Econ 301- Intermediate Microeconomic Theory

Assignment #2
Due date: Nov 26, 2015 in class

NAME:

Please show all the necessary calculations and give all necessary explanations that lead to
your answetr.

1. Ray Starr has the utility function U(x,y) = y/(100 — x)

a. Does Ray prefer more to less of both goods?
b. Draw a diagram showing Ray’s indifference curves corresponding to the utility levels U = 1/2,

6 U= l,and U = 2.
f c. How can you describe the set of indifference curves for Ray? Is the utility homothetic?
d. If the price of x is $1 and the price of y is $1, find Ray’s demand for x as a function of his income

and draw a diagram showing his Engel curve for x.
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2. A competitive firm has‘the short-riin cost function c(y) = y3 = 2y% + 5y + 6. Write down equations 00 /
for:

The firm's average variable cost function

N The firm’s marginal cost function

H At what level of output is average variable cost minimized?
\ Graph the short-run supply function for this firm, being careful to label the key points on the
\ graph with the numbers specifying the exact prices and quantities at these points. M,

0.) Ave ___@3_&\\/:L+ 5(7)/61 = 72- 25+5- |
,@ MC = 3%@— = 35*:40\“5‘

c) anin AVC. 1ohen G“r\/C)‘zo => 23—2_—_0 30\1’24

|

R

s

|
A

' e

|
|
|
|
=
3

&
"\j'.:’ 3 MQ= 5"4”‘5:&. j=5:>p1628x25_l}x5+5
y=O ) MQ,'—‘- 5 -“GO Z !

\/302 )"40=3X4—4‘.X=2+5= g



Identify the choice that best completes the statement or answers the question. 6,/b

1. In Ozone, California, people all have the same tastes and they all like hot tubs. Nobody wants
more than one hot tub but a person with wealth SW will be willing to pay up to $.01V for a hot
tub. The number of people with a wealth greater than SW for any given W in Ozone is
approximately 1,000,000/ . The price elasticity of demand for hot tubs in Ozone, California, is
a. 0.1.
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2. Dr. Social Science has recently figured out how to clone consumers. His first effort was done on
the population of Walla, Washington. Each original citizen got a clone who had exactly the
same income and preferences. Which of the following statements describes what happened to
the demand function for tuna-fish casseroles in Walla?

a. The elasticity doubled and the slope remained constant.
The elasticity did not change at any price.
The elasticity of demand doubled and the slope doubled.
d. The elasticity halved and the slope remained constant.
e. none of the above.

3. At the price of $100, tourists demand 267 airplane tickets. At the same price, business travelers
demand 237. At the price $110, tourists demand 127 tickets and business travelers demand 127.
Assuming that the demand curves of business travelers and tourists are both linear over this

ce range, what is the price elasticity of demand at the price $100?
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4. A competitive firm produces a single output using several inputs. The price of output rises by

$4 per unit. The price of one of the inputs increases by $4 and the quantity of this input that the
firm uses increases by 16 units. The prices of all other inputs stay unchanged. From the weak
axiom of profit maximization we can tell that
a. the inputs of the other factors must have stayed constant.
b. the inputs of at least one of the other factors must have decreased by at least 16

units,

the output of the good must have increased by at least 16 units.
d the output of the good must have decreased by at least 8 units.
e. the mputs of at least one of the other factors must have increased by at least 16
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5. A competitive firm’s production function is f(x;, x;) = 8x,"" + 8x,"". The price of factor 1 is 51
and the price of factor 2 is 53. The price of output is 56. What is the profit-maximizing quantity

of putput?
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ndicate whether the statement is true or false and explain. -%(LOM '7%%8 P J: 8(2.[/’) +& ( & ) = 256

1. A firm produces one output with one input and has decreasing returns to scale. The price that it pays per unit
of input and the price it gets per unit of output are independent of the amount that this firm buys or sells. If the
government taxes its net profits at some percentage rate and subsidizes its inputs at the same percentage rate.

; the firm’s profit-maximizing output will not change. ’
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2. Ifthe price of the output of a profit-maximizing, competitive firm rises and all other prices stay constant, then
_the firm’s output cannot fall. me,
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