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Essay 2010 Q1 – Demand and Supply / Government Regulation - Set A

Question 1

The price of luxury condominiums is rising tremendously over the past few months despite an increase in the number of launches by the developers. In fact, the developers had set higher prices for the launch of their new projects.

a) Based on economic analysis, explain why the price of luxury condominiums is rising despite an increase in the number of launches by the developers? (12)



Introduction

The understanding of the above-mentioned pricing condition for the luxury condominiums can be explained with the understanding on how market equilibrium is derived. Market equilibrium is attained at the level when the market demand intersects with the market supply, and the price level and quantity is determined. This market equilibrium will only change when there is a change in the determinants affecting demand and supply

Main Body

a) Explain how the price level of the luxury condominiums is determined.


Based on the economic analysis of demand and supply, the price level for luxury condominiums is determined through negotiation of the consumers’ demand preference and purchasing power and producers’ profit motive and production capacity, as reflected by the market demand and supply curve respectively. 
As seen from diagram 1-a, the demand curve is downward sloping from left to right, implying that more condominiums will be demanded when there is fall in price and vice-versa. As for the supply curve, more quantity of condominiums will be supplied when there is increase in price and vice-versa. At the point OF intersection, the market equilibrium is set at Eo where the price level and quantity are at Po and Qo. However, the market equilibrium will change when there is a change in the market and supply condition.
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b)
Explain why the price of luxury condominiums will fall when there is an increase in market supply.


When there is an increase in market supply due to more launches, there will be a decrease in price level as the increase in supply causes an excess supply condition, creating a downward pressure for price to fall so as to restore market equilibrium. As seen from diagram 1-b, the fall in the supply cause a shift of the supply curve to shift from left to right, leading to a fall in price from Po to P1. This increase in supply may be due to better business expectation, fueled by greater consumer demand for such houses. As the government releases for land for building such condominiums, the capacity of production increases contributing to the increase in supply. Furthermore, as more firms join the production lured by higher profit, the supply will also increase. However, this economic analysis seems not applicable to the luxury condominiums where the increase in market demand has contributed to a rise in price

c)
Explain why the price of luxury condominiums rise despite an increase in supply


In the case of the market for luxury condominiums, the economic analysis can be correct and valid when the effects of the change in demand condition are taken into consideration. Followed by an increase in supply, if there is a corresponding increase in demand, the price level will increase when the percentage increase in demand is greater than the percentage increase in supply, as seen in the market for luxury condominiums, Under such situation, the market exist an excess demand market condition, causing a upward price movement to restore market equilibrium at a higher price level as seen in diagram 1-b when the price level rises from P1 to P2, due to a larger percentage change in demand.


The increase in demand can be due to a rise in income level due to global economic growth, expanding the size of consumer market. The inclusion of consumers from foreign countries constitutes a large percentage change in demand. As Singapore is safe and ideal place for living and the new condominiums are located at very conducive environment, they are greatly liked by the buyers. Furthermore, some producers may increase their price deliberately to earn more revenue as they know that the demand is inelastic.

Conclusion

The economic analysis is not wrong when the consideration is only from the perspective of demand but it is also applicable in the hand phones industry when the supply factor is considered.

Essay 2010 Q2 – Demand and Supply / Government Regulation - Set A

Question 2
‘More people buy hand phones now than ten years ago, yet the price of hand phones has fallen. Economic analysis suggests that when demand increases, the price will rise, not fall.”

Does the market of hand phones prove that the analysis is incorrect?

Introduction


The market equilibrium is attained by the intersection of the market demand and supply where the price and quantity of the goods is set. This equilibrium price level will only change when there is a change in the demand and supply of the goods and services. Based on this understanding, we can then assess whether the above economic analysis is valid or not. 

Main body

1)
Explain how the price level for hand phones is determined.


Based on the economic analysis of demand and supply, the price level is determined through negotiation of the consumers’ demand preference and producers’ production willingness, reflected by the market demand and supply curve. As seen from diagram 1-a, the demand curve is downward sloping from left to right, implying that more goods will be demanded when there is fall in price and vice-versa. As for the supply curve, more quantity of goods will be supplied when there is increase in price and vice-versa. At the point intersection, the market equilibrium is set at Eo where the price level and quantity are at Po and Qo. However, the market equilibrium will change when there is a change in the market and supply condition.
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2)
Explain why the price of hand phones will rise when there is an increase in market demand.


When there is an increase in market demand, there will be an increase in price level as the increase in demand causes a shortage, creating an upward pressure for price to increase so as to restore market equilibrium. As seen from diagram 1-b, the increase in demand cause a shift of the demand curve to shift from left to right, leading to a rise in price from Po to P1. This increase in market demand is due to the increase in income, which enables more consumers to own hand phones. Peer pressure and successful advertising campaign also induces greater demand for hand phones. However, this economic analysis seems not applicable to the hand phones industry where the increase in market demand has contributed to a fall in price.

Increase in supply is more than increase in demand
3)
Explain why the price of hand phones may fall despite an increase in demand


In the case of the hand phones industry, the economic analysis can be correct and valid when the effects of the change in supply condition are taken into consideration. Followed by an increase in demand, if there is a corresponding increase in supply, the price level will decrease when the percentage increase in supply is greater than the percentage increase in demand, as seen in the hand phones industry, Under such situation, the market exist an excess supply market condition, causing a downward price movement to restore market equilibrium at a lower price level as seen in diagram 1-b when the price level falls from P1 to P2, due to a larger percentage change in demand.


The increase in supply can be due to a reduction in cost of production or technological advancement, enabling producers to produce and supply more. More producers and competitive market will also contribute to a large percentage change in supply. Furthermore, some producers may lower their price deliberately to induce more purchase of the goods as they know that the demand is elastic and lowering price will help to increase their total revenue. But, for those models of hand phones, which are more exclusive and trendy, the producers may increase their price instead of lowering them.

Conclusion

The economic analysis is not wrong when the consideration is only from the perspective of demand but it is also applicable in the hand phones industry when the supply factor is considered.


Essay 2010 Q3 – Demand and Supply / Government Regulation - Set A

Question 3
Q1a. Explain why the LCD TV market has expanded so rapidly in recent years. [10]

Introduction

When the LCD TV market has expanded rapidly, we can conclude that the production of LCD TV has increased. The increase in production can be accounted when we examine the determinants of demand and supply which has affected the increase in market equilibrium of production of LCD TV.

Main Body

1) State and explain the determinants of demand for LCD TV that lead to an increase in market equilibrium of output.

a) Decrease in price of LCD TV

(P((Qtydd

(make it affordable because it raises the purchasing power with his limited income

b) Increase in income

(Normal/luxury goods – OCCUPIES A LARGE PERCENTAGE OF SPENDING ON CONSUMER’S INCOME
c) Change in taste and preference

(Advertisements affect consumption behaviour

(peer pressure 

d) Change in price of complimentary goods

(P of dvd ( ( lead to a ( in demand for LCD TV

2) State and explain the determinants of supply of LCD TV that lead to an increase in market equilibrium of output

a) Improvement in technology

((Efficiency ( (COP ((SS of gd

b) Decrease in cost of resources

((wages, capital equipment ((ss of good

c) Decrease in taxation (tariff)

((in cost of spare parts, ( COP ((ss of gd

d) Increase in no. of sellers

((ss of gd ( compete for market share

Conclusion

Essay 2010 Q4 – Demand and Supply / Government Regulation - Set A

Question 4
Samsung has increased their sale of LCD as more consumers desire for these new products. However, the price of the LCD has decreased extensively. It is therefore important for Samsung to develop an appropriate strategy to increase its market revenue from this industry.

a) Using economic analysis, account for the rise of sale of LCD TV and the fall in price of LCD TV. (12) – INCREASE IN DEMAND > INCREASE IN THE SUPPLY
Introduction

The application of demand and supply is helpful in explaining why there will be increase in the sale and a fall in the price of LCD TV. This is attained when the market is in equilibrium whereby the price level and output is determined under the condition that there is no change in the demand and supply condition.

Main body

1. Explain why there is an increase in the qty of purchase but a fall in the price of LCD TV 

-Due to the fact that the increase in supply is greater than increase in demand.

-Draw diagram to demonstrate that











2.  Reasons for the increase in demand

- Decrease in price of the LCD TV - increase the consumers' relative

income of the consumer - make it more affordable for the consumers

(price determinants)

 - increase in income - as LCD TV is a luxury good, an increase in income will lead to an increase in the demand for the good. Furthermore, the availability of credit facilities with no interest rate charges to make purchase through instalments also make it easier for the consumers to make purchase.

- Effects of advertisements - influencing the consumers' desires, creating

a peer pressure to demand for the LCD TV

- Fall in the price of complementary goods like - cost of video tapes and subscriptions of cable TV and home theatre system make it more attractive for consumers to buy better LCD TV

- A greater variety of function of the product - can integrate with radios, computers and other means, making it more attractive for consumer to buy.

3) Reasons for the increase in supply

- Increase in the number of producers in this industry — increase in supply

-Why? – Presence of supernormal profit induces more demand

-Decrease in cost of production - enable the industry to increase supply — Why cost of production increases? Improvement in technology raises efficiency in production process and capital intensive process

- Advancement in technology - enables the producers to produce more at cheaper cost of production thus increase supply — better production method.

- Lesser tax imposed for imported tax through free trade agreement – lower cost of production - increase the supply of production

 4) Explain why increase in supply will be greater than the increase in demand?

-Production capacity can be easily increase, however purchasing power cannot

-Durable product (use for many years, but vary only once) 

Conclusion

It is evidently shown why the sale of LCD TV will increase but the price of falls based on the demand and supply analysis.
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�Why the price will increase despite an increase in supply?


Increase in demand is greater than increase in the supply


�1. how the price is determined �2. Why the price falls? Increase in supply �3. Why price rises? Increase in demand > increase in supply 





Simon Ng @ 96890510 simon@economicfocus.com.sg
Page 7 of 7
Main Centre: Block 283, Bishan St 22, #01-185, S570283
Branch        : 1 Brooke Road, Katong Plaza, B1-07, S429979

