Practice Problems and excercises

Markets

1. Suppose that there is an announcement that chocolate causes cancer. What would happen to equilibrium price and quantity in the market for Godiva chocolate? Be able to draw the graph that illustrates your answer. 

2. Suppose that the price of Hershey’s chocolate increases. What would happen to equilibrium price and quantity in the market for Godiva chocolate? Be able to draw the graph that illustrates your answer. 

3. Suppose that the price of sugar increases. What would happen to equilibrium price and quantity in the market for Godiva chocolate? Be able to draw the graph that illustrates your answer. 

4. Suppose that a company invents a better machine for mixing the ingredients to make chocolate candies. What would happen to equilibrium price and quantity in the market for Godiva chocolate? Be able to draw the graph that illustrates your answer. 

5. What would be the likely effect on the equilibrium price and quantity of bagels if a new bagel shop opened up on College Avenue?
6. Suppose enrollment in the university rises by 10%. What would be the short-term result in the market for bagels?

7. Suppose BOTH occurrences above take place—enrollment rises, pushing up both price and quantity and, as a result, someone opens a new bagel shop on College Avenue. What would be the likely result in the market for bagels?
Answers: 
1. Demand decreases (shifts left) because of a change in consumer tastes. Equilibrium price decreases, and equilibrium quantity decreases. 

2. Demand increases (shifts right) because the price of a substitute good increases. Equilibrium price increases, and equilibrium quantity increases. 

3. Supply decreases (shifts left) because the price of an input increases. Equilibrium price increases, and equilibrium quantity decreases. 

4. Supply increases (shifts right) because of better technology. Equilibrium price decreases, and equilibrium quantity increases. 
5. If a new Bagel shop were to open on College Avenue we would see an increase in supply—a shift to the right of the supply curve. This shift occurs since there are more bagel shops and, presumably, each shop-owner wants to sell bagels. This increase in the number of firms will increase the number of bagels offered at every price.
6. The number of students on campus rising will likely increase the number of bagels students want to buy on an average day at each and every price. However, more students will have no impact on the number of bagels and coffee shop owners want to sell at each and every price. Thus this will result in an increase in demand. Move the Demand curve to the right and press New Equilibrium to see the resultant expected shifts in price and quantity. The new equilibrium, after the increase in the number of students, is an increase in both the price and quantity of bagels and coffee served. 

7. From the first situation we see that supply will increase with a new shop; from the second situation we see that demand will increase with additional students. There is nothing about BOTH of these things happening that will change them individually. Move both the Demand and Supply curves to the right and press New Equilibrium to see the resultant expected shifts in price and quantity. Notice that in this case the quantity always rises, but the price can be made to rise, fall, or sit still depending on the magnitude of the shifts in Supply and Demand. It is always the case when both Supply and Demand both shift that either price or quantity will be indeterminate. Using the model, shift the curves until you have satisfied yourself that this is true. 
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