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1. Much of the demand for U.S. agricultural output has come from other countries.  In 1998, the total demand for wheat was Q = 3244 - 283P.  Of this, domestic demand was QD = 1700 - 107P.  Domestic supply was QS = 1944 + 207P.  Suppose the export demand for wheat falls by 40 percent. (Quantity is measured in bushels.)
a. U.S. farmers are concerned about this drop in export demand.  What happens to the free market price of wheat in the United States?  Do the farmers have reason to worry? (10%)
b. Now suppose the U.S. government wants to buy enough wheat each year to raise the price to $3.50 (per bushel).  With this drop in export demand, how much wheat would the government have to buy?  How much would this cost the government? (10%)
2. In 1998, Americans smoked 470 billion cigarettes, or 23.5 billion packs of cigarettes.  The average retail price was $2 per pack.  Statistical studies have shown that the price elasticity of demand is -0.4, and the price elasticity of supply is 0.5.  Using this information, derive linear demand and supply curves for the cigarette market. (Quantity is measured in billion packs of cigarettes.  Price is measured in dollars.) (20%)
3. Suppose that Bridget and Erin spend their income on two goods, food (F) and clothing (C).  Bridget’s preferences are represented by the utility function 
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, while Erin’s preferences are represented by the utility function 
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. Do you think Bridget and Erin have the same preferences or different preferences? Explain. (10%)
4. Antonio buys 5 new college textbooks during his first year at school at a cost of $80 each.  Used books cost only $50 each.  When the bookstore announces that there will be a 10% increase in the price of new books and a 5% increase in the price of used books, Antonio’s father offers him $40 extra.

a. What happens to Antonio’s budget line?  Illustrate the change with new books on the vertical axis and used books on the horizontal axis. (10%)

b. Is Antonio worse or better off after the price change?  Explain. (10%)

5. The director of a theatre company in a small college town is considering changing the way he prices tickets.  He has hired an economic consulting firm to estimate the demand for tickets.  The firm has classified people who go the theatre into two groups, and has come up with two demand functions.  The demand curves for the general public (
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  The current price of tickets is $35.

a. Find the price elasticity of demand for each group at the current price and quantity. (10%)

b. Is the director maximizing the revenue he collects from ticket sales by charging $35 for each ticket?  Explain. (10%)

c. What price should he charge each group if he wants to maximize revenue collected from ticket sales? (10%)

PAGE  
1

_1076225050.unknown

_1076225166.unknown

_1301845261.unknown

_1076225087.unknown

_1075022621.unknown

