Econ 200A

Professor Leffler First Exam

Spring 2004


Be sure to put your name and your Quiz Section letter on the front of your exam book.  ANSWER 5 OF THE 6 QUESTIONS.  19 possible points each.  5 points for your name and section letter.  Your scores depend entirely on your explanations.  Be clear, concise and complete.
1.  A.  The following is John’s indifference schedule for money and food.


Food  
5
4
3
2
1
             Money
50
44
38
30
20


Does John’s indifference schedule illustrate the “postulates” of consumer behavior?  Be specific for each postulate.
    B.  True – false.  Specialized hops are grown in the Yakima valley.  Thunderstorms late in summer can ruin a good percent of the crop.  The best thing for Farmer Jones is for his neighbors to be hit with the storms but his land spared.  However, it better to have the storms even if it destroys part of Farmer Jones’ crop rather than not to have the storms.

2.  A. Suppose that in 2002, the prices of steak and potatoes were $3 and 50 cents per pound.  In 2003, the prices became $4 and 60 cents respectively.  Other things equal (including a person’s inflation-adjusted, or real income), how would you expect this person’s consumption of steak and potatoes to have changed?  (Text ch3, # 14)

     B. In the above question (2.a.) explain what “a person’s inflation adjusted income being equal” means?

     C. In the above question (2.a.), is the “person” better or worse off in 2003 compared to 2002?

3.  A forecast was just issued last week predicting great weather this summer.  As a result a bountiful apple crop is expected next fall.  
     A.  Would you expect any change in the price of apples now?

     B.  Would you expect any change in the price of pears in the fall?

     C.  If the great weather in fact occurred, what would you predict about the elasticity of demand for apples (measured at the same price that exists today) next fall as compared to now?

     D.  If by July, the great summer did not materialize, what would you predict about the price of apples in the fall to be compared to what it would have been had the great summer not been forecasted?  

4.  A.  Jody bought ten cans of cat food for $2 each.  The store raised the price by $1 each but offered a $20 coupon for purchases of ten or more cans.  Assuming that Mary’s situation is unchanged, do you predict that Mary will buy more, less or the same number of cans of cat food under the new pricing?

     B.  (T/F) The time spent purchasing a good should not be considered part of the cost of purchase since the time would have passed anyway.

     C.  (T/F)  Mary just shopped and bought 10 cans of Pepsi for 50 cents each and 10 cookies for 25 cents each.  She would have preferred a store where the prices were 25 cents for Pepsi and 50 cents for cookies.

5. (T/F)  A.  Water is a necessity.  Its use is therefore not expected to respond to a price increase.

    B.  An increase in the state tax on gasoline will increase the state’s revenue from the gasoline tax.

    C.  If Seattle experiences a water shortage this summer, an efficient way to alleviate the effects of the shortage would be to ban such frivolous uses as lawn watering and car washing.

6.  Apartment rents in Berkeley, California have been held below the equilibrium level for many years by rent control. Rents in adjoining Oakland have not been controlled.  Consider two identical apartment complexes that are right next door to each other, one in Oakland and one in Berkeley.  Explain how you expect each of the following to compare in these complexes:

A.  The lengths of the apartment leases.

B.  The average time a typical renter spends in the apartments.

C.  The percentage of student renters.

D.  The condition of the apartments.

E.  The cost of extra keys.

