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Managerial Economics 515 

Homework I

Dr. Andrews

1. Given the demand and supply schedule for crawfish below determine the equilibrium price and quantity. Using Excel graph the equilibrium price and quantity

Qd = 120 - 2P

Qs =   50 + 3P

Qd = Qs 

If the price of crawfish is set at 10 dollars what is the quantity supplied and quantity demanded. What is this condition called in the market? If the price is set at 30 dollars, what is the quantity demanded and quantity supplied? What is this condition in the market called? If weather conditions which was previously held constant in the supply schedule increases by 50 units such that the supply curve is Qs’ = 100 + 3P, what is the new equilibrium price and quantity? Using Excel graphically show the old and new equilibriums.

2. Given the following demand curve, calculate the price elasticity of demand using the mid-point method.  Also calculate the total revenue. Using Excel graph the demand and total revenue curves.
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3. Given the total utility below for goods A and B, using the equi-marginal rule, determine the equilibrium quantity of these two goods that the consumer should purchase in order to maximize utility if the price of good A is four dollars and the price of good B is eight dollars with income equal to 100 dollars. What happens if the price of good A increases to six dollars and the price of good B and income remain constant? Graph the demand curve for good A.
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4. Suppose that the demand function for good X is Qdx = 200 – 4Px + 0.01M +5PA
Where Qdx = Quantity demanded of Good X, Px = Price of good X, M = money income and PA = price of alternative good. Suppose M = $30,000, and PA = $20 then calculate and graph the demand curve.  Using Excel graph the equilibrium given that Qsx = 300 +3Px. Calculate the equilibrium price and quantity. What happens to equilibrium price and quantity if income increases to $40,000?  

Using the demand function graph the Engel curve if Px is equal to 10 and PA is equal to 20. 

Calculate the income and cross price elasticities of demand using M =$30,000 and PA = $20.

5. Graphically derive the consumer’s demand curve using the indifference curve approach to utility maximization. Assume that income is equal to $600 and the price of X is $20 and the price of Y is $30 at equilibrium. What is the marginal rate of substitution at this point?  If the price of X decreases to $30 dollars, show the income and substitution effects for this price increase. What is the marginal rate of substitution at this new point?   

6. Determine the Comparative advantage for the countries below given the opportunity cost of producing the two goods. Assume each country has 20 workers. Which country should specialize in Shoes and which should specialize in cellphones. Graph the production possibility and consumption possibility frontiers using Excel. Assume that the world trade ratio is: Cellphones/Airplanes = 5/1

	
	USA
	China
	
	
	

	Cellphones
	100
	20
	
	
	

	Airplanes
	10
	5
	
	
	

	
	
	
	
	
	


7. Given the data below calculate the NPV for the three projects if interest rates are 6 percent. Also, calculate the IRR using Excel and graph the relationship between the market interest rate and the NPV.
	Year
	Project A
	
	Project B
	
	Project C
	

	0
	-10,000
	
	-10,000
	
	-10,000
	

	1
	2,000
	
	6,000
	
	10,000
	

	2
	4,000
	
	6,000
	
	8,000
	

	3
	6,000
	
	6,000
	
	6,000
	

	4
	8,000
	
	6,000
	
	3,000
	

	5
	10,000
	
	5,000
	
	1,000
	

	Total
	20,000
	
	19,000
	
	18,000
	


