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o 1. Suppose that the economy produces two types of goods: consumer goods (C) and capital
gu:u:lds (k). Use production possibilities curve (PPC) diagrams and brief verbal explanalions
to ain the following situations:

i e %1} Pries C.t-l'[-;'?

f 0

Ao

a. The economy is operating at full-employment producing a lot of capital goods when a -
i) . legal price ceiling is imposed on capital goods. Py G r]* ko E_'-_- "=

b. The cConomy 15 operating at full-employment both before and afier a major technological Eaﬂ_h

w5

improvement in the pru:h::lucncnu of consumer goods. After the technological improvement, T
hmﬂ.'ever' the Eru}ﬂmng lf H'::h.r-ﬂil]g producing fewer consumer goods than before, f

5 . shuets PP G
diagrams of the camera market mad the film
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LA &2 -:J:‘rmpEL‘IT.WE market supply/demand dmg[am and brief verbal deagnpuun;ga%i_ _F"T
] E-‘.'i’.plEJJ'I: how the entire economic incidence of a per-unit excise tax may fall on ul_;!,".}
aFd ) buyers even though the tax is legally imposed exclusively on gasoline sellers. Ep =6

Briefly explain the determinants of price ¢ ela_m::mr of demand (Eq). mﬁ; is price elasticity!

. of demand an important concept? 2 # of tabstitntis & I‘F”” I, _ =
F ,:il.LiE_. _Etlr. Tl':;H_r-f 1"'1-+ _l"ll_'_‘_-| T E'.:. 1]___;.; I’EI FL.J, Ill‘.l.l-_-fr.rzl.:.f_ I:-"'"I'J. [T ._,-]“J "ﬁ:l']Lll'L.:.-l_p :u'-_.-_l'“i'.-]"‘r-i"‘:-"FE-H'llll'l c'su.g.,.-.rr...-", {IFT |"r|-'-.-'|-'|'
) f’ﬂ‘b ,Consider the following: “The sharp rise in gasoline prices in the mid 1970°s lead 10 a

a"].‘-".rp decline i the demand for ‘gas guzzling’ cars and large unsold Inventories
(surpluses) when many dealers refused to cut their sticker prices.™ Use a supply/demand
diagram of the ‘fuel inefficient’ or ‘gas guzzling” car market and brief verbal descriptions

- - EAR ™~tp explain this quotation i £0% D avesd gw
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GE G (lofaf d n 1990, Congress passed a per-unit excise tax on ydchts. The fax was legally
Taposed on the buyers of these luxury goods. Within a year, a number of New England
vacht building firmds failed and their unemploved workers protested  vigorously.,
Imfreqtmg'lj.f, vacht buyers voiced little concern about the 1ax. Use a supplv/demand
chagram of the yacht market and vour knowledge about the legal and eponomic incidence
Of a per-umil excise tax to explain this episode. -rfwn.’:war_ el D A B eckapnar "npislin o
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6. Suppose there is a technological advance in the production of hyvdrogen bombs. Use a
supply/demand diagram of the hydrogen bomb market and a production possibilities
curve (FPC) diagram showing “military” and “civilian' poods to illustrate (his

1cchlicrlng{car)pﬂi_ﬂcﬂ‘g§. Carcfully explain the connection between vour diagrams.
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4 7. Recently, the Clinton administration proposed a $1.00 per-unit (pack) excise tax on.

f’f cigarettes {(which would be imposed I@ﬂf-c}r .z.'m.ruEﬂﬁ{].- on 'cigﬂrtﬂ: ﬁeﬂer'}}. Some.
ncws reports have suggested that the proposed tax would increase cigarefle prices by |

¢ :i‘}];'ﬁ_p:r pack and be paid entirely by smokers {cigarette buyers). Using a competiive o -rLE,.Tx

y/demand diagram of the cigarette market, carefully show and explain the
M{E ) e dastid

circumstances under which these new reports would be true.  Ep=o

8. Why are there so many different nominal interest rates? Explain carefully. st
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g @Eﬂﬂﬂidﬂ an economy thal produces consumer goods and capital goods. Suppose the

L\ o conomy is operating at full-emplovment and all consumer poods are subject to lepa

N, : [j:trlcn: ceilings set below eguilibrium prices. Use a production possibilities curve (PPC)

A diagram and brief verbal descniptions to compare this economy’s production combination {
aﬁ.{{*ﬂj Thn_a absence of price controls (15 points). In this case, would the price controls result 3 k™

. : “ﬂl\,.m gher or lower rates of future economic growth? Why? Pt weiling em (> {'?J-}'.'rr G b+ hopa =
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Gy P due49), Consider the following: “Under the Five Year Plans, the Soviet leadership mandated & o o

P E“‘ﬂ'ﬁ’ Fm'duu:tin:rn mix heavily weighted toward capital goods.- As a consequence, the Soviets i T ugl

enjoved some vears of significaht economic growth. Coupled with price controls on |

consumer goods, however, the Plans also meant that Sovigl cilizens had very fewes
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= \'g}‘*\,“?: ~consumer goods to satisfy their collective wants.” Use a production possibilitics curve (¥ B
y : APPC) diagram and brief verbal descriptions to explain the Soviets’ economic growth. A
F“‘__-EU&: another PPC diagram and brief verbal description to explain the small number of .',h_iE:'

. Soviel consumer goods., e ke I

@ Suppose the out-of-pocket price [or driving on a freeway is zero, Now, use a
competitive supply/demand diagram of the “freeway space” market to explain traffic ﬂf#bm

; \\jams at 8:00 am, but no jams at 11:00 pm. Also, use vour dia t_m‘tu: explain the toll a2 i
price that would eliminate the moming traffic jams, . - Way v S e
D v e i‘mﬂm{ﬁ_ M_Fl P -'ij == >
=Lk Suppose the State legislature passes a $10.00 per eredit hour tuition subsidy legally | \ 2

LB rmpayable to OU students. Use a supply/demand djagram of the OU educational services”
market to explan the conditions under which th-.‘t entire’ gconomic benefit of the subsidfi| - =

would flow to the University (not the students). - =D
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@ Suppose thal movies and popeorn' are I:llll]:llfl.tnf'_{lhtﬂrg.-' goods, Furlher suppose that Ry :-:-IHJ-"',JM- Pl

screenwriters’ wages (a4 major cost of producing movies) increase sharply due 1o a new | P i

union contract. Using separate competitive supply/demand diagrams of the movie and W _TF- P (v
.I:'E_E'l:"'l'l_

popeorn markets, illustrate and briefly explain the probable effects of the screenwriters’ X
wage increase on: Equilibrivm prices, equilibrium gquantities, and {wial myenues in the T

movie and popcorn markets, PF‘EE Sy ppatn 1 w? ‘ : ,
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14. In 1992, Congress passed a per-unit excise tax on yachts. Although legally the tax
was to be collected from yacht suppliers, the law was intended to make the rich vacht
buycrs pay merc of the tax burden. The tax was ropealed 1In 1993 1o response to the
vigorous protests of wvacht mamufocturers and their workers.  Use a competitive
supply/demand diagram of the vacht market and vour knowledge of economic tax

& - . '\-\. fi - B
incidence to these events. Eeenpnoe- neidiece il s geilind,

b tg = E.p?% ¢ -|:='--H'- e Cetle oy
(15} Consider the following: “At the beginning of 1940, the United States economy was
C tetized by substantial unemployment. The Soviel economy at thal time, however,

' was operating at full-employment. By the end of the year, the L5, economy had moved
to full-employment, increasing its output of both civilian and military poods. The Soviet

- economy was still at full-employment at year's end, but producing many fewer civilian
giil: and many more military goods than at the begmning of the vear.” Use pru:n::luctmn
ibilities curve (PPC) diagrams of the ULS. and Soviet economies to illustrate and
explain these historical events.

E.n" ;{ehf 16. Suppose there are two types of OU football tickets: (1) good tickets and (2) bad
nickets. Further SUppOse that the bad ticket market is in equilibrium at $3 3/ticket, but the
_'*lr hﬁt‘tﬁ ticket market is not in equilibrium at that price. Draw separate competitive

~apecifically, what disequilibrium situation do vou expect in the good ticket market?
'hy? T

J Recently, Cﬂﬂgﬁ:ﬁﬁlt}nal Republicans wanted to repeal a 4.3 per-gallon excise lax u-'%

line (which is statutorily or legally mpusl:ad on gasoline gelles). They claimed
removing the tax would lower gasoline prices (paid by, buyers) by the full 43 cents.

Using competitive supply/demand diagrams of the gasoline market and bricf verbal
descriptions, cmfulh cxplain two different market condjtions under whn,h this claim
would be true,  §oaekine = Ep=o fradastis digansf  on Gaigplag
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supply/demand diagrams of the good and bad ticket markets to cxplain this situation, |
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