Econ 301 - Homework #2
To be completed by Wednesday June 16th 8AM.

Review Questions 2.4, 2.6, 3.2, 3.5, 3.7

Workouts 2.8, 2.9, 2.12, 2.13, 3.1 – 3.4, 3.13 

1) Thomas has a monthly income of $1000, which he spends on video games and a composite good (whose price we shall assume is $1 throughout this problem). Currently, he does not belong to a video game club, so he purchases video games at a price of $40 per game. Game Addict has offered him the chance to join their “Platinum Club” or their “Economy Club”. If he were a member of their “Platinum Club” he would need to pay a monthly fee of $500, but then he could purchase all the video games he wants at a price of $10 per game.  If he were a member of their “Economy Club” he would need to pay a monthly fee of $200, but then he could purchase all the video games he wants at a price of $20 per game. Draw a graph illustrating:
a. Thomas’s Budget Curve if he does not join a club in red.

b. Thomas’s Budget Curve if he joins the “Platinum Club” in blue.

c. Thomas’s Budget Curve if he joins the “Economy Club” in green.

d. Thomas’s Budget Curve if he has the option of choosing to join the “Platinum Club”, join the “Economy Club” or not join a club in purple. 

2) Rachel has a monthly income of $120, which she spends on cellular telephone service and a composite good (whose price we shall assume is $1 throughout this problem). MES Telephone Service offers her two plans: Plan A and Plan B. Under Plan A, she pays $30 per month and can use the telephone for up to 200 minutes with no additional charge. If she makes more calls, then she must pay $.10 for each additional minute. Under Plan B, she pays $60 per month and can use the telephone for up to 1000 minutes with no additional charge. If she makes more calls, then she must pay $.10 for each additional minute. Draw a graph illustrating Rachel’s Budget Curve and her Budget Set. 

