98

PART 2 SUPPLY AND DEMAND

Now suppose t

hat Maine lobsters can be sold.in France.

The French demand schedule for Maine lobsters is as
follows:

b.

What is the demand schedule for Maine lobstersgj
now that French consumers can also buy them?

Praw a supply and demand diagram that illus-

trates 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?

7. Find the flaws in reasoning in the following statements,
paying particular attention to the distinction between
shifts of and movements along the supply and demand
curves. Draw a diagram to illustrate what actually hap-

pens in each situation.

a.

b.

“a technological innovation that lowers the cost of
preducing a good might seem at first to result in a
reduction in the price of the good to consumers. But
a fall in price will increase demand for the good,
and higher demand will send the price up again. .

Tt is not certain, therefore, that an innovation will
really reduce price in the end.”

“A study shows that eating a clove of garlic a

day can help prevent heart disease, causing
many consumers to demand more garlic. This
increase in demand results in a rise in the price
of garlic. Consumers, seeing that the price of.
garic has gone up, reduce their demand for
garlic. This causes the demand for garlic to
decrease and the price of garlic to fall. Therefore,

B the ultimate effect of the study on the price of .

garlic is uncertain.”

8. The following table shows a demand schedule for a nor-
mal good..

d.

e
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Do you think that the increase in quantity demand-
ed (say, from 90 to 110 in the table) when price

~ decreases (from $21 to $19) is due to a rise in con-

sumers’ income? Explain clearly (and briefly) why or
why not.

Sa% output even fastep causing lierce competition
-4 slow erosion in prices.” At the same time, Chi
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b. Now suppose that the good is an inferior good.
Would the demand schedule still be valid for an
inferior good? ) |

¢. Lastly, assume you do not know whether the good
normal or inferior. Devise an experiment that would
allow you to determine which one it was. Explain.

@lccording. to the New York Times (November 18, 2006
the number of car producers in China is increasing r:
idly. The newspapet reports that “China has more.
brands now than the United States. .. . Bui w]
car sales have climbed 38 percent in the first thy
quariers of this year, automakers have increased thy

consumers incomes have risen. Assume that cars
normal good. Use a diagram of the supply and dem
curves for cars in China to explain what has hap
in the Chinese car market.

. .10. Aaron Hank is a star hitter for the Bay City bas
team. He is close to breaking the major league re
for home runs hit during one season, and it is wid
anticipated that in the next game he will break
record. As a result, tickets {or the team’s next ga
‘have been a hot commedity. But today it is anrouw
that, due to a knee injury, he will not in fact play in.
feam’s next gamie. Assurne that season ticket-holder
able to resell their tickets if they wish. Use suppl:
demand diagrams to explain the following.
a. Show the case in which this aninouncement resit

in a lower equilibsiiam price and a lower equilib
quantity than before the announcement.
b. Show the case in which this announcement result
in a lower equilibrium price and a higher equili
rium quantity than before the announcement.
¢. What accounts for whether case a or case b occlt

d. Suppose that a scalper had secretly learned befo
the announcement that Aaron Hank would not pl
in the next game. What actions do you think
would take? ; :

11. In Rolling Stone magazine, several fans and rock
including Pearl Jam, were bemoaning the hig
of concert tickets: One superstar argued, “It jt
worth $75 to see me play. No one should have
that much to go to a concert.” Assume this sta)
out arenas around the country at an averag
price of $75. : '
a. How would you evaluate the argument that ticki

prices are too high? :

b. Suppose that due to this star’s protests, ticket
were lowered to §50. In what sense is this pri
low? Draw a diagram using supply and demand
curves to support your argument. :

¢. Suppose Pearl Jam really wanted to bring dow
et prices. Since the band controls the supply of it
services, what do you recommend they do? Expla
using a supply and demand diagram. .

d. Suppose the band’s next CD was a total dud..D
you think they would still have to worry abou



