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Econ 101  Mini-Quiz on Chapters 1-4



                            October 24, 2008 Revised November 5, 2008
This are two problems from class notes and from the on line quizzes:  You have 30 minutes:
1. The demand and supply for “futures” for delivering heating oil from October 1 to May 30 in New York. Q in millions of gallons and P = cents per gallon. ($3.00= 300)





1. Qd = 12000- 20P   Qs = - 6000  + 40 P

Calculate the price and quantity per gallon for future delivery

using algebra:  Show your work:

Plot the demand curve and supply curve on the graph

Showing the “choke price” for Qd = 0 and the max Qd when
P = 0  Show the start-up” price when Qs = exactly 0 and then

When Ps = 400.


   = choke price so that Qd = 0,                = Max Qd if Pd = 0.                 = start of P so that Qs = 0
2. Now in October the demand has shifted down because of the slowing economy:  Q’ = 6000-20P.  What is the new equilibrium price P’ and quantity Q’?  Calculated and draw on graph..


New equilibrium price P’                   new equilibrium price Q’   
3.The Environmental Protection Agency is worry about the burning of any  fuel oil and want to reduce it even further.  Using the data in # 2, they put a $1.00  (100 cents) excise tax on each gallon of full oil pumped by the suppliers so that the supplier must charge Ps + tax to recover his marginal cost of producing the extra unit and pay the tax.  So the Ps received by the seller Ps = Pb – tx.

What is now the Pb to the buyer and Ps to the seller after paying the tax and the new market clearing quantity Q’(tx) compared to the post-slowdown equilibrium market clearing price P’ and quantity Q’ without the tax,?.  Show on graph and calculate algebraically.  Who pays how much of the tax, e.g., how much is shifted forward to the buyer, and how much is shifted backward to the seller, compared to the non-tax price P’? Show work

Pb after tax =


Shifted forward = 
Ps after tax =


Shifted forward = 


Q’tx after tax 


Reduction in demand (and supply) = 
Real costs

Using the production function below for consumer goods and investment goods, plot the production possibility frontier with Consumption on the horizontal axis and Investment goods on the vertical axis..  
The total labor supply is 7 workers (Lt=7) and LI + Lc ≤ 7 , that is, the sum of the workers used in producing investment goods LI and consumer goods Lc can not exceed 7 Lt.   But you accidentally have LI + Lc  <7
Output function for consumer goods                            Output function for Investment goods

	Lc = Labor for C
	Output of C
	
	
	LI = Labor for I
	Output of I
	

	0
	0
	
	
	0
	0
	

	1
	200
	
	
	1
	100
	

	2
	360
	
	
	2
	180
	

	3
	480
	
	
	3
	240
	

	4
	560
	
	
	4
	280
	

	5
	620
	
	
	5
	310
	

	6
	660
	
	
	6
	330
	

	7
	680
	
	
	7
	340
	

	8
	690
	
	
	8
	345
	

	9
	690
	
	
	9
	345
	


Hint: Relationship between output of C and output of I

	C
	0
	200
	
	
	
	
	

	I
	340
	
	
	
	
	
	


______1. If the output of consumer goods is 620 and .investment goods 180, what is the opportunity cost 
    of producing 60 more investment goods 

______2. If the output of consumer goods is 480 and .investment goods 280, what is the opportunity cost 
    of producing 60 more investment goods now.



3. Why the difference in costs. 

4.  If demand/output for consumer good fell to 480 and demand/output of investment goods fell to 
180,  what would be the opportunity costs to society in real terms of  increasing the 
output 
of consumer goods to 560 and investment good to 240 which we encourage by 
increasing the government deficit to subsidize investment with tax credits and consumption 
by tax cuts and simple household subsidies.?.

5. Explain this unusual answer and its relevance to today’s situation in the US?
12,000





600








