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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


