Economics 301 – Intermediate Microeconomics

John Moran

Problem Set #3
Chapter 4 Problems 
7, 10, 11, 13, 16

Note that in problem 13, the price of a hotdog is measured in cents, not dollars.

Chapter 5 Problems 
4

Additional Problems
1 – 14 listed below

1. Assuming both goods are normal goods, explain what would happen to the consumption of two goods, X and Y, if income doubled and both prices tripled.

2. True or False? “Demand curves are always downward sloping.” Please explain your answer.

3. True or False? “If X is a normal good, then the demand curve for X will be downward sloping.” 

4. True or False? “Engel curves are always upward sloping.” Please explain your answer.

5. True or False? “If X is a normal good, then the Engel curve for X will be upward sloping.” Please explain your answer.
6. Placing the X good on the horizontal axis and AOG on the vertical axis, graphically illustrate the income and substitution effects of an increase in the price of good X. Please assume that both goods are normal goods.

7. Placing the X good on the horizontal axis and AOG on the vertical axis, graphically illustrate the income and substitution effects of a decrease in the price of good X. Please assume that both goods are normal goods.

8. True or False? “All Giffen good are inferior.” Explain.

9. True or False? “All inferior goods are Giffen.” Explain.

10. Consider a consumer whose MRS is given by
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and who has an income of $36. Assuming that the price of good Y remains fixed at $1, plot the specific points on the consumer’s demand curve for good X as the price of X varies from $2 to $4 to $6. (Note: To get the correct answer, you need to assume that in the associated indifference curve diagrams the Y good is on the vertical axis and the X good is on the horizontal axis.)

11. Professors Kubik and Black make up the entire demand side of the market for summer research assistants in the economics department. If Kubik’s demand curve is 

QK = 25 – (1/2)P

and Black’s is 

QB = 100 - P 

what is the market demand curve for research hours in the economics department?

12. Your firm’s research department has estimated the income elasticity of demand for Art Deco lawn furniture to be –0.85. You have just learned that due to an upturn in the economy, consumer incomes are expected to rise next year. How will this affect your ordering decision for PVC pipe, which is the main component in your furniture?

13. Assume there are two married couples, the Andersons and the Smiths. The Andersons have a small child and must hire a babysitter when they go out. The Smiths have no children. For entertainment each couple can either go to a play at a cost of $20.00 (per couple) or a movie at a cost of $8.00 (per couple). It is observed that the Andersons go to relatively more plays and fewer movies than the Smiths. Can you offer an economic explanation for why this might be the case? In doing so, assume: (1) the husband and wife in each couple have identical preferences for movies vs. plays (so that a single indifference curve will represent the preferences of both the husband and the wife); (2) both couples have identical underlying preferences for movies vs. plays; (3) both couples have the same total income; (4) both couples are sufficiently wealthy that their expenditure on movies and plays is a negligible fraction of their total expenditures.

14. Illustrate graphically why cost of living adjustments based on the Consumer Price Index over compensate recipients for changes in the cost of living.
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