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Homework #3
Economics (I), 2012
Due day: 2012.12 .19
Part I. Multiple Choices: 60% (4% each)
Please fill your answers in below blanks.
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1) The law of diminishing marginal utility states that 

A) eventually total utility falls as more of a good is consumed, other things constant.

B) the extra satisfaction from consuming a good decreases as more of a good is consumed, other things constant.

C) the extra satisfaction from consuming a good increases slowly as more of a good is consumed, other things constant.

D) when the extra satisfaction from consuming a good becomes negative, total utility starts falling, other things constant.

2) Consumers maximize total utility within their budget constraint by

A) buying the cheapest goods they can find.

B) buying whatever they like the best. 

C) buying the goods with the largest marginal utility per dollar spent.

D) spending the same dollar amount for each good.

3)  The demand curve for a Giffen good is

A) non-linear but downward-sloping.

B) vertical. 

C) upward-sloping.

D) non-existent. 

4) Identify the one statement that does not demonstrate how social effects influence consumer choice.

A) Students in an Economics class are required to purchase a textbook assigned by the professor. 

B) There is utility gained from consuming goods or services that others are consuming.

C) Some products that people consume are determined by the social popularity of the products.

D) Companies such as Zappos.com and Netflix invite their consumers to write reviews about their experience with their products which are then posted on the internet for others to see.

5) A network externality occurs when

A) there is production cost savings from being networked with suppliers.

B) there is production cost savings from being networked with buyers.

C) the usefulness of a good is affected by how many others use the good.

D) the usefulness of a good is affected by celebrities who use the good. 

6) What is behavioral economics?

A) the study of how people make wealth-maximizing decisions

B) the study of how people behave in the face of scarcity

C) the study of situations in which people act in ways that are not economically rational

D) the study of how people make decisions at the margin

7) What is the endowment effect? 

A) the phenomenon that economic agents are endowed with different qualities and abilities so that trade among individuals increase efficiency

B) the tendency for economic agents with abundant resources to consume a proportionately greater quantity of goods and services

C) the tendency of people to be unwilling to sell something they already own even if they are offered a price that is greater than the price they would be willing to pay to buy the good if they didn't already own it.

D) the tendency of firms to use celebrities endowed with good looks to promote their products

8) Sunk costs

A) are costs associated with repairing something you already own. 

B) are important for optimal decision making. 

C) are costs that have already been paid and cannot be recaptured in any significant way.

D) are costs that firms sink into marketing. 

9) A characteristic of the long run is

A) there are fixed inputs.

B) all inputs can be varied.

C) plant capacity cannot be increased or decreased. 

D) there are both fixed and variable inputs

10) Which of the following is a fixed cost?

A) payment to hire a security worker to guard the gate to the factory around the clock

B) wages to hire assembly line workers

C) payments to an electric utility

D) costs of raw materials

11) Implicit costs can be defined as

A) accounting profit minus explicit cost. 

B) the non-monetary opportunity cost of using the firm's own resources.

C) the deferred cost of production.

D) total cost minus fixed costs.

12) The marginal product of labor is defined as

A) the additional sales revenue that results when one more worker is hired.

B) the additional output that results when one more worker is hired, holding all other resources constant.

C) the additional number of workers required to produce one more unit of output.

D) the cost of hiring one more worker.

13) The law of diminishing marginal returns states

A) that at some point, adding more of a fixed input to a given amount of variable inputs will cause the marginal product of the variable input to decline.

B) that at some point, adding more of a variable input to a given amount of a fixed input will cause the marginal product of the variable input to decline.

C) that in the presence of a fixed factor, at some point average product of labor starts to fall as more and more variable inputs are added. 

D) average total costs of production initially fall and after some point starts to rise at a decreasing rate as output increases.

14) In the short run, if marginal product is at its maximum, then

A) average cost is at its minimum.

B) average variable cost is at its minimum.

C) marginal cost is at its minimum.

D) total cost is at its maximum. 

15) Average fixed costs of production 

A) remain constant.

B) will rise at a fixed rate as more is produced. 

C) graph as a U-shaped curve.

D) fall as long as output is increased.
Part II. Problems: 40%
1. Arnie Ziffel has $20 per week to spend on any combination of pineapples and green tea. The price of a pineapple is $4 and the price of a bottle of green tea is $2. The table below shows Arnie's utility values. Use the table to answer the questions that follow the table. 

	Quantity of Pineapples
	Total Utility
	Marginal Utility
	Marginal Utility per Dollar
	Quantity of Green Tea
	Total Utility
	Marginal Utility
	Marginal Utility per Doll

	1
	32
	
	
	1
	28
	
	

	2
	52
	
	
	2
	46
	
	

	3
	64
	
	
	3
	54
	
	

	4
	68
	
	
	4
	60
	
	

	5
	70
	
	
	5
	64
	
	

	6
	71
	
	
	6
	66
	
	

	7
	71
	
	
	7
	67
	
	


a.
Complete the table by filling in the blank spaces.

b.
Suppose Arnold purchases 4 pineapples and 2 bottles of green tea. Is he consuming the optimal consumption bundle? If so, explain why. If not, what combination should he buy and why?
2. The picture below shows a set of indifference curves for a consumer, as well as some budget constraints. We will assume that the price of good A and the income of the consumer are fixed. Suppose that the budget constraints in the picture correspond to prices of $5, $3, and $2 for good B. Note that the faint budget constraint (or the one that does not pivot at the same point as the others) is to be used in determining income and substitution effects. It is in a sense a “hypothetical” budget constraint.


[image: image1]
(a) On the picture, label the budget constraint that corresponds to the $5 price of good B as “B5”, label the budget constraint that corresponds to the $3 price of good B as “B3”, and label the budget constraint that corresponds to the $2 price of good B as “B2”.
(b) Derive the consumerís demand curve for good B using these 3 prices
(c) Calculate the total e§ect given a price decrease from $5 to $3.

(d) Calculate the substitution e§ect given a price decrease from $5 to $3.

(e) Calculate the income e§ect given a price decrease from $5 to $3.

(f) Is this good a normal good or an inferior good? How do you know?

3. Fill in the missing values in the following table. Draw one graph showing how total output increases with the quantity of workers hired, and another graph showing the marginal product of labor and the average product of labor.

	Quantity of Workers
	Total Output
	Marginal Product of Labor
	Average Product of Labor

	0
	0
	
	

	1
	200
	
	

	2
	500
	
	

	3
	900
	
	

	4
	1,150
	
	

	5
	1,300
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