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 (
Level 1 Economics
 2011
90986 (1.4):  Demonstrate understanding of how consumer, producer an
d/o
r government choices affect society, using market equilibrium
)

Credits: Five

Answer all questions in the spaces provided.

Students are advised to attempt all questions as extra opportunity to meet the required standard can be achieved in other questions.

YOU MUST HAND THIS BOOKLET TO THE SUPERVISOR AT THE END OF THE ASSESSMENT.

Achievement Criteria

	Achievement
	Achievement with Merit
	Achievement with Excellence

	Demonstrate understanding of how consumer, producer and/or government choices affect society, using market equilibrium.
	Demonstrate in-depth understanding of how consumer, producer and/or government choices affect society, using market equilibrium.
	Demonstrate comprehensive understanding of how consumer, producer and/or government choices affect society, using market equilibrium.

	Overall Level of Performance




You are advised to spend 60 minutes answering the questions in this booklet.


QUESTION ONE: THE MARKET FOR PIZZAS
 (
Assessor’s
use
 only
)
 (
Pete’s Pizzas has recently opened in Palmerston North.  The owners have conducted market research prior to opening and have gathered the following data
)




	Monthly Market For Pizzas In Palmerston North

	Price ($)
	Market Supply
	Market Demand

	12
	1000
	1600

	13
	1100
	1400

	14
	1200
	1200

	15
	1300
	1000

	16
	1400
	800

	17
	1500
	600

	18
	1600
	400



(a) On the graph below plot the data for market supply and market demand.  Make sure you label the graph fully.

Use dotted lines to show 
· the market equilibrium price - label this as Pe 
· the market equilibrium quantity - label this as Qe
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 (
Assessor’s
use
 only
) (
The marketing team 
observe
s
 that many outlets have started selling their pizzas for $12.50
)


b) On your graph show the market situation which would occur at a price of $12.50.

Show the quantity demanded and quantity supplied using dotted lines and label them Qd and Qs

Label the surplus OR shortage which has now occurred.

c) Fully explain how the market will react to this situation described in b). 

In your answer you should refer to your graph and
· describe the change in market price which should occur.
· explain how quantity demanded would change in response to this movement in market price.
· explain how the quantity supplied would change in response to the movement in market price.
· Explain the flow on effects for consumers of this pricing decision

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	



 (
Assessor’s
use
 only
)QUESTION TWO: NON-PRICE COMPETITION

 (
As a marketing strategy 
many of the pizza
 
restaurants 
have decided to give away a free drink with every pizza ordered.
)




a) What effect will this strategy have on

· Costs
· Sales?


	

	

	



b) On the graph, sketch the changes you have identified in a)
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c)  (
Assessor’s
us
 only
)Fully explain why Pete’s Pizzas may have chosen this non-price marketing method rather than using price competition

In your answer you should
· Describe one disadvantage of price competition and one advantage of non-price competition for Pete’s Pizzas
· Refer to your graph and explain any changes in market supply and/or market demand which have resulted from the free drink offer
· Explain the likely effect on profits for Pete’s Pizzas
· Explain the flow-on effects for consumers of this marketing by Pete’s Pizzas


	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	



 (
Assessor’s
use
 only
)QUESTION THREE: EFFECT OF GOVERNMENT DECISIONS
 (
The Government has identified fizzy drinks as a major contributor to tooth decay and childhood obesity.  
)



a) On the graph below show the effect of a $0.50 sales tax on fizzy drinks

Show the new price the consumer pays P1 and the new price the producer receives P2 and equilibrium quantity Q1 using dotted lines and the appropriate labels			
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 (
Assessor’s
use
 only
)b)  Use your graph to identify the following
· Price producers receive before and after the sales tax

Before…………………………  After…………………………


· Price consumers  pay before and after the sales tax

Before…………………………  After…………………………


· Revenue collected by the government through this sales tax

	      Revenue…………………………………………….
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Assessor’s
use
 only
)
c)  (
Assessor’s
use
 only
)Fully explain how a sales tax would affect consumers and producers of fizzy drinks.

In your answer you should refer to your graph and
· Explain how consumers will be effected by the new price they pay now AND in the long term
· Explain how producers will be effected by the new price they receive now AND in the long term
· Explain whether the tax has been successful for the Government

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	


 (
Assessor’s
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 only
) (
Extra paper for continuation of answers if required.
  
Clearly number the question
.
)
	Question
Number
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