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Suggested Answers – Homework 1 

1.    Market demand is:     
                   ,     

                  

   Market supply is:     
       ,  

  and                      

2.  

a. The three goods are substitutes. 

b.    
    

         ,    
    

         , and    
    

          

3.  

a. P
consumer

 = (1+t)P* = 10.3125, P
producer

 = P* = 6.875 

b. P
consumer

 = P* = 11, P
producer

 = (1-t)P* = 5.5 

4.  

a.    
                 

     
 

b. 
   

  
 

 

      
 

c. Y
*
 = 460  

d.         

5.  

a. IS: Y = 6250 – 5000r , LM: Y = 2500 + 7500r 

b. (Y
*
, r

*
) = (4750, 0.3) 


