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Problem Set 2


Problem Set 3

Due Date: 29/10 (Day 6)

Points to note:

1. Leave a blank line for every new answers in short/structured questions

2. Do NOT copy homework. Respect the work of others.

3. Be punctual. Your effort is most appreciated.

Multiple choice: Please choose the best option

1. Which of the following about equilibrium price are correct?

(1) It is the price at which both the rich and poor are able to buy the good.

(2) At this price, quantity bought is equal to quantity supplied.

(3) It will never change again.

(4) There is no shortage or surplus at the equilibrium price.

A. (1) and (3) only

B. (2) and (4) only

C. (1), (2) and (4) only

D. (2), (3) and (4) only

2. When travel agencies substantially reduce the prices of tours, long queues immediately develop outside the agencies. This phenomenon can be explained by

A. the price mechanism

B. the law of supply

C. the problem of scarcity

D. the law of demand

3. In surplus,

(1) quantity demanded is equal to quantity transacted

(2) quantity transacted is equal to quantity bought

(3) quantity transacted is equal to quantity supplied

(4) quantity supplied is equal to quantity sold

A. (1) and (2) only

B. (1) and (3) only

C. (2) and (4) only

D. (3) and (4) only

4. 



Which of the following is implied by the above diagram

A. Sellers will earn a profit if they sell more units of good x at higher price

B. Fewer units of good x will be available for sale in the market if it is cheaper.

C. If technology improves, sellers will sell more good x.

D. If the relative price of good x increases, its quantity demanded will decrease.

5. Mr. Wong’s demand for bread refers to

A. his desire for bread

B. the quantity of bread he is willing and able to buy at a particular price.

C. all the quantities of bread he is willing and able to buy at the corresponding prices.

D. all the quantities of bread he is willing and able to buy at the corresponding prices over a period of time, ceteris paribus. 

Short Questions

6. a) What is price?

b) If the nominal price of good X is higher, on what condition can we say that it is cheaper?

7. a) Some convenience stores sell lunch boxes at a low price. This attracts a large number of people to buy, but not all consumers’ demand for the lunch boxes are satisfied. Explain this phenomenon with the aid of a diagram.

  b) Is the quantity demanded equals to the quantity bought? Explain.

c) What are the differences between shortage and scarcity?

Answer key to problem set 3

1. B

2. D

3. A

4. B

5. D

6 a) Price is the exchange value of a good. 

b) when the increase in nominal price of another good Y is greater than the increase in good X, the relative price of good X decreases.


7. a)




As the convenience store sells lunch boxes at a low price. According to the law of demand and law of supply, the quantity demanded would increase while the quantity supplied would decrease. As shown in the diagram, shortage occurs when quantity demanded is greater than the quantity supplied that not all the consumers’ demand for the lunch boxes are satisfied.

b) quantity demanded does not equal to quantity bought. Since there is shortage in the above situation, not every consumer could buy the lunch box. Hence the quantity bought equals to quantity supplied, which is lower than quantity demanded. 

c) Scarcity refers to the situation that resources are limited relative to unlimited human wants. No matter what price the good is, scarcity always exists. Shortage refers to a situation that the quantity demanded is greater than the quantity supplied at a given price. Shortage disappears when equilibrium price is reached. 

Common mistakes

-The quantity demand is greater than the quantity supply

It should be quantity demanded and quantity supplied

-Demand is greater than supply


you could not compare a demand and supply curve (they’re different things), but only quantity demanded and quantity supplied.

-labeling of diagram: missing origin, and mark where shortage occurs

-relative price is lower when good X is compared with another good which has a higher nominal price.
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