
Heyne12, Chapter 6 – S & D Applications and Unintended Consequences 
 
 
1. Supply & Demand Coordinates Buyers’ and Sellers 
 a. Market clearing 
 b. Individuals participate in markets – markets are not independent entities. 
 c. In times of catastrophe: 
  i. Prices rise – demand increases and supply decreases, largely in anticipation of the crisis. 
  ii. Rising prices (more scarce) are both a signal and reflect changed incentives – for buyers 
   and sellers. 
  iii. Does behavior change in ways that help reduce the scarcity of things in the emergency? 
  iv. Is there a better way to deal with the scarcity issues?  
   * Let FEMA do it? 
   * Price controls? 
 
2. Legally Mandated Prices 
 a. Ceiling 
  i. The analysis; definition and diagram 
  ii. Consequences 
  iii. Example – Gasoline 
  iv. Example – rent controls 
 b. Floor 
  i. The analysis; definition and diagram 
  ii. Consequences 
  iii. Example – minimum wage 
  iv. Example – agricultural price supports 
 
3. Other Applications of S & D 
 a. Prohibition, why only strong stuff?  How about a beer? 
 b. The slave trade in Sudan 
 
4. Final Matters 
 a. Do costs determine prices? 
  i. Why do gold mines go dormant when there is gold in the mine? 
  ii Rising beef prices – is raising prices on existing inventories justifiable? 
  iii. If a doctor had to spend an extra year in med school, would that justify higher prices? 
 b. The issue of costs to whom?  Lights in the household, deciding to go to the emergency room. 
 c. Framing economic questions correctly:  Where did the other dollar go?  A problem specifying 
the question. 
 d. Data that “speaks for itself”  
  i. “That’s a number, it’s science, it’s data.” 
  ii. Upward sloping supply and demand curves?  (x = time and y = output of oil. 
 
Questions:  2, 4, 7 a c d, 10, 12, 14, 16. 
 
 
 
 



 
 
 


