
HW 1 Solution Set 

1. We expect married couples who have to hire a sitter to be more likely to go to the 

dinner/theater combination.  This is because the relative price, compared to couples without 

children, is cheaper. 

 Drive – In Dinner and Theater 

Couple with kids 15 40 

Couple without kids 10 35 

 

For the couple with no children each dinner/theater combination costs them 35/10 = 3.5 drive-ins. 

For the couple with children each dinner/theater combination costs them 40/15 = 2.67 drive-ins. 

The dinner theater combo is cheaper for couples with children. 

Demand curves slope downwards, so we should expect couples with children to consume more combos 

than couples without children. 

  



2. In the Northwest the market for water can be represented geometrically like this: 

 

There is a large supply and a normal demand for water. Quantity supplied/demanded is therefore large, 

and price is low. 

In the SW (desert) the market for water looks like this: 

 

There is a low supply of water and normal demand.  Quantity is very low and price is high. 

 

Taste is not a factor. 

  



3. The equations look like this: ������: � 	 15 � 2� �� 	 � � � 	 15� � 2�� 
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We can create a table by picking various quantities and calculating the results. 

Q TR MR = change 

in TR 

MR = dTR/dQ AR 

0 0  15 15 

1 13 13 11 13 

2 22 9 7 11 

3 27 5 3 9 

4 28 1 -1 7 

5 25 -3 -5 5 

6 18 -7 -9 3 

7 7 -11 -13 1 

8 -8 -15 -17 -1 

 

Now we draw our graphs: 

 

TR is maximized when MR = 0 = 15-4Q 

15 = 4Q 

Q = 3.75 

TR = 15(3.75) – 2 (3.75)(3.75) = 28.125 



  



4. Answers will vary.   

Good for many, bad for me:  

• Allergies 

• Eating insects (cultural differences in taste) 

• Flavors I don’t like: Eggplant. 

• Sagging/skinny jeans 

Good for me, up to a point: 

• Most goods hit a point of negative marginal utility. 
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Here we have two equations in two unknowns, so we can solve simultaneously to find optimal 

consumption. 

  



c.  The PEP has x and y on its axes and allows Px to vary.  So we want to solve our two equations for Px.  

We will hold Py constant, set it to 1.  Then: 
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Substitute and solve: 
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Let I vary. 

The second equation is the equation for the IEP, so just simplify: 
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6. Extra Credit: 

Answers will vary but should include the intuition that if it were efficient to build new factories and 

destroy the old, then the owners of those factories would have had a greater incentive to do so than 

those bombing the factories. 

 

 

 

 


