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Professor Leffler


1.  The following are the indifference schedules for Sam and Mike.  Each currently has combination D.

      Sam

a
b
c
d
e
f
g
         Drinks
6
5
4
3
2
1
0

         Money
6
12
20
30
42
56
72
     Mike

a
b
c
d
e
f
g

         Drinks
6
5
4
3
2
1
0

         Money
0
12
30
50
72
96
122

a.  Who likes drinks more?
b.  Do Sam and Mike satisfy the postulates?
c.  If Sam and Mike trade, do you expect Mike's marginal value of money to increase or decrease.
d.  If a middleman arranged the trade, what is the most drinks and the most money the middleman could charge?
2.  Briefly comment on each of the following using the economic principles you have learned:

a.  The newspaper reported that two-thirds of all mothers who work outside the home “do it for the money, not by choice.”
b.  Joe is buying 4 pizzas per week at $8 each.  His income rose by $8 per week but the price of pizzas became $10 each.  Other prices remained the same.  Is Joe indifferent about the income and price increase.
c.  A seller that can choose whatever price it wishes will always set a price where demand is elastic.
d.  A price control below the equilibrium price placed on basic human needs such as food, clothing and shelter will allow the poor to better compete for such essential goods.
3.  Explain each of the following and give an example:

a.  Refutable propositions.
b.  Diminishing marginal value. 
c.  Inelastic demand.  
d.  The second law of demand.
e.  Economic efficient actions.
4.  The dry winter and wet spring in Washington is expected to ruin about a third of the apple crop in Eastern Washington that will harvested towards the end of summer.  Washington produces about one half of the U.S. apple supply. 

a.  What would you expect to happen to the price of apples as a result of the bad weather?  
When would you expect the price effect to be seen?
b.  Do you think Washington apple growers are better or worse off as a result of the wet spring?  What does it depend on?
c.  Would you expect Washington pear growers to be impacted?  (The pear crop was not affected.)  If so how?
5.  a.     My wife recently did a weekly shopping at QFC.  She picked up stuff for a week’s 

dinners and lunches - spending $122.82.  On her way home, she stopped at Fred Meyer to pick up planting mix.  I had been telling her to shop for groceries at Fred Meyer because I had heard Fred Meyer was about five percent cheaper than QFC.  My wife decided to do a price check and she found that her groceries would have cost her about $6 more at Fred Meyer.  She, of course, told me that I sure didn’t know much about shopping and prices since she had shown that QFC had prices about five percent less than Fred Meyer.  Given my good understanding of the Law of Demand, should I be convinced that QFC is cheaper?
    b.    The current price of gasoline sold by refiners is about $2.25 per gallon.  Of this 40¢ is tax.

Assume the state government wishes to increase their revenue from the gas tax and it therefore increases the tax per gallon to $1.00.  Do you expect the amount collected to increase as a consequence of the tax increase?
What will happen to the amount of tax collected over time after the tax increase?

6. The following is Mary’s demand for a particular prescription drug:

Price $ 

10
9
8
7
6
5
4
3
2
1

Demand

1
2
3
4
5
6
7
8
9
10

The drug sells for $6.  

a.  A drug insurance policy is available that offers the consumer fifty percent off the purchase price.  What is the maximum amount that Mary would pay for the policy?
b.  If the policy costs $15, would Mary prefer an alternative  policy for a $22 cost that allows her to buy the drug for $2 per unit?
