




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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Initially theequilibrium is atpoint E where P Po andQQo
Then a strike by steelworkers raisessteelprices This causes the supply

todecrease from S toS
At the price Po quantitysupplied decreases from Io toQ1 butquantity

demanded remains unchanged atQa Hence there is an excessdemand Qo Q 0

Then the price increases from Poto P



Atprice P quantity supplied increases from a toQ whereas quantity

demanded decreases from QatoQe However there is an excessdemand OyQ 0

butless thanthe oneatthepricePo Theprice tendsto increase
Theprice keeps increasing as long as we have excess demand 0

Theprice P is thenewequilibrium price because it satisfies the
equilibrium condition 1Excess demand O Qd Qs
As a result equilibriumprice increases from Poto13 and equilibrium

quantity decreases from A toQ when supply decreases
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Initially theequilibrium is atpoint E where P Po andQQo
Then a stockmarket crash lowers people's wealth causing demand todecrease
from BtoD

AtPo quantitydemanded Qd decreases toQ while quantitysuppliedcass

remains unchanged atQa So there is an excesssupply Qo Q so then theprice



decreases from PotoP
At P Qd increases toQ while asdecreases toQa Hence excesssupply

stillexists cExcess supply Qa Q I Theprice keepsfalling as long as there is
an excess supply o

Theprice P is thenewequilibrium price because it satisfies the
equilibrium condition Excess demand O Qd Qs

As a result equilibriumprice decreases from Poto13 and equilibrium
quantity decreases from A toQ when demand decreases
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Thesupplycurve is unusual because the quantity supplied is unchanged asprice
increases This is possible when supply is perfectlyinelastictotheprice

b Theequilibrium isatpoint E where price 8 and quantity 8oootickets

because it satisfiestheequilibriumcondition quantitydemanded quantitysupplied

C

Price NewQd

4 10,000t4,000 14,000

8 8,000t 3,000 11,000

12 6,000 t 2,000 8,000

16 4,000 t 1,000 5,000

20 2,000 t O 2,000



pack

20 S

16
12 F

g oE

D D
news

4

I f s I I lon k h Qcinthousandtickets

ThenewequilibriumisatpointF where price 12 andquantity 8,000tickets
because it satisfiestheequilibriumcondition quantitydemanded quantitysupplied


