Chapter 8 Determination of Market Price
Study Guide (with answers)

8.1 Concepts of Demand

1. Demand refers to the quantities of a good that consumers are willing and able to

buy at all given prices over a period of time, ceteris paribus.

2. Determine if each of the following statements about demand is true or false.

(a) A person can have a demand for a good even if he cannot
afford to buy it.

(True / False)

(b) Demand is a want supported by purchasing power.

(True / False)

(c) Individual demand can be the same as the market demand.

(True / False)

3. Suppose Mr. Chan and Miss Lee are the only buyers in the banana market. Based
on their individual demand schedules, construct the market demand schedule and

draw the corresponding market demand curve in diagram 1.

Unit price ($) 5 4 3 2 1
) Mr. Chan 0 3 6 9 12
Quantity demanded -
. . Miss Lee 2 3 4 5 6
in a month (units)
Market 2 6 10 14 18
Diagram 1
Unit price ($)
5
4 L
3 L
2 €
17T D
g — T ——1+— Quantity (units)

4 8 12 16 20

8.2 The Law of Demand
4. State the law of demand.

The law of demand states that an increase (a decrease) in the price of a good will

result in a decrease (an increase) in its quantity demanded, ceteris paribus.

8.3 Concepts of Supply

5. Supply refers to the quantities of a good that producers are willing and able to sell

at all given prices over a period of time, ceteris paribus.
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8.4 The Law of Supply
6. State the law of supply.
The law of supply states that an increase (a decrease) in the price of a good will result

in an increase (a decrease) in its guantity supplied, ceteris paribus.

8.5 Determination of Equilibrium Price and Output

1.
Unit price (3$)
S According to the diagram,
8 - if the price is $8, the excess (demand / supply)
is 10 units.
6 - if the price is $4, the excess (demand / supply)
4 is 10 units.
D
0 10 15 20 Quantity (units)

8.6 Money Price (Nominal Price) and Relative Price
8. The following table shows the money prices of two sizes of cola.

Money price Relative price
Large cola $10 2 small cola
Small cola $5 0.5 large cola

(a) Calculate the relative prices of the two sizes of cola.

(b) Suppose the prices of both sizes of cola increase by $2. The relative price of large
cola will (increase / decrease) and the relative price of small cola will (increase /
decrease). According to the law of demand, people will buy a (greater / smaller)
proportion of large cola.

9. When the money prices of high-quality and low-quality good X increase by the
same percentage, the proportion of high-quality good X sold to the total good X sold
will (increase / decrease / remain unchanged).

10. When the money prices of high-quality and low-quality good X decreases by the
same amount, the average quality of good X sold in the market will (increase /
decrease / remain unchanged).

HKDSE Economics Complete Exam Practice - Microeconomics (2nd Edition)
© Aristo Educational Press Ltd.



