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This chapter is worth 10 total points (with 85 actual points).

Directions:  Key in your answers designated in blue.  For full-value on each question, your answers must be thorough and complete.  

CORRECT:   /85 = .00 =  /10

CHAPTER II.
     WHAT DETERMINES PRICES:  SUPPLY AND DEMAND
This Chapter examines the underlying forces of supply and demand.  Having taken Micro and Macroeconomics courses, this is a review.  The book explains what happens to the prices of goods when the demand for goods changes or the supply of goods is altered.  The book also shows under what conditions there can be shortages or surpluses of goods in the market.  This chapter provides the basic tools and theoretical framework of analysis for the chapters that follow.  Let’s begin our study.

Supply and Demand Theory   Module 2.1

Question 1:  In brief, what determines individual prices?  (5 points)

Answer 1: 

Question 2:  Explain and illustrate the concept of supply.  Be specific. (5 points)

Answer 2:

Question 3:  Explain and illustrate the concept of demand.  Be specific.  (5 points)

Answer 3:  

Market Equilibrium Price   Module 2.2
Question 4:  In Figure 2.3, the market equilibrium price is $3.00 for a pound of coffee. Explain how the market equilibrium price of $3.00 is determined on the free market.  Be specific.  (5 points) 
Answer 4:

Question 5:  In Figure 2.4, why might there be a shortage on the free market?   (5 points)

Answer 5:  

Question 6:  In Figure 2.5, why might there be a surplus on the free market?

Answer6:

Question 7:  In Figure 2.6, how does the profit-loss motive and the free price system produce a built-in “feedback” or governor mechanism to clear the market of any surpluses or shortages?  (5 points)

Answer 7:  

Question 8:  State two reasons why the market equilibrium price is called the “equilibrium price”?  (5 points)  

Answer 8:  

Question 9:  Explain how an equilibrium price change can take place on the free market? (5 points)

Answer 9:  

The Supply Curve   Module 2.3
Question 10:  The supply curve can change for a variety of reasons.  State five reasons.  (Note:  you might want to consult your microeconomic notes.)  (5 points)

Answer 10:

Question 11:  In Figure 2.7, there is a decline in the supply curve with a resulting rise in the new equilibrium price from $3 to $5.  Why the rise in price to $5?  Be specific.  

(5 points)

Answer 11:

Question 12:  In Figure 2.8, there is an increase in the supply curve for coffee with a resulting fall in the new equilibrium price from $5 to $3.  Why the fall in price to $3?  Be specific.  

(5 points)

Answer 12:

The Demand Curve   Module 2.4
Question 13:  The demand curve can change for a variety of reasons.  State five reasons.  (Note:  you might want to consult your microeconomic notes.)  (5 points)

Answer 13:  

Question 14:  In Figure 2.9, there is an increase in the demand curve for beef with a resulting rise in the new equilibrium price from Px to Py.  Why the rise in price to Py?  

(5 points)

Answer 14:

Question 15: In Figure 2.10, there is a decrease in the demand curve for pork with a resulting fall in the price of pork to Py.  Why the fall in price to Py?  (5 points)

Answer 15:  

The Forward Sloping Supply Curve   Module 2.5
Question 16:  In Figure 2.11, how is the forward-sloping, future supply curve arrived at on the free market given an increase in demand?  (5 points)
Answer 16:

Question 17:  How can we explain a continuing, sustained inflation—that is, a persistent rise in overall prices in the economy?  (5 points)
Answer 17:

THE END

