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1. this chapter is about how the supply and demand model is used to explain how 
markets, such as the healthcare or car market, determine prices (P) and quantity (Q) 

2. consists of three elements 
A. quantity demanded (Qd)- describing the behavior of consumers (those who 

::'lo:'; ' t demanded/buy) in the market) ~ 
B. quantity supplied (Qs)- describing the behavior of firms/businesses (those who 

supply/produce) in the market) 
C. market equilibrium (Me)- connecting quantity demanded and quantity supplied, 

the point where consumers and firms agree on the price and quantity in the market 

n ... -:nn 



Introduction (cont.) 
1. classical economics- the belief that economies will self-correct over time 

and that governments should not get involved 
2. if an economy is expanding (growing) or contracting (shrinking) and no 

financial actions are taken by the Federal Reserve or Congress, the economy 
will eventually return to its typical equilibrium by itself 

A. this happens because in most situations, if an economy is in expansion/has 
high inflation (high prices), workers' wages will increase which will 
decrease how much companies have to spend 

3. if an economy is in contraction/in recession, workers' wages will decrease 
which will increase how much companies have to spend 
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Demand 
1. demand (D) is a relationship between two economic variables (factors): 1) 

the price (P) of a particular good and 2) the quantity demanded (Qd) of a 
particular good (how much consumers are willing to buy at a specific price) 

2. the law of demand states that the higher the price of a good is in a market, 
the lower the quantity demanded of the good by consumers, and the lower 
the price of a good, the higher the quantity demanded 
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Demand- Questions 
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Demand- Questions 
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the marginal utility 
(benefit) from 
purchasing doesn't 
involve P decreasing 
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)

when P decreases, 
more normal 
goods are 
purchased 

J i 11 • r • · • ... consumer o doesn't 
increase because D 
increases (not logical) 



Demand- Questions 
. Whi h of th following b t d rib 

tl1 law of d rnand? 

A Th pri of a g od in r a wh n 
th d mand for th g d in r a 

B Tl1 pri of a good d r a wh n 
th upply f th good d r a . 

C Wh n tl1 pri fag d i11 r a , 
it d mand d r a . 

D When tl1 pri of a g d d r a 
it quantity d mand d in r a . 

E D 1nand r at it ~,n upply. 

• 



Demand- Questions 
. Whi h of th following b t d rib 

tl1 law of d rnand? 

A Th pri of a g od in r a wh n ._ not always 

th d mand for th g d in r a . 
B Tl1 pri of a good d r a wh n ..-incr eases 

th upply f th good d r a . 
C Wh n tl1 pri fa g d itl r a ._ good answer, but "D" is 

' more specific/better 

it d mand d r a . 
• When tl1 pri of a g d d r a 

it quantity d mand d in r a . 
E D tnand r at it ~ ' fl upply. Ahh hhhh , no! 



The Demand Curve 
1. the graph is a demand curve 

A. it represents the law of demand graphically 
2. the market demand curve slopes downward left to right and shows the 

market quantity (the quantity demanded of goods and services at any . . 
given pnce Price or P D 
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Shifts (Moves) in Demand 
1. the quantity demanded (Qd) of a good or service that people buy is affected 

by the item's price (P), consumers' tastes and preferences, the number of 
consumers in the market, the price of similar goods, consumers' incomes, 
and consumers' expectations of the future market price (the price of 
something that is sold in a market) 

2. an increase in quantity demanded shifts (moves) the demand curve up/to 
the right (left graph) 

3. a decrease in quantity demanded shifts the demand curve down/to the left 
(rightt graph) P P 
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Shifts (Moves) in Demand (cont.) 
1. goods for which quantity demanded (Qd) increases when income rises and 

decreases when income falls are called normal goods 
2. the quantity demanded for inferior goods may decline when income . 

mcreases 
3. the prices (P) of closely related goods are also a factor 

A. a substitute is a good that provides some of the same uses or enjoyment 
as another good, like buying an electric bike instead of a motorcycle 

4. but, a sharp increase in the cost of bicycle helmets, a good closely related 
to bicycles, will decrease the quantity demanded for bicycles , especially if 
there is a law requiring helmets 

A. a good that tends to be consumed together with another good is called a 
complementary good and it plays a factor in how much another good 
made is wanted 



Shifts (Moves) in Demand- Questions 
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Shifts (Moves) in Demand- Questions 

4. For a11 inf rior ood an in r a 
in n1e will au 
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Shifts (Moves) in Demand- Questions 
(workers) (machinery) 
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Shifts (Moves) in Demand- Questions 
(workers) (machinery) 

3. A u111 la rand apital ar ub titut input . A 
lab r if 111anufa tur r will mpl 111 

A 
(B 

• D 
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/ why hire more workers 
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Movement Alon1: vs. Shifts of the Demand Curve 
1. when graphing demand (D) curves, it is very important to distinguish 

shifts of the demand curve from movements along the demand curve 
2. a movement along the demand curve occurs when the quantity demanded 

(Od) changes as a result of a change in the price (P) of the good or service 
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MovementAlon1: vs. Shifts of the Demand Curve (cont.) 
1. for example, if the price of bicycles decreases for any reason, the quantity 

demanded (Qd) by consumers will show a movement along the demand 
curve to the right from point A to point B (left graph) 

2. if the price of bicycles increases for any reason, the quantity demanded by 
consumers will show a movement along the demand curve to the left from 
point A to point B (right graph) 
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Movement Alon2 vs. Shifts of the Demand Curve- Questions 
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Movement Alon1: vs. Shifts of the Demand Curve- Questions 

5. Whi h of th following \\rill rno t lik ly happ n in 
th mark t for g od X if th pri of good X 
d r a 

A Th 
B Th 
• Th 

/only in the 
upply of go d X will d rea .' 1ong-run 

d rnand for go d X \\1ill in v a . ... ~;;ciflc 
quantity d rnanded for good X will than Qd 
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D Th d mand will d r a and tl1 upply will 
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Movement Alon1: vs. Shifts of the Demand Curve- Questions 
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Movement Alon1: vs. Shifts of the Demand Curve- Questions 
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Supply 
1. supply (S) is a relationship between two economic variables (factors): 1) 

the price (P) of a particular good and 2) the quantity supplied (Os) of a 
particular good (how much firms are willing to sell at a specific price) 

2. the law of supply states that the higher the price of a good is in a market, 
the higher the quantity supplied of the good by sellers, and the lower 
the price of a good, the lower the quantity supplied 

3. when the price for a product increases, suppliers will attempt to maximize 
their profits by increasing the quantity supplied for sale before quantity 
demand starts to fall 

4. when the price for a product decreases, suppliers will attempt to minimize 
their losses by producing less 



The Supply Curve 
1. the graph is a supply curve 

A. it represents the law of supply graphically 
2. the market demand curve slopes upward left to right and shows the market 

quantity ( the quantity supplied of goods and services at any given price 

Price or P 
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Quantity 
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Shifts in Supply 
1. the quantity supplied (Qs) of a good or service that firms/businesses 

produce is affected by the price (P) and availability of inputs/resources 
used in production, the number of firms in the market, technology, 
government taxes and subsidies, and regulations, and the expectations of 
future prices and profit 

p 

An 
increase 

in Qs 

Quantity supplied 
orQs 

p 

A 
decrease 

in Qs 

Quantity supplied 
orQs 



Shifts in Supply ( cont.) 
1. an increase in quantity supplied shifts the supply curve down/to the right 

(left graph) 
2. a decrease in quantity demanded shifts the demand curve down/to the left 

(right graph) 
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Movement Alon1: versus Shifts of the Supply Curve 
1. when graphing demand (S) curves, it is very important to distinguish 

shifts of the supply curve from movements along the demand curve 
2. just like with the demand curve, a movement along the supply curve 

occurs when the quantity demanded (Od) changes as a result of a change 
in the price (P) of the good or service 
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Double Shifts- Supply and Demand 
1. double-shifts occur when both demand and supply shift at the same time 

A. when this happens, both demand and supply can increase of decrease or 
one can increase while the other decreases 

B. when this happens, of the new quantity (Q) or price (P), one of them can 
be determined but the other will be indeterminate 

1. the only way to know is to graph the double-shift 
C. below, the new price is indeterminate but the new quantity can be 
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Double Shifts- Supply and Demand- Questions 
56. If both upply and d mand for wheat increa , the equilibriutn 

price and quantity of wheat will tno t lik ly chang in which 
of the f I lowing way ? 

Price 

A) D er a 
B) D er a e 
C Indet 1minat 
D) Iner a 
E Iner a 

Quantity 

D erea e 
Iner a e 
Iner a 
Der a e 
Indetenninat 



Double Shifts- Supply and Demand- Questions 
56. If both upply and d mand for wheat increa , the equilibriutn 

price and quantity of wheat will tno t lik ly chang in which 
of the f I lowing way ? 

Price 

A) D er a 
B) D er a e a Indet 1minat 
D) Iner a 
E Iner a 

Quantity 

D erea e 
Iner a e 
Iner a 
Der a e 
Indetenninat 



Market Equilibrium: Combinin& Supply and Demand 
1. markets determines prices 

A. buyers ( Qd) and sellers ( Qs) interact 
i. a price that both determine and accept comes about 
ii. the prices are high enough for the sellers to cover their costs and make 

a profit and low enough for the buyers to afford and feel like they are 
benefiting from the purchase 
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Findin& the Market Price 
1. looking at the bicycle price (P) of $160 below, the quantity demanded ( Qd) 

by consumers (14 bicycles) is greater than the quantity supplied (Qs) by 
firms (4 bicycles); there is a shortage of 10 bicycles (14-4) 

A. a shortage, or excess demand, is a situation in which the quantity 
demanded is greater than the quantity supplied 

Price Quantity Supplied Price 
I$ 1 6 0 I II] 1.: I HO I 
$180 7 $l l ( 
$200 9 . :..oo 
S220 1 I 
$240 13 
$260 l 5 
$280 16 
$300 17 

::1 0 

Quantity Demanded 
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Findine the Market Price (cont.) 
1. looking at the bicycle price (P) of $260 below, the quantity demanded ( Qd) 

by consumers (3 bicycles) is less than the quantity supplied (Qs) by 
firms (15 bicycles); there is a surplus of 12 bicycles (15-3) 

A. a surplus , or excess supply , is a situation in which the quantity supplied 
is greater than the quantity demanded 

Price Quantity Supplied Price 
$1 60 4 .:· J (>() 

5180 7 
$200 9 
5220 l f 

$240 13 
1$260 ! [II 

.:~4) 

S280 16 
$300 17 

Quantity Demanded 
1 

I 1 
!) 

7 

[] 

1 



Findin& the Market Price (cont.) 
1 . If an unu ually old tuntn rd troy d a larg 

porti n of th b p pulation, th quilibrium pri 
and quantity of l1on y produ d by b will mo t 
lik ly hang i11 whi h f th following way . 

Pri 

In r a 
In r a 
In r a 

Quantity 

In r a 

D r a r 
No hang D r 



Findin& the Market Price (cont.) 
1 . If an unu ually old tuntn rd troy d a larg 

porti n of th b p pulation, th quilibrium pri 
and quantity of l1on y produ d by b will mo t 
lik ly hang i11 whi h f th following way . 

Pri 

In r a 
In r a 
In r a 

Quantity 

In r a 

D r a r 
No hang D r 

+--- -wh en S decreases, P increases 
and suppliers produce less 



Findin2 the Market Price (cont.) 
3. A s ume that the market for lemonade is perfectly 

competiti ve and currently in equilibrium . L emons 
are key ingredients in lemonade. If the price of 
lemons decreases, how will the lemonade market 
be affected? 

(A) Supply wi ll hift leftward , increasing the 
equilibrium price and decrea ing the 
equilibrium quantity of lemonade. 

(B) Supply will shift rightward, increa ing the 
equilibrium price and increasing the 
equilibrium quantity of lemonade. 

(C) Supply will shift ri ghtward, decreasing the 
equilibrium price and increasing the 
equilibrium quantit y of lemonade. 

(D) Demand will shift leftward, decreasing the 
equilibrium price and decreasing the 
equilibrium quantity of lemonade. 

(E) Demand will hift rightward, increa ing the 
equilibrium price and increa ing the 
equilibrium quantity of lemonade. 



Findin2 the Market Price (cont.) 
3. As ume that the market for lemonade is perfectly 

competitive and currently in equilibrium. Lemons 
are key ingredients in lemonade. If the price of 
lemons decreases, how will the lemonade market 
be affected? 

(A) Supply will hift leftward, increasing the ~when inputs decrease in P, S increases 

equilibrium price and decrea ing the 
equilibrium quantity of lemonade. 

(B) Supply will shift rightward, increa ing the+-when inputs decrease in P, S increases which leads 
equilibrium price and increasing the to a decrease in price for consumers 

equilibrium quantity of lemonade. 
• ) Supply will shift rightward, decreasing the 

equilibrium price and increasing the 
equilibrium quantity of lemonade. 

(D) Demand will shift leftward, decreasing the +-this will happen in the long-run, but when P decreases, 
equilibrium price and decreasing the D increases 
equilibrium quantity of lemonade. 

(E) Demand will hift rightward, increa ing the .-this will happen in the long-run but when P increases, 
equilibrium price and increa ing the D decreases 
equilibrium quantity of lemonade. 



Findin& the Equilibrium with a Supply and Demand Diai:ram 
1. the equilibrium price (Pe) is the price at equilibrium (the price where 

supply (S) and demand (D) meet) 
2. the equilibrium quantity (Qe) is the quantity at equilibrium (the quantity 

where supply (S) and demand (D) meet) 
3. often in our class, a market supply (S) and demand (D) diagram will not 

have any numerical data; unless you are told to include numbers, don't 
A Market in Equilibrium 

1sO I 
De a d Market equilibrium , ~\ 

1 
\'~\' 

m D (D) socially optimal, allocatively f>.\' 
. and productively efficient, 

Pnce and profit maximizing (S) 

or P polint Supply 
Equilibrium 
price (Pe) and 
market price 
line 

Equilibri u:i Quantity or Q 
quantity (Qe) 



Effects of Chan1:es (shifts) in Demand 
1. the graphs below show the effects of an increase in quantity demanded (Qd) 

(left graph) and a decrease in quantity demanded (right graph) in a market 
A. the demand curves before and after the shift are labeled D for the old 

demand curve and D1 for the new demand curve 
B. with a shift and a new demand curve, there is a new intersection and, 

therefore, a new equilibrium quantity (Qe1
), equilibrium price (Pe1

), and 
market equilibrium (Me1

) 

D
1 

AMarket D AMarket 

Qe Qe1 
Q Qe1 Qe Q 



Effects of Chan1:es (shifts) in Supply 
1. the graphs below show the effects of an increase in quantity supplied (Qs) 

(left graph) and a decrease in quantity supplied (right graph) 
A. the supply curves before and after the shift are labeled S for the old 

supply curve and S1 for the new supply curve 
B. with a shift and a new supply curve, there is a new intersection and, 

therefore, a new equilibrium quantity (Qe1
), equilibrium price (Pe1

), and 
market equilibrium (Me1

) 

D AMarket D AMarket 
p p 

si s 

Qe Qe Q Qe Qe Q 



Interfere nee With Market Prices 
1. in free market economies, demand (D) and supply (S) usually determine 

the price (P) and quantity supplied (Qs) without government control, called 
freely determined prices 

2. in socialist and communist countries, governments attempt to make the 
decisions and to control market prices, referred to as price controls 



Price Ceilin1:s and Price Floors 
1. there are two types of government price (P) controls 

A. controls can stipulate a price ceiling, or a maximum price at which a 
good can be bought and sold, like price controls on rental apartments 

i. if the government sets a price ceiling, the product will be cheaper and 
more consumers will be able to purchase it, resulting in a shortage of 
the good in the market 

B. controls can also stipulate a price floor, or a minimum price at which a 
good can be bought and sold, like workers' wages 

i. if the government sets a price floor, the product will be more expensive 
and fewer consumers will be able to purchase it, resulting in a surplus 
of the good in the market 



Shorta2es and Problems Resultin2 from Price Ceilin2s (cont.) 
1. if a price ceiling is set below the equilibrium price (Pe), the price ceiling is 

binding ( also referred to as mandatory or effective) since the equilibrium 
price (Pe) and market equilibrium (Me) can't be reached 

2. if the price ceiling is set above the equilibrium price and market 
equilibrium, then the price ceiling doesn't matter since the price ceiling is 
above the equilibrium price and market equilibrium; the price ceiling is not 
binding and the equilibrium price will stay the same 

To be binding , where do 
the floor and ceiling go? 

P "' binding pf 

A Market 

new quant ity 
suppli ed (Qs) Equili~ rium 

qu antity (Qe) 

/' 
new quantit y Q 
demanded (Qd) 



Surpluses and Problems Resultin&: from Price Floors (cont.) 
1. if a price floor is set above the equilibrium price (Pe), the price floor is 

binding ( also referred to as mandatory or effective) since the equilibrium 
price (Pe) and market equilibrium (Me) can't be reached 

2. if the price floor is set below the equilibrium price and market equilibirum, 
then the price floor doesn't matter since the price floor is below the 
equilibrium price and market equilibrium; the price floor is not binding and 
the equilibrium price will stay the same. 

To be binding, where do 
the floor and ceiling go? 

P ! binding pf 

Pe-- 111111~ ~ 

i-=--~ t-- """'-::::binding pc 
Qe Q 

fti\l tbe nouse 

Equilibrium 
price (Pe) an 
market price 
line 

A Market 
P D A Binding/Effective Price Floor 

Surplus © 

new quanti( Equilibriuf new quantity 
demanded (Qd) qu antity (Qe) supplied (Qs) 

Q 



Surpluses and Problems Resultin&: from Price Controls- Questions 
2. If an effective r nt ceiling i elitninated which of 

the following i 1no t likely to occur in the renta l 
housing market? 

(A) An increa e in the de1nand for hou ing 
re ulting in a decrea in the quantity of 
hou ing upplied 

(B) An increa e in rents re ulting in an increa e 
in the quantity of hou ing upplied 

(C) An increa e in the demand for hou ing, 
resulting in an increa e in the quantity of 
hou ing demanded 

(D) A decrea e in rent , re ulting in an increa e in 
the quantity of housing supplied 

(E) A decrease in the de1nand for housing, 
re ulting in an increas in the quantity of 
hou ing supplied 



Surpluses and Problems Resultin&: from Price Controls- Questions 
2. If an effective r nt ceiling i elitninated which of 

the following i 1no t likely to occur in the renta l 
housing market? 

(A) An increa e in the detnand for hou ing +- D would decrease because P 
re ulting in a decrea in the quantity of increases 
hou ing upplied 

(e ) An increa e in rents re ulting in an increa e 
in the quantity of hou ing upplied 

(C) An increa e in the demand for hou ing, ...-o would decrease, not 
resulting in an increa e in the quantity of increase 
hou ing demanded 

(D) A decrea e in rent , re ulting in an increa e in +-a decrease in rents= a 
the quantity of housing supplied decrease in Qs 

(E) A decrease in the de1nand for housing, 
re ulting in an increas in the quantity of ..-a decrease in D = a 
hou ing supplied decrease in Qs 



Surpluses and Problems Resultin&: from Price Controls- Questions 
Price per Quantity Quantity 
Gallon Su1212Hed Demanded 

$2.50 11,000 17,000 
$2.75 12,000 16,000 
$3.00 13,000 15,000 
$3.25 14,000 14,000 
$3.50 15,000 13,000 
$3.75 16,000 12,000 

3. The table above shows the quantity of gasoline 
supplied and demanded at various prices in a 
country . If the government sets a price floor of 
$2.75 on a gallon of gaso line, what is the price per 
gallon? 

(A) $2.75 
(B) $3.00 
(C) $3.25 
(D) $3.50 
(E) $3.75 



Surpluses and Problems Resultin&: from Price Controls- Questions 
Price per Quantity Quantity 
Gallon Su1212Hed Demanded 

$2.50 11,000 17,000 
$2.75 12,000 16,000 
$3.00 13,000 15,000 
$3.25 14,000 14,000 
$3.50 15,000 13,000 
$3.75 16,000 12,000 

3. The table above shows the quantity of gasoline 
supplied and demanded at various prices in a 
country . If the government sets a price floor of 
$2.75 on a gallon of gaso line, what is the price per 
gallon? 

(A) $2.75 
(B) $3.00 c• $3.25 
(D) $3.50 
(E) $3.75 

a price floor of $2. 75 
would be non-binding/ 
ineffective because you 
can still reach the Me of 
$3.25 



Surpluses and Problems Resultin&: from Price Controls- Questions 
u.l 
Sd 
0:: 
c... 

$2,000 ---------

0 

Supply 

D eman d 

QUANTITY 

33 . Th e dia gra m above d ep icts de mand and supply 
curv es in a c ity 's renta l ho usin g mark et . If a price 
ce ilin g of $ 1,000 is impo se d on the mark e t, which 
of the followin g wi ll occur? 

(A) Th ere will be a surplu s o f renta l hou in g in 
the c ity. 

(B) Th e demand cur ve for ho using will shift to 
the rig ht. 

(C) Th e suppl y curv e for hou sing wil l shift to the 
right. 

(D) Th e qu antit y of re ntal housin g suppli ed will 
d ec rease. 

(E) Th e quantit y of re ntal hou sing demanded will 
increase. 



Surpluses and Problems Resultin&: from Price Controls- Questions 
u.l 
Sd 
0:: 
c... 

$2,000 ---------

Supply 

$1,000 ~------4~--___; ____ _ 
D eman d 

0 QUANTITY 

33 . Th e dia gra m above d ep icts de mand and supply 
curv es in a c ity 's renta l ho usin g mark et . If a price 
ce ilin g of $ 1,000 is impo se d on the mark e t, which 
of the followin g wi ll occur? 

(A) Th ere will be a s~ o f renta l hou in g in shortage 
the c ity. 

(B) Th e demand cur ve for ho using will shift to +- Qd decreases because of P so it is a 
the right. movement along the line, not a shift 

(C) ~ e suppl y curv e for hou sing wil l shift to the .._ nope when p decreases so does s 
n g ht. ' 

(D) Th e qu antit y of re ntal housin g suppli ed will ~ nope, when P decreases so does S 
d ec rease . 

• Th e quantit y of re ntal hou sing demanded will 
increase. 



Surpluses and Problems Resultin&: from Price Controls- Questions 
6. If a g rnm nt liminat d an ff tiv pri 

in a mark t all of tl1 f 11 wing v.r uld 
EXCEPT: 

ur 

A Tl1 
(B Th 
C Tl1 
D Tl1 
E Th 

urplu wotild b lirninat d. 
pri v.r uld d r a . 
quantity uppli d w uld d r a . 
qt1antity d rnand d v., uld i11 r a . 
t1pply f th go d w uld i11 r a . 

fl r 



Surpluses and Problems Resultin&: from Price Controls- Questions 
6. If a g rnm nt liminat d an _f_f __ pri 

in a mark t all of tl1 t 11 wing v.r 
EXCEPT: 

fl r 
ur 

all true 

A Tl1 urplu wotild b lirninat d. because 

(B Th 
C Tl1 
D Tl1 
• Th 

now you 
pri Vl u}d d f a . can reach 

quantity uppli d w uld d r a . Me 

qt1antity d rnand d v., uld i11 r a . 
tlpply f th go d w uld iitctea se .. decrease 



Microeconomics Do-Now 
Please do this: 
1. Draw a market in equilibrium with a binding/effective/mandatory price ceiling. Label it PC. 

Label the equilibrium quantity Qe, the equilibrium price Pe, and the market equilibrium Me. 
Label the new quantity demanded Qd and new quantity supplied Qs. Is there now a surplus 
or shortage in the market? 

2. Draw a market in equilibrium with a binding/effective/mandatory price floor. Label it PF. 
Label the equilibrium quantity Qe, the equilibrium price Pe, and the market equilibrium Me. 
Label the new quantity demanded Qd and new quantity supplied Qs. Is there now a surplus 
or shortage in the market? 

3. Draw a production possibilities curve, showing constant opportunity costs, with pears on the 
vertical axis and wheat on the horizontal. Next, show the impact if there is an increase in the 
production of wheat only. 

4. Draw a market in equilibrium. Label the equilibrium quantity Qe, the equilibrium price Pe, 
and the market equilibrium Me. Next, show the impact on the market if production costs 
increase. Label the new equilibrium quantity Qel, the equilibrium price Pel, and the market 
equilibrium Mel. Use arrows to indicate what happened to the price and the quantity in the 
market. 

1. 

2. 

.. ,, 

lti~ 
pri 
mi 

Pee 

r 

,, . 



Macro/Micro Do-Now 
Please do this: 
1. (b) Banana are an input for muffins. 

(i) Draw a correctly labeled graph of the market for muffins indicating the equilibrium price and quantity, 
labeled Po and Qo, respectively. 

(ii) On the graph drawn in part (b)(i), show the impact of an increase in the price of bananas on the muffin 
market, labeling the new equilibrium price and quantity P1 and Qi, respectively. 



1. 
points: 

UJ 
u 
0:: 
0.. 

Macro/Micro Do-Now 

s 

QUANTITY 

• One point is ean1ed for drawing a conectly labeled graph and for showing the equilibrium price 
and quantity, labeled P0 and Q0, respectively. 

• One point is earned for shifting the supply curve to the left and for showing the new equilibrium 
price and quantity, labeled P1 and Q1, respectively. 



Macro/Micro Do-Now 
Please do this: 
2. The graph below shows the market for widgets. The government is considering intervening in this market. 

'-' 0 

J: $20 -1-1----l-----+--....:...._~--,i?-----1-----+--

o- --+- _ _ __ ,___+- ~ -+---+---+----+ - ,__ ............ 

0 2 4 6 8 10 12 14 16 18 20 22 24 26 28 30 32 

Quant ity 

Ea) Calettlate lhe tetal pt e1h1eet s111 p(113 at .tie nu11 l1et eqniliht inm pt iee am! qnantil). Sile .. ) em .. et k. 

(b) lf the government imposes a price floor at $ 16, is there a shortage, a surplus, or neither? Explain. 

(c) If instead the government imposes a price ceiling at $ 12, is there a shortage, a surplus , or neither? Explain. 



2. 
Macro/Micro Do-Now 

The graph below shows the market for widgets. The government is considering intervening in this market 

" l $20+- ~~----+----- - --+------+-

t 

0.,._ -+--+--+- - --+---+- ,--+-+- -- -+--,.--+----'1--< 
0 2 4 6 8 IO 12 14 16 18 20 22 24 26 28 30 32 

Quantity 

(a) fe&lcalutc tits total p:cdacc: sa:plus at tho :.:wlcct cqsilib:iam p.icc ru:d qatt.:tit5. 01:s JSCJ c:lc. 

(b) [fthe government imposes a price floor at $16, is there a shortage, a surplus, or neither? Explain. 

(c) If instead the government imposes a price ceiling at $12, is there a shortage, a surplus, ornei ther? Explain. 

(b) 1 point: 
• One point Is earned for stating that imposing a price floor at $16 ls ineffective and will not create a 

surplus or a shortage in the market because It Is se t below the equilibrium price , or because It Is 
not binding. 

(cl 1 point : 
• One point ts earned for stating that imposing a price ceiling at $12 will create a shortage because 

quantity demanded Is greater than quantity su pplied, or because the prtce ceiling Is binding. 



Macro/Micro Do-Now 
Please do this: 
3. The markets for bananas, muffins, and coffee are interrelated, and each market is perfectly competitive. 

(a) In the market for banana the equilibrium price is $1.00 per pound, and the equilibrium quantity is 
1,000 pounds per week. Suppose the government impo es a price floor on bananas at $1.20 per pound, 
causing the quantity supplied to increase to 1,500 pounds per week. 

(i) Would the price floor result in a shortage, a surplus, or neither? Explain. 



Macro/Micro Do-Now 
3. 

• One point is ean1ed for stating that the quantity supplied exceeds the quantity demanded at the 
price floor fil: the price floor wmtld result in a smplus because the ptice floor is binding or 
effective. 


