Microeconomic Principles

Professor Cecilia A. Conrad

Spring 2001

Homework One

Due September 14, 2001

1.  Two Countries  -- Wink and Nod -- have the capacity to produce two goods: cornflakes and milk.  The tables below describe the production possibilities for each country.  


Quantity of Milk Produced in One Day
Quantity of Cornflakes Produced in One Day
Opportunity Cost of 1 gal of milk
Opportunity Cost of 1 lb of Cornflakes

WINK
100 gals
40 lbs
.40 lbs of cornflakes
2.5 gals of milk

NOD
75 gals
25 lbs
1/3 lb of cornflakes
3 gals of milk







a.  Sketch the production possibility frontiers for Wink and for Nod.

See Figure.

b.  Which country has the absolute advantage in the production of milk?  Which country has the absolute advantage in the production of cornflakes?

Wink has the absolute advantage in both milk and cornflakes.  

c.  Which country has the comparative advantage in production of milk?  Which country has the comparative advantage in the production of cornflakes?  Explain.

Wink has comparative advantage in milk and Nod in cornflakes
d. Suppose that without trade, Wink produces 50 gallons of milk and 20 lbs of cornflakes in a day.  Nod produces 45 gals of milk and  10 lbs of cornflakes.  Propose a trade that would make both countries better off or at least one better off and the other no worse off.  (Assume more of either good is better.)

2.  Use supply and graphs to analyze each of the following newspaper stories.
a.Gasoline Prices Jump in Midwest, Hinting of Wider Spikes" 

Starting out on a day of shopping, Barbara Graivier stopped at her local Amoco gas station in downtown Chicago and found that prices had jumped again.  "Oh, my God," she said, staring at the price of $2.10 a gallon for regular unleaded gasoline.  "I was here last weekend and it was $1.99.  This is just ridiculous. ... experts are blaming tight inventories in the Midwest and a fire earlier this month that disabled a giant Citgo gas refinery in Lemont, Ill. The fire has made it difficult to supply major hubs like Milwaukee and Chicago with the special blends of reformulated gasoline that are required by law in those cities.

NY Times, Thursday, August 30, 2001

b. Wisconsin Governor Urges Residents to Eat More Pork to Aid Farms
Alarmed at the lowest hog prices in almost six decades, Gov. Tommy G.

Thompson on Wednesday ordered state institutions to serve more pork and

urged consumers to pick up hams and pork roasts for holiday meals.

…

Prices have hit rock bottom because of a large supply of hogs just as the demand for exports to Russia and Asia has dropped. Cash prices haven't been this low since the early 1940s.

Meg Jones, The Milwaukee Journal Sentinel, December 24, 1998.

3.  The equations below describe the demand and supply for Good X.  Find the equilibrium price and quantity.

Demand:  Qd = 25- 5P

Supply:  Qs   = 10P

4.  Figure 4 describes the demand for seats at the final tennis match at the U.S. Open. (The number of seats is fixed)  The USTA would like to set price so as to maximize the total revenues from ticket sales. 

a. Consider initially the range of prices between $300 and $400.  Use the arc elasticity formula to calculate the elasticity of demand in this range of the demand curve.

b. Now consider the range of prices between $800 and $900.  Use the arc elasticity formula to calculate the elasticity of demand in this range of prices.

c. Given this demand curve, what price will maximize the total revenue of the USTA?    
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Figure Four: Demand for US Open Tickets
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