Homework 1

Econ 1101.01: Principles of Microeconomics

Katherine Lande Schmeiser

Due Friday Feb. 8, 2008
Note: Type everything but graphs and calculations for full credit. Completely label all graphs for full credit.

Homeworks may not be submitted electronically. They must be submitted in lecture. For full credit, TA’s name and section number must be on the homework.
Problem 1 (4 points):
Define positive and normative analyses. Indicate whether each of the following statements is positive or normative and explain why.

A. A separate report from the Labor Department showed that new unemployment claims, a leading indicator of the labor market, increased by 69,000, to 375,000, in the week ended Jan. 26.
B. The government should make sure that unemployment does not drastically increase over the next few months.

Problem 2 (5 points):

Describe the principle of increasing marginal opportunity costs. Draw a PPF that shows the principle of increasing marginal opportunity costs. Draw another PPF that has constant opportunity costs.
Problem 3 (6 points):

Consider the following production possibilites table for a farmer:

	
	Wheat
	Corn

	A
	100
	0

	B
	90
	10

	C
	75
	20

	D
	55
	30

	E
	30
	40


Draw this PPF, with Corn on the x-axis and compute the opportunity costs of Corn in terms of Wheat at each point, starting at A.

Problem 4 (15 points):

Adam and Jamie are the only two producers in a country. Only two production possibilities exist: Car Experiments and Exploding Experiments. The following table shows how many hours it takes for them to complete an activity.

	
	Adam
	Jamie

	Car Experiments
	5
	5

	Exploding Experiments
	10
	5


Fill in the following table, computing the opportunity cost for each person for each activity:
	
	Adam
	Jamie

	Car Experiments
	
	

	Exploding Experiments
	
	


Graph the production possibility frontiers showing all possible combinations of Car Experiments and Exploding Experiments for both Adam and Jamie for a week, assuming each has a 40 hour week. Put Car Experiments on the x-axis. 

Who has the absolute advantage in the production of each good? Why? Who has the comparative advantage in the production of each good? Why?

Suppose that initially, Adam and Jamie each spend half their time on each activity. How many Car Experiments and Exploding Experiments would each do in a weeks time?

	
	Adam
	Jamie

	Car Experiments
	
	

	Exploding Experiments
	
	


If each specializes in the activity in which they have comparative advantage, how many would each produce?

	
	Adam
	Jamie

	Car Experiments
	
	

	Exploding Experiments
	
	


In the table below, suggest an allocation that, with Adam and Jamie specializing and trading, is both efficient and attainable, and makes both Adam and Jamie better off with trade compared to their initial allocations.

	
	Adam
	Jamie

	Car Experiments
	
	

	Exploding Experiments
	
	


Problem 5 (6 points):

Suppose Mike Rowe spends his income on two goods: Tractors and Hard Hats. Draw the following budget sets on separate graphs, with Tractors on the x-axis. Make sure to label them clearly. For each budget set, also indicate whether or not the budle (Tractors, Hard Hats)=(3,4) is affordable.

A. PT=4, PH=4, I=40

B. PT=2, PH=4, I=20

C. PT=4, PH=2, I=20
Problem 6 (4 points):

Suppose the price of skateboards is $10 and the price of rollerblades is $5. Construct the budget constraint for a consumer with an income of $100, putting skateboards on the x-axis. What is the slope of the budget constraint? 

What happens when the price of rollerblades decreases to $3? Graph it.

What happens when income increases to $200? Graph it.

Problem 7 (10 points):

Suppose Neil spends his entire income on skis and computer equipment. The price of a pair of skis is $20 and the price of a computer is $30. The marginal utility he receives from skis is 10 and the marginal utility he receives from computers is 15. Is Neil maximizing utility? If not, how should he change his purchases to do so? Use a diagram to illustrate your answer, putting skis on the x-axis. Make sure to show Neil’s current consumption bundle, as well as the optimal consumption bundle he wants to be at.
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