Unit 2 – Topics to be ready for:
· Law of demand – as price decreases, quantity demanded increases and vice versa
· Factors for demand/supply shifts: TRIBE & ROTTEN
· Effects of demand/supply shifts on price & quantity
· Effects of demand elasticity on total revenue ($)
· Consumer/Producer surplus
· Definition and Calculating Marginal Utility (alligator mouth)
· Utility Maximization equation - MUx/Px =MUy/Py
· Double shifts
· Binding Price controls: Price ceilings & Price floors
· Excise Taxes
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(a) 2 points:
+ 1 point for calculating the price of a unit of banana, $4/8 = $0.50
» 1 point for stating that Sasha will purchase fewer peanuts.

(b) 2 points:
= 1 point for the stating that the equilibrium price and quantity of peanuts will both increase.
» 1 point for the explanation that peanut and bananas are(Substitutes pince the price of bananas
increased, it would cause the demand for peanuts to increase: ”
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1 point for stating that the substitution effect causes the quantity of bananas demanded to
decrease
1 point for stating that Sasha’s real income (or purchasing power) will decrease.

(c) 2 points:
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