
Economics 304K: Fall 2018  
 

Problem Set 1 
SOLUTIONS 

Part I.  Multiple Choice 
 

1. Which of the following will increase (shift to the right) the demand for large 
automobiles?  

a. A fall in the price of small automobiles.  
b. A fall in the price of large automobiles.  
c. A fall in the price of gasoline. 
d. A fall in buyers' incomes.  
e. A fall in consumer preferences for driving large automobiles.  

 
 

  
2. A decrease in the price of a good will  
a. increase demand 
b. decrease demand 
c. increase quantity demanded 
d. decrease quantity demanded 
e. Both (a) and (c) are correct 
 

 
 
3. If the demand for the 1890 United States $20 gold coins increases and the supply 

curve does not shift, then  
a. the price and quantity will rise.  
b. the price and quantity will fall. 
c. the price will rise but the quantity will fall. 
d. the price will fall but the quantity will rise. 
e. the price will rise but the quantity will not change. 
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4. Refer to Figure 1 above. Using the midpoint method, the price elasticity of demand 
between point B and point C is  

 
 
5. Refer to Figure 1 above.  Between points B and C demand is  

 

(15 points, 3 points each) 
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a. 0.5. 
b. 0.75. 
c. 1. 
d. 1.3. 

a. elastic 
b. inelastic 
c. unit elastic 
d. None of the above.  Elasticity is impossible to determine from the information 

given.  



Part II. Problems  

1.    
a. Equilibrium price would be $3 and equilibrium quantity would be 10,000. 
b. A surplus of 8,000 flashlights would be the problem in the economy and we would 

expect the price to fall. 
(10 points, 5 points each) 

2.  
a.   

 
b.   

 
 
 
 

c. Same as (b) 
d. Same as (b) 
e. Same as (a) 

 
(50 points, 10 points each) 

 

3. Suppose the demand for crossing the Golden Gate Bridge is given by P = . 
 
a. If the toll is $2, then the number of trips bought at this price is: 

Q=10,000-1,000*2=10,000-1,000*2 = 8,000 trips.  The government revenue is:  
Revenue = P*Q = 2*8,000 = $16,000 (5 points) 
 

b. Price elasticity =  

Since the slope is  and 1/slope is (-1,000) then: 

Price elasticity =  = - ¼ or just ¼ in absolute value. (5 points) 
 

c. Several answers are possible here.  First, you can just claim that since elasticity at the 
price of $2 is not unity (not equal to 1) then it is possible to improve the revenues. Or you 
can try a higher price and show that revenues will go up.  So, if the toll is $3 then the 
number of trips at that price is Q = 10,000-1,000*3 = 7,000 and Revenue = 3*7,000 = 
$21,000 (up from $16,000 in part a). (5 points) 

 
d. Availability of substitutes makes demand more elastic since it is easier to switch to other 

options.  (5 points) 
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4. If marijuana were legalized in TX, it is likely that there would be an increase in 
the supply of marijuana. Advocates of marijuana legalization argue that this 
would significantly reduce the amount of revenue going to the criminal 
organizations that currently supply marijuana. True/False: These advocates 
believe that the demand for marijuana is inelastic.  
Answer: True.  Higher supply will decrease the price and lower prices lead to 
lower revenues if demand is inelastic.  (5 points) 
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