
ECON7012 Tutorial 2
1. Complete the following table

2. You have decided to enter the eye glasses market, having noticed the obscene profits being 
made by a few dominant companies. Glass prices range from around $400 - $1,000.

Having realised you can produce prescription eye glasses for about $25, you decide you can enter 
the market pricing under $50. Imagine, $45 glasses in a market that starts at $400!

Your business partner reckons the price is too low and won’t work. What is wrong with them?  

(Scenario based on this podcast https://itunes.apple.com/au/podcast/how-i-built-this/
id1150510297?mt=2# )

Answer:
They think that the price is mainly signalling, not rationing. Because quality of eye-glasses is hard 
to verify, the price informs the judgement of quality. 

3. Consider the news article on the following page. Explain the effect of the Queensland 
government’s 2016 decision to mandate minimum local ethanol content in fuel in terms of 

a) the demand for grain and the impact on grain producers
b) the supply of grain for other uses, such as feedlots.

Disturbance to market 
equilibrium

Effect on 
Demand/Supply

Example

Price of a substitute rises Demand right Telstra raises mobile phone prices, attracting new 
customers to other mobile provides, with more buyers 
at each price level.

Prices of a complement 
rises

Demand left  The price of X-Box increases, decreasing demand for 
console games.

Price of an input rises Supply up  Gas price rises for east-coast manufactures, so they 
cut production to meet a fixed market demand curve.

Consumers’ income falls 
and affect on a normal 
good

Demand left I lose my job and an unemployed for a few months. I 
reduce the quantity of take-away coffee I demand at 
all prices.

Consumers’ income falls 
and the effect on an 
inferior good

Demand right I lose my job and increase the quantity of discount 
supermarket brand packaged foods I eat.

Increase in the number of 
sellers

Supply right A new retail development is completed in my suburb 
with a competitor Chinese take-away restaurant. We 
drop prices to match fixed demand.

Improvements in 
production technology

Supply down A new machine reduces the production cost of print-
on-demand books. You increase output and decrease 
price to match demand.

A new tax levied on 
specific producers

Supply up There is a new tax on luxury appliances, which 
increases their cost. With the same demand, prices 
rise and output falls to clear the market.

https://itunes.apple.com/au/podcast/how-i-built-this/id1150510297?mt=2#
https://itunes.apple.com/au/podcast/how-i-built-this/id1150510297?mt=2#


Background: The Liquid Fuel Supply (Ethanol and Other Biofuels Mandate) Amendment Act 2015 
requires the fuel industry to meet targets for the sale of biobased fuels. The mandate commenced 
on 1 January 2017. The mandate sets minimum requirements for the sale of ethanol-blended 
regular unleaded petrol and biobased diesel. The biobased petrol mandate will apply separately to 
the biobased diesel mandate.

Answer:
a) It is an increase in demand for grain (a rightward shift in the demand curve)
b) This increases the overall market price, which feedlot owners will need to pay. 

https://www.dews.qld.gov.au/electricity/renewables/fuels/mandate


http://www.beefcentral.com/news/qld-ethanol-mandate-leaves-lotfeeders-exposed-during-times-of-
grain-shortage/ 
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