ECONOMICS 101        		QUEENS COLLEGE         			           Prof. Dohan  


1st MID-TERM Makeup									Fall 2006
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This is a long but easy exam.  Work steadily.  Allocate your time carefully.  Raise your hand if you have a question.  Most of my exams have a curve, so don't worry about missing a few questions.  Do try to answer every question, however.  Please be fair to your fellow students.  Remember that this is a closed book exam.  No books, no notes and no similar study aids are permitted.  No talking.  Do not facilitate or permit other students to benefit from your exam and do not represent other's work as your own.  Failure to observe these standards will automatically result in at least an F for the course.





I. Relating concepts and definitions to the real world


Match the phrases in the two lists which are best related to the concepts or words in the table below each list.


 Some concepts in the table may not be used, some may be used twice.    1 point each term = 21 points





	A.  	All other things are held constant is also call the ______________________ assumption


	B. 	Rent controls in New York City are a form of a ____________


	D.  	Examples of differentiated products that would reduce the competitiveness of markets.


	E.  	Examples of homogeneous products.


	F.  	Price at which all buyers wishing to buy at that price or higher can buy and all sellers wishing to sell �                  at that price or lower can sell is called the ____________________________


	G.  	Three items included in the economist's definition of capital.


	H.  	Three basically different types of real inputs into the economy.


	I.  Example of “public goods” which if supplied to one person, can be used/enjoyed by others at nominal cost.


	J. 	An economy with very few regulations and great personal economic freedom (and risk).


1.   price ceiling�
9.  public schools and public housing�
�
2.   price support�
10. television broadcasts,  light houses and new medicines�
�
3.   market clearing price or equilibrium price�
11. cash, capital paid in (shares of common stock), land �
�
4.    socially just price.�
12. buildings & equipment, residential buildings, inventory�
�
5.  ceteris paribus�
13. Stock, bonds and technology�
�
6.  expost hoc�
14. Land, labor and capital�
�
7.   capitalist command economy�
15. restaurants, fashion clothing, paper, personal computers�
�
8.   laissez faire economy�
16. sugar, corn, wool, and crude oil�
�



	K. Coca-Cola and Pepsi-Cola are examples of nearly perfect ____________________


	L. Additional cost of producing another unit of output.


	M. If minimum wages are raised above the equilibrium wage, then in the short run we probably will have___


	N. If real income rises and the demand for a product increases, then this product is probably ___________ 


	O. A phrase used to describe the benefits foregone (lost) by not using scarce resources in the next best 


	    alternative use of a resource.


	P. If the price of A goes up and the demand for B goes down, these two products are _____________





21.  sunk costs�
27. excess supply of labor�
�
22.  marginal costs�
28. excess demand of labor�
�
23. external cost�
29. complements in consumption or use�
�
24. opportunity costs�
30. substitutes in consumption or use�
�
25. private costs�
31.  an inferior good�
�
26.   per capita costs�
32.  a normal good�
�



	Q. The long-run supply curve may be more elastic than the short-run because


	R. An industry characterized by many producers, producing identical products.


	S. An industry characterized by one producer with control over their pricing. 


	T. A rule to choose the level or rate of an activity (such as production and sale)  so as to maximize the net 


	     benefits from an activity.





41. perfect competition�
45. buyers can adjust their buying habits to reduce purchases more. �
�
42. monopolistic competition�
46. suppliers can invested in new lower cost production capacity.�
�
43. oligopoly�
47. up to the point where marginal benefit just = marginal cost of acivity�
�
44. monopoly�
48. up to the point where total benefit of activity is maximized.�
�
�
II. MULTIPLE CHOICE (1 point each unless otherwise noted) 


Place the correct answer in the space next to the number.





	1. An advanced purchase of a ticket to the World Series with the Yankees costs $75 in the ticket lottery.  Just before the 1st game of the series, tickets for this 1st game were being sold by scalpers for $200.  To the ticket holder, the opportunity cost of actually attending the game is now.


$75, the price paid for the ticket.


$125, the difference between what you paid and the current ticket price.


$200, the current ticket price


$275, the current ticket price plus what you paid for the ticket


$0,  you already bought the ticket, so that it is a sunk cost.





	 2.  You expect overall incomes in the economy to fall in the recession of 2001.  For inferior goods, such as small apartments and second-hand used clothing, this might result in:


an increase in quantity demanded and a fall in price.


an increase in demand and fall in price.


a decrease in demand and a rise in price.


a decrease in demand and a fall in price 


an increase in quantity demanded and a rise in price .








	3.	"After taking a LSAT preparation course for $1000, you scored in the 95th percentile.  Therefore, you concluded that the LSAT course helped you get such a good grade. This statement could be false and if so, it is an example of the 





	a.  ceteris paribus assumption


	b.  ex post hoc fallacy  


	c.  fallacy of composition 


	d.  random inaccuracy resulting from the grading process   


	e.  influence of exogenous factors on ceteris paribus.





	4.	The price of beans falls sharply.  Which of the following is be true? (Hint:  sketch S&D curves.)





	a.	The supply of beans may have decreased with no change in the demand for beans. 


   	b. . The supply of beans may have increased with an increase in the quantity demanded of beans.


	c. The demand for beans may have increased with no change in the supply of beans..


	d	The demand for beans may have increased with an increase in the quantity supplied of beans.


	e. 	The demand for beans may have increased and the supply of beans may have decreased.





�





��5.  From the graph to the right, at which points are the following


����������	statements true (an answer could have no, one, or two answers.


��	If no point exists, then write “NA.” (1/2 point each)


����	______	2 positive slopes


���	______	zero slope (3 answers)


���	______	a minimum point


	______	2 maximum points


��	______	1 negative slope 


�	______	 a undefined slope (infinity slope)?


	______	What is the slope of the line R-T?


	______	What is the slope at point C?


	______	What is the slope at point B?








Explain your answers here if necessary.�
�





Use the graph of the tobacco market to the right to answer


questions 6,7, and 8.	


	6. Originally the price of cured tobacco leaf is 2.00 per pound.


Suppose a price support of  $3/pound was new set by Congress to help 


preserve the Southern way of life down on the farms in the Carolinas.


�This new price support will cause an


excess demand of 40 units,  b. excess supply of 40 units, 


 	c.   excess demand of 30 units   d. excess supply of 30 units


		e.   no effect on market.





	7. If the price support of $3.00 is left in place, we would predict that, eventually


	a. supply would decrease until quantity demanded and quantity supplied were equal at the price of $3.


	b. demand would increase until quantity demanded and quantity supplied were equal at the price of $3. 


	c. the price paid by cigarette companies for tobacco would fall because of the subsidy of the tobacco farmers


	d. persistent excess supply would force the government to either buy and store tobacco or pay the farmers 		    not to grow.





	8. Many critics of the tobacco subsidy argue that it helps the cigarette industry and promotes smoking when we are trying to stop smoking.  When the policy is implemented using either one of the two methods above, then


	a. the price of cigarettes would fall because the price of tobacco falls, so people smoke more.


	b. the subsidy causes the supply curve of tobacco to move out, thus making tobacco and cigarettes cheaper. 


	c. the cost of producing cigarettes goes up because the cost of tobacco is now higher.


	d. the subsidy program for tobacco increases the profitability of the cigarette industry, so they advertise more. 








	9.  When we say that a price in a competitive market is "too low" for


		 equilibrium", we mean that (given upward�sloping supply curves)  :


	a. 	Too little profit is being earned by the producer. 


    	b. 	The government will have to set a price support to keep prices up.


    	c. 	The quantity supplied is less than the quantity demanded at that price. 


    	d. 	Producers are saving money by reducing the quality of the goods offered to the consumer..    


	e. 	None of the above.	











�10.  Which of the curves best describe the following:  ½  point  each. (6 points total)


��


���	long-run supply curve for land in Manhattan


	long-run demand curve for table salt


	short-run supply curve for fish in the Fulton fish market today


	long-run supply curve for fish in the Fulton fish market


���	long-run supply curve for tomatoes


��	long-run supply curve for wine


���	short-run demand curve for oil products


	long-run demand curve for oil products


�	demand curve facing the individual farmer selling corn


��	long-run demand curve for Starbucks coffee


����	perfectly elastic demand curve





�





��


Explain your reasoning if necessary to defend your answer. 


�
III    PROBLEMS 


9 pt.   1.	Abuc produces only two goods, consumer goods (shoes) and capital goods (machinery).  For the production of these goods, it has only three resources, a fixed number of leather stitching machines for shoes, a fixed number of metal working equipment for making machinery, and Lt total labor force of 50 persons (fifty) which can work in either industry. The table below indicates the combinations of clothing and machinery that it can produce daily when various quantities of labor are used with the specialized resources.


����





�L in Clothing�
0�
10�
20�
30�
40�
50�
60�
70�
�
Clothing�
0�
50�
90�
120�
140�
150�
156�
159�
�



L in Machinery�
70�
60�
50�
40�
30�
20�
10�
0�
�
Machinery�
43�
42�
40�
36�
30�
22�
12�
0�
�
4 pts. a.  Plot the production possibility frontier showing the economic relationship between the output of these two products remembering that Lt = 50.	


			


�


2 pt. b.                If this economy is just exactly on its production possibility frontier and currently produces 30 units of machinery, 


	how much clothing are they producing?  (Answer in the box)





c. Label this original point on the PPF graph “A” 





? 


�2 pt. d.               At this point A, what is the opportunity cost (in terms of giving up clothing) of obtaining 6 more units of machinery, so that the economy can grow faster next year. Label this new point on the PPF graph “B”





e.   Explain why the difference between A and B is the “real social cost”, that is, it is the actual opportunity cost.  








2 pt . f.      If, because of an inefficient financial system, the consumers bought all 90 units of clothing, but the banks and thus industry could only finance 22 units of machinery, show and label this point on the graph “C”. 


�       


g.                 A new leader Serchavez gets into power and asks his economists, what is the most machinery Abuc can produce to build more machinery factories for next year, but without causing any inflation and still producing 90 units of clothing?  Label this new point D. 





�1 pt  h.   Explain how you got your answer �    and compare to “d” & “e” above.





1 pt  i.	If Abuc’s neighboring country signed an agreement to permit 20 units of labor to work in Abuc for 20 years,  show and label the new production possibility frontier on your graph. 





1 pt  j.   If a new technology to produce clothing is purchased from KSears Clothing Division that increases the productivity of labor only in the clothing industry by 20 % percent, show & label the new production possibility frontier


�



12 pt  2. Assume you are a commodity analyst in a Wall Street commodity trading firm.  Your job is to predict changes in the price of corn (maize) on world markets..  Corn is used: 1) for feed (fodder) for cattle and pigs,  2) to make corn syrup, an important sweetener substitute for sugar, and 3) to make corn starch for cooking and baking.  Very small amounts are used to make bourbon corn whiskey. It is grown throughout the USA, but mostly in the Midwest along with wheat, soybeans, and other grains. To grow corn requires adequate rain, fertilizers, herbicides, tractors and special hybrid seeds to maximize yields per acre.  Cities seem to be growing right out into the farm areas. 


a. Illustrate the impact of the following events on the corn market by drawing the new supply or/and (**) demand curve of domestic corn


b. Indicate with up and down arrows, (and (, (or “0” for no change) what happens to the equilibrium price and quantity of corn.


Explain the reason in a short sentence or concept. (substitution effect, complements, income effect, higher or lower costs, etc.). (Each question has three parts, each work ½ point. ).   





Remember, this is the domestic market for corn








World prices of soybean oil and  other vegetable oils fall because of good crops in Russia. �
The price of iPod music players drops to $30 per unit.�
�
It doesn’t rain in the Midwest �all summer and all feed crops suffer from the lack of water.**�
�
Monsanto announces a new hybrid corn seed that resists insects and pests.�
�
���� 


P______ Q______	P______ Q______	P______ Q______ 	P______ Q_____











Because











�
Because�
Because�
Because�
�







































�� 


The price of sugar rises 30% on world markets because of greater demand in Europe�
Demand for beef meat falls in the USA.�
�
Demand for land for housing around Mid-West cities raises the price of farmland.�
�
World oil prices rise sharply, driving up the price of fertilizers and gasoline.�
�
P______ Q______	P______ Q______	P______ Q______ 	P______ Q_____





Because

















�
Because�
Because�
Because�
�



�



Suppose at Stefan German’s pizza in Queens, where P is the price of whole pizza pie and Q is the quantity of pizza pies sold


.


The market demand for pizza is given by  Qd = + 400 - 20P 


The market supply for pizza is given by    Qs = - 100 + 20 P 





�	


2pts a.  Fill in the schedule below for Qs and Qd.   





P�
Q od  �
Q os�
�
0�
�
�
�
�2�
�
�
�
4�
�
�
�
6�
�
�
�
8�
�
�
�
10�
�
�
�
12�
�
�
�
14�
�
�
�
16�
�
�
�
18�
�
�
�
20�
�
�
�






3 pts b.  Plot and label the dd and ss graphs for Qs and Qd.


On the graph find and label the equilibrium price P*  


�On the graph find and label the equilibrium quantity with Q*








6pts c.  Find the equilibrium price and quantity algebraically	


��Write your answers in the boxes:





P* =			Q*=


Show your work:








2 pts d. Medical research shows that eating the tomato sauce found on pizza reduces the chance of heart attack and stroke because of its impact on blood levels of good cholesterol.  At every price, buyers want to buy 200 more pizza pies. But in the short run,  quantity of pizzas pies can not be changed so quickly in the Queens?  Calculate the new equilibrium.


��


P* =			Q*= 		Show new equation and show algebra.





1 pts e.  Show the new curve on the above graph and label the new equilibrium supply and demand right after the announcement before the market adjusts  in the new higher price





2 pts f. The next morning an eager but stupid mayoral candidate suggests that the price of pizza throughout New York and Queens be lowered to $12.50 so that more people would be able to buy the healthy pizza.





2 pts  g.	Draw the “price policy” on the above graph and show the impact on the pizza market.  What is this policy called ___________________________.





2 pts h.	Calculate the long run impact on the Queens pizza market if price s and quantities were able to adjust free (using the new demand curve) and why is it lower than the initial price after the announcement.  


���P* =			Qd*=              	Qs*=                          Show new equation and show algebra. :





2 pts i.	But the City Council still passes the price control at $12.50/pie because of the elections.  What economic problems do you foresee as a result of this policy and will they be elected in an area where everybody loves pizza NOW. No waiting. 

















�



Name______________________________________  Date____________________





Extra Credit.  The following graph shows the marginal social benefits and the social marginal cost of controlling air pollution and other issues.


2pt each


�1  What is not true and not true on the graph to the right. Show on graph. 


�


�����������������|


�	a.  The output of only Qb is inefficient because the social benefits of added output (MB) exceed the social costs of added output (MC).Show. 


 





	b.  The price of Pd is too low because too few goods are produced in the sense that the opportunity costs (SMC) of producing more goods is much less than the added valuable to society of additional goods (SMB).  Show.











	c.  The price Psub and quantity Qsub is inefficient because the (SMC) marginal opportunity cost is greater than the marginal benefit (SMB)..


 


	


	d.  The market equilibrium price P* and quantity Q* is efficient because the marginal opportunity cost is equal than the marginal benefit even though the “air” is dirty and some people are made ill from dirty air. 


 








	e. We should subsidize the producers at Psub to get them to produce Qsub, and we sell the output to the buyers at Pd (even though SMC >SMC), . this still is a better use of resources for society than at Q* because the output is high and the price is low. 





Many people argue that we should have clean air.  As long as people are suffering from air pollution, we should try to clean up the air.  If the graph above reflects society’s evaluation of the benefits and costs of air pollution control,





2..  Explain why Q* is the best level of air pollution control even though the air is still (somewhat) dirty.  








3. Explain and label in the above graph, the social losses of forcing our society to clean up the air to Qsub.





6 pts   �  4.Explain how the principle of optimal allocation of resources  SMC=SMB helps policymakers from spending too much or too little on water or air pollution control in terms of opportunity cost. 
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  Show at what price


Q od (P) 


will exactly equal 


Q os  (P)
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