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Midterm Exam #1

This exam consists of three parts.  The first part requires you to provide a definition as well as an application for each concept.  The second part involves solution of simple economic problems.  The third part provides opportunities for students to employ economic analysis to address more complicated circumstances.  You have 90 minutes to complete the exam.  No books or notes are permitted.  The LU Honor Code is in effect.

“Most of economics can be summarized in four words: ’People respond to incentives.’ The rest is commentary.” – Steven Landsburg
Part I.  Define four of the five concepts below and indicate how it is used for economic analysis.  (6 points each).

1.
Production Possibilities Frontier
2.
Income Elasticity of Demand

3.
Tax Wedge
4.
Normal Good

5.
Total Surplus
Part II
Answer 3 of the following 4 questions.  Be sure to show all work including relevant graphics with appropriate labels.  (12 points each)   

1.
Changes in factors external to a specific market place. Assume a competitive market.  Your answer should include both graphics and a brief explanation.
a.
What happens to the equilibrium price and quantity of orange juice when Florida experiences an extended period of freezing weather?

b.
What happens to the equilibrium price and quantity of traditional tube television sets when household income rises?

2. The state of Wisconsin just increased the tax on cigarettes by $1 per pack.   What would be your prediction of the effect of the tax on the equilibrium price and quantity of cigarettes?   Who would bear the burden of the tax?  Explain.
3.
Seats for the Lion King sold for an average of $70 last year.  The Performing Arts Center in Appleton seats 2,000 per night.
a. Graphically show the market for tickets if the theater sells out every night.

b. Graphically show the market for tickets if the theater does not sell out every night.

c. Explain for each case why the equilibrium price might not equal $70.

4. Consider the following information:

· A worker in South Korea can produce either 4 digital cameras per day, 2 televisions per day, or some combination of the two.
· Japan can produce 6 digital cameras per day, 4 televisions per day or some combination of the two.
a. Which country’s workers have an absolute advantage in digital camera production?  In television production?  Explain why.
b. Which country’s workers have a comparative advantage in digital camera production?  In television production?  Explain why.
c. If each country specializes in the production of one of the two goods in order to maximize the gains from trade, which country will produce which good?  Explain why.
d. Use a production possibilities frontier graph to show how trade adds to the ability of each country to consume more than if it did not trade. (Select an exchange rate of digital cameras per television that makes trade worthwhile.)
Part III.  Answer question 1 and 1 of the remaining 2 questions. Each question is worth 20 points.  Be sure to show all your work including relevant graphics with appropriate labels.

1. 
Consider the market for pizza slices described in the below table to answer a-d.

	Pizza Slices
	Price per slice
	Quantity
	Quantity

	Points
	
	Demanded
	Supplied

	1
	$2
	360
	0

	2
	$4
	240
	120

	3
	$6
	120
	240


a.
Assuming that the demand curve is a line, determine the equation for demand.

b.
Assuming that the supply curve is a line, determine the equation for supply.

c.
Assuming a competitive market, determine the equilibrium price and quantity.

d. What is the price elasticity of demand for consumers between points 2 and 3?  
Answer either question 2 or question 3 on the attached blank page.
2.
“Fueling the Frustration” describes gasoline markets after Hurricane Katrina.
a. What is the primary claim in the article?

b. Which economic principles can be used to explain the observed market behavior?
c. Why would one expect short run markets to differ markedly from long run markets for gasoline?
d. How might attempts to limit “price gauging” make consumers worse off?

3. “China’s Latest Export: Your Living Room” 
a. What is the primary claim in the article?

b. Which economic principles can be used to explain the observed market behavior?

c. Who are the winners and who are the losers from the identified exports?

d. How might quotas on imports of Chinese furniture affect consumer surplus, producer surplus, and total surplus?

