ECON 317 Microeconomic Analysis Problem Set 1

Principles of Micro Review

Instructions: Work through the problems. To revive your knowledge of ECON 200, you should draw a

graph for each problem.
1. Explain the difference between a change in quantity demanded (AQq) and a change in demand (AD).
2. Explain in detail how the market equilibrium price and quantity adjust after there is a change in
supply or demand.
3. Draw a graph to illustrate each situation described in the questions below. Show the curve shift(s),

and the new Pe and Qe. Always label all axes and curves. In cases with both S and D shifts, indicate

for which variable (P or Q) the new equilibrium value could either rise or fall.

a.

b.

In the market for luxury cars: the effect of an increase in consumers’ current income.

In the market for wheat: a report is released showing that wheat bread prevents cancer;
farmers experience favorable weather this year.

In the market for cocaine: more police are hired to arrest dealers; many drug users

overdose and die.

In the market for hot dogs (an inferior good): the effect of an increase in consumers’

incomes.
In the market for coffee: the effect of a decrease in the price of tea (a substitute for coffee).

In the market for marijuana: President Obama said in a speech that marijuana actually isn’t

any more harmful than alcohol.

In the market for college education: factory wage rates increase substantially. (Students see
college and factory jobs as alternatives when they graduate high school.)

In the market for compact discs (CDs): the price of plastic falls; cars are no longer

equipped with CD players.

In the market for Spam: people’s current income drops; road-kill animals (whose meat is

used in Spam) becomes less common.

In the market for snow skis: the snowfall this season is higher than expected; workers in
Austria (a major ski-producing country) become more productive.

In the market for gasoline: both consumers and producers expect future prices to be much

higher.



