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What is demand?

To answer that question, let’s start with,
“What is my demand?’

And then we'll build up to a market’s demand.
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What did you do in your
market when you
experienced this situation?
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Consumer Surplus isthe
difference between what 12
customers are willing to
pay and what they actually B1
pay.

Producer Surplusisthe
difference between what the
sellers receive and what
they arewilling to receive.
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At the competitive equilibrium
price of $5, B1 and B2, will

each buy two units, and 12-
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Also, S1and S2
will each sell 2 units, and
S3 will sell one unit.

Total gains from trade (or
surplus) aregiven by the
green shaded area.
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Adding up the green .
squares we find that Units
total surplus (producer + consumer) is $20.
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For any given set of trades
we can calculate the actual
surplus generated by those
trades.
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Happened in Our
Market?

Interacting non-cooperatively and impersonally, a market
of individuals simultaneously maximizes:

(1) An individual's return intentionally and

(2) The aggregate social gains from exchange
unintentionally.

o “The most significant fact about this (price)
system is the economy of knowledge with which
it operates, or how little the individual
participants need to know in order to be able to
take the right action” (Hayek, 1945).




What is an Economic System?

What is an Economic System?
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