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Foundations of MICROEconomics

    4  Demand and Supply   
 When you have completed your study of this chapter, 
you will be able to 

  1   Distinguish between quantity demanded and demand, and explain 
what determines demand.  

  2   Distinguish between quantity supplied and supply, and explain 
what determines supply.  

  3   Explain how demand and supply determine price and quantity in a 
market, and explain the effects of changes in demand and supply.    MyEconLab Big picture

  CHAPTER CHECKLIST 

      Why does tuition keep rising?  

81

 Chapter 4 • Demand and Supply 89

  CHECKPOINT 4.1 

  Distinguish between quantity demanded and demand, and explain 
what determines demand.    

  Practice Problems 
 The following events occur one at a time in the market for cell phones: 

•   The price of a cell phone falls.  
•   Producers announce that cell-phone prices will fall next month.  
•   The price of a call made from a cell phone falls.  
•   The price of a call made from a land-line phone increases.  
•   The introduction of camera phones makes cell phones more popular.   

1.    Explain the effect of each event on the demand for cell phones.   
2.    Use a graph to illustrate the effect of each event.   
3.    Does any event (or events) illustrate the law of demand?    

  In the News 
Airlines, now flush, fear a downturn  
 So far this year, airlines have been able to raise fares but still fill their planes. 

 Source:  The New York Times , June 10, 2011 
 Does this news clip imply that the law of demand doesn’t work in the real 
world? Explain why or why not.  

  Solutions to Practice Problems 
1.    A fall in the price of a cell phone increases the quantity of cell phones 

 demanded but has no effect on the demand for cell phones. 
  With the producers’ announcement, the expected future price of a cell phone 

falls, which decreases the demand for cell phones today. 
  A fall in the price of a call from a cell phone increases the demand for cell 

phones because a cell-phone call and a cell phone are complements. 
  A rise in the price of a call from a land-line phone increases the demand for 

cell phones because a land-line phone and a cell phone are substitutes. 
  With cell phones more popular, the demand for cell phones increases.   
2.     Figure   1    illustrates the effect of a fall in the price of a cell phone as a move-

ment along the demand curve  D.   
   Figure   2    illustrates the effect of an increase in the demand for cell phones as 

the shift of the demand curve from  D  0  to  D  1  and a decrease in the demand 
for cell phones as the shift of the demand curve from  D  0  to  D  2 .    

3.    A fall in the price of a cell phone (other things remaining the same) illus-
trates the law of demand.  Figure   1    illustrates the law of demand. The other 
events change demand and do not illustrate the law of demand.    

  Solution to In the News 
 The law of demand states: If the price of an airline ticket rises, other things 
 remaining the same, the quantity demanded of airline tickets will decrease. The 
demand curve for airline tickets slopes downward. The law of demand does 
work in the real world. Airlines can still fill their planes because “other things” 
did not remain the same. Some event increased the demand for airline tickets.     
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Confidence-Building Graphs
use color to show the direction of shifts and 
detailed, numbered captions guide students 
step-by-step through the action. 

100% of the figures are animated in 
MyEconLab, with step-by-step audio narration.

A Learning-by-Doing 
Approach
The Checklist that begins each chapter 
highlights the key topics covered and the 
chapter is divided into sections that directly 
correlate to the Checklist.

The Checkpoint that ends each section 
provides a full page of practice problems to 
encourage students to review the material 
while it is fresh in their minds. 

Each chapter opens with a question about 
a central issue that sets the stage for the 
material.

delivers a complete, hands-on learning system designed  
around active learning.

Eye On boxes apply theory to 
important issues and problems 
that shape our global society and 
individual decisions.
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 EYE on TUITION 
 Why Does Tuition Keep Rising? 

 Tuition has increased every year since 
1980 and at the same time, enrollment 
has steadily climbed.  Figure   1    shows 
these facts. The points tell us the levels 
of enrollment ( x -axis) and tuition ( y -axis, 
measured in 2010 dollars) in 1981, 1991, 
and each year from 2001 to 2010. We 
can interpret the data using the demand 
and supply model 

 More than 4,500 public and private, 2-
year and 4-year schools supply college 
education services and more than 20 
million people demand these services. 

 The law of demand says: Other things 
remaining the same, if tuition rises, the 
quantity of college places demanded 
 decreases. The law of supply says: Other 
things remaining the same, if tuition rises, 
the quantity of college places supplied 
 increases. Tuition is determined at the 
level that makes the quantity of college 
places demanded equal the quantity 
supplied. 

 In a given year, other things remain 
the same, but from one year to the 
next, some things change. The popula-
tion has grown, incomes have increased, 
jobs that require more than a high-
school diploma have expanded while 
jobs for high-school graduates have 
shrunk, and government subsidized stu-
dent loans programs have expanded. 
These changes increase the demand for 
college education. 

  Figure   2    illustrates the market for 
college education that we’ve just 

 described. In 2001, demand was  D  01  
and supply was  S.  The market was in 
equilib rium with 16 million students 
enrolled paying an average tuition of 
$15,000. By 2010, demand had 
 increased to  D  10 . At the tuition of 
2001, there would be a severe short-
age of college places, so tuition rises. 
In 2010, the market was in equilibrium 
at a tuition of $21,000 with 21 million 
students enrolled. 

 Demand for college places will keep 
increasing and tuition will keep rising. 

Figure 1 The Data: A Scatter Diagram
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Figure 2 The Market for College Education

An increase in population, a rise
in incomes, changes in jobs, and
an expansion of student loans
increased the demand for
college education ...

... and the quantity
supplied increased

... tuition
increased ...

       

88 Part 1 • INTRODUCTION

     Change in Quantity Demanded Versus Change in Demand 
 The influences on buyers’ plans that you’ve just seen bring a  change in demand.  These 
are all the influences on buying plans  except for the price of the good.  To avoid confu-
sion, when  the price of the good changes  and all other influences on buying plans 
 remain the same, we say there has been a  change in the quantity demanded .   

 The distinction between a change in demand and a change in the quantity 
demanded is crucial for working out how a market responds to the forces that hit 
it.  Figure   4.4    illustrates and summarizes the distinction:  

   •   If the price of bottled water  rises  when other things remain the same, 
the quantity demanded of bottled water  decreases  and there is a  move-
ment up  along the demand curve  D  0 . If the price  falls  when other 
things remain the same, the quantity demanded  increases  and there is 
a  movement down  along the demand curve  D  0 .  

  •   If some influence on buyers’ plans other than the price of bottled 
 water changes, there is a change in demand. When the demand for 
bottled water  decreases , the demand curve  shifts leftward  to  D  1 . When 
the demand for bottled water  increases , the demand curve  shifts right-
ward  to  D  2 .   

 When you are thinking about the influences on demand, try to get into the 
habit of asking: Does this influence change the quantity demanded or does it 
change demand? The test is: Did the price of the good change or did some other 
influence change? If the price changed, then quantity demanded changed. If some 
other influence changed and the price remained constant, then demand changed. 

   Change in the quantity 
demanded 
  A change in the quantity of a good 
that people plan to buy that results 
from a change in the price of the 
good with all other influences on 
buying plans remaining the same.    

Price (dollars per bottle)

Quantity (millions of bottles per day)
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A decrease in the
quantity demanded
The quantity demanded decreases
and there is a movement up along
the demand curve D  if the price
of the good rises and other things
remain the same.

A decrease in demand
Demand decreases and the
demand curve shifts leftward
(from D   to D ) if0 1

The price of a substitute
falls or the price of a
complement rises.
The price of the good is
expected to fall.
Income decreases.*
Expected future income
or credit decreases.
The number of buyers
decreases.
* Bottled water is a normal good.

1312111098

An increase in the
quantity demanded
The quantity demanded increases
and there is a movement down
along the demand curve D  if
the price of the good falls and
other things remain the same.

An increase in demand
Demand increases and the
demand curve shifts rightward
(from D   to D  ) if

The price of a substitute
rises or the price of a
complement falls.
The price of the good is
expected to rise.

Income increases.
Expected future income
or credit increases.
The number of buyers
increases.

00

0 2

 ■ FIGURE 4.4 
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MyEconLab® Provides the Power of Practice
Optimize your study time with MyEconLab, the online assessment and tutorial system. When you take 
a sample test online, MyEconLab gives you targeted feedback and a personalized Study Plan to identify 
the topics you need to review. 

Learning Resources
Study Plan problems link to learning resources that  
further reinforce concepts you need to master.

•	 Help Me Solve This learning aids help you break 
down a problem much the same way as an instructor 
would do during office hours. Help Me Solve This is 
available for select problems.

•	 eText links are specific to the problem at hand so 
that related concepts are easy to review just when they 
are needed.

•	 A graphing tool enables you to build and manipulate 
graphs to better understand how concepts, numbers, 
and graphs connect.

The Study Plan shows you the  
sections you should study next, gives easy 
access to practice problems, and provides 
you with an automatically generated quiz 
to prove mastery of the course material.

As you work each exercise, instant feedback  
helps you understand and apply the concepts.  
Many Study Plan exercises contain algorithmically  
generated values to ensure that you get as much  
practice as you need.

MyEconLab®

Find out more at www.myeconlab.com

Study Plan

Unlimited Practice
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Posted weekly, we find the latest microeconomic 
and macroeconomic news stories, post them, 
and write multi-part exercises that illustrate the 
economic way of thinking about the news.

Participate in a fun and engaging activity that helps 
promote active learning and mastery of important 
economic concepts.

Pearson’s experiments program is flexible and easy for 
instructors and students to use. For a complete list of 
available experiments, visit www.myeconlab.com.

Current News Exercises

Interactive Homework Exercises
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