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Homework No. 2: Demand and Supply





1. Consider the following demand and supply model of the world tea market (in billions of pounds).  





Price per pound�
Quantity Supplied�
Quantity Demanded�
�
$.38�
1,500�
  525�
�
$.37�
1,000�
  600�
�
$.36�
  700�
  700�
�
$.35�
  600�
  900�
�
$.34�
  550�
1,200�
�



a. Is there a shortage of a surplus when the price is $.38?  ___________________  What about at a price of $.34?  ___________________


b. What are the equilibrium price and the equilibrium quantity?  __________________________________


c. Graph the supply and demand curve below.  Label the axes, the curves, and show the equilibrium price and quantity.  


�





























2. Consider the supply and demand curves in problem 1 again.  Suppose there is a drought in Sri Lanka that reduces the supply of tea by 400 billion pounds.  Suppose demand does not change.  


a. Show the new supply schedule in the table below.  





Price per pound�
Quantity Supplied�
Quantity Demanded�
�
$.38�
�
  525�
�
$.37�
�
  600�
�
$.36�
�
  700�
�
$.35�
�
  900�
�
$.34�
�
1,200�
�



b. What are the new equilibrium price and quantity?  __________________________________________


c. Did the equilibrium quantity change by more or less than the change in supply?  ___________________


��























3. Use the supply and demand model to explain what happens to the equilibrium price and quantity in the orange juice market in each of the following cases.  Use a “+” or “-” in the blanks to show an increase or a decrease.  For no change use “0”.  If the effect is unknown, use “u”.  Show the change on the graph provided.  
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4. Assuming that either supply or demand, but not both, change.  Indicate the direction and change in supply or demand that must have occurred to produce the following results.  Show the change on the graph provided.  
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5. Consider the market for apartments in a town.  The price for apartments is the rent.  


	a. Sketch the demand and supply curves for apartments in the graph below.  





�





























�








	b. How is the equilibrium rent determined? ____________________________________________


	c. If the town council decides rents are too high and imposes a ceiling price on rents below the 


	equilibrium price, what happens to the quantity supplied and the quantity demanded?  


	______________________________________________________________________________


	d. Explain how this interference with rents affects the market.  ____________________________


	______________________________________________________________________________





d. Graph the new supply curve along with the old supply and demand curves on the graph to the left.  


e. Show the changes in the equilibrium price and quantity on the graph.  





a. The New England Journal of Medicine issues a widely publicized report that says Vitamin C cures cancer, and that orange juice is the best source of Vitamin C.  





Price _________





Quantity ______





b. A freeze in Florida destroys half the orange crop.





Price _________





Quantity ______





c. There is a sudden inflow of cheap orange juice imports from South America.  





Price _________





Quantity ______





d. A major orange juice producer finds lead contamination is some containers, and this finding makes the ABC evening news.  





Price _________





Quantity ______





e. Americans suddenly develop an aversion to anything that goes by the initials OJ.    





Price _________





Quantity ______





a. A decrease in the price and quantity of apples.  





Curve ________





Change  ______





b. A decrease in the price of bananas with an increase in the quantity of bananas.    





Curve ________





Change  ______





c. An increase in the price and quantity of automobiles.    





Curve ________





Change  ______





d. An increase in the quantity of computers with a decrease in the price.  





Curve ________





Change  ______











