
Econ 101H Michael Salemi 
Class 5 

Introduction to Supply and Demand 
 
Concepts 
 
The Demand Schedule shows the quantity of a well-defined good that buyers are willing and able to buy 
during a specified period at each possible price. 
 
The Supply Schedule shows the quantity of a well-defined good that sellers are willing and able to sell during 
a specified period at each possible price. 
 
The Buyer=s Reservation Price is the largest dollar amount an individual buyer would be willing and able to 
pay for a unit of a well-defined good. 
 
The Seller=s Reservation Price is the smallest dollar amount for which a seller would be willing and able to 
sell a unit of a well-defined good. 
 
Market Equilibrium occurs when all buyers and sellers are satisfied with the quantities they can buy and sell 
at the market price.  The price at which market equilibrium occurs is the price such that the quantity 
demanded equals the quantity supplied. 
 
The Economic Surplus of an action is the benefit of the action minus the cost of the action. 
 
 
Exercises 
1. Second Price Auction 
 

This exercise involves a real economic transaction with Professor Salemi.  Someone in the class 
will exchange money for goods.  

 
Professor Salemi will auction a cup of coffee and a breakfast roll. The coffee is 12 oz. of the Daily 
Grind house blend.  The roll is also from the Daily Grind. The right to consume the coffee and roll 
during class is part of the good. 
 
The auction will be silent. Each class member will enter a single bid on the 3x5 card provided.  Bids 
should be multiples of ten cents.  For example, $3.10 is a valid bid; $3.15 is not a valid bid. Bids are 
binding offers to pay. Professor Salemi will accept cash either today or on Thursday. 
 
The winner of the auction is the highest bidder but the winner will pay Professor Salemi an amount 
equal to the second highest bid. It is optimal in this case for every bidder to bid his or her reservation 
price. 
 
Please enter your bid on the provided 3x5 card and also record it here for future reference.  



2. Derive the Demand Schedule 
 After the auction is over, Professor Salemi will list the bids on the black board.  Work in groups to 

derive the class demand for the good defined as “a 12 ounce coffee plus breakfast roll at including the 
right to consume both in class at 9:40 in Gardner 307 on January 24, 2012.” 

  
 Use the grid below to graph the demand schedule you have derived. Please follow the convention of 

displaying prices on the vertical axis and quantities on the horizontal axis. 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 
3. Discussion of the auction results.   

Suppose the price at the Daily Grind for a coffee and cinnamon roll is $3.60. 
 
 a. Did Professor Salemi cheat the winner of the auction? Why or why not? 
 
 
 
 
 b. How much surplus did the class derive from the auction? How do you know? 
 
 
 
 
 

c. How much surplus would the class have derived if Professor Salemi had served all willing 
customers at Daily Grind Prices? How do you know? 

 
 
 
 
d. Why did Professor Salemi use the “second price auction” rather than a first price auction in 

which the winner pays the amount of his or her bid? 



 
4. The following graph gives demand and supply schedules for a 12 ounce slice of pepperoni pizza at 

a Franklin Street restaurant during lunch hour on a Tuesday when UNC is in session.  
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 a.   How would you explain the stair-step shape of the supply function? 
 b. What is the equilibrium quantity and price for pizza? 
 c. What surplus is obtained by pizza demanders given the equilibrium price? 
 d. What surplus is obtained by pizza suppliers at the equilibrium price? 
 e. What would happen if campus dining service announced a Tuesday pizza special where 

pizza was $1.50 per slice? 
f. Suppose the Chapel Hill Town Council introduced a price ceiling of $1.50 per slice.  

What would happen? 
g. Suppose the Chapel Hill Town Council introduced a price floor of $4.00 per slice. What 

would happen? 
 
 
5. Attached to this handout is “As Gas Costs Soar, Buyers Flock to Small Cars,” a news article from 

the New York Times dated May 2, 2008. Suppose there are only two types of automobile—small 
cars and big cars.   

 
a. Use the concepts of demand and supply to interpret what the article has to say about the 

markets for small and big cars. 
 
b. Draw the demand and supply diagrams for the large car and small car markets in a way 

that correctly interprets the article. 
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