Economics Assignment

Part (1)

At equilibrium, Qs = Qd
4P + 10 = 700 – p
5P = 690
Equilibrium Price, P = 138
Quantity at equilibrium = 4(138) + 10 = 562 units

Part (II) 

Price floor of $150;
Quantity Supplied: Qs = 4P +10 = 4(150) + 10 = 610 units
Quantity Demanded: Qd = 700 – P = 700 – 150 = 550 units

There is supply surplus of (610 – 550) = 60 units 

Part (III)

Price ceiling of $90.This is low price than the equilibrium price calculated ($138). 
Quantity Supplied: Qs = 4P +10 = 4(90) + 10 = 370 units
Quantity Demanded: Qd = 700 – P = 700 – 90 = 610 units
Size of Shortage of supply: 610 - 370 = 240 units


Part (IV)
 
When we have binding price ceiling, shortage of goods emerges.  A binding price ceiling is placed below the market equilibrium price which results to shortage because quantity demanded exceeds the quantity supplied. At binding price ceiling, we have low prices. This results to firms not producing enough goods to meet the market demand, leading to insufficient supply.  A shortage of goods therefore emerges.

Part (V)
Yes, this is possible. The producers’ total revenue can decline if the demand is elastic. This would happen with elastic demand as percentage decline in quantity would exceed the percentage rise in price, hence resulting to decline in the total revenue. 


