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Demand and Supply

Determinants of demand (good X)

Own price: px

Income

Price of a substitute or complement: py

Taste (preferences)

. . .

Determinants of supply

Own price: px

Production technology

Price of inputs: pα

. . .
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Elasticity

Elasticity is a percentage change. It is NOT constant along the (supply or
demand) curve.

ε ≡ ∂q

∂p

p

q
(1)

↪→When is a curve elastic? What does elasticity mean?

| ε |= 0: inelastic

| ε |> 0: elastic
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Price elasticity - illustrations

The (own) price elasticity is not constant along a linear (demand)
curve, i.e. the same percentage change in price will induce different
percentage changes in quantities at two different points along the
(demand) curve.

Midpoint formula

Price elasticity of demand =
(Q2 − Q1)/[(Q2 + Q1)/2]

(P2 − P1)/[(P2 + P1)/2]

The (own) price elasticity is greater in the LR than in the SR
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Coal market - 0

Analysis

1 Distinguish between demand side and supply side ”shocks”

2 Identify the sequence of events

3 Make a clear distinction between shifts of curves (i.e. changes in
demand or supply at any given price) and changes in equilibrium
prices.

4 Two sets of diagram are needed: market-level and firm-level

5 Distinguish SR and LR dynamics.
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Coal market - I

Costs

Quantity

MC

ATC

AVC

0

Firm’s SR Scurve
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Coal market - II

Costs

Quantity

MC

ATC

0

P

Firm’s LR Scurve
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