3. Consider the market for minivans. For each of the events listed here, identify which of the determinants

of demand or supply are affected. Also indicate whether demand or supply increases or decreases. Then

draw a diagram to show the effect on the price and quantity of minivans.
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b. A strike by steelworkers raises steel prices.

e e

e. A stock market crash lowers people’s wealth.

#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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Iniﬂallg, the equi[ibrium i at Poink E uhere PP ond Q-0Q,.
Then, a strike by steelworkers raises steel prices . This causes the  8upply
fo decreage fom § 1o &'
ft the price - f quar\h'{y supplieal decreases Trom Q, to Q ,bvjf QUanh'J(y
demanded remgins unchsnged st Q . Hence, there is an excess demand < G -@, > 0.

Then the price incresses from P 1o P,



At price quan 5 suPPhed incresses from @ to Q, wheregs quantity

Q,
demanded  decresses from Q to @ Q. However, there is an excess demsnd=Q2-Q3 >0
but less fhan the one of the price b The price tends to increase.

The Price |<eep9 incregsinﬂ 33 long 95 we haue excess demgnd > 0.
The price f, is the neu equitibrium price because it satisfies  the

e({uill‘brfum condition ( Excess demand - 0 | Q- @°).
s & result, equilibrium price increases from B to £ o equilibriom
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quantity decreases from Q, to O, uhen supply decreases .
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InihallU the equili Librigm i ot POln{'. E where P-P gnd Q-0Q,
Then, g stackmarket crash lowers people’s weslth cavsing demand o decresse
fom Db DY

AL P, | ‘{U?"’Utg demanded (Q*) decreases o Q, uhil quahti{g supplied. (@)

(eMgins Unchsnged ot Q - So, thete s 3n excess S”PP\H - Q-9 >0 then the price



Jecresses fom P, o B

AP Q7 incresses to Q, while Q° decreases to Q, . Hence, excess supply
shll exists ¢ Excess supply = Q,-&, >. The price keeps Toling 85 long s There s
an - excess Supplj > 0.

The price P, is the new equi(ibrium price because it satisfies  the
equi[ibn'um condition ( Excess demand - 0 | Q*- Q°).

As a result, equilibrium P‘ice decregses from P to k, ad e(fuilibrium
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11. Suppose that the price of basketball tickets at your college is determined by market forces. Currently, the

uantity  decrwses from @, to G, when demgrd decreases

demand and supply schedules are as follows:

Price Quantity Demanded Quantity Supplied
$4 10,000 tickets 8,000 tickets
8 8,000 8,000
12 6,000 8,000
16 4,000 8,000
20 2,000 8,000

a. Draw the demand and supply curves. What is unusual about this supply curve? Why might this be
true?

b. What are the equilibrium price and quantity of tickets?

¢. Your college plans to increase total enrollment next year by 5,000 students. The additional students

will have the following demand schedule:

Price Quantity
Demanded
$4 4,000 tickets
8 3,000
12 2,000
16 1,000
20 0

Now add the old demand schedule and the demand schedule for the new students to calculate the
new demand schedule for the entire college. What will be the new equilibrium price and quantity?



