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Quick Quiz What isa marketr + What o the charactarsticsof  compatitve
marart

DEMAND
We begin our study of markets by examining the behavior of buyers. To focus
our thinking, le¥’s keep in mind a particular good—ice cream.

The Demand Curve: The Relationship between Price
and Quantity Demanded

The quantity demanded of any good i the amount of tho good that buyars are Gt demanded
willng and abl (o purchase. As wo wil 50, many things dotermire the quan. e amount of a good
tity demanded of any good, but when analyzing how markets work, one deter-  that buyers are willng
‘minant plays a central rolethe price of the good. If the price of ice cream rose  ond able to purchase
0 520 por scoop, you would buy les ico cream. You might buy frozen yogurt

instead. 1 tho prio of ico croam foll o $020 por scoop, you would buy more.

Because the quanity demanded fals 3 th price rsesand rse 3 th pricofalls,

wo say that the quantity demanded is negaey rlted t the price, T reaton.

ship between price and quantty demanded i true for mos goodsin the econ

omy and, in fact is so pervasive that economists call it the law of demand: 2 of demand
Other things equal, when the price of a good rises, the quantity demanded of tha  the dlaim that, other
go0d fals and when the price fals, ho quaniity domanded rise. thing sl the cuan-
"The takl in Figure 1 shows how many ice-cream cones Catherie buys cach i domanded of o
month at diffrent prices of ice cream, If ice cream is fre, Catherine eats 12 9% el when the
cones per month. At §0.50 per cone, Catherine buys 10 cones each month. As the  P"°® rises
prio risos urthr, she buys fower and fowor cones. Whan the price raches

$3.00, Catherine doesn't buy any ice cream at alL. This table is a demand sched-  demand schedule
ule, a table that shows the relationship between the price of a good and the table that shows the
quantty demandod, holding constant ovrything clse that influences how much rlatindhp botween
‘consumers of the good want to buy. the prie of a good and
‘The graph in Figure 1 uses the numbers from the table to illustrate the law of  the quantity demanded
demand. By convention,the price o ice cream s on the vertical axis, and the
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6 PARTZ  HOW MARKETS WORK

‘The damand schedule shows the quantity demanded at each price. The
‘domand curve, which graphs tho demand schadulo, shows how the quantity
‘demandad of the good changos a s price varis. Bocause a lowor prica
Incroasos tho quantity demanded, the domand curve slopes downward.
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‘The damand schedule shows the quantity demanded at each price. The
‘domand curve, which graphs tho demand schadulo, shows how the quantity
‘demandad of the good changos a s price varis. Bocause a lowor prica
Incroasos tho quantity demanded, the domand curve slopes downward.

Prion of

IESEESSRE R E oy T]

= leoCream Conse

2. roroases quansty
of cones demandad.

quaniy of ce cream demandied i o the horizonal i, The downwarcsloping

demand curve line rolating price and quanéity demandad is called tho demand curve.

< araph ofhe el

e ieFec=. Market Demand versus Individual Demand

iy demanded The demand curve in Figure 1 shows an individual's demand fo a proiuct. To
analyze how markets work, wa need to detarmina tha market demand, the sum of
alth individual demands for a partcular good or sevice:

The rable in Figare 2 shows the demanct schedules for icecram of wo idi-
vidualsCothring and Nichelas At any pric, Catharing’s demand schedule
el s how ch i cream she buys, and Nicholas's demand schedul tlls 2
how mach i cram he buys. The merkt domand a cach prie s the sum of
the v ndividual demands.

T graph i Figure 2 shows the demand curves fhat corespond 1o these
demand schadules, Notice that e sum the individual demand curves hrizon.
lally 10 corain the market demand curve, That &, o find the soal quandy
Gemandiod at any price wo ad th individual quantides found on the herizon.
el s o he ndividus] demand curves, Bocause we are merested i analyeing
‘how markets work, we will work most often with the market demand curve.
The marker demand curve shows how the ot quantiy demanded o a gocd
variosas the price of the good.varies, whileal the othe factors hat afect Row
Tuch concurters want v buy are hld consant
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Tho quantty domanded i 2 marka i thosum of the uanttosdorandod byall  F | G U R E 2
the buyers at each price. Thus, the market demand curve i found by adding hork-

zontally the Incividual dsmand curves. At 3 prica of $2.00, Catherine demands

4 la.croam cones, and Nicholas demands 3 Ica-cream conas. The quantity
‘demandad i the markat at this prica I 7 cones.

Market Demand
as the Sum of
Individual Demands

Pricaof ke-Cream Cone __ Catharine __ Nicholas Markt

5000 2
050 0 16
100 8 1
150 0
200 7
250 4
a0 1

L
L

‘Qunity o cecream cones: Qi otcoceam coses

Shifts in the Demand Curve

The demand curve for ice cream shows how much ice cream peaple buy at any
given price, holding constant the many other factors beyond price that influence
consumers' buying decisions. As a resul, this demand curve need not be stable
over time. If something happens to alter the quantity demanded at any given
price, the demand. curve shfts. For exampl, suppose the American Medical
Association discovered that people who rogularly cat ice cream live longer,
healthier lives. The discovery would raie the demand for ice cream. At any
given price, buyers would now want to purchase a larger quantity of ice cream,
and the demand curve for ice cream would shift

Figure 3 ilustrates shifis in demand. Any change that increases the quanity
demanded at every price, such as our imaginary discovery by the American
Medical Association, shifis the demand curve to the right and s called an
increae in demand. Any change that reduces the quantity demanded at every
price shifs the demand curve to the left and is called a decesse in demand.

‘There are many variables that can shift the demand curve. Here are the most
important.
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3 ricure

Shifts in the Demand Curve
Any changa that raise the quan-
ity that buyers wish to purchase
ata given price shifs the
‘demand curve to the right. Any
change that lowers the quantity
that buyors wish to purchase at 3
‘given prico shitsthe domand
e to the et
Damand
. D,
Dovand
e, D,
Dsmand cum,

Income  What would happen to your demand for ice cream if you lost your
job one summer? Mot likely it would fall. A lower income means that you have
less to spend in total, 50 you would have to spend less on some—and probably
‘mast—goods. If the demand for a good falls when income fall, the good is
normal good ot Sl ool & oo
a good for which, other Not al goods are normal goods. If the demand for a good rises when income
an incresse fall, the good is called an inferior good. An example of an inferior good might
inincome leads to a0 be bus rides. As your income falls, you are less ikely to buy a car or take a cab
incresse in demand nd more Lkely & ride a bus,

inferior good Prices of Related Goods Suppose that the price of frozen yogurt alls. The
3000 forwhich, Jaw of demand says that you will buy more frozen yogurt. At the same time,
things qual, an yons wil probably by 1 fcs ream. Becana ice creamn and frozen yogurs are

both cold, sweet, craamy desserts, they satisfy similar desircs. When a fall in the

price of one good reduces the demand for another good, the o goods are
cubstitutes called substitutes. Substitutes are often pairs of goods that are tsed in place of
wo goods for which an  each other, such 2s hot dogs and hamburgers, sweaters and sweatshirts, and
increase in the prce of  movie tickets and video rentals.

't an increass Now suppose that the price of hot fudge falls. According to the law of demand,
in the demand for e you will buy more hot fudg. Yet in this case, you will buy more ico cream as well
other because ice ream and hot fudge are often nsad together. When a (ol in the price

of ane good raise the demand for another good, the two goods are caled comple-
complements ‘ments. Complements are often pais of goods that are used together,such as gaso-

two goods for whichan 1+ " p
e e ich & lne and autombils, computers and softvare, and peanut butter and flly.

one load to o decreste  Tastes The most obvious doterminan of your demand is your tastes. If you
in the demand for the like ice cream, you buy more of it. Economists normally do not try to explain
ather

peoples tastes because tastes are based on historical and psychological forces
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— r— taste 1

Price Represant s movement slong the

e Variables That Influence Buyers.

neome dmadane e This tabl lsts the varables that afoct how much
rices of lted goods i thedamand crve e by ol oy o N
Tastes it damand aire ppecle e pres ol poed Evela)
2. Shi e demand aine change Inthe good!s price represants 2 movement
e Shi e demand aine along the demand curve, whereas a change i ono.
of the other varables shits the demand curva.

Expectations Your expectations about the future may affect your demand for
a good or service today. For exampl, f you expect to cam a higher income next
‘month, you may choose to save less now and spend more of your current income
buying ice cream. As another example,if you expect the price of ce cream to fall
tomorrow, you may be less willing to buy an ice-cream cone at today’s price.

Number of Buyers Because market demand is derived from individual
demands, it depends on all those factors that determine the demand of individ-
ual buyers, including buyers' incomes, tastes, expectations, and the prices of
related goods. In addition, it depends on the mumber of buyers. If Peter, another
consumer of ice cream, were to join Catherine and Nicholas, the quantity
demanded in the market would be higher at every price, and the demand curve
wwould shift to the right.

Summary The demand curve shows what happens to the quantity demanded
of a good when its price varies, holding constant all the other variablos that
influence buyrs. When one of these other variables changes, the demand curve
shifi. Table 1 lsts the variables that influence how muuch consumers choose to
buy of a good.

If you have trouble remembering whether you need (o shift or move along
the demand curve, i helps to recall a Jesson from the appendi o Chapter 2. A
curve shifis when there s a change in a rlevant variable that s not measured on
cither axis. Bacause the price is on the vertical axis, a change in price represants
a movement along the demand curve. By contrast income, the prices of rlated
goods, tastes, expectations, and the number of buyers are not measured. on
ciher axi, 50 2 change in one of these variables shifis the demand curve.

‘ C A S E| TWO WAYS TO REDUCE THE QUANTITY OF
STUDY| SMOKING DEMANDED

Public policymakers ofien want to reduce the amount that people smoke. There
are two ways that policy can attempt to achieve this goal.

One way to reduce smoking is to shift the demand curve for cigaroties and
other tobacto products. Public service announcements, mandatory health wam.
ings on cigarette packages, and the prohibition of cigarette advertising on televi-
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Zb 16 U RE Hwarings on charto padagescomncs smokers 0 ks s, th damand
‘arve for cigaratas shits to the et In panel (a), the damand curve shifts from
Shifts in the Demand Dy to D Ata price of $2.00 par pack, the quantity demandid falls from 20 to 10
Curve versus cigarettes per day, as reflectad by the shftfrom point A to point B. By contrast,
Movements along 1fa tax raises the price of cigarettes, the demand curve does ot shif. Instead,
the Demand Curve e abserve 2 movement to 2 different point on the demand curv. In panal (b),
when the price rises from $2.00 to $4.00, the quantity demanded falls from 20 to
12 cigarattes per day, 2 reflected by the movement from point A {o point C.

(4) A St the Domand Curve: (5) A Movemant slong the Dermand Curve

e Ataxthat rsss the

e Mk e
e~ B
e

-

domand e o h . " e

o T

Nuiber of Cigartiss Smoked por Doy

any given price. If successful, these policies shift the demand curve for cigarettes
o the lef, as in panl (a) of Figure 4.

Altematively, policymakers can try to raise the price of cigarettes. If the gov-
emment taxes the manufacture of cigarettes, for example, cigarette companies
pass much of this fax on to consumers in the form of higher prices. A higher
price encourages smokers to reduce the numbers of cigarets they smoke, In
this case, the Teduced amount of smoking does not represent a shift in the
demand curve. Instead, it represents a movement along the same demand curve
10 point with a higher price and lower quantity, s in panel (b of Figure 4.

How much docs the amount of smoking respond to changes in the price of
cigarettes? Economists have attempted to answer this question by studying what
happens when the tax on cigarettes changes. They have found that a 10 percent
increase in the price causes a 4 percent reducton in the quantity demanded.
Teenagers are found to be especially sensiive to the price of cigarotes: A 10 per-
cont increase in the price causes a 12 percent drop in teenage smoking.

A rolated question is how the price of cigarettes affcts the demand for ilicie
drugs, such as marijuana. Opponents of cigarette axes ofien argue that tobacco
and marijuana are substiites o that high cigaretie prices encourage marijuana
use. By contrast, many experts on substance abuse view tobacco as a “gateway
drug” leading the young to experiment with other harmful substances. Most
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‘studies of the data are consistent with fhis view: They find that lower cigaretie
prices are associated with greater use of marijuana. In other words, tobacco and
‘marijuana appear to be complements rather than substitutes.

Quick Quiz Mako up an cxampl of 3 demand schedul fo plza and graph the
inpliad damand cure. '+ Ga an oxampla of somathing that woud shit this
domand curva, + Woukd 3 changa I tha prica of pizzashiftthis domand curva?

SUPPLY

We now tum to the other side of the market and examine the behavior of sellers.
Once again, to focus our thinking, lot’s consider the market for ice cream.

The Supply Curve: The Relationship between Price
and Quantity Supplied

The quantity supplied of any good or service is the amount that sellers are will-  cuantity supplied

ing and able tose Thero are many detorminants of quantity suppliod, but onca the smount of s good

again, prico plays a special ol in our analysi. When the prico of ice croam is the salles are wiling

high, salling ice cream i profitable and so the quantity supplied i large. Sellrs ond eble o sel

of oo cream work long hours, buy many ice-cream machines, and Kire many

workers. By contast, whan tha prico of ice cream is Jow, tho business i less

profitable, and s0 selos produce loss ico cream. At a low price, some selers

may even choose to shut down, and their quantity supplied falls to zero.

Bocause tho quantity supplied rscs a the price riscs and fals a the price falls,

wo say that the quantity supplied is pusitoly rlte o the price of tho

This rlationship between prco and quantity supplied s called tho law of sup- o of suppiy

ply: Other things oqual, when the price of a good rises,the quantity suppliod of _the ceim that, other

the good also rises, and swhen the pricefalls, tho quantity supplied falls as wall.  thingssqual,the qn-
“The table in Figuro § shows tho quantity of ico-cream cons supplied cach 1 upplied of s good

month by Ben, an ico-cream sllr, at various pries of ice cream. Ac @ price £3%% when thepric of

below $1.00, Ben does not supply any ice cream at all As the price rises, he sup- *® 9209 1

plies a greater and.greater quantity. This is the supply schedule, a table that  supply schodule

Shows the relationship betwoon the prico of a good and the quantity supplisd, @ table thetshows the

holding constant overything clso that influences how much producors of the  relationshp between

Sood vt o sl ‘h prce of « good and
‘The graph in Figure 5 uses the numbers from the table to illustrate the law of e antity supplied

supply, The curve relating price and quantity supplied is called the supply

curve. The supply curve slopes uprward because, othr things equal a higher

price means a groater quantity supplied.

supply curve

Market Supply versus Individual Supply ity sppled

Just as market demand is the sum of the demands of all buyers, market supply
s the sum of the supplies of all sellrs. The table in Figure 6 shows the supply
schedules for wo ice-cream producers—Ben and Jerry. At any price, Ber's sup-
ply schedule tells us the quantity of ice cream Ben supplies, and Jerry's supply
schedule tells us the quantity of ice cream Jerry supplics. The market supply is
the sum of the two individual supplies.
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5 cicu

RE Tho supply schodulo shows the quantity supplid at osch pria. Ths supply curve,
which graphs the supply scheduls, shows how the quantiy supplid of the good

Bon's Supply Schedule  changas s is price varlas. Bacauso a higher prica Incroases the quantity sup-

and Supply Curve

Prica of
ca-Cream Cone

s
050
10
150
200
250
30

plied, the supply curve siopes upward.
Quantty of Prce of
‘Cones Supplied leoCream

=
o

‘The graph in Figure 6 shows the supply curves that correspond to the supply
schedulos. As with demand curves, we sum the individual supply curves hori-
zontally to obtain the market supply curve. That i, to find the total quantity sup-
pliad atany price, we add the individual quantities found on the horizontal axis
of the individual supply curves. The market supply curve shows how the tofal
quantity supplied varies as the price of the good varies.

Shifts in the Supply Curve

The supply curve for ice cream shows how much ice cream produces offr for
saloat any givan price, holding constant all the othar factors bayond prico that
influonco producers’ dacisions about how much to sall. This reltionship can
change over ime, which is epresented by a shift in the supply curve. For exam-
Ple suppose the prie of sugar fall. Because sugar i an inpu into producing ice
croam, ho fll n the price of sugar makes salling ice cream more profiabl. This
raics the supply of ice cream: At any given pric,selles are now willing o pro-
duce a larger quantity: Thus, the supply curve for ice cream shifs o the right.

Figure 7 illstratos shift in supply. Any change that rascs quantity suppliod
atovery price, such as  fallin the price of sugar, shifs the supply curve f the
right and is called an increuse in supply. Similary any changethat reduces the
quantity supplied a every price shifs ho supply curve fo tho left and i callod a
decrnse i supply.
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Market Supply as the Sum
of Individual Supplies

Tha quantit supplied In a market Is the sum
of the quantities supplied by all the salers at
‘ach price. Ths, the markst supply curve Is
found by adding hortzontally the Indvidual
supply curves. At a price of $2.00, Ben sup-
plies 3 ice-croam conos, and Jarry supplios 4
ce-cream cones. The quantity supplied in the.
market at this price s 7 cones.

Market Supply

leaCream|
Gona|
s3%0|

S

el

Quaniy o oo Croam Cones

Quantity of o Ceam Cones

‘Quatty of ko Croam Cones

Ficure /7

Shifts in the Supply Curve.
‘Any change that rafes the quanty that
Sallors wish to prodice at a ghen price
s the supply curve to the right. Any
chang that lowers the quantiy that sall.
ers whh o produce at  given price
shifts the supply curve 1o the left.
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2 tasie

Variables That Influence Sellers
“Thi table lsts the variables that affect how

There are many variables that can shift the supply curve. Here are some of the
‘most important.

Input Prices To produce its output of ice cream, sellers use various inputs:
cream, sugar, flavoring, ice-cream machines, the buildings in which the ice
cream is made, and the labor of workers to mix the ingredients and operate the
‘machines. When the price of one or more of these inputs rises, producing ice
cream is less profitable, and firms supply less ice cream. I input prices rise sub-
stantially, a irm might shut down and supply o ice cream at all. Thus, the sup-
Py of a good is negatively related to the price of the inputs used to make the
good.

Technology The technology for turning inputs into ice cream is another deter-
‘minant of supply. The invention of the mechanized ice-cream machine, for
example, reduced the amount of labor necessary to make ice cream. By reducing
firms’ costs, the advance in technology raised the supply of ice cream.

Expectations The amount of ce cream a firm supplis today may depend on
its oxpectations of the future. For example, if a frm expects the price of ice
eream to rise in the future, it will put some of ts current production into storage
and supply less to the market today.

Number of Sellers Market supply depends on all thase factors that influence
the supply of individual sellers, such as the prices of inputs used (0 produce the
good, the available technology, and expectations. In addition, the supply in a
‘market depends on the mumber of selers. 1f Ben or Jerry were to retire from the
ice-cream business, the supply in the market would fall

Summary The supply curve shows what happens to the quantity supplied of
a good when its price varios, holding constant all the other variables that infhu-
ence sellers, When one of these other variables changes, the supply curve shiffs.
Table 2 lists the variables that influence how much producers choose to sell of &
B Once again, to remember whether you nee o shift or move long the supply
curve, keep in mind that @ curve shiffs orly when there i a change in a elevant

Varisble A Changs I This Varisbl.

Pra Repreerts s movement dang he upply crve
Input pries Shiftsthe sy e

oy & -
e O N
‘good plays: A change in the good!s price e )
e R
e
e e
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variable that & not named on either axis. The price is on the vertical axis, 50 a.
change in price represents a movement along the supply curve. By contrast,
because input prices, technology, expectations, and the number of sellers are not
‘measured on either axis, a change in one of these variables shifts the supply

Quick Quiz wke up an cxampl of »supply schodel fo pizzs 3nd graph the
Impliod supply curve. = G an example of something that would shit this supply
Gl =" Woukd 3 hanga i he prica o Pz sh ths upply v

SUPPLY AND DEMAND TOGETHER

Having analyzed supply and demand separately, we now combine them to see
how they determine the quantity of a good sold in a market and its price. kot s b

equilbrium

Equilibrium "
equle quanty

Figure 8 shows the market supply curve and market demand curve together.  damanded
Norice that there s one point at which the supply and demand curves intersect,
This point is called the markers equilibrium. The price at this intersection is 21151 prico
called the equilibrium price, and the quanity is called the equilibrium quan.  the price that balances
tity: Here the equilibrium price is $2.00 per cone, and the equilibrium quantity is :“'"2.‘: aupplid and
b, o equ antiy deman

“The dictionary defines the word epuiitrium a5 a situation in shich Various .. sy
forces arein balanco—and this also describes a marke'sequilibrium, Af e ei- s iy sopplod
lbrium pric, the quantity of the good that buyers are willing and able o buy czactly  ancl e quensly
ulnces the quansity that sellrs are wiling and aie fosell. The equillrium price s domanded o he acui-
sometimes call the markel-claring price because, a this price, everyona in the  brum price

Floure 8

‘The Equilibrium of Supply
and Demand

The cauilbrium s found where
the supply and demand curves
Intorsoct. At the oquilbrum prico,
the quantiy supplied equals the
‘quantlty demanded. Hero the
‘oqullrium price s $2.00: At this
price, 7 Ico-cream cones are sup-
plled; and 7 lco-croam cones are
‘domanded.
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D F1GURE  nponlo, oot a uphs. Secauso the ket prco of 52501ssbove
the equilbrium pris, the quantty supplie (10 cones) excaeds tho quantty
Markets Notin ‘damanded (4 conas). Suppliers try o icreasa sales by cutting the prica o 3
Eq cono, an this moves the prica toward Hs aqullbrlum lovl. In pana (b), thars
is 2 shortaga. Bacausa the market prico of $1.50 & below the aquilbrium
prics, the quantity demandad (10 cones) oxcasd the quantity supplied
(& cones). With too many buyers chasing too fow goods, suppliers can take
advantage of the shortage by raking the prica, Honco, n both cases, the prics
adjustment moves the market toward the equilbrum of supply and demand.

@ Bxcese Supply (6) Excons Demand

Supis.
——

0 Quantityof
quantry oo Croam quantry
supied  Cones swpled

‘market has been satisfied: Buyers have bought all they want to buy, and sellers
have sold allthey want to sell.

The actions of buyers and sellers naturally move markets toward the equilib-
rium of supply and demand. To see why, consider what happens when the mar-
ket price i not equal to the equillbrium price.

Suppose first that the marke priceis above the equilibrium price, s in panel
(@) o Figure 9. Ata price of $2.50 per cone, the quantity of the good supplied (10
cones) exceeds the quantity demanded (4 cones). There i a surplus of the good:

fon in which Suppliers are unable to sall all they want at the going price. A surplus is some-
quanity supplied is ionas calle a siation of exces supply. When thara is 2 surplus in the ice-cream
grester than quantity  market,sellers o ice cream find their freezers increasingly full of ice cream they
demanded would like to sell bt cannot. They respordl to the surphis by cutting thir prices.
Falling prices,in turn, increase the quantity demanded and decrease the quantity

supplicd. Prices continue to fall untl the market reaches the equilibrium.
Suppose now that the market price is below the equilibrium price, 2 in panel
® of Figure 9. In this case, the price is $1.50 per cone, and the quantity of the
good demanded excaeds the quantity supplied. Thero &= a shortage of the good:
Demanders are unable to buy all they want at the going price. A shortage i
sometimes calle a stuation of excess demand. When a shortage occurs in the ice-

shortage
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cream market, buyers have to wait in long lines for a chance to buy one of the
few cones available. With too many buyers chasing to0 few goods, sellers can
respond to the shortage by raising their prices without losing sales. As the price
rise, the quantity demanded fall, the quantity supplied riscs, and the market
once again moves toward the equilibrium.

‘Thus, the activities of the many buyers and sellers automatically push the
‘market price toward the equilibrium price. Once the market reaches its equilib-
rium, all buyers and sellers are satisfied, and there is no upward or downward
pressure on the price. How quickly equilibrium s reached varies from market to
‘market depending on how quickly prices adjust. In most free markets, surpluses
and shortages are only temporary because prices eventually move toward their
equilibrium levels, Indeed, this phenomenon is so pervasive that it is called the
law of supply and demand: The price of any good adjusts to bring the quantity
supplied and quantity demanded for that good into balance.

Three Steps to Analyzing Changes in Equilibrium

50 far, we have seen how supply and demand together determine a marke¥’s
equilibrium, which in tur determines the price of the good and the amount of
the good that buyers purchase and sellers produce. Of course, the equilibrium
price and quantity depend on the position of the supply and demand curves.
When some avent shifts one of these curves, the equilibrium in the market
hange, muling in  nw pricoand a ow quany axchanged bcan buyors

‘When analyzing how some event affects the equilibrium in a market, we pro-
ceed in three steps. First, we decide whether the event shifis the supply curve,
the demand curve, or in some cases, both curves. Second, we decide whether the
curve shifts t the right or to the left. Third, we use the supply-and-demand dia-
gram to compare the nitial and the new equilibrium, which shows how the shift
affects the equilibrium price and quantity. Table 3 summarizes these thrce steps.
To see how this recipe is used, lo¢’s consider various events that might affect the
‘market for ice cream.

Example: A Change in Demand  Suppose that one summer the weather is
very hot. How does this event affect the market for ice cream? To answer this
question, le¢’s follow our three steps.

law of supply and
demand

the dlaim that the prica
of any good adjusts to
bring the quantity sup-
plied and the quantity
demanded for that good
into balance





