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Today’s Lecture…

• Introduce myself

• Learn a bit about you—What is the background 

of this class?

• Review the course outline

• What I expect from you

– What annoys me most?

Answering e-mails from students who clearly have  
missed many classes (e.g., questions about exam 

dates and chapters covered that I have already
answered a number of times in class).

– What you should expect from me

• Review some micro-economics concepts
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Microeconomics vs Macroeconomics

•• MicroeconomicsMicroeconomics looks at how households and firms 

make decisions and how they interact in specific 

markets

•• Types of questions microeconomics aims to Types of questions microeconomics aims to 

answer:answer:

– What is the effect of minimum wages on 

unemployment?  

– What is the effect of rent controls on the housing 

market?

– Why is beer cheaper in Gatineau than in 

Ottawa?
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Microeconomics vs Macroeconomics (cont.)

•• MacroeconomicsMacroeconomics looks at the economy as a whole.

– Economy-wide phenomena, including inflation, 
unemployment, and economic growth

•• Types of questions macroeconomics aims to answer:Types of questions macroeconomics aims to answer:

– What can the government of the poorest countries do 
to promote more rapid economic growth?

– What can the government do to reduce 
unemployment?

– What are the costs (and benefits) of government
deficits?

– What is the relationship between interest rates and the 
stock market?

– What is inflation and why is it so high in some
countries? 
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Example:  

Mugabenomics

Galloping inflation in Zimbabwe

• Most valuable banknote:  Z$50 
billion (worth 70 American 
cents)

• At independance, the Z$ was
more valuable than the US$.

The Economist, July 19, 2008
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A Refresher on Supply and Demand 
(Chapter 4 in MKMR)

Key objectives:

• Review what determines the 

– demand for a good in a competitive market

– supply of a good in a competitive market

• See how demand and supply together set 
the price of a good and the quantity sold
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Markets and Competition

• A marketmarket is a group of buyers and sellers of a 

particular good or service. 

• Buyers determine demand.

• Sellers determine supply
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The Demand Curve

Definitions:  

• The demand curve expresses the 
relationship between price and quantity 
demanded

• The quantity demanded of any good is the 
amount of the goods that buyers are 
willing to purchase at a given price.
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Price (P)

Quantity demanded (Q)

Relationship Between Quantity Demanded
and Price
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Shifts in the Demand Curve

• Any change that alters the quantity 
demanded at every price will shift the 
demand curve 

– If change increases the quantity demanded 

for every price:  increase in demand (curve 

shifts to the right)

– If change decreases the quantity demanded 

for every price:  decrease in demand (curve 

shifts to the left)
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Examples of Shifts in a Demand Curve (Fig. 4.3, p. 74)

Suppose consumer income 
increases

Suppose price of frozen 
yogurt decreases
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The Supply Curve

Definitions:  

• The supply curve expresses the 
relationship between price and quantity 
supplied

• The quantity supplied of a good is the 
amount of the good that sellers are willing 
and able to sell at a given price
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Quantity supplied (Q)

Relationship Between Quantity Supplied
and Price
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Shifts in the Supply Curve

• Any change that alters the quantity 
supplied at every price will shift the supply 
curve 

– If change increases the quantity supplied for 

every price:  increase in supply (curve shifts 

to the right)

– If change decreases the quantity supplied for 

every price:  decrease in supply (curve shifts 

to the left)
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Examples of Shifts in the Supply Curve
(Fig., 4.7, p. 80)
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Suppose price of milk goes up

S
1

Suppose new ice cream stand opens
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2



Example of Equilibrium

Demand Schedule      
(Fig. 4.2, p. 73)

Supply Schedule     
(Fig., 4.6, p. 79)
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The Equilibrium of Supply and Demand—
Graphically (Fig., 4.8, p.78)
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Three Steps in Analyzing Changes in 

Equilibrium

1. Decide whether the event shifts the 
supply or demand curve (or both).

2. Decide whether the curve(s) shift(s) to 
the left or to the right.

3. Use the supply-and-demand diagram to 
see how the shift affects equilibrium price 
and quantity
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An example: Problem #3a, p. 91 (MKMR)


