Business economics – Assignment 1 Solutions

1. Describe using examples the impact of government intervention in the market by imposing price ceilings and price floors.
Ans- Price ceiling – this is basically when the government sets a maximum price level for a particular product. Perhaps that particular good cant be sold above the set price ceiling level. 
This maximum price is usually set below the equilibrium price.
The impact it will have on the market is that there will be SHORTAGE of that particular good since Suppliers will forcefully hold back on the supply due to earning lesser revenue than earlier.
Price Floor – this is the opposite of above i.e. the government or local body would set a minimum price level for a given product above the equilibrium price. 
This would affect the market by bringing surplus of the product. This would have an adverse effect since the excess of goods would furthermore be sold in the black market at a some different price.
For eg:- Price ceiling: Government setting a max price for railway tickets below equilibrium. Its main motive behind the same would be to promote preference of public transport over private.
Price floor: Government setting minimum price for cigarettes above equilibrium. This is so that the public could be discouraged from consuming the same.

2. Outline, with the use of examples, two different factors of production that an accountancy firm would use.

Ans- 
1) Labour- An accountancy firm would need accountants and chartered accountants for the daily accountancy work to be done. This would thus be its labour force.
Labour generally includes all types of human efforts like physical exertion, mental exercise, use of intellect, etc. employed in exchange for an economic reward.
2) Land – It includes all the natural resources above or below the surface of earth used for a particular business activity. Like – Forests, minerals, Urban land, etc.
In the case of accountancy firm, land would be the place where their firm’s office exists.

3. 
A. Calculate the price elasticity of supply when the price of a product increases from £5 to £8 and the quantity supplied increases from 200 units to 400 units. 
Ans- PES=percentage change in qty supplied / percentage change in price
Therefore, (400-200)/200 * 5/ (8-5) = 1.667
This shows a price elastic supply since PES > 1.
B. Describe three factors that would alter the elasticity of supply in an industry.
Ans- The three factors are: - 
1) Govt tax policy – If the latest tax policies aim at levying a higher corporate tax, then in such a case the elasticity of a products supply would be hampered.
2) Nature of the good – Goods can either be durable or perishable in nature. Durable goods like machineries have elastic supply whereas perishable goods like food products have inelastic supply. 
3) Natural conditions/factors – The natural factors like level of rainfall, natural calamities etc. affect the elasticity of supply of a product too!
4.
A. State, with the use of an example related to travelling to work, the difference between 
normal and inferior goods.

Ans- If a person’s INCOME who travels to work daily using a public transport system increases, he would now have greater demand for private transport as compared to earlier. This is because Public transport systems like Bus and trains are inferior goods.
If a person earlier traveling to work ate lunch at an average street side restaurant, once his income increases, he would then prefer eating at a better place since food is a normal good whose demand [in this case demand for better quality] increases with rise in income.

B. (i) Explain what the statement above implies.
 (ii) Give two examples, associated with food products, which would fit this description.
Ans(i)- the above statement asks for two such instances while travelling to work, wherein selection of normal and inferior goods could be known and they act as a point of differentiation.
(ii) White Bread – as people’s income rise, they usually switch to better alternatives than consuming white bread. This shows the food product’s inferiority.
Basmati rice – as a person’s income increases, he would prefer more of premium quality rice.
