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Problem Set 4

Due Date: 17/11 (Day 6)

Points to note:

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

2. Be punctual. Your effort is most appreciated.

Multiple choice: Please choose the best option

1. Which of the following describes an increase in the quantity demanded of a good?

a) The quantity demanded of the good increases at every price level.

b) More of the good is demanded when it is cheaper.

c) When the price of the good decreases, its demand increases.

d) The demand curve of the good shifts to the right.

2. Which of the following situations will NOT lead to an increase in demand for private cars?

a) The price of private cars decreases sharply.

b) More people live in the remote areas of the New Territories.

c) The fares for public transport increases.

d) The government abolishes the gasoline tax.

3. An increase in the number of students leads to an increase in the demand for teachers. This is an example of ____________. 

a) competitive demand

b) joint demand

c) derived demand

d) excess demand

4. Which of the following statements can explain an increase in the number of private cars in Hong Kong?

a) Oil price rises dramatically

b) There is significant improvement in the public transport services.

c) A recession hits the Hong Kong economy.

d) A technological breakthrough has lowered the cost of producing cars.

5. It is often observed that the turnover in the stock market increases when the Hang Seng Index soars.

a) This has refuted the law of demand.

b) This has refuted the law of supply.

c) This can be explained by the fact that investors expect the share prices to rise.

d) This indicates that many investors do not know how to make money.

Short Questions

6. Susan: “People buy more soft drinks when the price is lower.”

  Amy:”When people buy more soft drinks, the price will be higher.”

Why both of them can be correct? Explain with well labeled supply-demand diagrams.

7. Some large supermarkets and convenience stores sell lunch boxes at a very low price. As a result, long queues always develop and not all consumers can buy these lunch boxes. Assuming the price of lunch boxes remains unchanged. With the aid of a diagram, explain whether the queues will be longer if restaurants reduce the price of their meals.

Answer key to problem set 4

1.
B
2. 
A
3. 
C
4. 
D
5. 
C

6. Susan can be correct. According to the law of demand, when the price decreases from P1 to P2, the quantity demanded increases from Q1 to Q2.










Amy can also be correct. When there is an increase in demand from D1 to D2, the equilibrium price increases from P1 to P2. 

7. The queues will be shortened. 

When the price of lunch boxes is set at P (below the equilibrium level), long queues (represented by ED1) are developed.

When restaurants reduce the price of their meals, the demand for those lunch boxes, which is the substitute of it, will decrease from D1 to D2. 

As a result, the queues will be shortened to ED2.
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