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Richards
Econ112
Principles of Microeconomics
Supply and Demand Exercises


1. What does Homo Economicus mean and why is it important?





2. What is opportunity cost and why is it important?





3.  In your own words, explain the difference between a Change in Demand and a Change in Quantity Demanded.  What causes each type of change?






4. Explain how a market reaches equilibrium.  Why is it important?







5. Suppose the demand for gasoline increases.  What will happen to the equilibrium price and quantity of gasoline?





6. If a hard winter destroys the 1/3 of the peach crop, what will happen to the equilibrium price and quantity of peaches?






	7.
	In general, when the demand curve shifts to the right and supply remains constant then 

	A)
	quantity demanded will rise. 

	B)
	the equilibrium price will fall. 

	C)
	the equilibrium quantity will rise. 

	D)
	the market cannot reestablish an equilibrium. 

	E)
	quantity supplied falls. 
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	8.
	An increase in demand is represented by shifting from 

	A)
	curve A to curve B. 

	B)
	curve B to curve A. 

	C)
	curve C to curve D. 

	D)
	curve D to curve C. 

	E)
	curve C to curve B. 




	9.
	A decrease in supply is represented by shifting from 

	A)
	curve A to curve B. 

	B)
	curve B to curve A. 

	C)
	curve C to curve D. 

	D)
	curve D to curve C. 

	E)
	curve C to curve B. 
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	10.
	Assume demand remains unchanged at D1.  If supply shifts from S2 to S1 then the equilibrium price will ________ and the equilibrium quantity will __________. 

	A)
	rise; fall 

	B)
	rise; rise 

	C)
	fall; fall 

	D)
	fall; rise 

	E)
	rise; be indeterminate 




	11.
	Assume demand remains unchanged at D1.  If supply shifts from S1 to S2 then the equilibrium price will ________ and the equilibrium quantity will __________. 

	A)
	rise; fall 

	B)
	rise; rise 

	C)
	fall; fall 

	D)
	fall; rise 

	E)
	rise; be indeterminate 




	12.
	If the demand for steak increases as income increases, this means that steak is a (an) 

	A)
	complementary good 

	B)
	normal good 

	C)
	inferior good 

	D)
	substitute good. 

	E)
	consumer good 
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	13.
	At a price of  $3, the market will experience  ______________ in the amount of _________ units. 

	A)
	excess demand, 2 units 

	B)
	excess supply, 7 units 

	C)
	equilibrium, 4 units 

	D)
	excess demand, 5 units 

	E)
	excess supply, 3 units 




	14.
	At a price of $10, quantity demanded will be 

	A)
	0. 

	B)
	2. 

	C)
	4. 

	D)
	6. 

	E)
	8. 




	15.
	The equilibrium price and quantity for this market is 

	A)
	$10, 0. 

	B)
	$8, 6. 

	C)
	$6, 4. 

	D)
	$4, 6. 

	E)
	$2, 8. 





Answers


1. Economist use the term homo economicus to mean “people are aware of their self-interest and they respond to incentives.”  This forms the foundation of economic theory.

2. Opportunity cost if the value of a forgone alternative.  Essentially it is “what is given up” when a decision is made.  It is important because the true cost of every decision is what could have been done instead of the choice that was made.

3.  A change is quantity demanded is a movement along a demand curve caused by a change in price.  A change in demand is a shift of the demand curve caused by a change in any factor affecting demand other than the price.

4. If there is a shortage, prices will rise.  If there is a surplus, prices will fall.  Since prices act as signals to buyers and sellers, we would expect this to change the quantities demanded and supplied.  Eventually, the market will reach an equilibrium.  This is important because it guarantees the right amount will be produced.

5. The equilibrium price and quantity will rise.

6. The equilibrium price will rise and the equilibrium quantity will fall.

7. C
8. C
9. B
10. A
11. D
12. B
13. D
14. A
15. C
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