED B D <709 kelame)
10 |
20 — {4 -30

13

4 (u—f\tk-w‘g\



?—)éPED'

il

31, T . ~2.03 |
; LK 13
5) PED O leperlecty laeleskel

J)]PE\) = 0O kv{auﬁch(ﬂ ﬁ't’,\aﬂ"'c}

AO)‘TQED *AD. LT b felosec)
o X

\e(aw!(_J

3



Peice  Elasiicivn of Demeond 230012

PED ((kp(a.tr\ié ’Dtaﬁro\m.mae\'cg@‘
:T"’\E S(ope_ ai a demmé Caar Ve %fves an iadlisgtion o{— +he

’PE:;.% lee & Pr‘o@;lutc&—. Howev‘et", e PED J‘e{' a Prorlu.(,f*’s

demiand  cwryve  will vory aloney ks length (see latec notes),

_IV\ aeneral the sieeeer the rlope of o dewmand cCurve
the less steep

e, more  inelastic demand ir. Ln aenecal
a ch,pe &)v aQ & ewnnand cwmrve is the mare enim%m CL&W\MCL.

?25. Bent... (sece later)

i iIv\QtdS'F'IC D?Lm@,\f\c\_ (PED i, becween "1 and 0)

?rn'ce o}.. 4
Pl - —
{
f |
|
b — — = 54
!
:4"‘ r D
[ %‘& » o
Quanu&‘o a[_...
" Originally ar Piga TR = area 004 ey9,.
./ T A significant P (PP} ¥ less thon progerticante & QD (g4 e ¢)

- New TR = orea DPre-xdz
T Tharefore & price vice Was led o & cise in toral revesue
SoPt s TR (()P?;ezq,f.e. > Of’«.e(q,{)

Flacie  Deanand [PED is betuweena -1 amé‘GO)
4

PF;Le, e@ .o

BQuea pivy ol .



- _%Rise. in price from Pe to Pe hes lead ¢o a Areater
progortioante lall tn guentityy denaaded Hrowm
:E-OH Yo g a (dewrand s elaseic)

- Becawse Dewmomd s elastic , the rise (n grice

hes Vead w0 a fall tw teral revenune.

5%&‘,64\ Ofr € 4 (s Yess than  orea 091€1q1.

(:‘mew\-emﬂ NB Hq mentioned aboue a(%hcu&ﬁ\n the slope ol a
demand curve com give an .indicarion of the P.

elastcli o} ;,Ae,mcuflé bor o produce , ony lineor downwerd

S\Op{"f\ﬂ Ae’MMé—‘ L tad .2 1,\_,1\/\ hewve \)a‘-fkﬁll\f\-%

;e\,as&lail\-—ﬁ ALBVL% its  length as sghowa below.
a

ED = — o2
P

| PED
elastic

PED

wmeloseie

}DQMM\&( (Atve s with lonstont ;\asi-idk-gﬁ

...;piu\'\_owf_f)‘\ vAost AQMMA TRV RVE-_ N 4 have \/mrﬁin?) ?ED
ém\mo} kheyr \e\r\«g’rh Yhere or@ +hree c:\emoma CAAPE S
___éw\f\_ere TED will be conrtont.

é.&a’f?ect\») Tuelasiic  Demond (PED = O)
R :

f b

o i el v

.

)

: i
02 will net at all chonge ta response ro price cthamgpe.



_Pﬁ'f&-@f—’f\u\ Clastic Deanond (PED = - 'QO)
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enfoccadle price  ceiling ol Pwax TWis cesults a4 :hwbage ol
a4 ~ a5,

SMQ?\.\W:: ob prodults vwaw  alse deude to  sell their products af
below e  equilibiivm price, @.© premoters b concerts, theakre
enrer talament and sg}ar{m'w\g, evenks Tt mosy be  becamse

ﬁme,u) wombk  to easerg thar the veswe Tt dull and  thas

thew  avad  crlxigiem o exploiring  LdMumers '\mi) charging

\m‘.(5\4\@?-".:"_'255*51'%?r‘\.r.es, en weers for whe  elympics amd  werld g
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et Ruenrivy of ¢ickets

shortaa @

Rs a ecesult of the impost ke ob matisum ericgs shorpages
are created . Thu moy tesult in the c(reakion ok o black
mocker whereby  preducks lor tickers) are sold ilegally
doove e  masimu porice.
To try 4o reduce  he  \kelyhool ol a Mlack warker siraakon
arisine a,né,/or o deal wivh Hag Lmpact of  the Jwsrtagl
thece ar®  several opHoas available v a4 government.
wn'\ere. are  Some  wed! throuvgh whish goveravaents  can
deal  wien shorranes,

J @ deccease  Jdemeand  wnkl egmi\ibiiwom (8 readned g

Maimiam  price | Limiting the lonsumption of the produce.

VDemand cam Yoo  decreased ronah  advertising and PSR,
B lncrease swpple  uartl  equilibriom 5 readied ar Pman. qu{’?bj

€ 8 be (acrewed thrownh government <ubsidles to prodicern

o  encourond inCrgai€d pre&uc\-im\/ gouuv\my\/ﬁ-r tould  Stagl
e preduce the  product  chemaselues  or  release grered goeds
tnke  +he  wmasker b dherz Wave Yeen bWulfer seocks. fs
E)e[\gsl'\a\g\.e_ Boods connsl e Skored e lavt  galueion

Wau\.:l‘ noe  wethe  Kaoe Sl hoods uth a3 vread end

e,b\n .
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Tadirece Toxes

A kax is a  compulsory draarfer ob buads drowm

the  epraate Secror to the tcl.dzs“(,, eotar lle Qwe,«rw;xmw),
Toxes  com e Adivided into  kwo wmoia  cakesgsvies

D'we.c,&- voxes Llea lacome bOKeS, wealth ’r&‘&/fcx,kés s fiews (5
/

profies, 6%&...).Tk@3 are direee’ becawe <he
BLM'-A@/\ o lnUdence OI- the kol cannot e
f‘f“‘mﬂe‘reﬁg fo somenne else. TP- licowae tax
rabes  ln an ecomowiy  Aare mereased  them

house hotd” c[,(semsald\é tacoyne ltacome afleenm
Yox  dng oklWay Lompdse,r‘i) cieémc,tiavu) W'\\

’La,\,\ ﬂeaé&nﬁ o @ pa,u in the denrcnd l-br“

Mo 6@56‘55 oan & Seprvices (y\_o‘-.mq:\ ‘5“5‘5‘)’ see later ..

lﬂg’;re(‘&_ tak el (e:.rz). e_xpe,r\é{w.re foxes ,Sﬁ,\ex &»a.xe&'/ VF’}T’

[VCL\.U\-Q odded &M}/T~\J.(f)ﬁ: C+rm<€ de veleor aj‘ou{-e_,el/ K.D.V

[ karaa deger vercafsi-f/ axuse »&m\c@,s/iwwes/ inp orb
%&xej/%-_a.ri@{'ﬁ)_’l‘néif’{,Cf‘ tonkes ore “ladicect” \gecmwse , al{_L\@mﬁt\
e 1s the vesponsibity ol the seller of e produce o
o) tHae pax  *o the  governmagmdk the seller " enry troamrfer
L ovAL pL, o€ kwéem/imié%ce Yo Hae Caacmaar A

the Lorm o) 4 INENE Ty Swe“\'w.j price.,

Hr’\e,r'»e o€ bul0 ypaan »Q-er'ms ol tndirecr Ead.

SPQC-QL‘:(- /{J.m‘k» o X, e where A ggivﬂa& MONAE FOTY  mro i~

o pax 15 levied or  imposed  oa the sale of o produce,
feo:)wel.\esj e:!.v ks orlgliaal Sﬁu‘m& PEiCE, eo a @Ae Qr-omc
oK RGN A sale ol a battbe wine. Cxise +aXes (ie.
addivional  toxes  on  Produtks Mat  tlhe  poverament  womts

o dlstowrane  Fue  (dwsungpidon of Suck ag os.\,cak@[.,cu‘gmretfes
2ye are D\E-'i-?.d’\ gpecif-&, taxes, A s(»ec{@:f. ta¥X 15

Shown:

by a by of the produtks rupply arve to Ehe \ebe.
(becm.(e. (o s oﬁ Pro&uckﬂlov’\ DF the 5€1l~®f' ﬂm;m&{@f) as A QWO\_L\QL
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T\MS {s when a ?@(‘C_@v\.i‘-&fo{ OP he .Sﬁ,“\'ﬂg fsm‘c,e: oL
a ?roé.u.té‘ s levied  as ok 2.9 V.AT or KDV and
b § e sales &ﬂeL {mpofé“ TaN Es, FQJ“ -QK::LM\F‘L@ L, oa 1o c’[.@

salec o E\m\ooseé on a kettle ol Liae would be

a kox of A france on a5 fLrane bemle vur 10 fraucs
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b bex Pm& with  an  ‘ad valorewa ! tay tacrease s af

e selling grice lucreases +he  tax would be (hpwn l:,j
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I\‘\ﬁ mpa et of indirece taxes own dilerent stokeholders
Ar&ake\mlé-ex (¥ 2T if\éiuiévw»l oF growp which (s aﬂec{w&é ‘ﬂj an

(ec.m\omic.) decision, Lo «wis care Hiree srakehslders Wil be

tengidered | Consumers, producers and tMe  aovernment.

’

n[_Mpac.% of _a_spedlic rox

Rs eelerred 1o previounty  the v&apunsﬁ\oi\(% a,{- Paying a *tax +»
W& goverament ey with rwe :u»pp\{‘ef /rﬁmil-ef.—"\nis con be

viewed as belng similac k2 a4 rlse A W suppliers’ st of

production and will thecebore be rhown by o shikt to the
lefe ok Hhe  supply curve

T\\f’. ver ¢leol ACsk-cw\ce, beeween the sld and  wnew Sm?f‘-‘lf)
camves O BNErYy  guomdity wil, eaual  twe PAD AQEoLy
ook ol kex pald per ualt At Mok guonthies,

Mk a gfm@d&{c funtt fax rae Same NABAZAS ~) value
13 cm?os‘eé- per e sold  whateyer *ue w"\giv\.d\ ?Q\J\'\v\j}
erice Leﬁ T CeF /u.nit-) and 5o tee  vertical  Aistance
borveen e bwo spppply  Lorves vill be the soame e
euery price and é(,wm*“\“‘kj. (e.g). in Y exercse Ywe af-*?er
tax  rupply cwrvg war aocalle)l 4o the belore o rupply
Cusve  amd vk Uerkleal  dlstomee YDekveen TWE wwo turve s
equaled  2CH®)

ﬁe?-wc the Ao X the sopplies wiacs wl'\\lnfj to "“"E’?Lﬂ 6 waits
at & price of  bCWF [uain. Aler the 2CWE/Laie pax
the  sueplier  wonld  baly cupply  bounies b she i ledw
wirh L e Llrer  vwe GoverAmant receives ivs tax,
Therelore o 5P gy b Univs now e Sapplier would
Woentr Lo hoerae 8§ (HF
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3 ?fe Sa
Wil b il
Consomar L&
A r ey
Produce ' ;
[
/ |
"?g/ !
] D,
‘T,»l G4 >
z
Qwa.m-[-yﬂg o[,...
Beﬂ-ore [hare Ny 4
TR = opeiqq the same
Tbﬁ"ﬁ\.k Conswners’ &xfnev\,d\'wf‘ﬁ T oopegagq
ﬂ*@-"c@r‘ bowx
To{-a\ €0 3 A g eneenéiwf€ = O?fc, € 42
o!, Lwls

Gov. kax revenue = £ Pz €1 C
Sellers ” TR = ot ¢ gz

Opz €z q = fpr€qae oot €q 2

’mf\e '\m.lé:ew‘.{ s¢  lourden o{, a2 kax & e €20, is Aéu{Aed
betwe en the seller and twe  Lonsumer The pore o  the

tax cevenune box whidh lies above the ofd equilibrium price

Yo represents the poart o] twe tax thar the seller Was been
olole te  pass on te the toasumer in the foewa of & highee

price . (s (¢ releired to asr the lncdence oa the consumer.

The part ob the Yax revesig lbeown whic ey below  khe
ocginal  equilbllom  erice Pi represents the pace of the tax
thak e producer has beea wnable to pars oabe tae

Lonstamier and  represents e reducsion In revenue per unilt

rece‘-\l‘;eﬂ‘; \915 the preducer lo..g,t,_-aef ray.
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The, wavack ol an AL Valerewm tax

29/14/¢

Qv\ ad velerem /Perce,m-aa)e, dew 15 whea fhe

arownt ol tax levied s 4 pertentage of  the relling
price of +he Proémmm. Qec:c;pu.se Hhe  sowvnme  pefLenbasne
fax 3 a lhiaher M enL rany value 4+ Wiagher prices  &hog
ar  lower grices, the  impostion nt— an  ad valare oy
wil  result ta an angled swils o) the fupsly Curve
T\I\Q veaite ab ch,S'Pb‘u‘f\.cté \meewe@n the Hwo !utpﬁtj Corryils (€ Eresevits
the IMOnE oy value ol tae wax faq{-i ot @ach GLLILG-fLH'E-tﬁ/ art d
will  be greater ot Waher grices and \igher gquantiides.
a 5,
54

QU&MHHQ ol .-

Notes as  grepn  ea  kag  olbher~ side,
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@ D § weee melasele  thaa Swpelj

D 5 wore claselc +heon Su.ppb)

S?_ 54
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|
|
{ !
G 91

I/\ ﬁ@ﬂ\éﬁ@J e WA O RE inelark the é.mamaé weta%-f\m 4o

5»\.@@13 Qw’ the wore elasrie the su,,opbj relative 4w é@,mamc%J
the  arearer  the  tactdence o an indirece wax o4

the onsamer e twe seller ton  pass waore of the
(adirect *ox o 4ne angumer A dwe Pormi ol o Wgher
selling  price,

T™e more elaskic twe demond relobive o swpply ( more  vaelarkie
Tupply relate ko A@mw\ég) the areeter the tnel dence «L the
fon sa the tafméu_cezr“ e, twe seller wll Wave $o albsorls
r\/\of*-ié:*;ﬂ’;_d YW@ tax s the erm u) reduced fevewme per IXRLS {\

becawse (snswmers ore Peka%iue(«j price. sevnslHue ond wi\ v

be w\'\"-fﬂf‘:) e Loy ?igaiﬁ‘fcwbﬂ WO g ‘@-—m" el preduck.
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4@:‘- ‘mew/ o Indiv@ CE X v oa Pé‘o.{uce WRE MLM«SUQ\%

welaskic demend will be more elfeckive . TL the wain

Aven 5t reduce  produceion and Sor consumplion o (he

produce  +he  Lan will be  more a%[eob.iug O ‘?\;QA&LC’{'S with

felative t\:j Llastic  deprond
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3) Subsidies
H Su\os'\é(ﬁ s dike & ne«aat-ive vadire et e, The 40 VECH M g i
:WM pay producers  of sellect a certaln  swrouwnk per AN

. _;'?rc)c\/wc.e_é,. The impace ol *Wis 5 thar the cost ol _S’u.pp\%l‘ﬂﬁ
e produck ke the wmacker 4or Firms s ceduced,

';T'L'\a aranting ol a ,mbsic.lcﬁ to producers wll ke shown 199

_:G chile 1o the  tlaht  6d the sapply cwrve  feor ke producs
showing  thah  wmere will new e supplied ar every selliag
Lerlte and  thar  prsducers will be  willlag ke supply each

duentity  af a4 lowser grice +o  (onsumerr thaen ereviowsly,

——t

(
L A Qu-mﬂw.j of whaat

Tl'\e versical éi:(—ane 5?&»@@4 e rug_?lg V€5 ad e e
Lequilbrlam  quantlty, g1, represenes  the owount paid  as
Subsidy per wnait  produced

_R@Mons why  Asuernmenkts will subsidise  feriain eveduces include ;
Te lower twe price 4or consumers fo that the prices ok
.;\ooua‘c. essentiol ?roclu.c_ts ga. stople Loods are AHbr&a(ale +o  all
Londoners, .

Te lower +he price %f‘ toASumaer s b \prbéu.cf-s whiclh  the

L ASUReaMent  WOWWMS ko TacreasE  the  ComgUmprion of which it

views  &¢  wmerit moods, (g eréu.ch whicW generate  pos(eive

externalities and or where e loag verm  beadids ol foasumpiion

ey net  always ve 5\:‘)“3E—tﬂm4‘ i omsemers’ decisisn moking.
= heﬁg_&%‘«_};}zzwz ; public  sransport  cultucal secvices, Wigher educot(oy

':TD querantee tHhe ‘U“??lﬂ OJ»— \aror:{u.c,w which +Wwe 96\161‘!'\1‘\&6“}'



reaards a5 belng essenttal lor the economy, e.q.
é\ms\‘c @oocsﬁ , ENEreyy swpplies , valbr emplotoe/ﬁ TAduwstries , etC.
) To protece  domestic induteri@s  Aroam Loreinn  tewwnperivion

23 Sogoe in the E&W.

AS mentioned above a subsi&:j wil Mmeen  Hwar a ?roe.l;u.c,e;r"
s willing 4o Supply o gluem  quearity o) vhe product for a

lower selliag  price  twam helore +we subsidy & aronted,

The +able below shows A stuwation when the goveramens

.SM-mcLu.ce,s 4 T CHBE/untt Sulasi&cj Jror a x@ﬁuwéh

Vetce (B Q4. Qs g Qg
YA 50 A0 720

4 GO 10 30

6 30 30 (b

8 00 Lo 50

40 40 50 6o

iOriﬁmakg ecw,(li\arc‘wm price  and guemhty  was LCHE  onad
30 wnles - Following  the ZCHY Sunit subsidy  producers

wlh be willing 4o swpfs\j a  certain  guontity dor ZLWF
less taomn previowly  because the goverament now payy
HA@W\ ZLHE funir. ey oelore the subsidy o supply  §0 waty
. gsmepuers needed v harge  AO LHE Sunle, Wlier the  subildy
{'\Ae&g ae willlng Yo Supply 50 wanies for a4 price of §OHF
a; tWE  government wilt oy an additiona| ZCHF S0 Haat
é‘tocti-F’ sverall 8 recevved per  wnle. E:o\:\-gw;/\b the rubsidy
the  new equilibrium price Wl be  SCHE per umit
éwi’r\'\ 35 wnles  bouwant  and  sold.



fis mentidned on e prevous Pane , 4 5u.iwiétj wil  shile
the  supply  corve  to the ciowt ond the vertcal distance

\oﬁ%vareean e ﬁwp;g:»lfj coeves ot Yhae aew \-&ze»l c)L & Lk k-

;@@rmwg e yelue a’, the S'M.L:S'l% Pes v it

5t emgp $

40 35 QWH% 6'\‘"

Torel axperditere by conswmenrs O P €4 9,4
wa\ AV =SV ) \@‘3 sellers

“m.xgn.wim\a;{ab

| ohal ex@gnéiwm by Consumess = Opz €297
RQU@N&Q recewed oy selers Lram cons. = OPz €2 92
SU«\Z)%](&:D P@‘;'é \0:3 e f){)\/- to the S{UQJ‘S = \P moa b € 4

Tn-r’ca( CEVENNE Qmm tons, -+ QoY LSu_\asLéng) = Oaqu

The total Subsidy paid s equal fo area Do abe, (70 CHE).
The benelit of the cubsidy s split between +ue sellec and
e consumer. [he selec yeceives an Cxrra P a ({CHF) pec
v end sells 09,2 (39 walts) Therehore  the share ol the
subosidy received o producers s area piabe (35 CHE) The
congumer paws pqpy CLCHE) les per valt Ywan belore , and
Leasimes ogr (35) wnits, The shore ok the Swosidy  received
\35 cuﬂs\amer; W twerddore area fzg«t €z (25 cHF).



Borw producers ond  Consuamens o) twl produce have
benelitled Arom e subsidy. Hevever, the goverament (and

erelore  the tax peaners) ore beoging the burden
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T o %—f‘e;{_ rmacker the Fesouwrces anre &LLDCC\.F'@é L3

the  produckion of, %ooég omd  seruvices according o

Yhe erinciples o  supply and dewmend.

The \eanw o[& desrmand  assumes taak  consumers will
make e ongumpiion decisions baced \-;v,ﬂ@v‘\ the
relarionshilp  bewveen e price of  the eroduce  and the
expected u-@\ﬁ(«j or \a@v\@g«‘b {arcwv\ e (.Qqsu.mph'qn af.
the  product {.e,  according to rle celarionship bewwee

Hr\y_ y\?r{d&,‘r-e L o5Ls ‘Jff (_amSLxmLm\-fnn o e 2

Congurmi@ns omd e prwvote benaﬁﬂm (o LM(L,LM{)»S-!'OI'L

SCM.L\WLMA we  lew o 5“*’9l°l‘j assomnes  Fhaak  producers
and  Sumppliers will  waake dueir @rc:&u.(_&w\'g.,\ deCisions
based wpon thwe relavtionship  bewween the private
cosks ol preduckion to theana omd the privatke bemati%:

ob pr sduttion,

How@ue«r,-{a\»\a \?/‘o&u,(,-%:-ifan B Lo S o H o process
PO resulle (A a neaative of ?osi%-\iue. VAPLCE o ?au\ple
a2t é,\f'ec,-&-\,ﬂ ‘nvelued A ke production /c,wv’LSu,N\..?k-L‘gn
Drocess. e, An Mpact bn Yaird  partiles (ne# xgaw/nok me)

Tah sl 00 sthumeakion Al c:\?-efo./l':‘,a\f\i A o Lree
wocker o  Fail to allocare resowrces A on optimal
WEAM and  so e perketr iy ses do t'g.cu.\l lo a\.uc:)t:cy%ﬁ
TE§ oA ees e_@,':c_izvu\—\xﬂ,

There wow be bbher sikuotions uwhex€ e bree
mog e Mt La(\ Ao w@rua\.u,_c-e oFf  wnAder pro&wae
producks ia sociery’ $ best iaklrest or Where vl
o‘gnexcd"\on of o (—feg yaerkek o cesulk Tt an

wdoalomce  of pmeclket P oL \o L lrusean é_iH_e,re,fnL»

Ofeups.



"'D;@.mre,qw hapes ol workelr folluces Wi\l be toandered -
@ Eristeace o} externalities

Mertt aoods

Vemernrit 6:::;«:&5

@ Public cDemAs | /

@3) Lommon qccess resounrces

@ Brsgmetyic inborvmarion

@ Bouse ol monsgely  power

Twe nistonce o Externalicies
exbernalities ~ the impoct o economic activiby on
ird portias le. on tadivibualr wnd groupc nok direcrly

nvolued n tue preduckion J/lonswmplion process,

(\Drivaw_ Cofks — twhe (eiks /fve@a/i-"w'@ tap o e ol production/
Lov\jum@'\"toﬂ W\l\'\c,\;\ ol & \oa\rv‘w?. é'-rwec'rhj \ou) 'HN@. \Qv‘oeLUWS'
a,f\é /ar Lo g v T F OL O F,r uéu-('«"" .

exbacnal ceosts - Lak.a. neaokive externalivies) costs /

neoetive Imawpack  of  econewic dacewity borae Yy cWird
poCies
Aot (oyks = \@r:u%é cosks  r  eXternal Cosky
i.e. seciol tests are Ve vuerall cost fneqative
ianpack  to society ol producton  or Lomsuw\ph‘eﬂ.

private venelits — +he  benelis / kMg [ poriviye impact

0\' the ?roc{_u,c.%‘f,ov\ / tonsummplion process which acoruee
rs L given o \ome,?ﬁik-} o se &irec_-&l«j javalued (n vhe

Fd’bc&ut‘t’EO\(\ /COV\S(A.MPHO\/\ (?(‘06.655_

external bewedits — thue wbilivy /pesiciue impace owm
Yair & parkies wb the v?rt)cLu.C,{v{,@{\ /(ommm.?-t-{om procet s
[ ack.a  posicive exgernalicvias) |

Ksocial benelivs = privare bemelbits + external bonels

\Qroéw;eLm of & preduce
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Costs & produckion
As  renkioaeld \oe%me/ 6 reducrs Wi Yase Alaeir

Productlon  decisions mccoré{.nﬁ Yo Yhwelr Rrvate

Costs ol wroduckion v.e. the  tosts ol acquisiag

e bL-St‘f\.c"j the resources needed w.\erod@ge by
produtk. €.  cigorefte efoducion Cequires ro
Tolseec s CLMé\) N Lca,{){\*o.l) , "fo.d%wrﬁ o G e s
laleowr).
The supply  cuwve Lor o produce s lased wpon
e fiem s prluake  cosks ol produceina. dherelore 4
S(—irm’s sw?-f)h.; Crnto e 3 $Onae biviae s f{,edt.gﬂ‘e,é o as ks
mocainal _priyetre  tosk (ML) curve,

Supply  crve = Warginal  Private Coste (MPC) twrve

Howeuar, Twe  production process May nove a
NEQAFIUL  Jaapact bl (oaas@  cssbs o ko pesple  or groups
Not c\,tr‘ar_&,\,\g ‘nuolved (A tee «.?rwéu(_k-f...w\ evecesrs €.9.
Pc:alu._:ciw\ o, Fae dgwé(ﬁe pvruc\,u.c,{qﬁ Covnkry | RKETR
(,ou’\ﬁ@s(”\'.c:m on lng oA € i@ \m3 revek g

Lrensp Ofding v rao-berie\e  emd {«iacs\w,é \erméu,q—_r/ eke
T\/\,ésé AEEC:)C_L&—L'JQ \.M?a_(,k-j, &V L@ s ot L cmu{ié _ufjf.;mﬁgiigf
externalivies or exbernal coses Uk Wroluetion,

‘T\me,r@,%,oc‘e, Yo, overall Lot ol \orq,&mggﬂ'oa\ Lo Joute,\-xﬁ
ore Yo  privere Lavernal) Coses  and tlhe  €veerned

Lo s 6. 'Pr(uo(f—a ootk Creaenal tosts
y ‘ o . o b
A gocim\ Lash u\, Pruéucéfu‘ﬁ’u'\ = producilen proc\.w(_é-f‘o\f\
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