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Homework #1
On a SEPARATE piece of paper graph the following.

1.
The Shanghai to Beijing air traffic has increased due to competition from Air China.  Air China lowered the price of a ticket because China Eastern Airlines merged and bought China Southern Airlines.  Here are the new hypothetical supply and demand schedules for all airlines on the Shanghai to Beijing route.  Starting with P = ¥219 (the price increases at hundred yuan intervals).

QS  = 3000 + 10 (P - 219)

QD = 8250 – 7.5 (P - 219)

a)
Graph the demand and supply schedules for airline tickets from Shanghi to Beijing.

b)
Label and state equilibrium price and quantity (P1, Q1).

c)
Supply decreases due to Dragon Airline’s Bankruptcy (Filing Chapter 7) by one flight per day or 1750 people.  Draw the new supply curve, label it S2.  What is the new equilibrium price and quantity for a coach fare?  Label the new equilibrium (P2, Q2). 

d)
The price of gasoline skyrockets thus increasing the demand for airline tickets by 1750 persons – draw this new change and its effects on the marketd (D2).

e)
Compare the final position with the initial position (with respect to price and quantity).

2. 
Milk is a very dominant part of the consumer's diet.  However, milk is a very perishable product and is produced locally.  The local producer sells the quantity supplied based upon the price they receive for a gallon.  The quantity of milk demanded by households has been determined by market research and is also reported below (the price is in U.S. dollars per gallon and the milk is in thousands of gallons per month). (10 points)



P
Qd
Qs

	0.90
	95
	20

	1.00
	90
	30

	1.10
	85
	40

	1.20
	80
	50

	1.30
	75
	60

	1.40
	70
	70

	1.50
	65
	80

	1.60
	60
	90

	1.70
	55
	100

	1.80
	50
	110

	1.90
	45
	120

	2.00
	40
	130


a.
Graph these curves, D for the demand curve, S for the supply curve, and make sure to label everything.  Label the initial equilibrium Q1, P1.  What is the equilibrium price and quantity?

b.
What is the surplus, equilibrium or shortage if there is a price floor at $1.20?  Make sure to write the condition of the market AND the quantity.  

c.
What is the surplus, equilibrium or shortage if there is a price floor at $1.70?  Make sure to write the condition of the market AND the quantity.
d.
Draw and label the price floor that is effective on the y-axis (i.e. which price floor matters - both, or none could be possible) – Pf.  Also label the quantities demanded and supplied on the x-axis (QD and QS).
e.
Show a new supply curve for milk due to the growth hormone Bovine Somatitrophin (BST). This will increase milk production by 20 thousand gallons at each price Draw the new curve and label it S2.  Label the this equilibrium Q2, P2 What happens to the equilibrium quantity?  The equilibrium price?  Is the equilibrium affected by the price floor?  If so how?
