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Homework 2 
1. Name:
 
Directions: 
I. Answer questions 1-4 (one point each)
II. Complete Problems 1.1, 1.3 and 1.5 from the workbook (*see clarification) (two 
points each)
Questions 1, 2 and 3 are T/F questions. Question 4 is a multiple choice question.
 
1) According to the optimization principle, prices adjust until the amount that 
people demand of something is equal to the amount that is supplied. 
2) At a price that is a little higher than the reservation price, a person is 
indifferent between purchasing or not purchasing the good.
 
**Questions 3 & 4 are about the MODEL of a competitive market for apartments 
specified in Sections 1.1-1.5 of the textbook. (That is, the textbook's model of a 
competitive market for apartments with many renters and a short run supply 
curve.) 
 
3) Suppose that the only change in the assumptions for the model is that a $250 
tax is imposed on the landlords (for each apartment they rent.) Then the renters 
will be required to pay more for their apartments. 
4) Suppose that the only change in the assumptions for the model is that several of 
the inner-ring apartments are turned into condominiums. Then the equilibrium price 
a) must remain unchanged. 
b) must increase whenever all who purchased the condominiums previously lived in 
inner-ring apartments.
c) must increase whenever all who purchased the condominiums previously lived in 
outer-ring apartments.
d) must increase whenever some of those who purchased the condominiums 
previously lived in outer-ring apartments.
e) both (c) and (d) are correct. 
*Statement of clarification for exercises from the workbook:
The workbook assumes (on p. 1) that, at a person's reservation price, renting an 
inner-ring apartment is exactly as good (for that individual) as renting an outer-ring 
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apartment. Therefore, when the market price equals a person's reservation price, 
the person could potentially rent either an inner-ring apartment or an outer-ring 
apartment. Hence, when you are considering whether a particular price is an 
equilibrium price, any individual who has that price as his reservation price should 
be counted "twice" (that is both as someone who could choose to rent an inner-ring 
apartment and as someone who could choose to rent an outer-ring apartment). For 
example, if one person has a reservation price that is higher than any one else's 
reservation price, then at his reservation price the quantity demanded is taken to 
be both 0 and 1. 
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