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ECONOMICS 101        

QUEENS COLLEGE         


           Prof. Dohan  

1st MID-TERM 







           October 14 Fall 2010
Last Terms 1 mid-term as an example of the format. 
Questions and numbers will be different, but very worthwhile to study.
Medium length 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 = 16 points

A. 
In New York Prices for Broadway show tickets and Yankees World Series tickets can only be sold 10% more than their face value.  This is an example of a _________ and often tends to lead to _______.


B.  
Some examples of things in the economist’s definition of capital include ______.


C.  
Examples of homogeneous products.


D.  
Price at which all buyers wishing to buy a product or service at that price or higher can buy and all sellers wishing to sell that product at that price or lower can sell is called the _____.


E.  
Three private types of (scarce) resources.


F.  
Examples of  public type goods or services.


G.   A good, service or technology can be supplied to first person at a very high cost, but technically can be used or supplied to anybody else for a very low (nominal) cost or no cost is called a _____________ ________.


H.  An economy with government regulations of the economy but very little government production and mostly private production is called a ______.

	1.   market clearing price or equilibrium price
	9.  public schools, public housing, and public highways

	2.   ceteris paribus price
	10. television broadcasts,  light houses, new medicines, and music

	3.   price ceiling, scarcity of seats at that price
	11. money, capital paid in (shares of common stock), bonds

	4.   price supports, unsold seats
	12. Ships, trucks, factories, electric power grid, roads

	5.   planned economy
	13. Stock, bonds and technology

	6.   mixed market economy
	14. Land, labor and capital

	7.   private-type good or service.
	15. restaurants, fashion clothing, paper, personal computers

	8.   public good or service or technology
	16. sugar, corn, wool, salt, and crude oil



I. Fuel oil and natural gas used for generating electricity are examples of  _________


J. The additional or marginal cost of producing another unit of output determines the ______.


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


L. If real personal income rises and the demand for used cars goes down, then this product is probably _______


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


    alternative use of the resources.


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


O. Fisheries (where beyond the 12 mile territorial limit, anybody can fish) and the Colonial “commons” where 
              all residents could graze their sheep are both forms of _____ ____ and in general are ______. 


P. 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. Increase the activity…
	17. supply curve
	23. excess supply of labor

	18. demand curve
	24. excess demand of labor

	19. external cost
	25. complements in consumption or use

	20. opportunity costs
	26. substitutes in consumption or use

	21. private costs
	27. an inferior good

	22. per capita costs
	28. a normal good

	23. a public good, overpriced
	32. up to the point where total benefit is maximized.

	24. a public good, overused
	33. up to the point where marginal benefit just equals marginal cost of activity

	31. common property, overused
	34. up to the point where total benefit of activity equals total cost of activity


II. MULTIPLE CHOICE (1 point each unless otherwise noted) 

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

1. The primary (main) purpose for imposing a tax on cigarettes in NYC is.

a.  To raise tax revenues to cover the City’s deficit.

b.  To reduce the profitability of the cigarette industry to reduce the number of producers.

c.  To add just the external costs to others of smoking to the private cost to get the SMC for society and assume that smokers make rational decisions about their own private costs. 

d.  To reduce cigarette smoking in general to improve everybody’s health including the addicted smokers..

e.  All of the above.


2.
The price of houses falls sharply. Which of the following is NOT true? (Hint:  sketch S&D curves.)


a.
The supply of houses may have increased with no change in the demand for houses. 

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


c.  The demand for houses may have decreased with no change in the supply of houses.


d
An increase in the quantity of houses supplied is caused by an increase in the demand.


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

[image: image1.bmp]3.  From the graph to the right, at which point(s) are the following


statements true.  (1/2 point each)


______
positive slope


___  ___
zero slope (2 answers)


______
a minimum point


______
a maximum points


______
a negative slope 

4. On the same graph

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


______
What is the slope at point C?


______
What is the slope at point B?


5. Tobacco growers were “subsidized” 1) by signing up farmers to not grow tobacco on “excess land” and 2) by letting them sell the reduced quantity of tobacco supplied at the “supported price” above the equilibrium price. This increased the tobacco grower’s income. Critics argued that this also helped the cigarette industry and promoted smoking when the official government policy is to try to stop smoking. We conclude, using the tools of supply and demand, however, that because of the price support program for tobacco… 


a. the price of cigarettes is lower because the price of tobacco is lower as a result of this type of subsidy – a       
price support- so people smoke more.


b. the price support for tobacco (“a type of 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 after price supports is now higher.


d. the price support, “subsidy”, program (price support) for tobacco increases the profitability of the cigarette 
industry, so they advertise more. 


6.  When we say that a price in a competitive market is "too high" for



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


a. 
Too much profit is being earned by the producer. 
    
b. 
The government will have to set a price ceiling to keep prices at equilibrium.

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

    
d. 
The marginal benefit of the last unit actually bought is less than the marginal cost of that unit.    

True false  1 point each


1.  According to economists, money is a form of capital.


2.  In voluntary trade between two people, both people gain, or at least, neither one loses.


3.  Economic growth in the long run depends on the growth of labor productivity.


4.  The opportunity cost of getting an education at Queens College is the tuition, books, transportation and other expenditures.


5.  Even if the Federal government has to run a larger deficit, in times of unemployment, spending more money on financing the building of infrastructure and giving grants to states to fill in the budget gap has zero opportunity costs to society.


6.  The social cost of my driving on the Long Island Expressway at 5 PM evening rush hour is greater than my monetary cost. 


7.  On the average, U.S. corporate after-tax profits are 25% per dollar of sales.


8.  More than 50% of federal government spending (including transfer payments) is on pensions, income security and health.

III    PROBLEMS  (Beware:  I might give this question in the format of the homework or class.)
9 pt.   1.
Batavia produces only two goods, consumer goods (clothes) and capital goods (machinery). For the production of these goods, it has only three resources, a fixed number of sewing machines for making clothes, a fixed number of metal-working equipment for making machinery, and Lt = total labor force of 7 workers (seven) 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
	1
	2
	3
	4
	5
	6
	7

	Clothing
	0
	60
	100
	130
	150
	160
	170
	176


	L in Machinery
	7
	6
	5
	4
	3
	2
	1
	0

	Machinery
	87
	85
	80
	75
	65
	50
	30
	0



a.  Plot the production possibility frontier (PPF) showing the economic relationship between the output of these two products remembering that Lt = 7.


2 pt.  b. If this economy is just exactly on its production possibility frontier and currently produces 50 units of machinery, 

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

c. Plot on the PPF the point which shows the combination

   of
 machinery and clothing output and label it “A”.

2 pt.   d. At this point A, what is the opportunity cost  or real social costs (in terms of giving up clothing) of obtaining 25 more units of machinery, so that the economy can grow faster next year. Plot and label this new point on the PPF graph “B”
2 pt.  e. Explain how this shows the “real social cost” or the actual opportunity cost of 25 more machines at full employment. 


VIP . f  Because of an inefficient financial system, the consumers are buying only 130 units of clothing.  Since the banks could only finance 50 units of machinery, the machinery industry could only produce and sell 50 units of machinery. 
Plot this combination of clothing and machinery output the PPF graph above & label it “C”. 

  3 pt  g. A new leader Serchavek gets into power. She asks her economists: “How much more machinery above the 50 units can Batavia produce without causing any inflation and still continue to produce 130 units of clothing? This increase in machinery output will be financed by an increase in the government deficit. Show this amount as a line between point “C” and the most they could produce without causing inflation.

2 pt 
        h.   What is the social cost of producing this extra machinery starting at point C.  

2 pt 
i. How do you explain the differences, if any, in social cost between moving from point C to the PPF compared to    
the cost of moving from “A” to “B” above?



a.  They both have the same social costs because producing that much extra machinery cost 2 units of labor.



b.  At C, we had 2 units of labor unemployed, which now are used to produce more machinery.  No need to  

     reduce consumer good production below 130.



c.  At C, it had zero social costs, because we financed it with a government deficit.



d.  At C, it cost 20 units of consumer goods which we could have produced with the two units of labor. 

             j. Batavia suddenly lost 2 workers to a bad swine flu epidemic. Draw the new production possibility frontier with a dotted line (………….) on your graph above. 

                 k. Use the original PPF. The increase in machinery invested in the machine-building industry increased (shifted) the total productivity curve of labor employed in making machinery upward by 20 % in the machine-building industry. Show & label the new production possibility frontier with a “hyphenated line” (- - - - - - - -) on your graph above.



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 crude oil (without OPEC) on world markets. The cost of crude oil  depends (basically) on the cost of finding it and pumping it out of the ground and transporting it by pipeline and oil tanker ships to oil importers where it is refined into various products:  Refining crude oil creates lots of pollution. 


Oil is used as: 1) gasoline and diesel fuel for auto, shipping, airplane, bus, and rail transportation and on farms,  2) fuel oil to generate electricity, 3) fuel oil to generate home and less for 4) as a raw material for petro-chemicals (plastics, fertilizer, chemicals), 5) tar and asphalt for building highways, making roofing, waterproofing products, etc. 


Some other useful facts: Rail transportation of freight and people is much more efficient in terms of oil used per ton of freight and per passenger mile. Natural gas is easy to substitute for oil in uses 1, 2, and 3 and is less polluting. Automotive demand for gasoline and diesel fuel depends on the cost to the buyer of high-miles-per-gallon cars and trucks. China, India and Western Europe as well as the US and Japan are major importers of oil. The quantity demanded for fuel oil is fairly sensitive to its price, especially in the long run. Technology and economies of scale (mass production) are rapidly reducing the costs of electricity generated by wind turbines, solar energy and nuclear power plants. The growth of national output increases the demand for oil products for fuel and creates CO2, making global warming worse. 

a. Illustrate the impact of the following events on the crude oil market by drawing the new supply and/or demand curve(s) for crude oil on world markets on the graphs below. Usually only one curve shifts.

b. Indicate with up and down arrows, (and (, (or “0” for no change) what happens to the equilibrium price and quantity of  crude oil on the world markets on the “P ___  Q___” lines below.

c. Explain why in a short sentence in the “because” boxes. (Each question has three parts, each worth ½ point.)
Remember, this is the world market for crude oil

	Natural gas discoveries greatly increase the output and reduces the price of natural gas in the US & China.
	Costs of generating electricity from alternative fuels, such as solar and wind, falls to $0.03 kwh, compared to a cost of $0.10/kwh when using oil.
	The US builds very high speed freight and passenger railroads up and down the east and west coast which replaces 80% of the air flights and driving in these areas. 


 

                                  P______ Q______                          P______ Q______                  P______ Q______ 


	Because


	Because
	Because


	The US, Europe and China impose a $200 a ton tax on coal to discourage its use as a fuel so as to reduce CO2 emissions. 
	The US puts a $10/gallon tax on gasoline and diesel fuel which it uses to subsidize the development and production of high mpg vehicles.
	Coming out of the recession, the world economy starts to grow much faster and the demand for energy rises.


 

                                 P______ Q______                  P______ Q______                          P______ Q______ 


	Because


	Because
	Because


3. The Pizza Tax Suppose in Queens, Pb is the price of a whole pizza pie paid by the customers and Ps is the price of pizza got by pizzerias (before any taxes and subsidies). Qd is the quantity per week of pizza pies demanded by buyers and Qs is the quantity per week of pizza pies made by the pizzerias in this market.  Initially, there is no difference between the price paid by the buyers Pb and the price got by the seller Ps.
The market demand for pizza is given by  Qd = + 800 - 20Pb 
The market supply for pizza is given by    Qs = - 100 + 40 Ps 

Equilibrium Price is when Qd(P*b) = Qs(P*s)   

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

	Ps & Pb
	Q od  
	Q os

	0
	
	

	5
	
	

	10
	
	

	15
	
	

	20
	
	

	25
	
	

	30
	
	

	35
	
	

	40
	
	



 b.1   Plot and label the dd and ss graphs for Qs and Qd.

         b.2  On the graph find and label the equilibrium price P* on vertical axis  

         b.3  On the graph find and label the equilibrium quantity with Q* on horizontal axis.

6pts c.  Find the equilibrium price and quantity algebraically
Show your work to get any credit.
Write your answers in the boxes:


P* =

              Q*=

       d. Medical research shows that eating pizza every day increases the chance of getting fat (obesity) and increases the chance of stroke, heart attack and arthritis. The City decides to put a $12.00 tax on each pizza pie to raise the price of pizza, so as to reduce the quantity demanded (bought), thereby improving the health of New Yorkers. 

4 pts   d.1) Calculate the new equilibrium. Show new equation and show algebra for any credit. Remember Pb = Ps + tx.  

      P* =
  Q*= 



          d.2) Show the new curve with the tax on the above graph and label the new equilibrium supply and demand. 

2 pts  d.3) What part of the $12 tax does the buyer pay and what part of the $12 tax does the seller pay?  
(Hint:compare with original P* before the tax.)

     ∆Pb = $
   





     ∆Ps = $
2 pts f. If the price of Coke-Cola and other sugar-add or corn syrup sweetened drinks goes up by $1.00/16 oz drink as a result of other City Anti-Obesity taxes, what does this probably do to the market for pizzas.


a. Nothing, 


b. Lower the price and quantity demanded of pizza  because they are complements.  


c. Shift the demand curve outward. 


d. Reduce the quantity supplied but not affect the demand curve. 


e. Raise the price of pizza.
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  Show at what price P*


Qd(P*b) = Qs(P*s) 
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