Macroeconomics

Instructor: Mark Tomass

Answer Key to Homework 4

1.  There will be chaos as there will be no price to ration the albums.  If you value your time and wish to avoid possible scuffles with other fans you are likely to be better off waiting until Monday.

2.
As the demand of residents in the rest of the world is added to the demand of island residents the price of coconuts will become positive.

3.
Improvements in technology increased supply, which lowered market price and increased quality demanded.

4.
The increased supply of accountants will lower salaries and increase the number of accountants demanded.

5.
The decrease in the demand for the chemical engineers will decrease their salaries and decrease the quantity of labor supplied by the engineers.

6.
The decrease in the demand for loanable funds will put downward pressure on interest rates.  As interest rates fall the quantity of credit demanded by business firms and consumers will increase.

7.
At first the ceiling has no effect because the ceiling rent is equal to the market equilibrium rent.  As the demand for housing increases and rents are prevented from rising above the ceiling a shortage of housing will develop.

8.
A number of nonprice rationing techniques can be used including use of rationing stamps.

9.
Minimum wages benefit many middle-income groups and do increase the incomes of some of the working poor, which explains the political support that this government program receives.

10.
Elimination of price floors will eliminate the shortages.  The students should draw a graph similar to the one in box 11 to show the impact of the price floors.  If the price floors were to be phased out, the consumers and taxpayers would gain while farmers would lose.

