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Homework 2
Due Monday, Sept. 25
1. Using a graph of a budget constraint and an indifference curve in a two-good world,

a) show and explain how consumers decide how much of each good to buy, and

b) derive the demand curve.

2.  Using a graph of a demand curve for gasoline, show the effects of an increase in the price of gasoline.  Include the difference between quantity demanded and demand in your answer.

3.  Using a graph of a demand curve for gasoline, show the effects of a change in the price of ethanol (a substitute for gasoline).  How would your answer change if ethanol and gasoline were complements?  Include the difference between quantity demanded and demand in your answer.

4.  Explain the term ceteris paribus.  Why is this important for academic study?

5. In a demand-for-gasoline graph, do the following factors affect demand or quantity demanded ?  Why?

a) Price of gasoline.

b) Labor Day Weekend.

6. Explain the difference between supply and quantity supplied.  Use a graph in your answer.

7. In a supply-for-gasoline graph, do the following factors affect supply or quantity supplied ?  Why?

a) Price of gasoline.

b) Labor Day Weekend.

c) Crude Oil Prices.

d) Hurricane Katrina.

8. In a supply-for-grains graph, do the following factors affect supply or quantity supplied ?  Why?

a) Price of fertilizer.

b) Weather.

c) Market Price.

d) Government Price Supports.

9. Consider the demand curve Pd = 10-Qd and the supply curve Ps = Qs.

a) What must be true about Pd and Ps when you buy tomatoes at Cub Foods?  What about Qs and Qd?

b) In this case, what are the equilibrium price and quantity?  Graph your answer with P on the vertical axis and Q on the horizontal axis.

10.   How are prices determined in a market?  Explain adjustment to equilibrium from a price above the equilibrium price.

11.   What effect does an increase in demand have if supply is perfectly elastic?  What if supply is perfectly inelastic?  Compare the demand for food with the demand for carrots from the perspective of elasticity.  Use a graph in your answer.  What explains the difference?

12. Small farmers in Minnesota are currently very upset about the recent drought.  Using a graph of supply and demand, explain the effects of the drought on farms without rain, and, separately, farmers who are not directly affected by the drought.
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