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Lesson 2  -  Page 58

1. a.  Define carefully what is meant by a demand schedule or curve.  State the law of downward-sloping demand. Illustrate the law of downward-sloping demand with two cases from your own experience.

Demand Schedule or curve is the relationship between the market price and the quantity demanded of that good, other things held constant.

Law of downward-sloping demand:  When the price of a commodity is raised (and other things held constant), buyers tend to buy less of the commodity.  Similarly, when the price is lowered, other things being constant, quantity demanded increases.

As the price of a new car rose to the price of a small house I started looking at cars that were 1 or 2 years old.  Basically looking at other options than new cars.

When the price of gasoline exceeded all time highs my father started looking at cars that are run on batteries.  This would reduce his need for gasoline.

b. Define the concept of a supply schedule or curve.  Show that an increase in supply means a rightward and downward shift of the supply curve.  Contrast with the rightward and upward in the demand curve implied by an increase in demand.

The supply schedule or curve for a commodity shows the relationship between its market price and the amount of that commodity that producers are willing to produce and sell, other things held constant.

Cornflakes Supply Schedule vs. Demand Schedule
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If the price of a box of cornflakes increases say from $2 to $3 the suppliers will want to make more because cornflakes are more profitable but at the same time consumers generally buy less. 

2.  What might increase the demand for hamburgers?  What would increase the supply?  What would inexpensive pizzas do to the market equilibrium for hamburgers?   To the wages of teenagers  working at McDonald's?

An increase in population of small children to teenagers would increase the demand for hamburgers.  If a reputable research company found that hamburgers provided a healthier diet than say chicken that would probably increase the demand for hamburgers.

If the price of hamburgers were to increase that would increase the supply.

Inexpensive pizzas would probably lower the demand for hamburgers which would decrease the price for hamburgers and therefore decrease the supply of hamburgers.  Inexpensive pizzas probably wouldn't affect the wages of teenagers working at McDonald's because the are already working for minimum wages.

3.  Explain why the price in competitive markets settles down at the equilibrium intersection of supply and demand.  Explain what happens if the market price starts out too high or too low.

In a competitive market there is a balance between the quantity supplied and the quantity demanded for some given price.  As the price of the supplied commodity increases the suppliers want to make more because they make a better profit, while as the price decreases customers are more willing to buy more.  All of this ofcourse depends on the fact that other factors are held constant.
4. If the market starts out too high of a price the suppliers want to produce more but the consumer is reluctant to purchase and may not even start buying the product.  The product may fail.  If the market starts too low the consumers want to purchase a lot of the product but the suppliers are reluctant to produce at that price.  There would be a shortage until prices rise.  
5. Explain why each of the following is false:

a. A freeze in Brazil's coffee-growing region will lower the price of coffee.

Brazil is a major supplier of coffee and if the supply of coffee is decreased it will inevitably increase the price because we would have a higher demand than availability.

b. "Protecting" American tomato producers from Mexican tomato imports will lower tomato prices in the United States.

By "Protecting" one crop in the United States by adding taxes to imports will decrease the availability and supply of that crop.  Once the availability is decreased and if consumers continue to want to buy that crop the price will increase. 

c. The rapid increase in college tuition will lower the demand for college.

I agree.

d. The war against drugs, with increased interdiction of imported cocaine, will lower the price of domestically produced marijuana.  

By reducing the supply of cocaine most consumers will look else where for other drugs and marijuana is one of those.  With the increase in demand for the drug domestically produced marijuana will either stay the same price or increase.

6. The four laws of supply and demand are the following:

Fill in the blanks.  Demonstrate each law with a supply-and-demand diagram.
a. An increase in demand generally raises price and raises quantity demanded.
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b. A decrease in demand generally decreases price and decreases quantity demanded.
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An increase in supply generally lowers price and raises quantity demanded.

d. A decrease in supply generally raises price and lowers quantity demanded.
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7. For each of the following, explain whether quantity demanded changes because of a demand shift or a price change, and draw a diagram to illustrate your answer:

a. As a result of decreased military spending, the price of Army boots falls.
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A decrease in military spending decreases the number of recruits causing a demand shift, unless the decrease in spending is on hardware instead of numbers of soldiers.

b. Fish prices fall after the pope allow Catholics to eat meat on Friday.

When the Pope allowed Catholics to eat meat on Friday this causes a demand shift for fish, less people eating fish.
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c. An increase in gasoline taxes lowers the consumption of gasoline.
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An increase in gasoline tax is just like any other increase to the customer.  This would be a change in demand due to a price change.

d. After the Black Death struck Europe in the fourteenth century, wages rose.

Black Death caused a shortage of available workers, wages rose because of a demand shift.
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10. Examine the graph for the price of gasoline in Figure 3-1, page 44.  Then, using a supply-and-demand diagram, illustrate the impact of each of the following on price and quantity demanded.

a. Improvements in transportation lower the costs of importing oil into the United States in the 1960's.
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After the 1973 war, oil producers cut oil production sharply.
c. After 1980, smaller automobiles get more miles per gallon.
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d. A record-breaking cold winter in 1995-1996 unexpectedly raises the demand for heating oil.
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8.  From the following data, plot the supply and demand curves and determine the equilibrium price and quantity:
Supply and Demand for Pizzas

Price


Quantity demanded

Quantity supplied

($ per pizza)

(pizzas per semester)
(pizzas per semester)
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What would happen if the demand for pizzas tripled at each price? 
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What would occur if the price were initially set at $4 per pizza?
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