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Dear Student 
 
The purpose of this document is to provide you with the correct answers to Assignment 02. 
 
Note that the same line of argument was followed in answering and explaining the multiple-choice 
questions in the Assignment 01 feedback document: 
 
Step 1: Read the stem of the question carefully (it usually contains the answer). 
Step 2: Try to answer the question without looking at the alternatives (this is usually possible). 
Step 3: Only now do you look at the alternatives. Select the one which matches/corresponds/is the 

same as your answer in step 2. 
Step 4: Proceed to the next question. 
 
Remember we said the other alternatives (the incorrect ones) are called distractors – their function is to 
distract your attention from the correct option and to mislead you. Stay focused on what is correct. In our 
explanations we might refer to some of the distractors to indicate where the “catch” in the statement is. 
 
1 ANSWERS TO ASSIGNMENT 02 
 
2.1 The correct option is [3]. 
 
Demand refers to the quantity of goods or services that potential consumers are willing and able to 
purchase at specific prices in a certain period. If a consumer only desires a specific good and he /she 
cannot afford to buy it, it is not regarded as "demand". "Demand" and "wants" should therefore not be 
confused. To order something also does not necessarily mean that you are buying it. Consumers can 
require specific goods to survive, but are not able to buy these specific goods. 
 
2.2 The correct option is [1]. 
 
An increase in the price of coffee will lead to a decrease in the quantity demanded of coffee (therefore an 
upward movement along the demand curve for coffee). Hence option [1] had to be chosen. If the price of 
milk decreases, it will mean that the quantity demanded of milk will increase. Since coffee and milk are 
complements, the demand curve for coffee will therefore shift to the right (increase). Should the number 
of people drinking coffee increase due to a change in consumer preferences or taste, the demand curve for 
coffee will also increase and shift rightwards. An increase in household income will have a similar effect. 
 
2.3 The correct option is [3]. 
 
Similar to the explanation in Question 2.2 above, an increase in the price of petrol leads to a movement 
along the demand curve for petrol (in this instance, a decrease in the quantity of petrol demanded). The 
demand curve curve for petrol per se will therefore not move either to the right or to the left – it will 
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remain unchanged. Elasticity, which will be discussed in Learning Unit 6, deals with a movement along 
the demand curve, and more specifically with the slope of the demand curve. 
 
2.4 The correct option is [1]. 
 
A technological breakthrough in the beer manufacturing process can enable producers to produce beer at 
lower costs. This will lead to an increase in the quantity of beer supplied at each price. The supply curve 
for beer as a whole will therefore move to the right – or similarly stated "the supply of beer will increase".  
 
2.5 The correct option is [4]. 
 
A movement along a supply curve is referred to as a change in the quantitiy supplied, whereas an entire 
shift of the supply curve is called a change in supply. The supply curve will shift to the right with an 
increase in supply. However, should the quantity supplied increase, there will be an upward movement 
along the same supply curve. The positive relationship between the price and the quantity supplied is 
illustrated by the positive slope of a supply curve. Statement [4] is incorrect, as a decrease in supply leads 
to a shift of the entire supply curve to the left.  
 
2.6 The correct option is [2]. 
 
Seen from the supply side, if the price of red meat increases, the quantity supplied of red meat will also 
increase. In this instance milk is a substitute for red meat, therefore the supply of milk will decrease, 
meaning that the entire supply curve for milk will shift leftwards. 
 
2.7 The correct option is [4]. 
 
If the price of hamburgers is fixed at R35 per burger, the quantity supplied of hamburgers will be 100, 
whereas the quantity demanded of hamburgers will be 180. The difference between 180 and 100 is 80 
hamburgers. There will therefore be a shortage of 80 hamburgers at the price of R35 per burger. (The 
equilibrium price in this question is R40 per burger.) 
 
 
2.8 The correct option is [2]. 
 
See the discussion on the consumer surplus as well as Figure 4-12 on page 78 of the prescribed book. The 
consumer surplus is the difference between what consumers pay, and the maximum amount which they 
are willing to pay. The correct option is therefore [2]. The other options do not have a direct bearing on 
the consumer surplus. 
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2.9 The correct option is [3]. 
 
The size of the consumer and producer surpluses can differ. Options [2] and [4] do not have a direct 
bearing on the producer surplus. According to the producer surplus, producers are willing to supply units 
of the product at less than the market price. The total gain that accrues to producers is called the producer 
surplus. 
 
2.10 The correct option is [3]. 
 
At equilibrium  
 

𝑄𝑄𝑄𝑄 = 𝑄𝑄𝑄𝑄 
100− 0,5𝑃𝑃 =  −20 + 𝑃𝑃 

100 + 20 = 𝑃𝑃 + 0,5𝑃𝑃 
120 = 1,5𝑃𝑃 

or  
1,5𝑃𝑃 = 120 
𝑃𝑃 = 80 

 
Now substitute this value into either the Qd or Qs equations 

𝑄𝑄𝑄𝑄 = 100 − 0,5𝑃𝑃 
= 100 − 0,5(80) 
= 100 − 40 
= 60 

or 

𝑄𝑄𝑄𝑄 =  −20 + 𝑃𝑃 
=  −20 + (80) 
=  −20 + 805 

= 60 

The market equilibrium price and quantity are therefore: P = 80 and Q = 60, as reflected in Option [3]. 
 

2.11 The correct option is [4]. 
 
The decrease in the demand for pies led to a decrease in the demand curve to D1 – therefore a shift of the 
demand curve to the left as indicated in the diagram. The equilibrium price as well as the equilibrium 
quantity of pies have dropped. Simultaneously, however, the rent for food outlets increased. This is an 
increase in the input price of the pie outlet, which means that the supply curve for pies will decrease and 
move upwards to the left. The equilibrium quantity will therefore decrease, but depending on the 
magnitude of the decrease in supply, the effect on the price of pies will be indeterminate (it can be 
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higher, lower or the same). Draw the movement of the supply curve in on the diagram supplied to assist 
you in reaching this conclusion. 
 
2.12 The correct option is [1]. 
 
An increase in the price of the factors of production is an increase in the input costs of the producer. This 
leads to a decrease in supply or a leftward shift of the supply curve. Option [1] is therefore correct. An 
improvement in productivity, as well as a decrease in the prices of all inputs will lead to a rightward 
(downward) shift of the supply curve. An increase in the price of the product itself will lead to a 
movement along the supply curve itself, and NOT to a shift of the supply curve. 
 
2.13 The correct option is [3]. 
 
An increase in supply indicates a downward shift of the supply curve to the right. The equilibrium price 
will therefore, cetereis paribus, decrease. Option [1] is therefore correct. If supply and demand increase 
simultaneously, the following will happen: The demand curve will shift upwards to the right, and the 
supply curve will  move downwards to the right (you can draw a diagram indicating these changes 
yourself to determine the impact). The new equilibrium quantity will increase, but the equilibrium price 
can be higher, lower or the same – therefore uncertain – depending on the magnitude of the changes in the 
supply and demand curves. Also see Table 5-1 on page 88 of the prescribed book with respect to Option 
[2]. This explanation is also applicable to Option [4]. Statement [3] is incorrect. If supply and demand 
decrease simultaneously, the following will happen: The demand curve will shift downwards to the left, 
and the supply curve will  move upwards to the left (you can draw a diagram indicating these changes 
yourself to determine the impact). The new equilibrium quantity will be lower, but the equilibrium price 
can be higher, lower or the same – therefore uncertain – depending on the magnitude of the changes in the 
supply and demand curves.  
 
2.14 The correct option is [4]. 
 
Given that good A and good B are substitutes. An increase in the price of A will cause the quantity 
demanded of A to drop. Consumers will switch to good B and the demand for good B will therefore 
increase or shift to the right. Statements [1] and [3] are therefore correct. Statement [4] is incorrect. The 
demand curve for A will remain unchanged, as there will only be a movement along the demand curve 
for A. Statement [2] is correct. If the price of B increases, the quantity demanded of B will decrease, and 
consumers will switch to A. The demand for A will therefore increase. 
 
2.15 The correct option is [1]. 
 
An increase in the price of C will lead to an upward movement to the left along the demand curve for C 
and not a shift of the demand curve itself. The quantity demanded of C will therefore decrease. 
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Because D is a complement which is being used together with C, the demand for D will decrease, or put 
differently, the demand curve for D will shift to the left. Following the same reasoning for a decrease in 
the price of C, will render option [3] as correct. 
 

**** ***** **** 
 
Please do not hesitate to contact one of the lecturers if you experience any difficulties with the 
explanations. 
 
Good luck with your studies. 
 
Your ECS1501 lecturers 
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