Using Supply and

Demand

e Supply and demand can be
used to evaluate real-world
events.

e Supply in this market is
relatively constant.

» Demand fluctuates
significantly.




.~ |* The supply/demand model would

* In 2001, demand for
advertising fell as the U.S.
economy slowed down.

predict that price and quantity to
fall.
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* Instead of lowering price, the
media offered higher quality
advertising at the same price.

» This is equivalent to a decline in
price.




» The market for foreign
currencies is called the foreign
exchange (forex) market.

e The — the price
of one currency in terms of
another currency.

» People demand currencies of
other countries to buy those
countries’ goods and assets.

» The determination of
exchange rate is the same as
the determination of price.

» A currency is just another good.




« The euro is the currency used
by 12 of the members of the
European Union.

* The euro dropped from $1.17 to abo!
$0.90 in the two years from when it
introduced.
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» Supply and demand can shed
light on a variety of real-world
events:

— Florida freeze.
— Burkhas in Afghanistan.
— Coffee beans.




* The crop-damaging freeze
shifted the supply curve to the
left.

« At the original price, quantity
demanded exceeded quantity
supplied.

 Price rose until the quantity
demanded equaled the
quantity supplied.

» Once the Taliban was ousted
in Afghanistan, demand for
burkhas fell as many women
stopped wearing them.

At the original price, quantity
supplied exceeded quantity
demanded.

« Price fell until the quantity
demanded equaled the
quantity supplied.




The supply of coffee increased
as new growers entered the
market, growing techniques
improved, and weather was
favorable.

« Coffee-growers attempted to
increase demand by instituting
a successful marketing
campaign.
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marketing campaign is successful, de
crease, raising price back to its former

» The supply increase causes
price to fall.




No changein | Supply shifts | Supply shifts
supply out in
No change Price falls; | Price rises;
in demand No change. Quantity rises. | Quantity falls.
Demand | Pricerises: | Quantty rises; | Price rises;
shifts out | Quantiyrises. Price could be| Quantity could
high or lower. | rise or fall
Demand | Price falls; Price falls; Quantity falls;
shifts in Quantity falls | Quantity could| Price could
riseorfall. | rise or fall.




