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Date Due :  _______________________
Unit II: Supply, Demand, and Consumer Choice

Problem Set #2 

1. EXPLAIN an experience or example that shows the “real world” application of each of the following. Define the terms in your own words and use examples that clearly demonstrate your understanding of each concept. 

a. The Law of Demand and the Law of Supply ( ____/5)

b. The Law of Diminishing Marginal Utility ( ____/5)

c. Normal Goods and Inferior Goods ( ____/5)

d. Consumer’s Surplus and Producer’s Surplus ( ____/5)

2. Government Intervention: 

a. EXPLAIN the results of the three following government policies. Be sure to draw each on a separate graph: price floor and price ceiling. 
 (____/5) 

b. The government often uses excise taxes, called “sin taxes,” to manipulate consumption of cigarettes.   Draw and label the shift from a tax. Identify the new price consumers pay, the price producers receive, the amount of tax revenue consumers pay, and the amount of tax revenue producers pay. Lastly, EXPLAIN why it is unlikely that this tax will significantly reduce cigarette consumption. (____/5)   

3. Practice FRQs: Applying S&D Analysis 

a. Practice FRQ #1 and #2. Attached.  


( ____/30)

4. Elasticity

a. Give three reasons why the demand for some goods is elastic and others are inelastic. In your response, define elasticity and inelasticity and give examples of each. (____/10)

b. EXPLAIN how the total revenue test can be used to determine if a demand curve is elastic or inelastic. Use two graphs with numerical examples in your response. ( ____/10) 

5. Utility Maximization

You just won a $100 shopping spree at a store that sells only DVDs and CDs. You are trying to determine what combination of these two goods would maximize your utility.  The price of CDs is $10 and DVDs are $20. Below is the total utility you receive from consuming these goods.

	CDs
	Total Utility
	
	
	DVDs
	Total Utility
	
	

	1
	60
	
	
	1
	160
	
	

	2
	110
	
	
	2
	300
	
	

	3
	150
	
	
	3
	420
	
	

	4
	180
	
	
	4
	520
	
	

	5
	200
	
	
	5
	600
	
	

	6
	210
	
	
	6
	660
	
	


a. Calculate the marginal utility and marginal utility per dollar for each unit of each good. ( ____/8)

b. If you only had $100, what combination of DVDs and CDs would  you purchase?  EXPLAIN how you determine the utility maximizing combination of CDs and DVDs.  ( ____/6)

c. If your reward increased and your income constraint became $130, what combination of DVDs and CDs would  you purchase?  EXPLAIN how you determine the utility maximizing combination of CDs and DVDs.  ( ____/6)

1. _____/20     	  4._____/20


2. _____/10      	  5._____/20 


3. _____/30        	  


Total: ____/100








