Instructions: Your score will be based on how you show your work.
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Question 1 (15 points): Consider the market for good x. Suppose that the market demand
equation is given by

Pe=8-bQ¢+cP,; b>0andc>0
and the equation for market supply is given by
P,=20+dQ3; d>0

where P, is price of good X, P, is price of good Y, Q¢ is quantity demanded for good X and
Q3 is quantity supplied for good X. Answer the following questions.

2.1) (2 points) What is(are) the endogenous variable(s) in the model? What is(are) the
exogenous variable(s) in the model?

2.2) (5 points) Specify condition(s) under which the market equilibrium for good x is
guaranteed to exist. What restrictions do we need to place on the values of P, so that the

market equilibrium exists?

2.3) (5 points) Solve for the equilibrium price (&) and equilibrium quantity (Q;) of the
market for good x.

2.4) (3 points) Calculate the magnitude of the response of equilibrium quantity to the
change in exogenous variable(s).

(4, Ero. Px,6% @ +o 2 Selued o

: e Markel
vo: Ty (hreded o8 giew [ Ble we &
Cxo: W o Hoz sk o Sinsle mored Moo .)

@ G&:OW Pn = 8-\-093 = wox Pae { bevunmn-
.,JQM ? e 20 —2 ™M ia Pn‘u% NM—

ks Min -
wxids Y mex P ([,&wum7P%erdk W

I.e. 8""6?5 V20
= vesdwehon [t Frot Py > 1;.2 |
@' Solwhen:  Eguu” gccuns thas G\i: &i - 0% 0 ol SWP‘”
(P72 - B-b&+CPy = 20+d Q B b

[ ) A4 % d (c -(2
Vo VX £ Q@ = CPB "‘& & P - 204
\ﬁ\rcodﬂ-w Y XA 0.‘7059*70 g "3 ! b+3

(QQ,(,& o
o Merled




Instructions: Your score will be based og how you show your work.
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Question 1 (15 points): Consider the market for good x. Suppose that the market demand
equation is given by
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P.=8-bQ¢+cP,; b>0andc>0
and the equation for market supply is given by
P =20+dQ3; d>0

where P, is price of good X, P, is price of good Y, Q¢ is quantity demanded for good X and
Q3 is quantity supplied for good X. Answer the following questions.

2.1) (2 points) What is(are) the endogenous variable(s) in the model? What is(are) the
exogenous variable(s) in the model?

2.2) (5 points) Specify condition(s) under which the market equilibrium for good x is
guaranteed to exist. What restrictions do we need to place on the values of P, so that the

market equilibrium exists?

2.3) (5 points) Solve for the equilibrium price (B) and equilibrium quantity (Q%) of the
market for good x.

2.4) (3 points) Calculate the magnitude of the response of equilibrium quantity to the
change in exogenous variable(s).
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