Tutorial Review Questions
Chapter 4

MULTIPLE CHOICE
For each good produced in a market economy, demand and supply determine

	a.
	the price of the good, but not the quantity.

	b.
	the quantity of the good, but not the price.

	c.
	both price and quantity.

	d.
	neither price nor quantity is determined by demand and supply, because prices are ultimately set by producers.


ANS:
C

In a market economy,

	a.
	demand is determined by supply.

	b.
	supply is determined by demand.

	c.
	price is determined by quantity.

	d.
	quantity is determined by price.

	e.
	Either a or b are correct, depending on the product.


ANS:
D

A competitive market is one in which

	a.
	there is only one seller of the product.

	b.
	each seller of the product is free to set the price of his product.

	c.
	each seller attempts to compete with other sellers, causing fewer sellers in the market.

	d.
	there are so many buyers and many sellers that each has a negligible impact on price.


ANS:
D

Which of the following would NOT be a determinant of demand?

	a.
	the price of related goods

	b.
	income

	c.
	Tastes

	d.
	the prices of the inputs used to produce the good


ANS:
D

The amount of the good buyers are willing and able to purchase is the

	a.
	demand.

	b.
	quantity supplied.

	c.
	quantity demanded.

	d.
	supply.


ANS:
C

If a good is "normal," then an increase in income will result in

	a.
	no change in the demand for the good.

	b.
	an increase in the demand for the good.

	c.
	a decrease in the demand for the good.

	d.
	a lower market price.


ANS:
B

Suppose that a decrease in the price of X results in less of good Y sold. This would mean that X and Y are

	a.
	complementary goods.

	b.
	normal goods.

	c.
	inferior goods.

	d.
	substitute goods.


ANS:
D

If goods A and B are complements, an increase in the price of A will result in

	a.
	more of good A sold.

	b.
	more of good B sold.

	c.
	less of good B sold.

	d.
	no difference in the quantity sold of either good.


ANS:
C

You love peanut butter. You hear on the news that 50 % of the peanut crop in the South has been wiped out, which will cause the price to double by the end of the year. As a result,

	a.
	your demand for peanut butter will increase by the end of the year.

	b.
	your demand for peanut butter increases today.

	c.
	your demand for peanut butter falls as you look for a substitute good.

	d.
	you decide to give up peanut butter completely.


ANS:
B

Holding all else constant, a higher price for ski lift tickets would be expected to

	a.
	increase the number of skiers.

	b.
	decrease the supply of ski resorts.

	c.
	decrease the demand for other winter recreational activities.

	d.
	decrease ski sales.


ANS:
D

SHORT ANSWER
Briefly describe the characteristics of each of the following market types. Give an example of each market type.

	a.
	perfectly competitive

	b.
	a monopoly

	c.
	an oligopoly

	d.
	monopolistic competition


ANS:


	a.
	The goods being offered for sale must all be the same. The buyers and sellers must be so numerous that no single buyer or seller influences the market price. Buyers and sellers are price takers. An example would be the wheat market.

	b.
	A monopoly is a market in which there is only one seller and the seller sets the price of the product, given the demand curve for that product. An example would be a local cable television company.

	c.
	An oligopoly is a market in which there are only a few sellers, and the sellers do not always compete aggressively. An example would be airline routes.

	d.
	Monopolistic competition is a market containing many sellers offering slightly different products. Because the products are not the same, sellers have some ability to set price. An example would be the software industry.


	A.
	What is the difference between a "change in demand" and a "change in quantity demanded"? Graph your answer.

	B.
	For each of the following changes, determine whether there will be a movement along the demand curve (a change in quantity demanded) or a shift in the demand curve (a change in demand).

	
	a.
	a change in the price of a related good

	
	b.
	a change in tastes

	
	c.
	a change in the number of buyers

	
	d.
	a change in price

	
	e.
	a change in expectations

	
	f.
	a change in income


ANS:


	A.
	A change in demand refers to a shift in the demand curve. A change in quantity demanded refers to a movement along a fixed demand curve.

	B.
	A change in price causes a change in quantity demanded. All of the other changes listed shift the demand curve.
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	A.
	What is the difference between a "change in supply" and a "change in quantity supplied"? Graph your answer.

	B.
	For each of the following changes, determine whether there will be a change in quantity supplied or a change in supply.

	
	a.
	a change in the resource cost

	
	b.
	a change in producer expectations

	
	c.
	a change in price

	
	d.
	a change in technology

	
	e.
	the number of sellers


ANS:


	A.
	A change in supply refers to a shift in the supply curve. A change in quantity supplied refers to a movement along a fixed supply curve.
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	B.
	A change in price causes a change in quantity supplied, all of the other changes listed shift the supply curve.


This question deals with demand and supply and refers you to the table below.

	a.
	Given the table, graph the demand and supply curves for flashlights. Make certain to label equilibrium price and equilibrium quantity.


	Price
	Quantity Demanded/Month
	Quantity Supplied/Month

	$5
	 6,000
	10,000

	$4
	 8,000
	 8,000

	$3
	10,000
	 6,000

	$2
	12,000
	 4,000

	$1
	14,000
	 2,000


	b.
	What is the equilibrium price and equilibrium quantity?

	c.
	Suppose the price is currently at $5. What problem would exist in the economy? What would you expect to happen to price? Show this on your graph.

	d.
	Suppose the price is currently $2. What problem exists in the economy? What would you expect to happen to price? Show this on your graph.


ANS:


	a.
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	b.
	Equilibrium price would be $4 and equilibrium quantity would be 8,000.

	c.
	A surplus of 4,000 flashlights would be the problem in the economy and we would expect the price to fall.

	d.
	A shortage of 8,000 flashlights would be the problem in the economy and we would expect the price to rise.


Fill in the accompanying table, showing whether equilibrium price and equilibrium quantity go up, down or stay the same.

	
	No Change in Supply
	An Increase in Supply
	A Decrease in Supply

	No Change in Demand
	
	
	

	An Increase in Demand
	
	
	

	A Decrease in Demand
	
	
	


ANS:


	
	No Change in Supply
	An Increase in Supply
	A Decrease in Supply

	No Change in Demand
	P same

Q same
	P down

Q up
	P up

Q down

	An Increase in Demand
	P up

Q up
	P ambiguous

Q up
	P up

Q ambiguous

	A Decrease in Demand
	P down

Q down
	P down

Q ambiguous
	P ambiguous

Q Down
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