Economics 102                                                                                                  Professor Gindling
Problem Set I


  Lbs              Gals.
 
1.  The economy of Yuppville can use its                                     Combination           Brie              Wine                                                                                         
      resources to produce only brie cheese                          
A                        0                  60
      and white wine.  In the chart at right,                            
B                        5                  55 
      six potential combinations of the two                     
C               
     10   
              45
   
      goods are shown that could be 
D
                  15

 35

      produced by the Yuppies if all 
E                      20                  20
      resources are fully employed
F                    25                  0
a.  Plot these combinations on a graph (measure pounds of brie on the vertical axis and gallons of

     wine on the horizontal).  Use these points to draw in the Production Possibilities Frontier.

b.  Assume resources are fully employed.  Calculate the opportunity cost of the first five pounds

     of brie, the second five pounds, and so on for each additional five pounds.  Does the 

     opportunity cost of brie cheese increase or decrease?  Why?

c.  Consider the combination G (15 pounds of brie, 15 gallons of wine).  From this point what is

     the opportunity cost of an additional five pounds of brie?  Find an attainable point that you are

     certain is preferred to G by the Yuppies.  What does this analysis imply about the social costs

     of unemployment?

d.  Is the combination H (10 pounds of brie, 50 gallons of wine) attainable for Yuppville?  If not,

     how could this point become attainable?

e.  Which combination along or inside the PPF would be most preferred by the Yuppies?  Justify

     your answer.  

2.  The market demand function for jeans is Qd = 80 - 5p and the market supply is Qs = 40 + 3p.

     What are the equilibrium price and quantity in this market?  If the market price is $2 is there a

     surplus or shortage in this market?  If so, how large is the surplus or shortage?

3.  For each example below draw a graph showing an initial equilibrium in the market given.  On

     the same graph show a shift in either the supply or demand curve that would cause   

     equilibrium price (PE) and quantity (QE) to change as indicated.  In each case give a reason

     that could explain this change in the market.  
     a.  Market - hot dogs     
Pe↑      Qe↓   

     b.  Market - automobile tires 
Pe↓      Qe↑

     c.  Market - razor blades
Pe↓      Qe↓

     d.  Market - snow shovels
Pe↑      Qe↑ 
 
