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1. What does demand mean?



In a free market mechanism prices of goods are determined by the interaction of supply and demand.



Demand: Demand is the amount consumers are willing and able to purchase at given prices during a period of time.



Demand Law: There is an inverse relationship between the prices and quantity of goods. As prices increases the quantity of demand decreases.



We can notice that from the following table and figure.
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If you have the following schedule Price



Quantity of demand



2



12



3



10



4



8



5



6



6



4



7



2



Draw the Demand Curve
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2. What does supply mean?



Supply: Supply is the amount producers are willing to offer and sell at given prices during a period of time.



Supply Law: There is a direct (positive) relationship between the prices and quantity of goods. As prices increases the quantity of supply increases too.



We can notice that from the following table and figure.
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If you have the following schedule



Price



Quantity of Supply



2



2



3



4



4



6



5



8



6



10



7



12



Draw the Supply Curve
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3. Using the following table shows the demand and supply quantities answer the following questions: price



Quantity of demand



Quantity of Supply



2



12



4



3



10



6



4



8



8



5



6



10



6



4



12



7



2



14



a- Define the equilibrium price and equilibrium quantity



Equilibrium Price: Equilibrium Price is the price that demanded quantity equals the supplied quantity.



Equilibrium Quantity: Equilibrium Quantity is the quantity demanded and supplied of good corresponding to the equilibrium price.
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b- Draw demand curve and supply curve. And show the equilibrium price and equilibrium quantity.
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c- What does elasticity mean and how could be calculated?



There are two kinds of elasticity: a) Elasticity of Demand: The response of quantity demanded to change in price



b) Elasticity of Supply: The response of quantity supplied to change in price.
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d- Calculate the elasticity of demand when prices increased from 5 to 6.
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4. What is the difference between "changing in demand quantities" term and "changing in demand" term? There is more than one condition of demand and they have a different impact:



The condition



The impact



1. Prices



Changing in the demand quantities



2. Income



Changing in demand



3. Taste of fashion 4. Prices of other complements and substitution goods
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5. What is the difference between "changing in supply quantities" term and "changing in supply" term? There is more than one condition of supply and they have a different impact: The condition



The impact



1. Prices



Changing in the supply quantities



2. Costs



Changing in supply



3. Taxes & Incentives 4. profit expectations



11



6. What are the kinds of elasticity of demand or supply? There are five degrees of elasticity



=



1



= Zero When elasticity



Unit elasticity Perfectly inelastic



=



α



Perfectly elastic



>



1



elastic
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