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Module @® AP Review

Solutions appear at the back of the book.

Check Your Understanding

1. Explain whether cach of the following events represens () a
change n supply or i) movement along the supply curve.

. During a real estate boom that causes house prices to rise,
more homeowners put their houses up for sale.

b. Many strawberry farmers open temporary roadside stands
during harvest season, even though prices are sually low at
that time.

<. Immediately after the school year begins, fewer young people
are available to work. Fast-food chains must raise wages,
which represent the price of labor, to attract workers.

d. Many construction workers temporarily move to areas that
have suffered hurricane damage, lured by higher wages.

e. Since new technologies have made it possible to build larger
cruise ships (which are cheaper to run per passenger),

module 6 Supply and Demand: Supply and Equ

Caribbean cruise lines have offered more cabins, at lower
prices, than before.

2. In the following three situations, the marketis initially in
equilibrium. After each event described below, does a surplus or
shortage exist at the original equilibrium price? What will
happen to the cquilibrium price as a result?

2 In 2010 there was a bumper crop of wine grapes.

b After a hurricane, Florida hotelicrs often find that many
people cancel their upcoming vacations, leaving them with
empty hotel rooms.

€. After a heavy snowfall, many people want to buy
second-hand snowblowers at the local tool shop.
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Tackle the Test: Multiple-Choice Questions

1. Which of the following will decrease the supply of good “X"?
. There is a technological advance that affects the production
of all goods.
b. The price of good “X" falls.
. The price of good “Y" (which consumers regard asa
substitute for good “X”) decreases.
d. The wages of workers producing good “X” increase.
€. The demand for good “X” decreases.
2. Anincrease in the demand for steak will lead to an increase in
which of the following?
a. the supply of steak
b. the supply of hamburger (a substitute in production)
<. the supply of chicken (a substitute in consumption)
d. the supply of leather (a complement in production)
e the demand for leather
3. A technological advance in textbook production will lead to
which of the following?
. adecrease in textbook supply
b. anincrease in textbook demand

€. anincrease in textbook supply
d. amovement along the supply curve for textbooks
e anincrease in textbook prices
4. Which of the following is true at equilibrium?
a. The supply schedule is identical to the demand schedule at
every price.
b. The quantity demanded is the same as the quantity
supplied.
€. The quantity is zero.
d. Every consumer who enjoys the good can consume it.
e. Producers could not make any more of the product
regardless of the price.
5. The market price of a good will tend to rise if
a. demand decreases.
b. supply increases.
above the equilibrium price.
d_ itis below the equilibrium price.
e. demand shifs to the left.

Tackle the Test: Free-Response Questions

1. Drawa correetly labeled graph showing the marke for tomatoes
in equilibrium. Label the equilibrium price “P,” and the
cquilibrium quantity “Q.” On your graph, draw a horizontal line:
indicating a price, labeled “P”, that would lead to 2 shortage of
tomatoes. Label the size of the shortage on your graph.

2. Drawa correctly abeled graph showing the market for oranges
in equilibrium. Show on your graph how a hurricane that
destroys large numbers of orange groves in Florida will affect
supply and demand, ifac all.




