




HW#4  From Problem and Applications of Mankiw book, Chapter 4 The Market Forces of Supply and Demand



#1 Answer only part (b) and (e).  Follow the instruction of the question and, in addition,  and  describe the market 
mechanism that causes the change in the market equilibrium.
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the equilibrium is at point P - Po and Q -

- do

• A strike by steelworkers raises steel prices causes the supply to decrease from S to 5

° At P -
- Po

,
Qs decrease from Io to In ⇒ excess demand Io - I , > 0 ,Then price

increases from Po to Pg

' At P -
- Pi

,
Qs increases from a , to a , and demanded decrease from do to Iz

but less than the one at the price Po
.

The price tend to increase as long as we

have excess demand

• Pa is new equilibrium
i. equi -

m

price decrease from Po → P2
, Egvil -

m A decrease from do to die

when demand decrease
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At P .- Po
,
I -
- do

• when a stock crash down and people wealth
'

causing demanded to decrease
from D to D

'

• at Po
, Id decrease to In while Is is not changes so there is excess supply

( Io - I , > o =3 price decrease from Po to P
,

• At Pg g
Id increases to Az and Is decrease to Iz ⇒ excess supply ihr - Az .

⇒ The price keeps falling to the Eguil -m point Pz
'

'

i new E-quit -m price : Pz
,
new Egvil -m quantity is by


