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Irvine Valley College Homework – Supply & Demand 
   Economics 1 
  Mark McNeil 
The following supply and demand exercises are intended to help you understand how prices are determined in 
markets.  In each case there is a specified market that is assumed to be in equilibrium.  An event occurs that will 
probably have some effect on this market either by affecting the supply or the demand for this product, or perhaps 
both. I recommend that you do the online supply and demand exercises before doing this homework. 

You are to first determine if the given event(s) affect the supply (S) or the demand (D) for this product and 
whether the event will produce an increase (->) or decrease (<-) in supply or demand.  Always analyze only the 
immediate, short term effects of the event.  You must then determine what effects the event has produced on 
equilibrium price and equilibrium quantity in this market.  Increases or decreases in equilibrium price or quantity 
should be indicated by arrows up or down.  If there is no change, the symbol to show this is (0), and if the outcome 
is indeterminate, the symbol is (?). 

If a change in supply or demand (a shift) has occurred, you must explain the reason for this shift.  The basis of 
the explanation should be one of the non-price determinants of supply or demand.  These are: 

 Demand Supply 
 1. Income 1. Resource Prices 
 2. Tastes and Preferences 2. Technology 
 3. Related Goods 3. ? 
 4. The Number of Buyers 4. The Number of Sellers 
 5. Consumer Expectations 5. Producer Expectations 
   6. Per Unit Taxes and Subsidies 

For example, a change in demand might be caused by a change in consumer incomes or a change in the price of a 
related good - complement. 

Finally, please be careful to distinguish between a change in demand or supply (a shift caused by one of the 
non-price determinants of demand or supply) and a change in quantity demanded (a movement along an existing 
curve) which is caused by a change in the price of the good itself. 
 
1. The Market: Large LCD TV’s 
 
 The Event: Incomes fall as the economy plunges into recession. 

 
 
2. The Market: Plums 
  
 The Event: A new fertilizer is developed that causes plum trees to produce 40% more fruit. 
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3. The Market: Music CD’s (The kind you buy – imagine!) 
  
 The Event: MP3 compression, download sites like Napster and iTunes Music Store, and, yes, outright 

copying of CD’s become widespread. 

 
 
4. The Market: Italian Mozzarella Cheese 
  
 The Event: Thousands of Italians move to this country to escape the bad drivers that are 

slaughtering their children.  They all crave their mozzarella. 

 
 
5. The Market: Airline Tickets 
  
 The Event: Jet fuel prices rise greatly.  Because of the risk of terrorism, large numbers of people 

are too frightened to fly. 

 
 
6. The Market: Amtrak Trains 
  
 The Event: People are afraid to fly in airplanes (see above).  The US government stops subsidizing 

the Amtrak train system in the US. 
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7. The Market: Economists Services 
  
 The Event: To help mildly impoverished economics instructors, the government establishes a floor 

price of $150,000 per year on the services of economics instructors.  It is illegal to pay a price lower than this 
for their services. 

 
 
 
8. The Market: Liquor (This period) 
  
 The Event: The government announces that starting next month there will be a $10 per bottle tax on 

any bottle of liquor sold.  In protest, all sellers of Scotch whiskey quit business. 

 
 
9. The Market: Bicycles 
  
 The Event: A vast network of bicycle trails, away from the roads, is built across the country.  The 

Italians develop the new “plasma bicycle” that makes it faster and cheaper to produce great bicycles. 

 
 
10. The Market: Vacations in the Hawaiian Islands 
  
 The Event: The value of the dollar falls against all other currencies.  Vacations in other countries are 

now much more expensive.  Three new resorts are developed in Hawaii. 
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Create your own example with a market and an event, then give the answers.  This one is optional. 
11. The Market:  
  
 The Event:  

 
 
12.  If elected governator of this great state, I will pass a law that 

reduces the price of gasoline in the state of California to $1.50 
per gallon!  I believe that this will make gasoline more 
available and affordable for the people of this great state. 

 
 Please show, on the diagram, and explain what will be the 

consequences of my proposal.  (On the diagram P1 is the 
current price of gasoline.) 

 
 


