Macroeconomics

Instructor: Mark Tomass

Review Questions H4

Using Supply and Demand Analysis

 1.
A local music store advertises that it will give away Bruce Springsteen albums from 8 A.M. to 5 P.M. on Saturday.  What is likely to happen?  Why might you be better off waiting until Monday to buy your album at the market price?

2.
Residents on an island in which coconuts are a non-scarce good discover that people in the rest of the world don’t consider coconuts non-scarce and will pay high prices to obtain them.  Explain what is likely to happen to the demand foe coconuts as island residents discover that they can export the fruit to foreign markets.

3.
The price of personal computers was well over $5,000 when they were introduced in the early 1980s.  Since then the price has fallen drastically.  Use supply and demand analysis to explain the likely cause of this fall.  What was the effect of decreasing prices on the quantity demanded of this good?

4.
Rising enrollment in college accounting curricula causes a sharp increase in the supply of accountants four years later.  Other things being equal, use supply and demand analysis to forecast the impact of the increase in the supply of accountants on annual salaries of accounting graduates.

5.
A drop in profits for oil companies results in a sharp decrease in the demand for chemical engineers.  Use supply and demand analysis to predict the effect on salaries paid to chemical engineers and on the quantity of their labor supplies.

6.
Suppose the federal government finally balances the budget.  The decrease in demand for loanable funds to cover the deficit is likely to have a significant effect on credit markets.  Use supply and demand analysis to forecast, other things being equal, the impact of a decrease in government demand for loanable funds on interest rates and on borrowing by business firms and consumers.

7.
The market equilibrium rent per room in a small city is $50.  A rent control law is passes that establishes a price ceiling of exactly $50 per room.  What will be the impact of the law on the market for rental housing?  How will your answer change if immediately after the rent controls have been passed a major corporation announces that it will build a new factory employing 10,000 workers?  The new plant is expected to sharply increase the demand for housing.

8.
A 50-cent-per-gallon price ceiling is established for gasoline.  As a result of the ceiling, a weekly shortage of 10,000 gallons develops.  How can the shortage be rationed?

9.
Although minimum wages prevent labor markets from rationing unskilled labor services, they are widely praised by labor leaders and are regarded as good by most people.  How can you explain the political support for minimum wages?

10.
How could agricultural surpluses be eliminated in the United States?  Use supply and demand analysis to show how agricultural price floors cause surpluses and how taxpayers pay the cost of the surpluses.  Who would gain and who would lose if agricultural price support programs were phased out? 
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