Macroeconomics

Instructor: Mark Tomass

Answer Key to Homework 5

1.
New businesses are likely to enter the market as your competitors.  As this occurs supply will increase and price will fall, other things being equal.  The lower prices will eventually reduce your profits.

2.
Because the marginal benefit of TVS exceeds their marginal cost a net gain is possible from producing more.  For example, at current output sellers of TVS can receive $100 to be compensated for all their costs and efforts in making another TV.  Because buyers are willing to pay $200 there is the possibility of a $100 net gain to sellers.  Alternatively sellers would be no worse off if they received $100 and buyers would enjoy a $100 net gain.  As more TVS are made available net gains like this will be possible until the marginal benefit falls to equal the marginal cost, which will rise as more TVS are produced.

3.
The changes in demand will raise the price of recreational vehicles and decrease the price of passenger cars.  This will increase the quantity of recreational vehicles supplied while decreasing the quantity of passenger cars supplied.

4.
The automobile companies reacted to the increase in the relative price of small cars by producing more small cars and fewer large cars.  A decrease in the price of gasoline is likely to increase the demand for and quantity supplied of large cars.

5.
A decrease in the price of electronic components is likely to decrease costs of producing goods that use these components.  This will increase profit opportunities for making those goods available.  As a result supply will increase and quantity of electronic goods demanded will increase as price falls.  Production techniques will shift to greater use of computers and other electronic devices.

6.
The transaction costs of establishing property rights to air space are too high to enforce for individual households and current law does not give them the property right to charge for use of air space.

7.
The transaction costs include the costs of advertising and the value of the time you must use to communicate with prospective buyers.  If the transaction costs exceed the $100 you would like to get for the bike you are better off to give it away.

8.
There is a negative externality because the price system does not charge the manufacturer for the right to dump wastes.

