Supply and Demand

Practice (Answers)



The Demand Schedule

 Demand schedule:
a table that shows the
relationship between the price
of a good and the quantity
demanded

e Example:
Helen’s demand for lattes.

* Notice that Helen’s preferences
obey the
law of demand.

Price | Quantity
of of lattes
lattes | demanded

$0.00 16
1.00 14
2.00 12
3.00 10

4.00
5.00
6.00




Helen’s Demand Schedule & Curve

Price of Price | Quantity
Lattes of of lattes
$6.00 - lattes | demanded
$0.00 16
$5.00 - -
=) 1.00 14
$4.00 T =) 2.00 12
$3.00 - =) 3.00 10
$2.00 - =) 4.00 8
5.00
$1.00 - -
=) 6.00
$0.00 Quantity

0 o 10 15 of Lattes



Market Demand versus Individual Demand

e The quantity demanded in the market is the sum of the
quantities demanded by all buyers at each price.

» Suppose Helen and Ken are the only two buyers in the Latte
market. (QY = quantity demanded)

Price Helen’s Q° Ken’s Q¢ Market Q°
S0.00 16 + 8 = 24
1.00 14 + 7/ = 21
2.00 12 + 6 = 18
3.00 10 + 5 = 15
4.00 8 + 4 = 12
5.00 + 3 = 9
6.00 4 + 2 = 6



The Market Demand Curve for Lattes

d
P i (I\/Igrket)
$6.00 T $0.00 24
$5.00 - 1.00 21
$4.00 2.00 18
$3.00 - — 15
4.00 12
$2.00 - —
$1.00 - 6.00
$0.00




ACTIVE LEARNING ]
Demand Curve

Draw a demand curve for music downloads. What

happens to it in each of
the following scenarios? Why?

A. The price of 1Pods falls

B. The price of music
downloads falls

C. The price of CDs falls

© 2012 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as
permitted in a license distributed with a certain product or service or otherwise on a password-protected website for classroom use.



ACTIVE LEARNING ]

Music downloads
Price of and iPods are

music |
down. complements.
loads A fall in price of

IPods shifts the
demand curve for
music downloads
to the right.

Q, O, Quantity of
music downloads
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ACTIVE LEARNING ]

Price of
music The D curve
down- does not shift.
loads

Move down along curve
to a point with lower P,
higher Q.

Dy

Q Quantity of
music downloads

© 2012 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as
permitted in a license distributed with a certain product or service or otherwise on a password-protected website for classroom use



ACTIVE LEARNING ]

Price of CDs and

music music downloads are
down- substitutes.
loads

A fall in price of CDs
shifts demand for
music downloads

to the left.

Q, Q, Quantity of
music downloads
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The Supply Schedule

e Supply schedule:
A table that shows the
relationship between the
price of a good and the
guantity supplied.

* Example:
Starbucks’ supply of lattes.

= Notice that Starbucks’ supply
schedule obeys the
law of supply:.

Price | Quantity

of of lattes

lattes | supplied
$0.00 0
1.00 3
2.00 6
3.00 9
4.00 12
5.00 15
6.00 18




Starbucks’ Supply Schedule & Curve

Price | Quantity

of of lattes

$6.00 - lattes | supplied
$5.00 —) $0.00 0
$4.00 — >
—p 2.00 6
$3.00 —) 3.00 9
$2.00 - - 4.00 12
$1.00 —p 5.00 15
- 6.00 18

$0.00




Market Supply versus Individual Supply

e The quantity supplied in the market is the sum of
the quantities supplied by all sellers at each price.

o Suppose Starbucks and Jitters are the only two sellers in
this market.  (QS = quantity supplied)

Price Starbucks Jitters Market Q°

S0.00 0 + 0 = 0
1.00 3 + 2 = 5
2.00 6 + 4 = 10
3.00 9 + 6 = 15
4.00 12 + 8 = 20
5.00 15 + 10 = 25
6.00 18 + 12 = 30



$6.00
$5.00
$4.00
$3.00
$2.00
$1.00
$0.00

The Market Supply Curve

p

0

5

10 15 20 25 30 35

-G

P QS (Market)
$0.00 0
1.00 5
2.00 10
3.00 15
4.00 20
5.00 25
6.00 30




ACTIVE LEARNING 2
Supply Curve

Draw a supply curve for tax
return preparation software.
What happens to it in each
of the following scenarios?

A. Retailers cut the price of
the software.

B. Atechnological advance
allows the software to be
produced at lower cost.

C. Professional tax return preparers raise the price
of the services they provide.
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ACTIVE LEARNING 2

Price of
tax return
software

S curve does
not shift.

Move down
along the curve
to a lower P
and lower Q.

<_|

o @ Quantity of tax
return software
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ACTIVE LEARNING 2

B. Fall in cost of producing the software

Price of
tax return
software

Pl _______________

S curve shifts
to the right:

at each price,
Q Increases.

O, ¢, Quantity of tax
return software
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ACTIVE LEARNING 2

Price of

tax return S, This shifts the
software
demand curve for
tax preparation
software, not the
supply curve.

Quantity of tax
return software
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ACTIVE LEARNING 3

Use the three-step method to analyze the effects of each

event on the equilibrium price and quantity of music
downloads.

Event A:  Afall in the price of CDs

Event B:  Sellers of music downloads negotiate a

reduction in the royalties they must pay for
each song they sell.

Event C: Events A and B both occur.
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ACTIVE LEARNING 3

The market for

STEPS music downloads

1. D curve shifts
Sl

2. D shifts left
3. P and Q both fall.
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ACTIVE LEARNING 3

STEPS The market for
music downloads

1. S curve shifts

2. S shifts right

3. P falls,
Q rises.
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ACTIVE LEARNING 3

STEPS
1. Both curves shift (see parts A & B).
2. D shifts left, S shifts right.

3. P unambiguously falls.

Effect on Q is ambiguous:
The fall in demand reduces Q,
the increase in supply increases Q.
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Practice |

Suppose that the supply schedule of Maine
lobsters is as follows

S25 300
20 700
15 600
10 500

5 400



Suppose that Maine lobsters can be sold only in

the United States. The U.S. demand schedule for
Maine lobsters is as follows:

S25 200
20 400
15 600
10 300

5 1000



e Draw the demand curve and the supply curve
for Maine lobsters. What are the equilibrium
price and quantity of lobsters?



Now suppose that Maine lobsters can be sold in France. The
French demand schedule for Maine lobsters is as follows:

S25 100
20 300
15 500
10 700

5 900



 What is the demand schedule for Maine
lobsters now that French consumers can also
buy them? Draw a supply and demand
diagram that illustrates the new equilibrium
price and quantity of lobsters. What will
happen to the price at which fishermen can
sell lobster? What will happen to the price

paid by U.S. consumers? What will happen to
the quantity consumed by U.S. consumers?



Practice |l

The accompany table gives the annual U.S.
demand and supply schedules for pickup trucks

$20,000 20 14
25,000 18 15
30,000 16 16
35,000 14 17

40,000 12 18



* Plot the demand and supply curves using these
schedules. Indicate the equilibrium price and
guantity on your diagram.

e Suppose the tires used on pick up trucks are
found to be defective. What would you expect to
happen in the market for pickup trucks? Show
this on your diagram.

e Suppose that the U.S. Department of
Transportation imposes costly regulations on
manufacturers that cause them to reduce supply
by one-third at any given price. Calculate and plot

the new supply schedule and indicate the new
equilibrium price and quantity on your diagram.



