Macroeconomics

Instructor: Mark Tomass

Review Questions H3

Supply and Demand Analysis

 1.
A new report by the surgeon general on the harmful effects of cholesterol decreases the demand for eggs.  Suppose the resulting decrease in demand reduces by 50 percent the quantities buyers are willing to buy each week at each possible price for the demand schedule in Box 1.  Graph the new demand schedule, and show the decrease in demand by drawing both the old and new demand curves.

2.
An improvement in the technology of egg laying doubles the number of eggs each chicken can lay per week.  Assuming that the improvement doubles the weekly quantity supplied at each price in the table in Box 4, graph the new supply schedule.  Draw both the old and new supply curves to illustrate the change in supply.

3.
Assuming that both the decrease in demand foe eggs and the increase in supply of eggs described in Problems 1 and 2 occur simultaneously, use a graph to show the impact on the market equilibrium price of eggs and on the quantity sold per week.

4.
Suppose the market for coffee is currently in equilibrium at a price of $3 per pound.  An early frost in coffee-growing nations decreases the supply of coffee.  Use supply and demand analysis to forecast the impact of the freeze on the market equilibrium price and quantity of coffee.

5.
Suppose the market rate of interest on car loans declines substantially.  Use supply and demand analysis to predict the impact of the interest rate decline on the prices of cars and the quantity sold.

6.
Suppose you want to buy a popular brand of compact disc player.  Every store in town is out of stock.  You are willing and able to pay the market price of $300 for a player, but you can’t find any available.  Is the market for this compact disc player in equilibrium?  Use supply and demand analysis to explain your answer.

7.
The federal government announces that it will pay $3 a loaf for all the bread that can’t be sold in a competitive market at that price.  At the end of each week, the government purchases 1 million loaves of bread.  Use supply and demand analysis to show on a graph that the market equilibrium price is less than $3 per loaf.  Why doesn’t the market price fall in this case?

8.
Using your graph in Problem 7, show how a decrease in the supply of bread can raise its market equilibrium price above $3 a loaf.  How much bread would the government buy each week under these circumstances?

9.
Assume the market price of Mustang convertibles is $15,000.  At that price the quantity demanded is 1 million per year, while the quantity supplies is only 500,000 per year.  Is the market in equilibrium?  Explain your answer.

10.
A decrease in demand for personal computers results in a market surplus of PCs.  Explain how market forces will act to eliminate the surplus.
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