#H 4% : Principles of Microeconomics, Fall 2021

RENE:

Choice in a world of scarcity (Fi D CD#ER) , Demand and Supply (% & #t45) |, Labor and Financial
Markets (57 @15 & 4:@lTi5) , Elasticity (J7714:) , Consumer Choices (74 #1341 , Production/Costs/Industry
Structure (ZEE - 22 R b FEFEMNE) |, Perfect Competition (584 %i4) , Monopoly (i /57i35) , Environmental
Protection & Negative Externalities (Z}E#7% & #MEARE %) |, Positive Externalities & Public Goods (4R &
NHERE)
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Q1 When Jill's available income is $450, her budget line is drawn with a vertical intercept of 25 pizzas and a

horizontal intercept of 300 Diet Cokes. If so, the n the price of pizza is each, and the diet cake price is each
Pizza
A. P pizza*25=$450 P cake*300=$450
25

P price=450/25=$18 P price=450/300=$1.5
» Cake

300
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Q1 If income elasticity demand is 0.75 and buyers’ income rises 5%, what is the change in the Quantity of Demand

(QD)?

A. Income Elasticity Demand _%AQuantity of bemand 75 %200 _, 5%%*0.75=%QD %0D=3.75%

%Aincome +5%

Q2 If instead cross-price Elasticity is -1/4, that implies an 8% rise in price, Good A causes a 2% fall in QD of Good
B. In this case, Good And Good B are

_ %AQD of B _ 2% 1

A. cross — price Elasticity ~WnPrice of 4 18% 2

Since cross-price Elasticity<0, Good A and Good B are Complements

QH&EFEPFOCBY 3 2 M)
Q1-1 Suppose a student has the following total utility (TU) for various amounts of beverage consumes (Q):
At Q=0, TU=0; Q=1, TU=20; Q=2, TU=36; Q=3, TU=46; Q=3, TU=51; Q=4, TU=47.
If so, the student’s marginal utility (MU) from the third unitis A. 46-36=10

Q1-2 If this beverage costs $4 per unit, then the student’s marginal utility per $ spent on the second beverage is
A, 36210

=4 units per $ spent

(Seemi 4o ic B4 2 M)
Q1 If the current market price is P=$6, and the firm produces 16,000 units, what is the firm’s total profit? (assume
at Q=16,000 that ATC=$4.50 and AVC=$3.00)



A. Total Profit= Q*(Price-ATC) =16,000*($6-$4.50) =$24,000

Q2 If the current market price is P=$3, and the firm produces 10,000 units, what is the firm’s total profit? (assume
at Q=10,000 that ATC=$4.00 and AVC=$1.75)

A. Total Profit= Q*(Price-ATC) =16,000*($3-$4)1.50 =-$10,000

Q3 We need to get an estimate of total fixed costs. At Q=7,000 assume that AVC=$1.50 and ATC=$4.50. If so,
then compute Total Fixed Cost as Q*AFC or 7,000*AFC.

A. ATC=AFC+AVC TFC= 7000*$3.00=$21,000
$4.50=AFC+$1.50 ‘ This means if shut down, lose $21,000
$3.00=AFC at Q=7,000 Since Total Cost=$21,000 Total Revenue=$0

Q4 If the current market price is $1.00 and the firm produces 5,500 units, what is the firm’s total profit (assume at
Q=5,500 that ATC=$5.00 and AVC=$1.75)?

A. If operate at P=$1, best Quantity is 5,500 —— =5,500%($1-$5)
At Q=5,500, ATC=$5.00, AVC=$1.75, =5,500*-$4
Profit=Q(P-ATC) =-$22,000
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