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Microeconomics I

Homework#1 Answer Key
Fall 2009
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1) Who or what is responsible for the allocation of scarce resources into the production of most goods in the U.S.?  

A) the American government  

B) the UN  

C) the Federal Reserve Bank  

D) markets and prices  
Answer: B
2) Which of the following is an example of a normative statement?  

A) A higher price for a good causes people to want to buy less of that good.  

B) A lower price for a good causes people to want to buy more of that good.  

C) To make the good available to more people, a lower price should be set.  

D) If you consume this good, you will be better off. 
Answer: C

3) Which of the following is an example of a positive statement?  

A) Since this good is bad for you, you should not consume it.  

B) If this good is bad for you, you should not consume it.  

C) If you consume this good, you will get sick.  

D) None of the above.  

Answer: C

4) Suppose the demand for Digital Video Recorders (DVRs) is given by Q=250 - .25p + 4pc, where Q is the quantity of DVRs demanded (in 1000s), p is the price of a DVR, and pc is the price of cable television.  How much does demand for DVRs change if the p rises by $40?  

A) drops by 10,000 DVRs  

B) increases by 16,000 DVRs  

C) drops by 2,500 DVRs  

D) increases by 4,000 DVRs  
Answer: A

5) Consider the demand function Qd = 150 - 2P. The effects of other determinants of Qd is reflected in   

A) the intercept of the function.  

B) the slope of the function.  

C) neither the slope nor the intercept of the function.  

D) in both the slope and the intercept of the function. 

Answer: D
6) As the price of a good increases, the change in the quantity demanded can be shown by  

A) shifting the demand curve leftward.  

B) shifting the demand curve rightward.  

C) moving down along the same demand curve.  

D) moving up along the same demand curve.   

Answer: D
7) If the demand for oranges is written as Q = 100 - 5p, then the inverse demand function is  

A) Q = 5p - 100.  

B) Q = 20 - .2p.  

C) p = 20 - 5Q.  

D) p = 20 - .2Q.  
Answer: D
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8) The above figure shows a graph of the market for pizzas in a large town. No pizzas will be supplied unless the price is above  

A) $0.  

B) $5.  

C) $12.  

D) $14. 
Answer: B
9) The above figure shows a graph of the market for pizzas in a large town. What are the equilibrium price and quantity?  

A) p = 8, Q = 60  

B) p = 60, Q = 8  

C) p = 14, Q = 140  

D) p = 5, Q = 60

Answer: A
10) The above figure shows a graph of a market for pizzas in a large town. At a price of $7, what is the amount of excess demand?  

A) 0; there is excess supply at $7.  

B) 20 units  

C) 30 units  

D) 10 units    

Answer: C

11) The expression "increase in quantity supplied" is illustrated graphically as a  

A) leftward shift in the supply curve.  

B) rightward shift in the supply curve.  

C) movement up along the supply curve.  

D) movement down along the supply curve. 
Answer: C

12) When two goods are substitutes, a shock that raises the price of one good causes the price of the other good to  

A) remain unchanged.  

B) decrease.  

C) increase.  

D) change in an unpredictable manner.  
Answer: C
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13) The above figure shows the supply and demand curves for rice in the U.S. and Japan. Assume there is no trade between the two countries. If bad weather causes the supply curves in each country to shift leftward by the same amount, then  

A) the price will increase in both countries.  

B) the price will decrease in both countries.  

C) the change in price cannot be determined.  

D) None of the above.  

Answer: A

14) Suppose the demand function for a good is expressed as Q = 100 - 4p. If the good currently sells for $10, then the price elasticity of demand equals  

A) -1.5.  

B) -0.67.  

C) -4.  

D) -2.5.  
Answer: B

15) Suppose the demand curve for movie tickets has unitary price elasticity and the supply curve is perfectly price elastic. If 3 million tickets are currently sold at a price of $5, approximately how much tax revenue could the government generate from a $1 specific tax?  

A) $18 million  
B) $3 million  
C) $2.5 million  
D) $1.5 million 
    Answer: C
II. Problem
1) (P.53 #18) What effect does a $1 specific tax have on equilibrium price and quantity, and what is the incidence on consumers, if 

a. The demand curve is perfectly inelastic?

b. The supply curve is perfectly inelastic?

c. The demand curve is perfectly elastic and the supply curve is perfectly inelastic?
Ans: 
a.  Use equation 2.28 from the text to solve for the change in price. 
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If demand is perfectly inelastic, the demand curve is vertical. The supply curve shifts up by $1, and all of the incidence falls on consumers. Price increases by $1, and there is no change in quantity. Since (  0, dP/d(  1.
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b. 
When supply is perfectly inelastic, the supply curve is vertical. Thus, shifting the supply curve upward would have no effect on the equilibrium quantity or price paid by consumers. Sellers would bear the entire burden of the tax. Since (  0, dP/d(  0.
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c. 
If the demand curve is perfectly elastic (horizontal), and the supply curve is perfectly inelastic (vertical), the effect of a tax would be no change in equilibrium quantity and no change in price paid by consumers, and sellers would bear the entire burden of the tax. Since (( ( and (  0, dP/d(  0.
[image: image6.png]P4

p1—-7

a1




2) (P.56 #42) Due to a recession that lowered incomes, the 2002 market prices for last-minute rentals of U.S. beachfront properties were lower than usual (June Fletcher, “Last-Minute Beach Rentals Offer Summer’s Best Deals,” Wall Street Journal, June 21, 2002, D1). Suppose that the inverse demand function for renting a beachfront property in Ocean City, New Jersey, during the first week of August is p = 1,000 – Q + Y/20, where Y is the median annual income of the people involved in this market, Q is quantity, and p is the rental price. The inverse supply function is p = Q/2 + Y/40.

a. Derive the equilibrium price, p*, and quantity, Q*, in terms of Y.

b. Use a supply-and-demand analysis to show the effect of decreased income on the equilibrium price of rental homes. That is, find dp*/dY. Does a decrease in median income lead to a decrease in the equilibrium rental price?

Ans:
a. The equilibrium solution is
1,000 – Q + Y/20 = Q/2 + Y/40 
Q* = 2000/3 - Y/60

p* = 1000/3 + Y/30

b. When income decreases, the demand curve will shift down, and the supply curve will shift down. Therefore, when income decreases, the equilibrium price of rental homes will decrease. (See the graph shown as below, please annoy the tax reduction)

p = Q/2 + Y/40
Y ↓,  S→S’                  

p = 1,000 – Q + Y/20
Y ↓,  D→D’
Since dp*/dY = 1/30 > 0.  If  Y ↑→ p* ↑, otherwise Y↓→ p* ↓. 
Therefore, a decrease in median income leads to a decrease in the equilibrium rental price. 

Similarly, a increase in median income leads to a increase in the equilibrium rental price. 
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