
ECON10004 Assignment 1 Due: Tuesday September 8th by 4pm

ECON10004: Introductory Microeconomics

Assignment 1 (10%)

Due date: Tuesday September 8 by 4.00pm.
Limit: 1000 words (Word limit does not include diagrams.)
This assessment exercise will account for 10 per cent of your final grade in the subject.

• Assignments must be submitted under the ‘Assignment’ menu of the subject home-
page

• Please note that you are required to keep a copy of your assignment after it has
been submitted.

• You should also read ‘Important notes on doing the assignments’ available on the
LMS subject homepage.

• Assignment 1 (questions and solutions) for 2014 (when I last taught this subject) is
available on the LMS subject homepage.

Questions

Question 1

Read attachments 1 and 2.

(1 mark) Use the demand/supply model to explain why the price of iron ore initially
increased and then decreased in 2019.

Question 2

Read attachment 3.

Use the demand/supply model to:

(a) (1/2 mark) Explain why ‘high density, inner city neighbourhoods recorded big drops,
with [for example] Docklands unit rents falling 8.6 per cent in the year to June. . . ’.

(b) (1/2 mark) Explain why ‘. . . a handful of coastal holiday hotpots were commanding
higher rents than a year ago’.
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Question 3

Read attachments 4 to 5.

(a) (3/4 mark) Attachment 4 states that in anticipation of exports of oil from Iran
decreasing to zero in November, the price of crude oil increased in October. Why
would the price of crude oil increase even before a reduction in supply occurs?

(b) (1/2 mark) Why does attachment 4 suggest that the expected increase in price in
November did not occur?

(c) (3/4 mark) Use the demand/supply model to explain why attachment 5 suggests
that food prices have decreased following the decrease in the price of oil.

Question 4

Read attachments 6 to 7.

Suppose market demand for and market supply of labour in Australia are:
Demand = 2000−50W ; Supply = 1000+50W (where Demand and Supply are expressed
in total hours worked, and W = hourly wage rate (dollars)). Assume the market for
labour is perfectly competitive.

(a) (1/2 mark) What would be the equilibrium hourly wage rate and quantity of labour
employed in the absence of any government intervention in the market?

(b) (1/2 mark) Suppose that the Australian government imposes a minimum wage of
$15 per hour for workers. What will be the effect on the market outcome? How does
this relate to the argument being made by business in Australia that is described in
attachment 6?

(c) (1/2 mark) Draw a graph to illustrate your answers to parts (a) and (b).

(d) (1/2 mark) Explain how the effect on the quantity of labour employed due to the
introduction of the minimum wage will depend on whether the own-wage elasticity
of demand is elastic or inelastic. How might your answer to this question be related
to the point made in attachment 7 that ‘The introduction of Britain’s minimum
wage in 1999 had no notable impact on jobs’?

(e) (1/2 mark) Calculate the own-wage elasticity of labour demand at the minimum
wage (If you use the calculus approach consider the point where W = 15; If you use
the mid-point approach consider the segment from W = 14 to W = 16).

(f) (1 mark) Calculate (using numbers) how the introduction of the minimum wage
affects:

(i) Surplus to workers;

(ii) Surplus to employers; and

(iii) Total surplus.
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Question 5

Read attachment 8.

In the late 2010s Australia temporarily switched from being an exporter to an importer of
wheat. Attachment 8 suggests that the reason for the switch was a decrease in production
of wheat in Australia due to El Nino weather conditions.

(a) (1/2 mark) Use the demand/supply model with international trade to show how a
country could switch from being an exporter to an importer of a product due to a
decrease in its own supply of that product.

(b) (1 mark) What do you predict would happen to the well-being of consumers and
suppliers in Australia due to the decrease in supply? What is the effect on overall
well-being?

(c) (1 mark) How does the scope to engage in international trade affect the well-being
of consumers and producers of wheat in Australia?
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Attachment 1

Iron ore heading to above $US100 a tonne
Darren Gray
The Age; February 6 2019, p.31

Iron ore prices are tipped to temporarily spike above $US1000 a tonne after mining giant
Vale announced it had been ordered to halt some mining operations following last month’s
horrific dam collapse in Brazil.

Attachment 2

Iron ore miners hit as price falls, Vale restart bites
Sarah Keegan and Darren Gray
The Age; July 26 2019, p.23

Big miners were slammed yesterday as the price of iron ore fell and investors eyed a
ramp-up [in production] from Brazilian giant, Vale.

Attachment 3

Rents hit as students scarce
Jim Malo and Jemimah Clegg
The Age; July 11 2020, p.17

Melbourne rent prices have recorded double-digit falls in some suburbs amid the pandemic-
induced recession, with inner-city student neighbourhoods among the worst affected.
But the hit to the rental market has been unequally distributed, with a handful of coastal
holiday hotspots commanding higher rents than a year ago. . . High-density, inner-city
neighbourhoods recorded big drops, with Docklands unit rents falling 8.6 per cent in the
year to June...
Domain senior research analyst Nicola Powell said in most cases student rental suburbs
would be hurt most as they made up a significant part of Melbourne’s rental market.
‘There’s a clear example of an impact of fewer students on markets’, she said, ‘...Not only
are we seeing fewer foreign students, but domestic students are looking at staying home’...
Peninsula Sotheby’s International Realty Director Rob Curtain [describing the situation
on the Mornington Peninsula holiday area] commented that: More people were escaping
the city to their holiday homes in the area, rather than renting them out as they usually
would.
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Attachment 4

Trumpsy turvy
The Economist ; November 17 2018

The oil price was supposed to be soaring around now. With American sanctions against
Iran taking effect earlier this month, exports from that country, the world’s fourth-largest
producer of crude oil last year, were expected to shrink close to zero. In anticipation the
price of Brent crude, the international benchmark, went above $86 in early October, a
four-year-high, and some warned of price above $100 a barrel.
Instead, by November 8th oil had entered a bear market. The price of Brent crude stood
at $66.53 on November 14th...
Some of the reasons for the slump are standard fare. In October the IMF lowered its
forecast for global economic growth. . . But the oil market’s recent volatility also reflects
new forces...
...it is America that has had the greatest destabilising effect. This year it became the
world’s top producer of crude. Its shale companies are pumping out oil at a phenomenal
rate. Output in August was 23% above the level 12 months earlier...
Mr Trump’s trade policies are also depressing demand for oil. The IMF’s lower forecast
for growth is due in part to a slow-down in emerging markets, but also to rising ten-
sions between America and its trading partners, a strain that further weakens emerging
economies. The growth in air freight and shipping has fallen by about half in the past
year...

Attachment 5

Oily food
The Economist ; October 10 2015, p.68

The prices of staple crops, like those of other commodities, are falling fast. In August
they reached their lowest level for eight years, down by over 41% from their peak in 2011.
This is not because people are eating less, or because farmers have become much more
productive. Not is it because of a slowdown in Chinese growth, in contrast to many other
commodities. Whether going up or down, food prices are largely driven by other factors,
among them oil prices and government policy.
Oil first. Cheap fuel means cheaper food. Natural gas, whose price is tied to that of oil,
is used for producing fertiliser. . . Cheap oil also means less demand for biofuels, which in
turn means cheaper food because of reduced appetite for grains used in biofuels...
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Attachment 6

Minimum wage to rise, calls to prioritise jobs
Nick Bonyhady and Jennifer Duke

The minimum wage will rise this year by $13 a week despite calls from employer groups...
Workers on the minimum wage will earn $753.80 a week...but increases will be delayed
for workers in industries hardest hit by the pandemic such as tourism and entertainment.
The Australian Council of Trade Unions had called for a 4 per cent rise...ACTU Secre-
tary Sally McManus said she was disappointed the increase had been delayed for some
workers...
Professor Mark Wooden, one of the government appointees to the independent panel that
sets the minimum wage, dissented on the decision. Professor Wooden, a labour economics
expert, said bleak economic circumstances should ‘lead the panel to prioritise growth in
jobs and hours over a wage increase’.
Peter Strong, chief executive of the Council of Small Business Organisations of Australia
said the rise was not ‘incredibly high’ but it would hurt industry. He said businesses
would now be working out how many people they could afford to employ, and whether
they could afford to keep their current staff on.

Attachment 7

Trickle-up economics
The Economist ; February 13 2013, p. 34

America’s minimum wage has long been low by international standards, equalling just
38% of the median wage in 2011, close to the lowest in the OECD. Congress changes it
only occasionally, and in the interim inflation eats away at its value. The wage was last
raised, to $7.25 per hour, in 2009. Since then its real value has slipped back to where it
was in 1998...
Mr Obama’s proposal would boost the nominal wage to $9 per hour by 2015, restoring it,
in real terms, to its 1979 level...Thereafter it would be indexed to inflation...
The proposal drew the predicted response: labour and liberal groups said it would reduce
poverty and raise the spending power of the poorest workers, while businesses and Re-
publicans said it would cost low-skilled workers jobs.
The economic consequences are hard to predict. Economists historically frowned on min-
imum wages as distortionary price fixing that reduced demand for workers affected by
the wage. But that assumption has come under fire from a growing body of research.
The introduction of Britain’s minimum wage in 1999 had no notable impact on jobs, for
example...
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Attachment 8

Drought forces wheat grain imports
Ashley Robinson
The Age; May 16 2019, p.35

Widespread drought has forced Australia to make a rare purchase of Canadian grain
— its first wheat import in more than a decade.
An Australian importer was issued a permit to ship bulk wheat from Canada, the Aus-
tralian Department of Agriculture & Water Resources said on its website on Tuesday,
after local crops were ravaged by the lack of rain. The permit is for a single shipment,
which is expected to arrive in six to eight weeks.
While Australia does import small quantities of specialty wheat grades each year, a bulk
shipment like this is significant because it’s so rare. It comes after east coast prices rose
as high as $450 a tonne last year, making it among the most expensive markets in the
world. Prices closed Tuesday at $300 a tonne.
Australia is normally the biggest wheat exporter in the Southern Hemisphere, but the
prolonged drought has fried wheat and other grain crops in parts of Australia.
In the most recent season, output tumbled 20 per cent to just over 17 million tonnes, the
lowest in more than a decade, a unit of the US Department of Agriculture said in a report
posted on its website.
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Extra information on doing Assignment 1

Some general hints

• The objective in this assignment is to answer questions 1-5. So the most important
piece of advice is to do what the questions are asking. For example, some questions
ask you to apply the demand/supply model to answer questions about changes in
market outcomes. This means that to answer these questions you should explicitly
use the concepts of demand and supply, and equilibrium price and quantity traded.

• You don’t need to state definitions of any of the concepts such as demand and
supply, or equilibrium. Assume that your tutor knows what these concepts mean.
Instead, the assignment is trying to test your knowledge of the concepts by how you
apply them in answering the questions.

• To complete the assignment the only reading you should need to do is lecture notes
and the relevant sections of the textbook, and the excerpts from the articles included
with the questions.

Marking criteria

Three main factors will be considered in marking your assignment:

(a) Knowledge of economic concepts – For example: Has the answer used the
appropriate economic concepts? Does the answer show a thorough understanding
of those concepts?

(b) Quality of analysis and application of economic concepts – For example: Is
there a logical and thorough supporting argument or description of how conclusions
have been drawn? Have economic concepts been applied in an effective manner in
the particular application? Are assumptions clearly described? Is an understanding
shown of any relevant qualifications to the conclusion?

(c) Presentation — For example: Are the writing style and organisation of material
such that the main ideas and arguments can be understood? Are diagrams presented
clearly and effectively integrated with text?
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