Problem Set, #1
1.) a.) Graph the following lines (with x on the horizontal axis, y on the vertical axis)

· y=3x+3

· y=3x

· y= -2x+1  

b.) Find equilibrium x and y for the following two equations: y=2+2x and y=10-2x
2.) a.) Construct graphically the PPF for the following country, in which Cars and Corn are the only two goods in the economy.  (Put Cars on the y-axis, Corn on the x-axis): 

Cars (#)
       Corn (Bushels)
550

       0
500

      50

400

     100
      300

     150

      150

     175
       0

     200

     b.) Suppose the economy is operating where 400 cars and 100 bushels of corn are produced.  At this point, what is the opportunity cost of producing an additional 100 cars? What is the opportunity cost of producing another 50 bushels of corn?
     c.) Suppose the economy produces where 300 cars and 100 bushels of corn are produced.  What is the opportunity cost of producing an additional bushel of corn?  Explain in one sentence what this has to do with efficiency.  
3.) Bob’s convenience store sells two brands of potato chips.  Brand X costs Bob 60 cents per bag, and Brand Y costs him $1 per bag.  Draw Bob’s production possibility frontier for potato chips, if Bob has $60 budgeted to spend on stocking potato chips.  Why doesn’t this PPF have the typical bowed outward shape, as in the examples we did in class?
4.) Explain in one sentence the difference between allocative and productive efficiency.

5.) Agree or disagree with the following statement and explain your answer in one/two sentences: “Marginal Benefit is always increasing because individuals are always happier with more goods.”

6.) Suppose you decide to attend a free lecture.  Explain in one sentence why the opportunity cost of attending the class is not zero.
7.) Suppose Martha and Donald’s private jet crashes on a deserted island.  The only activities on the island are collecting coconuts and fishing.  Suppose that in a given day of work, Donald could collect 20 coconuts OR catch 5 fish.  In one day Martha could collect 24 coconuts OR catch 8 fish.  
a.) Who has the absolute advantage in collecting coconuts?  What about catching fish?

b.) Who has the comparative advantage in collecting coconuts?  What about catching fish?

c.) How do you think each will spend their time on the island?  (Fishing or collecting coconuts?)  Explain in terms of opportunity cost and comparative advantage.

8.)  Suppose that both the price of electricity and paperclips both rise by 40 percent.  Which will likely have the larger income effect?  Explain in one/two sentences.

9.) If chocolate is found to have positive health benefits, would this lead to a shift of the demand curve or a movement along the demand curve?  Explain in one sentence.

You should also know the meaning and application of the following term:
Chapter 1: 

Scarcity 

Slope

Positive/Negative/Linear Relationship 

Chapter 2/3:

Opportunity cost

Marginal Cost

Marginal Benefit

Market

Production possibilities frontier

Allocative Efficiency

Productive Efficiency  
Comparative Advantage

Absolute Advantage



















