
1. Using annotated diagrams in your answer examine the factors influencing the demand for (a) Wimbledon Centre Court Finals tickets and (b) Millennium Dome tickets.
Before looking at the factors influencing the demand for (a) Wimbledon Centre Court Finals tickets and (b) Millennium Dome tickets we should have a look at the main difference between these two cases. 

Although both cases are based in the entertainment & leisure sector they differ in their target group. Type A
 is thought of being bought mainly by persons who have a strong interest in tennis (or is bought as a special event) whereas Type B
 will most properly be purchased by a wider scattered type of population. 

“[…] the quantity […] demanded depends on four things: its own price, prices of related goods, incomes, and tastes.” 

As we can take from the quotation there are four influencing factors we should be interested in regarding the quantity demanded. 

First of all the tickets’ own price. 

a) Wimbledon Centre Court Finals tickets

Set at a price of £60 for the Women’s Final and £66 for the Men’s Final tickets are available for Wimbledon 2002. 

b) Millennium Dome tickets

Tickets for the Millennium Dome are available from £16.50 (child) to £20 (adult) within the year 2000.

Since we look at both cases without any certain values I will name the fixed prices P0 in the following. P0 as a relatively high price for both events regulates the demand itself. 

There must be excess demand for low price tickets and smaller demand for higher price tickets. 

Holding other things constant (ceteris paribus) the demand curve for Wimbledon Finals and  Millennium Dome tickets should look like Fig.1-1 and Fig.1-2. 

As supply is equal at each quantity demanded the supply curve is parallel to the demand axis and meets the demand curve at the equilibrium E.
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    Figure 1-1:  Demand for Wimbledon

 Centre Court Final tickets
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Annotation:

Usually more tickets are demanded for a Wimbledon Centre Court Final than can be supplied. Therefore Ds shows the quantity of demanded tickets, which are supplied in the end.
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    Figure 1-2:  Demand for Millennium Dome 


  tickets
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Annotation:

P0 (here fixed price for Millennium Dome tickets) as a lower price than Wimbledon Centre Court Final tickets produces lower excess demand. Assuming that supply of tickets is sufficient D0 should be the supplied quantity demanded.

Secondly we should have a look at related goods and trends as these two factors do often work together. 

Related goods can either be complement goods, those goods that are normally consumed in connection with the original good, or substitute goods, those which can be consumed in place of the original good.

Complement goods for both cases would be for instance travelling services.

For Wimbledon tickets substitute goods could be other (sport) events, e.g. Formula1 races or important football games (maybe England vs. Germany?). For Millennium Dome tickets substitutes can be other leisure activities like amusement parks, museum visits, circus, EXPO2000, etc. . 

If people can purchase tickets for a comparable event at a lower price they will be more willingly to buy those tickets. Therefore demand for Wimbledon and Millennium Dome tickets will decrease. In contrast if the price of substitute goods rises demand for our tickets should increase.

Often these demand-changes depend on trends. If it becomes suddenly fashionable to see 

Ana K. in her first possible Wimbledon Final demand for Wimbledon Final tickets will increase and reduce the demand for substitute goods.

The effects of the fourth factor income on the quantity demanded are similar to the two factors before. If income increases people are able to spend more on tickets so that the quantity demanded increases as well. If income decreases the quantity demanded will decrease because less people can afford to buy a ticket.

A change in one of the three factors,  price of substitute goods, trends and income - other things equal - will cause a shift of the demand curve to the left if there is an increase, a shift to the right if there is a decrease. The reverse case is valid for complement goods.
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     Figure 1-3:  Effects of increasing/decreasing 

                          prices of substitute goods, trends or 

                          incomes
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Annotation:

Caused by the demand curve’s shift

to the right also the equilibrium 

E changes to E’ or in the reverse case 

E’ changes to E. 

2. With reference to elasticity concepts consider various ticket price strategies for (a) the Millennium Dome and (b) Manchester United Football Club.

Before considering ticket price strategies the mentioned elasticity concepts should be repeated. 

There are three concepts we know so far. The same four factors as in task 1, the own price, trends, substitute goods and income are basics of the price elasticity of demand
, cross price elasticity and income elasticity of demand. 

Basically elasticity concepts illustrate the consumer’s response to changes in price and/or income and can be read from demand changes. 

For instance, with a rising price but no real substitute goods consumers are hardly able to change their consumption. There will be only a small decrease in demand. In this case demand elasticity is low, demand is inelastic.

If there were substitutes for the good and consumers did make adjustments in consumption, demand would have been curtailed, demand would have been elastic. 

These considered cases deal with the demand elasticity, which concerns the own price change of a good.

If the demand change in times of a price change of a substitute good is measured, ‘cross price elasticity of demand’ is calculated, whereas income elasticity of demand describes the consumer’s behaviour if income has changed. 

The most frequently used concept of these three is demand elasticity. 

“ What determines whether the price elasticity of demand for a good is high or low? Ultimately the answer must be sought in consumer tastes.” 
 

As said in the quotation it is mostly a question of consumer tastes whether demand is elastic or inelastic.

Therefore I am assuming the following:

a) Millennium Dome tickets:

Demand for Millennium Dome tickets is elastic because there are lot of substitutes
 and with P0 as a relative high price for a short-time leisure activity consumers will feel inclined to consume a comparable lower priced good.

b) Manchester United Football tickets:

Usually one should guess that demand for MU
 tickets is elastic as well since there is such a large amount of other football clubs with maybe lower priced tickets.

But as emphasized in the given quotation demand elasticity is highly influenced by consumer’s tastes. 

Football fans are usually not willing to change their favourite football club even if prices are increasing. That’s why I am assuming that demand for MU tickets is inelastic.

As price strategies are normally based on Total Revenue
 calculation we should have a look at this point.

TR can be calculated by multiplying the quantity demanded
 with the ticket’s price. 

The following table should make clear the effect of price changes on TR.

                                  
          Table 2-1: 
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A third case, I did not mention before, is called unit-elasticity. There is an equal percentage change in price and demand and therefore there is no effect on TR.

As unit-elasticity is of no importance for us I will not mention it furthermore.

I am considering the following:

a) Millennium Dome tickets:

As demand for Millennium Dome tickets is inelastic it would be reasonable to set the price at a lower or comparable stage than the price of a substitute good to prevent consumption changes and therefore to stabilize or to increase demand.

Since there is already a price strategy for the Millennium Dome that is not really working I would advise the organizers, on the basis of elasticity concepts, to reduce the prices for a small amount - maybe £1-£5 off an original ticket price of £20. I would reduce family fares especially as families are often the most common consumers of such leisure activities and the first who change consumption in times of high prices as well.

b) Manchester United tickets:

On the background that demand for MU tickets is inelastic I would give the advice to increase the original price for a relative small amount - maybe 5-10% - each season to enlarge TR. As fans are even prepared to pay more to see their favourite football club and additionally with such a large demand (that should exceed the possible supply) even higher prices will be paid for tickets and so TR will rise. To encourage people to buy tickets for more than one game I would offer season tickets at a reasonable price as well.

For an illustration please have a look at Fig.2-2 and Fig.2-3 .


    Figure 2-2:  Effects of elasticity on demand 

                           and Total Revenue


Annotation:

If P1 is reduced to P2 Total Revenue is reduced 

by the marked (-)field but increased by the (+)field.

A characteristic of elasticity is the gain of a large amount of demand by a small price decrease.

Although the price is reduced TR is increased.

Therefore TR will rise when Millennium Dome 

ticket prices are reduced.


  Figure 2-3:    Effects of inelasticity on 

 demand and Total Revenue

Annotation:

If P1 is increased to P2 Total Revenue is reduced 

by the marked (-)field but increased by the (+)field.

A characteristic of inelasticity is though the price is increased there is only a small decrease in demand.

If the price is increased when demand is inelastic TR will rise.

Therefore TR will rise when the price for Manchester United tickets increases.

3. Using annotated diagrams to help illustrate your arguments examine the economic arguments related to:

a)  Maintaining large stockpiles of surplus agricultural products in the European     

    Union.

In the European Union there is excess supply for some agricultural products.

As the free market equilibrium price often lies at a very low stage, the EU intervenes to maintain farmers’ jobs and to prevent  the existence of an oligopoly in agriculture.

Intervention can be conducted either by setting price floors or acting as a demander. 

Price floors make it illegal to sell a product under a certain price whereas artificial demanding raises the good’s market price by buying surplus agricultural products.

(Buying surplus products is a way of subsidising without paying real subsidies.)

Fig.3-1 and Fig.3-2 illustrate the above.


Figure 3-1: Effects of a price floor             
Figure 3-2:  Effects of EU as a demander
 

Annotation:





Annotation:

The free market equilibrium lies at E. 


The second option the EU can conduct to 

With P1 as the price floor price, Q1 is demanded 

support farmers is acting as an artificial demander.

but Q2 supplied.  For support the EU usually 

It demands a certain amount of the good and 

purchases the excess supply between X and Y

increases with this the demand (D(D’) and the

and maintains them in large stockpiles (if possible).

equilibrium price (P0(P1). 

The new equilibrium is E’. 

b)  Limiting the maximum rents that can be charged in a particular city.

Price controls made by the government can either be price floors or price ceilings. 

Limiting the maximum rents is a price ceiling and is mostly set to create more and cheaper rental housing for the poor. Therefore the ceiling is usually set under the market equilibrium price. As landlords are not willing to let their property at lower prices but cannot change the usage of their properties quickly, supply will be only little less than the free market supply. Over time landlords will adjust and change usage, maybe for own or friends’ purposes. This further shortage will reduce rental housing supply especially for poorer people. As the ceiling in this case is only valid for one city it is probable that supply within the city is going down and rents in suburbs will largely increase.

In worst case ceilings can even support bribery and ‘black market’ activities.



        Figure 3-3: The effects of a rent ceiling

Annotation:

With a steep supply curve on the free market 

supply and demand meet at P0 as the free market equilibrium rent. When P1 is introduced as the price ceiling, quantity supplied (Q1) is only little less than before (Q0), as landlords cannot adapt quickly.

Over time landlords will reduce the supply of rental housing by changing usage because of lower profit. Therefore the supply curve becomes flatter and the quantity supplied is largely reduced to Q2.

Less cheap rental housing is now supplied than before.

 c)  Legalising the use of currently illicit drugs such as cannabis and cocaine.


Since illicit drugs such as cannabis and cocaine are currently only available on the black market legalising the use will let the black market collapse. 

As supply will be legal (lower risk) and easier, supply will largely increase and therefore reduce the price.

Legalising those drugs will increase demand as well, as it is no longer forbidden to consume those drugs and will lead more people into temptation to try.


     Figure 3-4:  Legalisation of cannabis and 

                            cocaine


Annotation:

With the legalisation of cannabis and cocaine and the simultaneous collapse of the black market, supply will increase from S to S’ as it easier and with a lower risk to supply. Since it is no longer illegal to consume these drugs demand will increase (D(D’) as well. The new equilibrium will be E’ –  the price has fallen to P0.

� Type A: Wimbledon Centre Court Finals tickets


� Type B: Millennium Dome tickets


� David Begg, Stanley Fischer, Rudiger Dornbusch, Economics Sixth Edition (p. 34)


� also called demand elasticity


� David Begg, Stanley Fischer, Rudiger Dornbusch, Economics Sixth Edition (p. 60)


� for examples see No.1


� MU = Manchester United


� TR in the following


� with a limited number of tickets: quantity supplied
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