EC 1011
Problem Set 2 – Due 2/14


1.) For each of the following scenarios, use a supply and demand diagram to illustrate the effect of the given shock on the equilibrium price and quantity in the specified competitive market. Explain whether there is a shift in the demand curve, the supply curve, or neither. 

(a) An unexpected temporary heat wave hits the East Coast. Show the effect in the ice cream market in New England. 

(b) The government introduces a tax on ice cream which is paid by producers. What is the effect in the ice cream market? 

(c) China and Mexico are major producers of textiles. Workers in Mexico decide to go on strike. Show the effect on the market for Mexican textiles. 

(d) Show the effect of the situation described in (c) on the market for Chinese textiles. 

(e) Suppose the government imposes a price cap on bottled water. Show the effect in the bottled water market.


2.) Beef supplies are sharply reduced because of drought in the beef-raising states, and consumers turn to pork as a substitute for beef. Illustrate using supply and demand curves what happens in the beef and pork markets.  If nothing else changes what happens to the price of beef?  Equilibrium quantity?  What happens to the price and equilibrium quantity of pork?


3.) The market for gasoline is characterized as follows.  







The demand schedule for buyers is

	Price (per gallon)
	Quantity Demanded (millions of gallons)

	$1.00
	800

	$1.20
	700

	$1.40
	630

	$1.60
	600

	$1.80
	500

	$2.00
	460

	$2.20
	420




And the supply schedule for sellers is
	Price (per gallon)
	Quantity Supplied (millions of gallons)

	$1.00
	500

	$1.20
	550

	$1.40
	580

	$1.60
	600

	$1.80
	630

	$2.00
	700

	$2.20
	720



a.) Graph the demand and supply curves.  

b.) What are equilibrium price and quantity?

c.) Suppose a new oil field shifts the supply curve and lowers the price on the supply schedule for every quantity supplied by $0.40.  What is the new equilibrium price and quantity?


4.) If the price of a good increases by 8% and the quantity demanded decreases by 12%, what is the price elasticity of demand?  Is it elastic, inelastic or unit elastic?
5.) The quantity of a good demanded rises from 1000 to 1500 units when the price falls from $1.50 to $1.00 per unit. What is the price elasticity of demand for this product?

6.) If the elasticity of demand for a product is estimated to be 1.5, then a decrease in price from $2.10 to $1.90 would be expected to increase daily sales by how much?

