Chapter 2

End-of-Chapter Questions in Chapter 2


1.	The weekly demand and supply schedules for t-shirts (in millions) in a free market are as follows:
	Price (£)
	8
	7
	6
	5
	4
	3
	2
	1

	Quantity demanded
	6
	8
	10
	12
	14
	16
	18
	20

	Quantity supplied
	18
	16
	14
	12
	10
	8
	6
	4



	(a)	What are the equilibrium price and quantity?
	(b)	Assume that changes in fashion cause the demand for t‑shirts to rise by 4 million at each price. What will be the new equilibrium price and quantity? Has equilibrium quantity risen as much as the rise in demand? Explain why or why not.
	(c)	Now plot the data in the table and mark the equilibrium. Also plot the new data corresponding to (b).

2.	On separate demand and supply diagrams for bread, sketch the effects of the following: (a) a rise in the price of wheat; (b) a rise in the price of butter and margarine; (c) a rise in the price of rice, pasta and potatoes. In each case, state your assumptions.

3.	For what reasons might the price of foreign holidays rise? In each case identify whether these are reasons affecting demand, or supply (or both).

6.	Is there any truth in the saying that the price of a good is a reflection of its quality?

7.	Assume that the (weekly) market demand and supply of tomatoes are given by the following figures:
	Price (£ per kilo)
	4.00
	3.50
	3.00
	2.50
	2.00
	1.50
	1.00

	Qd (000 kilos)
	30
	35
	40
	45
	50
	55
	60

	Qs (000 kilos)
	80
	68
	62
	55
	50
	45
	38


(a)	What are the equilibrium price and quantity?
(b)	What will be the effect of the government fixing a minimum price of (i) £3 per kilo; (ii) £1.50 per kilo?
(c)	Suppose that the government paid tomato producers a subsidy of £1 per kilo. (i) Give the new supply schedule. (ii) What will be the new equilibrium price? (iii) How much will this cost the government?
(d)	Alternatively, suppose that the government guaranteed tomato producers a price of £2.50 per kilo. (i) How many tomatoes would it have to buy in order to ensure that all the tomatoes produced were sold? (ii) How much would this cost the government?
[bookmark: _GoBack](e)	Alternatively, suppose it bought all the tomatoes produced at £2.50. (i) At what single price would it have to sell them in order to dispose of the lot? (ii) What would be the net cost of this action?
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