1.
a) linear 

b) the normal shape (convex) 

c) L‑shaped
2.

a) The budget line is a straight line from 100/10 = 10 units of paper to 100/5 = 20 units of                 ribbon.

b) They will be L‑shaped; 2000 sheets of paper complement one ribbon. 

c) 4 ribbons and 8000 sheets of paper

3.

Since the slope of the budget line (10/1) is greater than the slope of the indifference curve (5) Karl is not maximizing his pleasure. Viewed graphically Karl's situation would appear as follows:
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He should eat less food and take more train rides as the dotted curve above shows. 

4. 












5. 
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Rotate the budget line around the higher indifference curve from its original tangency until it reaches a slope of 2. The new tangency point will divide the overall change in quantity between the substitution and income effects.  The longer arrow above is the substitution effect and the shorter arrow is the income effect. 
6. 
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[image: image6.wmf]\

   P = 60 - 6Q and demand intercepts are P = 60 and Q = 10.
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8. 
a) Unity elasticity is the midpoint of demand so she should price at 5 and sell 100 gallons. 
b) A price reduction will move the firm on to the inelastic portion of the demand curve and reduce its revenue and raise its costs since it produces more. 
c) The $5 price is the best since total revenue is maximized at that point.  
Bonus Question (15%)
EV= 1/2*(-50) + 1/2*(200) = 75
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Yes, because EU is greater than the utility (
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Slope = -2/5
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