HW I ANSWERS
1. Recall the definition of the opportunity cost is “the best thing you gave up”, not all things you gave up.

2. The equilibrium price is 5.2 and the quantity is 2.4.
 P
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3. 
1) Suppose the original curves are S1 and D1. The equilibrium point is (q1, p1) Now D1 shifts to D2 because the price of the substitute decreases. At the same time, S1 shifts to S2 because the production cost increases. The new equilibrium point is (q2, p1). The equilibrium quantity is less than q1, but the price level remains unchanged.
2) Again suppose the original curves are S1 and D1. D1 shifts to D3 because the number of buyers increases. At the same time, S1 shifts to S2. The new equilibrium point is (q1, p3). The equilibrium price is increased, but the quantity remains unchanged. 
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4. Every one gets full points on this question if he or she turned the homework on time. Those who figured out that D was the unit elasticity point got 5 bonus points. We will return to this topic very soon.

5. You have $80, which you spend on either good y or good x. The price of good y is $16 per unit, and the price of good x is $4 per unit. 

1) Draw the budget line

2) What is the slope of the budget line?  

-1/4.
3) Write down the function for the budget line.   

Y=5-1/4x.
4) Redo 1) – 3) if the price of y is changed to $8 per unit.

Y=10-1/2x.

5) Redo 1) – 3) if the price of x is changed to $8 per unit.
Y=5-1/2x.

6) Redo 1) – 3) if you have $160 instead of $80.

Y=10-1/4x.
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6.

	L
	TP
	TVC
	TC
	AFC
	AVC
	ATC
	MP
	MC

	1
	100
	350
	850
	5
	3.50
	8.5
	-------
	-------

	2
	240
	700
	B
	2.08
	2.92
	5.00
	140
	2.50

	3
	380
	950
	1550
	1.32
	2.76
	4.08
	140
	2.50

	4
	440
	1400
	1900
	1.14
	3.18
	4.32
	60
	5.83

	5
	470
	F
	2250
	1.06
	3.72
	4.79
	30
	11.67
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