Principles of Economics – Second Problem Set

Matthew J. Baker
I. Simple Supply and Demand Systems
1. Solve the following supply and demand functions for market equilibrium. Also, indicate each solution on a supply and demand diagram.
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2. Suppose that, in case a), the supply function changes to 
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a) Solve for the new equilibrium.

b) Provide an intuitive description of this change; that is, what could have caused this change?

c) Graph the new equilibrium.

3. Suppose that, in case b), the demand equation changes to 
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a) Solve for the new equilibrium.

b) Provide an intuitive description of this change; that is, what could have caused this change?

c) Graph the new equilibrium.

4. Suppose that, in case c), the demand equation changes to 
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a) Solve for the new equilibrium.

b) Provide an intuitive description of this change; that is, what could have caused this change?

c) Graph the new equilibrium.

II. Simple Supply and Demand Systems

1. For the demand function in 1. c), find the elasticity of demand between the two points described by 
[image: image10.wmf]5

=

p

 and 
[image: image11.wmf]6

=

p

.
2. For the demand function in 1. b), find the elasticity of demand between the two points described by 
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, and also the two points described by 
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. What do you conclude about the nature of elasticity for this demand function?

3. For the demand function in 1. a), find a general formula which describes the elasticity of demand as a function of quantity demanded only. Using your formula, find the range of prices and quantities for which the demand function is elastic. Indicate this range by graphing the demand function.
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