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1. Limited information about the market for steak dinners is responsible for the underpricing, which leads to rise in the demand of the product from 500 units to 650 units. Being willing and able to sell only 400 units depicts a deficit in product availability. Market equilibrium for both demand and price of the steak dinners is 500 units and price of $20. The market situation is represented in figure 1 below. Operating below the clearing price creates shortage of the product in the market because more consumers will be willing and able to buy the product. This leads to market inefficiencies, primarily due to the deadweight loss created by the shortage. Absence of price controls allows producer to increase the price of the product so that the quantity demanded becomes equivalent to the quantity supplied.

Figure 1: demand and supply of steak dinners under the prevailing market conditions
2. A news released proved the inefficiency of hybrid vehicles. However, 2 months ago the number of dealers offering various hybrid models nearly tripled. How will this affect the price of hybrid vehicles? Use economic terms and well labelled diagrams in your answers.
Before the release of the news about the inefficiency of hybrid vehicles, the number of dealers had already increased, thereby leading to more product being supplied in the market. Entry of new dealers led to the shift in the supply curve from left to right leading to a new low equilibrium price. These changes are indicated in indicated in figure 2 with the supply curve shifting from S1 to S2.
Figure 2: shift of the supply curve when new dealers enter the market















The news of the vehicles’ inefficiency are a non-price determinant of the demand for the product and will cause a shift of the demand curve from right to left. Fewer vehicles would be demanded in the new demand curve (D2). This change may result from users of the hybrid vehicles reverting back to using normal vehicles. The shift demand is indicated in figure 3 below.	
Figure 3: shift in the demand of the hybrid vehicles after news of their inefficiency



















This scenario can be explained using various economic principles such as the incentive principle and the cost-benefit principle. The incentive principle indicates that a consumer is more likely to buy the product when its benefit is high and less likely to buy it when the benefit reduces. For instance, the benefits of using hybrid vehicles dropped when the news of their inefficiency emerged. The cost-benefit principle indicates that most of the buyers will buy the vehicle because the benefit of having it exceeds its cost (Drèze and Stern, 1987). In this case, the hybrid vehicles are thought to be more efficient than the normal ones. However, news of inefficiency would reduce this benefit and the cost may become more; in this case, the buyers will refrain from buying the vehicle.
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