1. Refer to the following article when answering question 1 (a) and (b)
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Say the word “market” and what comes to mind are supermarkets and real estate, not babies. However, Harvard Business School professor Debora L. Spar argues in her new book The Baby Business that babies are commodities in the fertility market.

Spar argues that participants in this market are acting emotionally: “Infertile people are willing to pay almost anything to have a baby. Fertility is non-substitutable.” The result is a market operating abnormally. The adjustments of supply and demand that place a downward pressure on high prices in competitive markets have little effect in the fertility market.

Other features of the fertility market include the following:

· Over $7 billion is invested annually worldwide in the market.

· Fertility clinics in Australia are highly profitable, with the average price of a fertility program being $32 903.

· Many fertility clinics in America claim a success rate of 27%, but this may be as low as 1% for those aged over 42.

· Fertility doctors have become the newest millionaires.

· Gender selection, which is banned in Australia, is the fastest growing segment of the American market.  

Spar argues that government intervention in the fertility market is needed.
The article states that adjustments of supply and demand place a downward pressure on high prices in competitive markets.

a)  Illustrate and explain one supply factor that could push prices down.  (2 marks)

b)  Illustrate and explain one demand factor that could push prices down.  (2 marks)

2. Refer to the following article in answering the questions below

Coffee prices up

The world’s biggest coffee producers are battling unseasonal weather conditions. Harvests have been cut by as much as 25 per cent. Other coffee-producing countries are not able to make up the shortfall at this time.

The price of coffee beans is expected to rise from $2 a kilogram to $4 a kilogram. A spokesperson for coffee traders said that the price of a cup of coffee in cafes must rise.

A survey of regular coffee drinkers at one cafe suggested that there would be very little change in coffee consumption. Most customers said that they would continue to purchase the same number of cups of coffee, although a few said that they would buy one cup of coffee rather than the two that they normally bought

a) Illustrate the change in the market for coffee beans.  Show the effect on price and quantity traded and briefly explain your answer (2 marks)

b) Illustrate the change in the market for a cup of coffee in café’s.  Show the effect on price and quantity traded and briefly explain your answer (2 marks)


c) State what the article says about the elasticity of supply of coffee beans (1 mark)

d) What is the likely elasticity of a cup of coffee in café’s (1 mark)

e) State two possible reasons for your answer in part d (2 marks)

1.

2.

f) State how the Total Revenue from selling cups of coffee is likely to change after the price rise (2 marks)
3. Refer to the following article in answering this question

Agricultural producers have it harder than most

Agricultural producers face enormous difficulties to make a satisfactory profit. The individual farmer is generally unable to influence price.

The short-run market supply of agricultural products is considered to be inelastic. The market demand for agricultural products is also considered to be relatively inelastic. This has implications for the market price and the total revenue received by farmers. This is especially true when agricultural supply is affected by factors such as droughts and bushfires or favourable weather conditions.
a) Explain how price is determined. (1 mark)

b) Explain one factor that affects the price elasticity of supply of agricultural products (2 marks)

c) State two factors that could explain the inelastic demand for agricultural products (2 marks)

1.

2.

d) Illustrate on the following diagram, the effect of an excellent growing season on the market price and quantity traded of agricultural products (1 mark)

 S
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4. Refer to the following information.

The local car market is an oligopoly with four local manufacturers who have lost market share as a result of a reduction in tariffs on imported cars. The pressure of competition has led to increased investment in improved technology by the local car manufacturers.

Refer to the following diagram.

Local Car Market



a)  On the diagram above, draw a new curve to show the impact of an increase in imported cars on the equilibrium price and quantity.  (1 mark)

b) Explain two factors that could affect the elasticity of supply of cars.

Factor 1:  (2 marks) 
Factor 2: (2 marks)

c) Explain the likely price elasticity of demand for cars. (2 marks)

QUESTION 1. Refer to the following article.


(a) Explain the difference between the ‘law of demand’ and ‘price elasticity of demand’.

(2 marks)

(b) Refer to the following graphs.
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          Demand for Cheeseburgers


Demand for Cheeseburgers

(i) Calculate the change in total revenue due to an increase in the price of hamburgers from $2 to $3 in:

(1) Suburb A.

(1 mark)

(2) Suburb B.

(1 mark)

(ii) Using your calculations from part (b) (i), compare the price elasticity of demand for hamburgers in Suburb A with that in Suburb B.

(2 marks)

(iii) State which of the graphs – Suburb A or Suburb B – is likely to represent the demand curve for hamburgers in rich suburbs.

(1 mark)

(iv) Outline one factor of the price elasticity of demand that could explain your answer to part (b)(iii).

(2 marks)

QUESTION 1.  

The following questions relate to DEMAND. Show on the diagrams below what will happen to Demand and briefly state the effect on price and quantity.  Note – Demand will either increase or decrease (2 marks each – K&U, C)

a) Coca-Cola decides to increase the price of their product











    
b) The price of business shirts increases 








c) The government increases income tax 







d) Rebecca Black’s song “Friday” becomes really annoying (for some reason people no longer like it…)  











    
e) It’s the summer holidays!!  What is going to happen to demand for holiday houses in Victor Harbor












    
QUESTION 2

The following questions relate to SUPPLY.  Show on the diagrams below what will happen to Supply and briefly state the effect on price and quantity.  Note – Supply will either increase or decrease (2 marks each – K&U, C)

a) The machines in the Holden factory break down











    
b) Toothpaste lids are no longer needed to be put on by hand because there is a machine to do it (and it does it heaps quicker).












    
c) War breaks out in the middle east











    
d) Cyclone Yasi destroys the banana crops in northern QLD.











    
e) A great season produces a ‘bumper’ crop of wheat











    

QUESTION 3

Explain, using diagrams, what the purpose is of a price floor and a price ceiling (6 marks – A&E, C)

Price floor (2 marks A&E, 1 mark C)

Price ceiling (2 marks A&E, 1 mark C)

Fast Food Realities


McDonalds fast food is facing increasing costs of production so it decided to use its market power in an attempt to increase profits.  The company divided its total market into a number of individual markets after research found that consumers in poor suburbs are less sensitive to price increases than consumers in richer suburbs.





The company has decided to increase the price of cheeseburgers in poor suburbs but not rich suburbs where a price increase could actually reduce total revenue.
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