Lecture 1 Exercise Set
Seeing Beneath the Supply-and-Demand Diagram
Purpose of This Exercise
The goal of this exercise is not to memorize definitions. The goal is to learn how to think beneath the diagram.
In standard microeconomics, students are usually shown a supply-and-demand diagram and asked to find the equilibrium price and quantity. In this course, we ask a deeper question:
What market process could produce that diagram?
To answer this question, you must think about buyers, sellers, information, search, bargaining, contracts, mistakes, learning, and institutional rules.
These questions do not always have one fixed answer. That is why this exercise uses open-ended responses.
You are encouraged to use AI as a learning assistant, but not as a substitute for your own thinking.

Instructions for Using AI
First, watch the lecture video and read the written lecture notes.
Then answer each question in your own words before using AI.
After writing your own answer, open ChatGPT or another AI assistant and paste the following prompt:
I am studying a course called Agent Based Microeconomics. I have watched Lecture 1 on seeing beneath the supply-and-demand diagram. I will paste the lecture notes or transcript, then I will paste one exercise question and my own answer. Please do not simply give me the correct answer. Instead, help me improve my answer by asking questions, pointing out missing ideas, and explaining where my understanding is incomplete. After discussion, help me write a clearer final version in my own words.
Then paste the relevant lecture notes or transcript, the exercise question, and your answer.
Discuss with the AI until you understand the issue more clearly. Do not accept the first answer mechanically. Ask follow-up questions. Challenge the AI if something seems unclear. Your goal is understanding.
For each question, submit:
1. Your original answer.
2. A short summary of what the AI helped you see more clearly.
3. Your final revised answer.

Part A: Understanding the Main Argument
Question 1
The supply-and-demand diagram shows an equilibrium price and quantity. What does this diagram explain, and what does it leave unexplained?
Your answer should mention the difference between an outcome and a process.

Question 2
Why does this course begin with agents rather than curves?
In your answer, explain what an “agent” is and why agents are central to understanding markets.

Question 3
The lecture says that the supply-and-demand diagram is like a photograph, while a market is more like a movie. Explain this metaphor in your own words.
What does the photograph show?
What does the movie show?

Part B: Hidden Questions Behind the Diagram
Question 4
List five questions that are hidden behind the supply-and-demand diagram.
For each question, explain why it matters for understanding real markets.
Example: “What do buyers and sellers know?” matters because agents with full information may behave very differently from agents with limited information.

Question 5
Suppose two students rent very similar rooms near the same university, but one pays much more than the other. How could this happen in a real market?
Explain using ideas such as search, information, bargaining, urgency, mistakes, or timing.

Question 6
Can trade occur before equilibrium is reached?
Explain why this question is important. How does asking this question change the way we think about markets?

Part C: Mathematics and Economic Understanding
Question 7
The lecture argues that mathematics can become a “straitjacket” in economics. What does this mean?
Your answer should be balanced. Do not say simply that mathematics is bad. Explain when mathematics is useful, and when it can restrict our understanding.

Question 8
Why might a highly mathematical model describe a very simple world, while a simple agent-based model may describe a more complex world?
Give an example from a market you know.

Question 9
Many students think that using less mathematics means learning economics at a lower level. How would this course respond to that view?
Explain why avoiding unnecessary mathematical complexity may allow us to study markets more deeply.

Part D: Agent-Based Thinking
Question 10
In an agent-based model, we must specify the agents, their behavior, their information, and their rules of interaction.
Choose a simple market you know — for example, street vendors, housing rentals, ride-sharing, used cars, private tutoring, or online selling.
Identify:
1. Who are the agents?
2. What do they want?
3. What do they know?
4. What do they not know?
5. How do they meet?
6. How are prices formed?
7. What rules or institutions affect the exchange?

Question 11
Take the same market you used in Question 10. Describe one way in which limited information could change the outcome.
For example, what happens if buyers do not know all sellers, sellers do not know what buyers are willing to pay, or some agents have better information than others?

Question 12
Now change one rule in your market.
For example:
· buyers can bargain;
· prices are fixed;
· sellers can advertise;
· contracts can be broken;
· buyers can compare prices online;
· sellers can see competitors’ prices;
· agents care about reputation.
How would this rule change affect the market outcome?

Part E: Reflection
Question 13
Before this lecture, how did you understand supply and demand? After this lecture, what has changed in your understanding?
Write a short reflection of 150–250 words.

Question 14
What is one question about real markets that you would like to explore using an agent-based model?
Explain why this question interests you.

Optional Challenge Question
Question 15
Suppose a textbook model gives the correct equilibrium price, but it does not describe how buyers and sellers actually interact.
Is this model successful or incomplete?
Give a careful answer. Your response should distinguish between prediction and understanding.

