
Note: given the fact that you’re ‘obliged’ to answer the weekly questions, try to profit the most from the task:

- Start by reading the slides (twice).
- Looking at them as little as possible, answer the questions.

The answers of Week 2’s questions should be handed to me at the next lecture at ISEG. They should be manuscript (not typewritten) and preferably based on schemes (as I do in the slides). Keep a copy for yourself.

Reserve 3 hours per week to answer the questions. If you answer them in a serious way, you’ll need to study much less for the exam.

Please write WEEK 2 in bold at the beginning of your answers.

Week 2
L3: The price of land and the rent of flats
1.How are prices determined in most competitive markets? 
2. a) What does a vertical SM curve mean?

b) Why is it vertical in the case of city centre Lisbon flats?
3. A demand curve can be interpreted in two ways. Which ones?

4.  a) Why does an excess supply of flats leads their price to drop?

b) Why does that price decline restore equilibrium between supply and demand?
5.  a) Why does an excess demand of flats leads their price to rise?
b) Why does that price rise restore equilibrium between supply and demand?
6. Why does the same house cost much less in the countryside than in the centre of Lisbon?

7. Why would the urbanization of Monsanto give an incentive for the landlords to lower rents in the centre of Lisbon?
8. “The price of good land depends on the willingness to pay for it, not on the quality of the alternative land.” What’s the mistake in this assertion?

9. “In 19th century England, the price of corn was determined by costs – including the rent peasants had to pay to their landlords.” Do you agree? Explain.
10. Why did house prices in Lisbon more than doubled over the past ten years? Long answer.
11. Explain how each of the measures proposed by the political parties would affect house prices. Long answer.

L4: How prices of commodities are determined
12. a) What type of commodities are there? Give examples.
b). What are the characteristics of commodities that distinguish them from the other products?
13. Give an example – in terms of price specification and quantity - of a D order placed in a commodity exchange.

14. Who places D orders in a commodity exchange?

15. Give an example – in terms of price specification and quantity - of a S order placed in a commodity exchange.

In the following questions, consider the sugar industry.
16.What will happen if for month after month the price of sugar remains above the level that leads to normal profits? Explain, illustrating with a graph.

17. Suppose that the price of sugar initially leads to normal profits, and that afterwards there is a decline in demand.

a) What happens to the price and quantity in the short-term? Explain, illustrating with a graph.

b) Compare that with what happens in the case of restaurants in the short-term.

c) Explain the movement from the short to the long-term of the sugar industry, illustrating in the same graph.

d) Compare that with what happens in the case of restaurants in the long-term.

18. Suppose that the price of sugar initially leads to normal profits, and that afterwards there is a decline in fixed costs.
a) What happens to the price and quantity in the short-term? Explain, illustrating with a graph.

b) Compare that with what happens in the case of restaurants in the short-term.

c) Explain the movement from the short to the long-term of the sugar industry, illustrating in the same graph.

d) Compare that with what happens in the case of restaurants in the long-term.
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