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Homework #2 (due by 9:00pm on Friday, September 11)

Please submit your answers to this homework through the Assignment link at Blackboard. No credit will be given for answers submitted in class or emailed to the professor, regardless of the excuse.  This includes unique excuses like my dog ate my homework, but also more traditional excuses like “I lost my Internet”.  Please note that all submissions are final, again – regardless of the excuse (which includes “I accidentally hit the submit button”). You will get whatever score is assigned to you by Blackboard. If you are unfamiliar with Blackboard, then it would be a good idea to visit the class page at Blackboard and check out the homework assignments as they are posted.
Please note that when Blackboard grades answers to the fill-in-the-blank questions – your answer must match exactly with the answer that Blackboard is looking for or your answer will be considered incorrect. You’ll always be given formatting instructions and you must follow those instructions. Below, you’ll find some instructions on how to properly format your answers to these type of questions. A more complete discussion of these rules is provided at Blackboard. Reading that section is strongly recommended.
As stated above, given that answers to the fill-in-the-blank questions must not only be correct, but formatted properly, correct formatting is part of the process. A wrongly formatted answer is still a wrong answer. I.e., you will not have points added to your homework score if you got answers wrong due to formatting mistakes. However, this is still something you will want to bring to Professor Haworth’s attention. In addition, if you get an answer like 3.25 (i.e.. where 5 is the decimal in the hundredths place), then round up. E.g., an answer of 3.25 should be rounded to 3.3). If you have any questions about this, then please contact Professor Haworth.

Homework #2 formatting instructions:
(a) Question #22 (i.e. 22a-22b): round your answer to the nearest tenth. E.g., if you determine that the quantity increases by 3.46%, then you should record your answer as 3.5.
(b) Question #24a: express your answer as a whole number. If you do get a fractional answer, round that answer to the nearest whole unit.  E.g., if your answer is 25.1, then record your answer as 25.
(c) Question #24b: express your answer in terms of dollars or as a whole number (i.e. with or without the dollar sign).  E.g., if your answer is 100, then record your answer as $100 or 100, but not 100.0 or $100.00.

Homework #2 Questions
Consider the Louisville area market for new desktop computers (new computers). Note that this market does not include laptop computers or tablets. Assume that this market has many demanders and suppliers within the city of Louisville, and that new computers are a normal good.
Questions #1-7 below provide you with an event that affects the Louisville area market for new computers, and you must identify how each event affects this market. E.g., in Question 1, if you believe that this event leads to an increase in both demand and supply, then you would select answer “f”.

1. Kentucky State government decreases their tax on the suppliers of new computers in Louisville.
a. Increase in Demand for new computers
b. Decrease in Demand for new computers
c. Increase in Supply of new computers
d. Decrease in Supply of new computers
e. Increase in the Demand for new computers and Decrease in the Supply of new computers
f. Increase in the Demand for new computers and Increase in the Supply of new computers
g. Decrease in the Demand for new computers and Decrease in the Supply of new computers
h. Decrease in the Demand for new computers and Increase in the Supply of new computers

2. Indiana State government decreases their tax on the suppliers of new computers in Indiana.
a. Increase in Demand for new computers
b. Decrease in Demand for new computers
c. Increase in Supply of new computers
d. Decrease in Supply of new computers
e. Increase in the Demand for new computers and Decrease in the Supply of new computers
f. Increase in the Demand for new computers and Increase in the Supply of new computers
g. Decrease in the Demand for new computers and Decrease in the Supply of new computers
h. Decrease in the Demand for new computers and Increase in the Supply of new computers

3. Computer buyers all expect the future price of new computers to be significantly lower next period.
a. Increase in Demand for new computers
b. Decrease in Demand for new computers
c. Increase in Supply of new computers
d. Decrease in Supply of new computers
e. Increase in the Demand for new computers and Decrease in the Supply of new computers
f. Increase in the Demand for new computers and Increase in the Supply of new computers
g. Decrease in the Demand for new computers and Decrease in the Supply of new computers
h. Decrease in the Demand for new computers and Increase in the Supply of new computers


4. The average Louisville resident experiences a significant increase in income.
a. Increase in Demand for new computers
b. Decrease in Demand for new computers
c. Increase in Supply of new computers
d. Decrease in Supply of new computers
e. Increase in the Demand for new computers and Decrease in the Supply of new computers
f. Increase in the Demand for new computers and Increase in the Supply of new computers
g. Decrease in the Demand for new computers and Decrease in the Supply of new computers
h. Decrease in the Demand for new computers and Increase in the Supply of new computers

5. Metro Louisville government makes some regulatory changes that bring more new computer suppliers into the Louisville market.
a. Increase in Demand for new computers
b. Decrease in Demand for new computers
c. Increase in Supply of new computers
d. Decrease in Supply of new computers
e. Increase in the Demand for new computers and Decrease in the Supply of new computers
f. Increase in the Demand for new computers and Increase in the Supply of new computers
g. Decrease in the Demand for new computers and Decrease in the Supply of new computers
h. Decrease in the Demand for new computers and Increase in the Supply of new computers

6. Suppliers experience a significant increase in the distribution cost associated with selling new computers in this market. 
a. Increase in Demand for new computers
b. Decrease in Demand for new computers
c. Increase in Supply of new computers
d. Decrease in Supply of new computers
e. Increase in the Demand for new computers and Decrease in the Supply of new computers
f. Increase in the Demand for new computers and Increase in the Supply of new computers
g. Decrease in the Demand for new computers and Decrease in the Supply of new computers
h. Decrease in the Demand for new computers and Increase in the Supply of new computers

7. The adoption of AI-based software allows computer suppliers in Louisville to experience big gains in productivity.
a. Increase in Demand for new computers
b. Decrease in Demand for new computers
c. Increase in Supply of new computers
d. Decrease in Supply of new computers
e. Increase in the Demand for new computers and Decrease in the Supply of new computers
f. Increase in the Demand for new computers and Increase in the Supply of new computers
g. Decrease in the Demand for new computers and Decrease in the Supply of new computers
h. Decrease in the Demand for new computers and Increase in the Supply of new computers
Questions #8-13 relate to the Louisville area market for new luggage (i.e., the buying and selling of luggage or travel bags that people can use to pack clothing and other items, e.g. while on vacations). Assume that new luggage is a normal good, and that airline flights are a complement. We will also assume that luggage suppliers are also luggage manufacturers in this market.

In this question, you must use the demand and supply model to identify how different events affect the equilibrium price and equilibrium quantity within the Louisville luggage market. The process works like this. First, you must determine which shift(s) are caused by the event listed below. Once you’ve determined the shift(s) that will occur, you must then determine how that shift affects the equilibrium price and quantity within this market. Note that, although not required, it may help in this question to draw a graph.

E.g., if you believe that the event in Question #8 leads to a decrease in supply within this market, and that this shift causes an increase in the equilibrium price and decrease in the equilibrium quantity of luggage sold in the Louisville market, then you would select answer “c” in the responses below that question.

8. There is an increase in the wages paid to employees of Louisville-based luggage suppliers.
a. Increase in both the equilibrium price and equilibrium quantity
b. Decrease in both the equilibrium price and equilibrium quantity
c. Increase in the equilibrium price, and decrease in the equilibrium quantity
d. Decrease in the equilibrium price, and increase in the equilibrium quantity

9. Rising oil prices increase the price of plastic, which raises the cost of producing and ultimately selling luggage within the Louisville market.
a. Increase in both the equilibrium price and equilibrium quantity
b. Decrease in both the equilibrium price and equilibrium quantity
c. Increase in the equilibrium price, and decrease in the equilibrium quantity
d. Decrease in the equilibrium price, and increase in the equilibrium quantity

10. There is a significant decrease in the price of airline flights.
a. Increase in both the equilibrium price and equilibrium quantity
b. Decrease in both the equilibrium price and equilibrium quantity
c. Increase in the equilibrium price, and decrease in the equilibrium quantity
d. Decrease in the equilibrium price, and increase in the equilibrium quantity

11. A new automated inventory process is adopted by luggage suppliers within the Louisville market, which represents improved technology for suppliers in this market.
a. Increase in both the equilibrium price and equilibrium quantity
b. Decrease in both the equilibrium price and equilibrium quantity
c. Increase in the equilibrium price, and decrease in the equilibrium quantity
d. Decrease in the equilibrium price, and increase in the equilibrium quantity

12. The Louisville city government subsidizes the building of a large number of new homes, which increases the population of Louisville.
a. Increase in both the equilibrium price and equilibrium quantity
b. Decrease in both the equilibrium price and equilibrium quantity
c. Increase in the equilibrium price, and decrease in the equilibrium quantity
d. Decrease in the equilibrium price, and increase in the equilibrium quantity

13. There is an increase in the tax on suppliers of new luggage in the Louisville market. 
a. Increase in both the equilibrium price and equilibrium quantity
b. Decrease in both the equilibrium price and equilibrium quantity
c. Increase in the equilibrium price, and decrease in the equilibrium quantity
d. Decrease in the equilibrium price, and increase in the equilibrium quantity

In Questions #14-16 below, you’ll be provided with a change in the equilibrium price and quantity within the automobile tire market. In each question, you must determine which of the shifts listed below that question best explain the change in equilibrium price and quantity provided in the question. E.g., in Question 14, if you believe that a decrease in the equilibrium price and an increase in the equilibrium quantity is best explained by an decrease in supply, then your answer would be response “b”.

14. Assume that in the automobile tire market, there is a decrease in the equilibrium price and an increase in the equilibrium quantity. Which of the following best explains these changes:
a. Increase in supply
b. Decrease in supply
c. Increase in demand 
d. Decrease in demand 
e. Increase in demand and increase in supply
f. Decrease in demand and decrease in supply
g. Increase in demand and decrease in supply 
h. Decrease in demand and increase in supply

15. Assume that in the automobile tire market, there is a decrease in the equilibrium price and a decrease in the equilibrium quantity. Which of the following best explains these changes:
a. Increase in supply
b. Decrease in supply
c. Increase in demand 
d. Decrease in demand 
e. Increase in demand and increase in supply
f. Decrease in demand and decrease in supply
g. Increase in demand and decrease in supply 
h. Decrease in demand and increase in supply

16. Assume that in the automobile tire market, there is an increase in the equilibrium price and a decrease in the equilibrium quantity. Which of the following best explains these changes:
a. Increase in supply
b. Decrease in supply
c. Increase in demand 
d. Decrease in demand 
e. Increase in demand and increase in supply
f. Decrease in demand and decrease in supply
g. Increase in demand and decrease in supply 
h. Decrease in demand and increase in supply

In Questions #17-21 below, you’re given information about different elasticities. Based on the information provided in the question, select the response that provides the correct interpretation of the elasticity asked about in the question. E.g., if you calculate the own-price elasticity in Question #17 and interpret that elasticity as saying that washing machines are an inferior good, then your answer would be “c”.
17. Assume that for washing machines, a 6% increase in the price of washing machines leads to a 4% decrease in the quantity demanded of washing machines. Select the answer below that represents a correct interpretation of the own-price elasticity in this situation:
(a) Washing machines are both a normal good and a luxury
(b) Washing machines are both a normal good and a necessity
(c) Washing machines are an inferior good
(d) Washing machines have a demand that is inelastic
(e) Washing machines have a demand that is elastic
(f) Washing machines are complements 
(g) Washing machines are substitutes

18. Assume that in the market for instant macaroni and cheese, a 2% increase in consumer income leads to a 3% decrease in the quantity demanded of this good. Select the answer below that represents a correct interpretation of the income elasticity in this situation:
(a) Instant noodles are both a normal good and a luxury
(b) Instant noodles are both a normal good and a necessity
(c) Instant noodles are an inferior good
(d) Instant noodles have a demand that is inelastic
(e) Instant noodles have a demand that is elastic
(f) Instant noodles are complements 
(g) Instant noodles are substitutes
19. Assume that for generic dress shirts, a 5% increase in consumer income leads to a 4% increase in the quantity demanded of this good. 
Select the answer below that represents a correct interpretation of the income elasticity in this situation:
(a) Generic dress shirts are both a normal good and a luxury
(b) Generic dress shirts are both a normal good and a necessity
(c) Generic dress shirts are an inferior good
(d) Generic dress shirts have a demand that is inelastic
(e) Generic dress shirts have a demand that is elastic
(f) Generic dress shirts are complements 
(g) Generic dress shirts are substitutes

20. Beef and poultry are two different options of meat that households can purchase. Assume that if the price of beef increases by 2%, consumers will purchase 0.34% more poultry. 
Select the answer below that represents a correct interpretation of the cross-price elasticity in this situation:
(a) Beef and poultry are both normal goods and luxuries
(b) Beef and poultry are both normal goods and a necessities
(c) Beef and poultry are both inferior goods
(d) Beef and poultry both have a demand that is inelastic
(e) Beef and poultry both have a demand that is elastic
(f) Beef and poultry are complements 
(g) Beef and poultry are substitutes

21. Beef and pork are two different options of meat that households can purchase. Assume that if the price of beef increases by 3%, consumers will purchase 0.75% less pork. 
Select the answer below that represents a correct interpretation of the cross-price elasticity in this situation:
(a) Beef and pork are both normal goods and luxuries
(b) Beef and pork are both normal goods and necessities
(c) Beef and pork are both inferior goods
(d) Beef and pork both have a demand that is inelastic
(e) Beef and pork both have a demand that is elastic
(f) Beef and pork are complements 
(g) Beef and pork are substitutes


Use the information below to answer questions #22-23.
In the soft drink market, there are regular soft drinks (e.g. Coca Cola, Pepsi, etc), and diet soft drinks (e.g. Diet Coke, Diet Pepsi, etc). According to one particular study, the own-price elasticities of these two goods are as follows.
· Regular soft drinks have an own-price elasticity of -0.63
· Diet soft drinks have an own-price elasticity of -1.01


22. Based on the information above, consider the own price elasticity of regular and diet soft drinks. In this situation, you must determine how the quantity demanded of each type of soft drink responds to a 8% price increase. Note that you will need to follow the formatting instructions for your answers below.
a. If the price of regular soft drinks increases by 8%, then the quantity of regular soft drinks purchased by households will decrease by _______________%
b. If the price of diet soft drinks increases by 8%, then the quantity of diet soft drinks purchased by households will decrease by _______________%


23. Given the own-price elasticities of regular and diet soft drinks provided above, assume there is a 5% increase in the price of all soft drinks (i.e. both regular and diet). Select every true statement below regarding how this price change affects the total revenue associated with selling these two different types of soft drink. Note that there are multiple answers to this question (e.g. a and b, or a and f, etc).
(a) If the price of diet soft drinks increases, then there will be a decrease in the total revenue earned from selling diet soft drinks
(b) If the price of regular soft drinks increases, then there will be a decrease in the total revenue earned from selling regular soft drinks
(c) If the price of diet soft drinks increases, then there will be an increase in the total revenue earned from selling diet soft drinks
(d) If the price of regular soft drinks increases, then there will be an increase in the total revenue earned from selling regular soft drinks
(e) If the price of diet soft drinks increases, then there will be no change in the total revenue earned from selling diet soft drinks
(f) If the price of regular soft drinks increases, then there will be no change in the total revenue earned from selling regular soft drinks


24. Assume that the demand and supply curves for good A are given as the equations you see below.  Note that you need to follow the formatting instructions with your answers below.
	Demand:
	P = 900 – 2QD
	(Qd = quantity of A demanded, P = price)

	Supply:
	P = 100 + 2QS
	(Qs = quantity of A supplied)



a.  The equilibrium quantity in this market is ________________
b.  The equilibrium price in this market is ______________


25. Assume that the demand and supply curves for good A are given as the equations you see below.  Note: these are the same equations from Question #24 above.

	Demand:
	P = 900 – 2QD
	(Qd = quantity of A demanded, P = price)

	Supply:
	P = 100 + 2QS
	(Qs = quantity of A supplied)



Assume that government has placed a price ceiling on the market for good A.  If the price ceiling is set at $300, then which one of the following (direct) effects is the most likely to occur:

1. Surplus of 100 units
1. Shortage of 100 units
1. Surplus of 300 units
1. Shortage of 300 units
1. Surplus of 150 units
1. Shortage of 150 units
1. Surplus of 200 units
1. Shortage of 200 units
1. None of the above

 
