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Q1: (a) Explain the law of demand. Why does a demand curve slope downward? How is a market demand curve derived from individual demand curves?
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(b) What are the determinants of demand? What happens to the demand curve when any of these determinants change? Distinguish between a change in demand and a change in the quantity demanded, noting the cause(s) of each.

Ans: 
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Q2: Suppose that when everyone wakes up tomorrow, they discover that the government has given them an additional amount of money equal to the amount they already had. Explain what effect this doubling of the money supply will likely have on the following:

a. the total amount spent on goods and services
b. the quantity of goods and services purchased if prices are sticky
c. the prices of goods and services if prices can adjust




















A: . the total amount spent on goods and services

Ans: Consumer spending is the total money spent on final goods and services by individuals and households for personal use and enjoyment in an economy. Contemporary measures of consumer spending include all private purchases of durable goods, nondurable goods, and services.

B:. the quantity of goods and services purchased if prices are sticky

Ans: What Is Price Stickiness?
Price stickiness (or sticky prices) is the resistance of market price(s) to change quickly despite changes in the broad economy that suggest a different price is optimal. "Sticky" is a general economics term that can apply to any financial variable that is resistant to change. When applied to prices, it means that the prices charged for certain goods are reluctant to change despite changes in input cost or demand patterns.
Price stickiness would occur, for instance, if the price of a once-in-demand smartphone remains high at say $800 even when demand drops significantly. Price stickiness can also be referred to as "nominal rigidity" and is related to wage stickiness.






C. the prices of goods and services if prices can adjust

Ans:
The law of supply and demand is an economic theory that explains how supply and demand are related to each other and how that relationship affects the price of goods and services. It's a fundamental economic principle that when supply exceeds demand for a good or service, prices fall. When demand exceeds supply, prices tend to rise.
There is an inverse relationship between the supply and prices of goods and services when demand is unchanged. If there is an increase in supply for goods and services while demand remains the same, prices tend to fall to a lower equilibrium price and a higher equilibrium quantity of goods and services. If there is a decrease in supply of goods and services while demand remains the same, prices tend to rise to a higher equilibrium price and a lower quantity of goods and services.














Q3: Explain any of the five principles of economics in your own words?

Ans: Five principal of economics
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Market Versus Individual Demand

= Market demand is the horizontal sum of
all individual demands for a particular
good or service

= Market demand is derived from
individual demands and thus depends on
all those factors that determine individual
demand (income, expectations, efc),

= In our case, market demand curve shows
the variations in the quantity demanded
of a good as price changes
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Shifts Versus Movements Along the
Demand Curve

= Any change that varies the quantity that buyers
wish to buy at a given price shifis the demand
curve

* Changes in price that varies the quantity that
Dtyers wish £ buy is represented as a
movement along the demand curve

* To summarize; Demand curve shows what
happens to the quantity demanded of aigood
when its price varies, holding constant all other
determinants of quantity demanded. When one:
of these determinants changes, the demand
curye shifts.
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PRINCIPLE #1: PEOPLE FACE TRADEOFFS

« The first lesson about making degisions is summarized in the saying: “There
is mo such {hing as a fee lunch ™ To get one thipg that we like, we wsually
have to &m up another thing that we like. Making decisions requires
trading off one goal against another.

+ Consider a student who must decide how to allocate her most valuable
resource— her time. She can spend all of her time studying economics:
she can spend all of her time studying psychology; or she can divide her
time between the two fields. For évery hour she studies one subject, she
gives up an hour she could have used'studying the other.

* When people are arouped into societies, they fice differen kinds of rade-
offs. The classic trade-off 1s between “guns and butter.” The more we spend

on national defence to protect our shores from foreign ageressors (guns), the
less we can s;;cnd on consumer goods to raise our standard of living at

home (butter)
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PRINCIPLE #2: THE COST OF SOMETHING IS
WHAT YOU GIVE UP TO GET IT

+ Because people face tradeoffs, making decisions requires
comparing the costs and benefits of alternative courses of
action. In many cases, however, the cost of some action is not as
obvious as it might first appear.

+ Consider, for example, the decision whether to go to college. The
benefit is intellectual enrichment and a lifetime of better job
opportunities. But what is the cost? To answer this question, you
might be tempted to add up the money you spend on tuition, books,
room, and board. Yet this total does not truly represent what you give
up to spend a year in college.
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PRINCIPLE #3: RATIONAL PEOPLE THINK AT
THE MARGIN

* Decisions in life are rarely black and white but usually involve shades
of gray. When it’s time for dinner, the decision you face is not between
fasting or eating like an animal, but whether to take that extra spoonful
of mashed potatoes. When exams roll around, your decision is not
between blowing them off or studying 24 hours a day, but whether to
spend an extra hour reviewing your notes instead of watching TV.
Economists use the term marginal changes to describe small
incremental adjustments to an existing plan of action. Keep in mind
that “margin” means “edge,” so marginal changes are adjustments
around the edges of what you are doing.
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PRINCIPLE #4: PEOPLE RESPOND TO
INCENTIVES

Because people make decisions by comparing costs and benefits, their behavior
‘may change when the costs or benefits change. That is, people respond to incen-
tives. When the price of an apple rises, for instance, people decide to eat more
pears and fewer apples, because the cost of buying an apple is higher. At the same
time, apple orchards decide to hire more workers and harvest more apples, be-
cause the benefit of selling an apple is also higher. As we will see, the effect of price
on the behavior of buyers and sellers in a market—in this case, the market for
apples—is crucial for understanding how the economy works.

Public policymakers should never forget about incentives, for many policies
change the costs or benfits that people face and, therefore, alter behavior. A tax on
gasoline, for instance, encourages people to drive smaller, more fuel-efficient cars.
It also encourages people to take public transportation rather than drive and to
live closer to where they work. If the tax were large enough, people would start
driving electric cars.
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PRINCIPLE #5: TRADE CAN MAKE EVERYONE BETTER OFF

You have probably heard on the news that the Japanese are our competitors in the
world economy. In some ways, this s true, for American and Japanese firms do
produce many of the same goods. Ford and Toyota compete for the same cus-
tomers in the market for automobiles. Compaq and Toshiba compete for the same
customers in the market for personal computers.

Yetitis easy to be misled when thinking about competition among countries.
Trade between the United States and Japan is not like a sports contest, where one
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Markets and Compe n

= Amarket is a group of buyers and sellers of a
particular product.

* A competitive market is one with many buyers
and sellers, each has a negligible effect on price.
= Aperfectly competitive market:
* all goods exactly the same
* buyers & sellers so numerous that no one can
affect market price — each is a “price taker”
= In this chapter, we assume markets are perfectly
competitive.

CHAPTER4  THE MARKET FORCES

Y AND DEMAND
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Demand
* Demand comes from the behavior of buyers.

= The quantity demanded of any good is the
amount of the good that buyers are willing and
able to purchase.

= Law of demand: the claim that the quantity
demanded of a good falls when the price of the
good rises, other things equal

AND DEMAND

CHAPTER4  THE MARKET FORCE!
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= Demand schedule:
Atable that shows the
relationship between the
price of a good and the
quantity demanded.

The Demand Schedule

Price

= Example:

Helen’s demand for lattes.

= Notice that Helen's
preferences obey the

Law of Demand.

CHAPTER 4

THE MARKET FORCES

Y AND DEMAND

Quantity
of lattes

demanded

16
14
12
10
8
6
4
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Price of
Lattes
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CHAPTER 4 THE MARKET FORCH

Helen’s Demand Schedule & Curve

Price
of
lattes

—) $0.00

Quantity
of Lattes

OF SUPPLY AND DEMAND

5 10 15

Quantity
of lattes
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Market Demand versus Individual Demand

* The quantity demanded in the market is the sum of
the quantities demanded by all buyers at each price.

= Suppose Helen and Ken are the only two buyers in
the Latte market.  (Q? = quantity demanded)

Price  Helen's @4 Ken's @4 Market @
$0.00 16 + 8 24
1.00 14 + 7 = 21
2.00 12 + 6 = 18
3.00 10 + 5 = 15
4.00 8 + 4 12
5.00 6 + 3 9
6.00 4 + 2 = 6
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The Market Demand Curve for Lattes
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CHAPTER 4 THE MARKET FORCES OF SUPPLY AND DEMAND.
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Demand Curve Shifters

* The demand curve shows how price affects
quantity demanded, other things being equal.

= These “other things” are non-price determinants
of demand (i.e., things that determine buyers’
demand for a good, other than the good's price).

* Changes in them shift the D curve...

CHAPTER4  THE MARKET FORCES OF SUPPLY AND DEMAND
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Determinants of Demand

= Determinants of quantily demanded:
= Income (normal, inferior)
Prices of related goods (substitutes,
complements)
Tastes
Fxpectations
Number of buyers (Market demandcurve)
= Demand schedule and Demand curve

* Demand schedule is a table that shows the
relationship between the price of a good and
the quantity demanded

= Demand curve graphs the demand schedule.
The demand curve slopes downward




