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Supply-Demand-Equilibrium

4.1. Markets
4.2. How Do Buyers Behave?
43. How Do Sellers Behave?

4.4. Supply and Demand in Equilibrium

45. What Would Happen if the Government
Tried to Dictate the Price of Gasoline?

Supply-Demand-Equilibrium

1. In a perfectly competitive market,
1) sellers all sell an identical good or service, and
2) any individual buyer or any individual seller
isn't powerful enough on his or her own to
affect the market price of that good or
service.
2. The demand curve plots the relationship
between the market price and the
quantity of a good demanded by buyers.

Supply-Demand-Equilibrium

3. The supply curve plots the relationship
between the market price and the
quantity of a good supplied by sellers.

4. The competitive equilibrium price equates
the quantity demanded and the quantity
supplied.

5. When prices are not free to fluctuate,
markets fail to equate quantity demanded
and quantity supplied.

Supply-Demand-Equilibrium

» How much more gasoline would people buy
if its price were lower?

» HRIEAESE. L\ 2

» ENHER T
» IMEZHEZYD

R

» Why do organic eggs cost more?

» RTERHEE
» EE#ES?

Supply-Demand-Equilibrium

Supply-Demand-Equilibrium




» A market is a group of economic agents
who are trading a good or service, and

» the rules and arrangements for trading.

» TIBME— B BHEEMAFFIETRRE

Supply-Demand-Equilibrium

» The market price is the price at which
buyers and sellers conduct transactions
» MIBERMEEEETEHEN(EE)ZHER

omopmrzc

» A market is competitive if buyers and sellers
have little effect on market price

» (Since there are substitutes on both sides!)

» In a perfectly competitive market, perfect
substitutes exists so one can always switch
» All are price takers since others can switch

MEMB TRHFREAEEZER(AMETERER
REHRFME TEEEHBE TN ERTLIBER R
FEAEEEREZSE, RA/NSILIBERIEIREE

Supply-Demand-Equilibrium

» Sellers all sell identical products to buyers
» Traders pays/charge same market price
» No buyer/seller big enough to affect price

v

HZERNEERESR
HARBER

EREESRHARZER
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Supply-Demand-Equilibrium

» How much would you be willing to pay for
an "A+" in this course?
» EARED, MESCEZD
R (2 TR REAL?
» FEEIChE = (RS ) B5A -+
(MIRD)R? BIE?

+

Supply-Demand-Equilibrium

» Why are some students willing to pay more
for an "A+" than others?
» That is, why isn't the price the same for
everyone?
» Willingness-to-Pay (BR{1 B, BSEE)
» BRTEEABREVHIHAEZSHRE(ZERE
IED)REA+? AR FIRVFEN ER/Z2A+
#) M{&f&(valuation)] LRS!

Supply-Demand-Equilibrium




» Quantity Demanded (FRE1E)
» The amount of a good that buyers are willing to
purchase at a given price.
DEEEERT, ESEREENHE,

» Demand Schedule (FE3k %)

» A table that reports the quantity demanded at
different prices, holding all else equal.

» Demand Curve (TR EH#R)

» Plots the quantity demanded at different prices
o BRNFERHAENHHERER

Supply-Demand-Equilibrium

» Law of Demand (F3K:%EH)
» The claim that:

» Quantity demanded of a good falls when the
price of the good rises, other things equal
o EMIEGREE, BREASEERBETRE,

Supply-Demand-Equilibrium

» Demand Schedule (##%)  price of | Quantity
of cabbage
» A table that shows the cabbage demanded
. . . . mande
relationship between the price BXRE1E R BB
of a good & quantity demanded %0 16
» Example: (EE_EQE§%>’) 10 14
Joseph's demand for cabbage ™ 5 12
. . 30 10
» Notice that his preferences m 5
obey the law of demand. 5 :
» TE—HRBFEFRRED! 60 4

Price of Cabbage Price | Quantity
of of cabbage
$60 + cabbage | demanded
$0 16
$50 A
10 14
$40 1 20 12
$30 T 30 10
$20 + 40 8
$10 50 6
60
$0 e
5 10 15 Quantity of Cabbage

» Market QP = sum of QP by all buyers at each price.
» Let Joseph & John be the only 2 buyers for cabbage.

Price FiE—'sQP FiE”'sQP Market QP
$0 16 + 8 24
10 14 + 7 = 21
20 12 + 6 = 18
30 10 + b) = 15
40 8 + 4 = 12
50 6 + 3 = 9
60 4 + 2 = 6

Supply-Demand-Equilibrium

p » For Cabbage... =
$60 - P (Market)
$50 | $0 24
$40 10 21
20 18
$30 30 15
$20 - 40 12
$10 50 9
$0 W | ‘ ‘ 60 6
0 5 10 15 20 25 @




» The demand curve shows how price affects
quantity demanded, other things being equal.
» BREIREIEE [EHMIEHERE ] (BERE. S,

ERmIAOHmZER. %), SLELETK

» These "other things" are non-price
determinants of demand (i.e., things that
determine buyers’ demand for a good, other
than the good'’s price).

» Changes in them shift the D curve...

Supply-Demand-Equilibrium

Variable

Price ({81%)

A change in this variable...

...movement along the D curve
(E=Kehig Li88))

# of buyers (EZX A %)) ...shifts the D curve
Income (MXA) ...shifts the D curve

Price of (1HFIERER) (BEFKBiREE)
related goods ...shifts the D curve

Tastes ({RE3IK) ...shifts the D curve
Expectations (FEEAINIE) ...shifts the D curve

Supply-Demand-Equilibrium

» Increase in # of buyers
increases quantity demanded at each price,
shifts D curve to the right.
» BMINEXMWAHSIENEEER THRERHE,
W2 BT REIRER

Supply-Demand-Equilibrium

P Suppose the number of
$60 buyers increases.
$50 + Then., a.t each P,
Q4 will increase
$40 (by 5 in this example).
$30 | (BTEREE=RYEE,
B18 T QIAR K
$20 | FrEER TQIERIZEIN5)
$10
$0 f t t t t o
0 5 10 15 2 25 @

» Demand for a normal good is positively
related to income.
» Increase in income causes increase in QP at each
price, shifts D curve to the right.

» IS EAREREIENNERBER (vs. $F0)

(Demand for an inferior good is negatively
related to income. An increase in income
shifts D curves for inferior goods to the left.)

Supply-Demand-Equilibrium

» Two goods are substitutes (& Xmm. KN&m) if an
increase in the price of one causes an increase in
demand for the other.

» Example: Apple's iPad Pro vs. M$ Surface Pro 4
viPad ProfBE#& EFES, TRBETRE; Surface Pro 4H97%
K80

» Other examples: laptops and desktop computers,
CDs and music downloads, fresh and frozen
vegetables after a typhoon

Supply-Demand-Equilibrium




» Two goods are complements (B #&. HEIER 1)
if an increase in the price of one causes a fall in
demand for the other.

» Example: Apple Pencil vs. iPad Pro
»Apple PencillB1& EF K, TKREETRE; iPad Profy&E
RtsED

» Other examples: college tuition and textbooks,
computers and software, gasoline and cars

Supply-Demand-Equilibrium

» Draw a demand curve for iPad Pro to analyze
what happens to it in the following scenarios?

» Price of Apple Pencil falls

» Price of iPad Pro falls

» Price of Surface Pro 4 falls

» D NS HHERNEE:

) BRABMERTE \
REEROER TR -
» RESENER TS k S
| Supply-Demand-Equilibrium |

v

» iPad Pro and Apple
Pencil are complements.

» ERINEERECEEEH

» A fall in price of Apple
Pencil shifts the iPad

Price of iPad Pro

P, p Pro demand curve to
the right.
» FERIAEMER TR
\ SESRBREEGE
D, 2
Q Q, Quantity of iPad Pro

Supply-Demand-Equilibrium

» The D curve
does not shift.
» FORHERIRAED

» Move down along
curve to a point with

Price of iPad Pro

P1 lower P, higher Q.
P, Y- » SRETREIRBEER
ENER. RENHE
Dl
—>
Q Q Quantity of iPad Pro

Supply-Demand-Equilibrium

» Surface Pro 4 and iPad
Pro are substitutes

» REEEN=-SREZEREn

Price of iPad Pro

» A fall in price of Surface
Pro 4 shifts demand for

Py N iPad Pro to the left.
» RESEDEBERTIKE
RESETREBRELR
o, D,
Q, Q Quantity of iPad Pro

Supply-Demand-Equilibrium

» Anything that causes a shift in tastes toward a
good will increase demand for that good
and shift its D curve to the right.

v

Example:

Fresh milk became popular recently after powder
was hit by the Melamine (=2 &%) incident,
caused an increase in demand for fresh milk,
shifted the fresh milk demand curve to the right.

» ZRERSEHZE, SEREREEDERIEN
» MESHE, SE2RRKRENBZHDIFRBD

Supply-Demand-Equilibrium




» Expectations affect consumers’ buying
decisions. HHIINEE X HEBEBBERR

» Examples:

» If people expect their incomes to rise,
their demand for meals at expensive
restaurants may increase now. (ZREAEINE...)

» If the typhoons is coming and people worry
about a vegetable price surge, demand for
vegetables may rise now. (BB R HIEER...)

Supply-Demand-Equilibrium

Taipei 1t Wholesale Fruit & Vegetable Market (&itHs—REM B M)
What happened on 2009.8.7-8.87 Typhoon Morakot!

L L L L L L L Y Y B
7.8 7.11 7.15 718 7.22 725 729 81 8.5 8.8 8.12 8.15

Supply-Demand-Equilibrium

Variable
Price ({B18)

A change in this variable...

...movement along the D curve
(EFKHiR C188))

# of buyers (EZ AZ)) ...shifts the D curve
Income (YZA) ...shifts the D curve

Price of ({EFAERER) (BEFZ KRB E)
related goods ...shifts the D curve

Tastes (HREFONK) ...shifts the D curve
Expectations (F2EAINIE) ...shifts the D curve

Supply-Demand-Equilibrium

» How much more gasoline would people buy
if its price were lower?

I BEE

ann

» B

» ERHER TR

» REZHEZ D
badi::Ke

» BURBSFE SR BHR!

» Depends on the Demand Curve!!

Supply-Demand-Equilibrium

Price  $6 -
including taxes @ Brazil
and subsidies
($/gallon)

@ Mexico

Venezuela
e

20 40 60 80 100 120 140
Quantity demanded per person
(gallons of gasoline per year)

Exhibit 4.5 The Quantity of Gasoline Demanded (per person) and the
Price of Gasoline in Brazil, Mexico, and Venezuela

Supply-Demand-Equilibrium

» How much would you have to be paid to
take your clothes off in class?
» B20HEIRZ A8, (RTEESAEFEDTEZREL?

Supply-Demand-Equilibrium




» Why are more of you willing to take off
your clothes, the higher the price?
» RTEBRESHRIER, S ABREEHRED?

» Why is the price not the same for
everybody?
» RHESEA THEE2®EHNER] SR —1&K?

Supply-Demand-Equilibrium

» Quantity Supplied (£i5E12)
» The amount of a good that sellers are willing to
sell at a given price.
DEREEERT, BEOEEHENHE,

» Supply Schedule ({##5%)

» A table that reports the quantity supplied at
different prices, holding all else equal.

» Supply Curve ({H#aH#R)

» Plots the quantity supplied at different prices
o BRI B ENHEAEREE

Supply-Demand-Equilibrium

» Law of Supply (#t#a:%81)
» The claim that:

» Quantity supplied of a good rises when the price
of the good rises, other things equal
DEMGEHRER, ERCASRHEHELAH,

Supply-Demand-Equilibrium

» Supply Schedule ({£#5%) Prife ?“aggity
» A table that shows the ° R
; ) . cabbage | supplied
relationship between the price
. . $0 0
of a good & quantity supplied 0 3
 Example: (RS BHERME)
Marco's supply for cabbage 30 5
» Notice that his preferences 40 12
obey the law of supply. Zg 12
EF DAV IERT S AR

Price of Cabbage Price | Quantity

of of cabbage

$60 1 cabbage | supplied
$50 | — $0 0
— 10 3
$40 + — 20 6
$30 T — 30 9
$20 T+ e 40 12
si0 | —) 50 15
s — 60 18

0 5 10 15 Quantity of Cabbage

» Market Q5 = sum of QS by all sellers at each price.
» Let Marco & Michael be the only 2 sellers of cabbage

Price =|HF@'sQS =Bmn's QS Market QS
$0 0] AF 0 = 0
10 3 AF 2 = 5
20 6 + 4 = 10
30 9 + 6 = 15
40 12 + 8 = 20
50 15 + 10 = 25
60 18 + 12 = 30

Supply-Demand-Equilibrium




P » For Cabbage... s
$60 - P (Market)
$50 $0 0
$40 - 20 g
530 | 20 10

30 15

$20 - 40 20

$10 r 50 25

$O S S B I B E— —— 60 30
0 5 10 15 20 25 30 Q

» The supply curve shows how price affects
quantity supplied, other things being equal.
» BREDIRERER TEMIEHARE ] (BFERE. 5.
ERmEEHmo B, FAHE), SLEEHEFRK
» These "other things" are non-price
determinants of supply.

» Changes in them shift the S curve...

Supply-Demand-Equilibrium

Variable
Price (f&18&)

A change in this variable...

...movement along the S curve

(ERfaEh iR C78E))
Input Prices (R AfB48) ...shifts the S curve

Technology (BHZE#)  ...shifts the Scurve

(BEHRGHRSED)
# of Sellers (ERAE) ..shifts the Scurve
Expectations (FREAINE) ...shifts the S curve

» Examples of input prices:
wages, prices of raw materials.

» MEEMEBER, FERANBRUWIE. RN
EBREF) THRERINBE LA, EMESMNEEHE

» A fall in input prices makes production
more profitable at each output price,
so firms supply a larger quantity at each
price, and the S curve shifts to the right.

» ERTEIGHIRE RS

P Suppose wages
$60 falls. (ZETE)
$50 At each price,

the quantity of

4 L
$40 cabbage supplied
$30 ¢ will increase (by
$20 - 5). (FEERT
$10 +

YOI e e e

0 5 10 15 20 25 30 35 @

» Technology determines how much inputs
are required to produce a unit of output.
» RS | ERFBEIHOBRABRBREBEHRK

» A cost-saving technological improvement
has the same effect as a fall in input prices,
shifts S curve to the right.
» BIEGESTLGREENAREE, SEIRGHIRE

BEIREERANERTHR—IX)

Supply-Demand-Equilibrium




» An increase in the number of sellers
increases the quantity supplied at each
price, shifts S curve to the right.

» MINERWWABEIENNEZEBER THRFEKRH
2, WS EHGHIRER

Supply-Demand-Equilibrium

» Events in the Middle East lead to expectations
of higher oil prices. (FREARFEFFFEERE LIR)

» In response, owners of Texas oilfields reduce
supply now, save some inventory to sell later at
the higher price. (fBNHEBERBAREKEEL)

» Scurve shifts left. ({L#GRIIRZHE)

» In general, sellers may adjust supply* when

their expectations of future prices change.

» *If good not perishable (215 E T BT FHY
f5, EXILURERRERNFEAFZRIRENH

#5)
Niiml
Supply-Demand-Equilibrium

» Which change is driven by expectation of supply

or demand? (L BEENBREFREILE? )
$

60

kg

Typhoon Morakot! .,

Price (left axis)

50

40

Quantity (right axis)

30
20 AN\ N N e 10000

0 T T e N N 5000

L L L I ' i P
7.8 711 715 7.18 7.22 725 729 81 8.5 8.8 8.12 8.15

Supply-Demand-Equilibrium

Variable
Price ({&1&)

A change in this variable...

...movement along the S curve

(et HaEhiR E7880)
Input Prices (2 AfB18) ...shifts the S curve

Technology (BHZE#H)  ...shifts the Scurve

(BEHGHhRTSE)
# of Sellers (BEXAE) ..shifts the Scurve
Expectations (FRERINIE) ..shifts the S curve

» Equilibrium:

| P has reached

$60
R S the level where
$50 QSequals QP
$40 |- » 11
$30 g 3 EQS=QPHy B
$20 - 1
$10 r
$0 e o
0 5 10 15 20 25 30 35

» The price that equates QS with QP
s S_ D =
60 - ) » QO =QPHIE
5 Pl Q| @&
50 1 $0| 24 | O
$40 |- 1215
§30 |l ; 2| 18 | 10
$20 | 15 | 15
: 4| 12 | 20
$10 1 5| 9 |25
0 5 10 15 20 25 30 35




» Q% (= QP) at the equilibrium price
=R O)S—D
$60 - 5 » HILER Q2=Q
5 Pl Q| @&
0 r $0| 24 | 0
$40 + 1|21 |5
L — ‘ 2| 18 | 10
$20 L : 3 |15 |15
4| 12 |20
$10 1 5] 9 |25
$O A 6 6 30
0 5 10 20 25 30 35

» When Q5> QP
Example:
$60 p  Surplus S If P = $50,
$50 | —" then
3 D —
$40 - Q= 9ke
| and
$30 QS = 25kg
$20 resulting in a
$10 - surplus of 16 kg
$0 A N s
0 5 10 15 20 25 30 35

» When Q% > QP Facing a surplus,
| sellers try to increase
$60 Q Sliplis /5 sales by cutting price.
$50 1 / This causes QP to rise
/_H
$40 [ N/ 1 and QS to fall,
$30 - | ...which reduces the
, surplus.
$20 ¢ i ) HARREBERERERE
$10 - § » QPiEI. QS
$0 .'r““ e, ERBUBEOR
0 5 10 15 20 25 30 35

» When Q5> QP
$60 D S
$50 -
$40 §
$30 ,1 ,,,,,,,,,,,,,,,,,, Prices continue to fall
§ until market reaches
$20 r equilibrium.
$10 r » BRE—BE T
$0 \\\\.‘ ‘ » EEIOEIDE
0 5 10 15 20 25 30 35

» When QS < QP

Example:
$60 - p S If P = $10,
$50 then

D _

$40 | Q> = 2l ke

and
$30 QS = 5keg
$20 resulting in a
$10 LA ‘ shortage of 16 kg
$0 £ Shortage “+

0 5 10 15 20 25 30 35

Supply-Demand-Equilibrium

Facing a shortage,

%60 S sellers raise the price,

$50 causing QP to fall

$40 and QS to rise,
...which reduces the

§30 shortage.

§20 g A

» BRBRFBERE RS BS
» QPEA . Q51BN
» RHE ANESR

Shortage

0 5 10 15 20 25 30 35

Supply-Demand-Equilibrium

10



Prices continue to rise

until market reaches

equilibrium.

» BRE—BLH
» BEIOFEIITE

$0 |““I““1““i““1“'1""1“"1""
» 0 5 10 15 20 25 30 35

Supply-Demand-Equilibrium

» To determine the effects of any event,

1. Decide whether the event shifts S curve,
D curve, or both.

N

Decide in which direction curve shifts.

3. Use supply—demand diagram to see
how the shift changes equilibrium P and Q.

» PR ESHEIENEE/= 51555%'
1. EZ%#%%% HigHIR, FTRHER, EBRHH?
2 1 FERHRTRERGR?
3. HHEFEEREFIIEE Wﬂ]t’]&]%{zﬂﬂﬂﬂﬁl

price of /’P
hybrid cars Sy
» SEB5IZRER,
HERESE
mmua:
D,
Q@
A
quantity of
hybrid cars

EVENT TO BE ANALYZED:
Increase in gas price SHE ik

S
STEP 1: \—} '
D curve shifts BRigE /2
STEP 2: P

D shifts right kG

STEP 3: \

The shift causes an D, D,
increase in price and Q
quantity of hybrid cars. @ @
(PEERNEHEIILH)

Supply-Demand-Equilibrium

Notice: P
When P rises, S,
producers supply a
larger quantity P
of hybrids, even though
S curve has not shifted. A [

Always be careful to
distinguish b/w a shift in

D, D,
a curve and a movement 0
along the curve. @& @
BEREIA IR T, BN ERIDEEEISE(EHRLE

i3 Supply-Demand-Equilibrium

» Change in supply: (##&(Bh#RED) DN E)
» a shift in the S curve (B TEEH 1 20E)
» occurs when a non-price determinant of supply
changes (like technology or costs)
» Change in quantity supplied: ({5 E1E2E)

» a movement along a fixed S curve

» occurs when P changes (EmRA 5 B8 1 E)

Supply-Demand-Equilibrium




» Change in demand: (53K (H#RHY)2NE)
FEf g1 )

» occurs when a non-price determinant of demand
changes (like income or # of buyers)

» Change in quantity demanded: (BREIEME)

» a shift in the D curve (&

R

» a movement along a fixed D curve
» occurs when P changes (ERA 5 MME18 1 #)

Supply-Demand-Equilibrium

EVENT: New technology reduces cost of producing
hybrid cars. (RE5g5
STEP 1: RERE) S, S,
S curve shifts {578 E)
STEP 2:
S shifts right £#55% P,
STEP 3: P,
The shift causes price /
to fall and quantity to D,
rise. (19 B T2, 5 Q
BEHE ) 1 Q

EVENTS: Price of gas rises AND new technology
reduces production costs. ,  (GEfE CBR+RIEED)

STEP 1: s, S,
Both curves shift Z32E) — P\ />
STEP 2: #1578 P,

Both shift to the right.

STEP 3: 19@&E - FHEER
Q rises, but effect

on P is ambiguous: D,
If demand increases more D,
than supply, P rises. T8 EF Q Q, Q

Supply-Demand-Equilibrium

EVENTS: Price of gas rises AND new technology
reduces production costs

STEP 3, cont. —)
But if supply increases

more than demand,
P falls. tha&E i Py

BRRBEEERS P //

S, S,
—),

p§
O
N

Q

£

Supply-Demand-Equilibrium

» Why do the price of roses increase right
before Valentine's Day?

» BIEIEESEH:

» BTEEEIB AL
WM ERE?

Supply-Demand-Equilibrium

» Change in Demand for Roses
> E‘I%)\Eﬁp, WIRTEHYFE K (HHAR ) o 3!

s

Roses at Valentine's Day

Supply-Demand-Equilibrium




» Why can't you find a Ubike?
» BERIEESEN:

» BITERER TR IREZHEARE|Ubike?

7042545 ’Eﬂ YouBike® B 1% EIbLTH ik -

L
813048 Elff e TT - BiB305 e SR PRI R TR - Ilﬂﬁ

There will be an NT$ 5 eharge for the first 30 minutes in Taipei city
starting April 1, 2015.
For rentals over 30 minutes, charges remain unchanged.

Supply-Demand-Equilibrium

» In a perfectly competitive market,
» (1) sellers all sell an identical good or service
» (2) any individual buyer/seller isn't powerful
enough on their own to affect the market price
» EEHREMR: RIEXREMEEER, BEA
RETUFEER(AsmERERERER),
» The demand curve plots the relationship
between the market price and the quantity
of a good demanded by buyers.

» BRHIR: MBERIEELDERHFEMER

» The supply curve plots the relationship
between the market price and the quantity
of a good supplied by sellers.

y HigEiR: HIBERIRES RGBSR

» The competitive equilibrium price equates
the quantity demanded and the quantity
supplied. (#2198 EKRPEEQ=QS)

» When prices are not free to fluctuate,
markets fail to equate quantity demanded
and quantity supplied. (PFeEEmFEZREQP2Q)

Supply-Demand-Equilibrium

» Supply, Demand, and Equilibrium

» B +FTR=1IE
» Step 1: Identify which curve shifts (both?)
» Step 2: ldentify what direction did it shift

» Step 3: Use the S/D graph to find how
equilibrium price and quantity change

1 MRMRERIRTSED, EREE?
2. HREER, EEGER?
3. REFEIMIEERMNIEREWTNE,

Supply-Demand-Equilibrium

Seeing the Invisible Hand

14

12

10 +

12 3 4 5 6 7 8 9 10

Quantity

Supply-Demand-Equilibrium

Seeing the Invisible Hand

. Ve

s
8 = Supply
&

6

1.2 3 4 5 6 7 8 9 10

Quantity

Supply-Demand-Equilibrium
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Seeing the Invisible Hand > ALL Chap4, Problem 1, 4, 5, 7, 9, 10

» Bonus Question (See next slide)
1 » Challenge Questions (from Past Midterms)
“1 P » 2007 - Essay Q1
| » 2008 - Essay Part A (Multi-Choice Q3)
’ 7___/_/ » 2009 - Essay D1-D6 (Multi-Choice Q1, 6-9)
‘1 » 2010 - Essay B9, C1, C4 (True/False Q3, 6-7)
1 » 2012 - Essay A1-A6 (True/False Q1-2)
e s 4 s s 7 s s » 2013 - (True/False Q6)

Quantity

» 2015 - (True/False A1-Ab
Supply-Demand-Equilibrium Supply-Demand-Equilibrium

» As part of U.S. sugar policy (in 2013), the a. Under this policy, what do you think the
government offered to buy raw sugar from government's demand curve for sugar
domestic sugarcane mills at an average price looks like?
of 18.75 cents per pound. b. What impact does this policy likely have
» This government offer was made for as much on domestic sugar prices?

raw sugar as the sugarcane mills produced. » Explain your reasoning with a supply-and-

» Any raw sugar purchased by the government demand diagram.
was not sold in the domestic market, as this
might have caused raw sugar prices to fall.

Supply-Demand-Equilibrium Supply-Demand-Equilibrium




