Group Assignment |

Answer
2. a. Snce there is no second. product ov other products fo compare with, we cannot
defermine whether product % ¢ subshitute product or  complementary product.
b. derive the market demand equation .
Given demand equation For Consumer I : p:IO'i'k,P,-\'K'_‘I-Q; o) Qf‘: 10+ K, P +k,Y P

Since 10 consumers 0 the market are dentical, market demand equation ts
0 ; P 20tkPut N *

d d
= 0 D | t \‘— => =
Q | “ +kPx K‘n. ?) Q {IOUO"‘hPi"'Ki\'-P) y P <!O"‘k|Pi+K’A.\1

C. Condition: 1) 0< (204K, T) <BYkL)  x (i) 10 +K P+ Y >5+k U
1n term of relative Cost advantage, 4he st condition tels 4hat fitm that depends on techno-
logy has lower opportunity cost, comparing fo Firm that relies on gasoline. (0 <20t KT <5 M)

. Derive market supply equation
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d. The condition under which both Pirms will be octive 1 market is when
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e. Sole Fov equilibriom price and quanttly
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. Calclate the benefit of onwmen and 4he two producers offer suosidy
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d. Calewlote the magnitude of the response oV euilibriom quantity 4o change

in exogenous varioble .
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L. a. Find {he equilibriom before fax:
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d. Calcvlale consumer's and prodocer's burden
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e. The vevenve +he Sovernmen’r can collect from market equilibrium
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3. a. Wrile the sydem of linear equations n matrix Jorm
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The ol policy , o change i goverment purchases, will beaome more effectve ¥
ki g ki are getting bigger This Is becowse an maease/&awwm* purchases will encourgge
consumption and wwestment Which makes aggregate expenditure rises and eventually
ovtpit  will wncrenses te0 . Rowever, with the Terease of government spending will not
alter inderest vate bot the Tcrease n outpot will do, so ierest mte Wil “werease
which makes +he ovtput decrease a bt . This s the crouding out etfed From he
change i the govemment purchases Houever ; thi effed will be qute wenk

doe Yo the lovge valve of K and k,. Ths, the ncal policy effectve becacse

Tt cun  mereate the outpt to be hgher fhan the mial oukput.



