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1. Consider the market for wheat.  For each of the following cases give an example of some real world event that could lead to the outcome.  Where indicated make the asked for prediction.  Explain your reasoning:

A.  The quantity demanded of wheat increases.   The price will? 
B.  The demand for wheat increases.   The price will ?
C.  The demand for wheat increases and the price decreases.  The quantity consumed will?
D.  The price of wheat decreases and there is no change in the quantity sold. 
E.  The quantity of wheat supplied increases. The price will?
F.  The price of wheat decreased and the Smith family bought less wheat.
2.  Explain each of these statements and why you agree or disagree.
A.  The elasticity of supply is greater in the long run;  
B.  Everyone will have a comparative advantage in some production activity; 
C.  Roundabout production leads to marginal cost declining with output; 
D. Hedging is a way to “sell” risk. 
3.  By working 8 hours Kerry can produce 8 units of food or 4 units of clothing. He chooses 4 F, 2 C.  Mary can produce 15 units of food or 5 units of clothing in 8 hours. She chooses 9F, 2C.

A.  Who has an absolute advantage in food production?
B.  If Kerry and Mary meet up, explain how they can both be better off by exploiting the Law of Comparative Advantage.
C.  As a result of specialization, do you expect Mary’s marginal value of food to change?  Do you expect her work hours to change?
D.  If George shows up on the island with production possibilities of 15 units of food or 2 units of clothing per day, does Mary benefit?

4.  True, false, uncertain, explain.

A.  Middlemen do not produce any goods.  They therefore are not productive members of society.
B.  Specialization without trade would not be efficient.
C.  Regardless of their relative production efficiencies, all sellers in a competitive (price taking) industry are expected to have the same marginal cost.
D.  "Everything has a price and money is no exception. Its price - the interest rate - is determined in the marketplace where money is borrowed and lent."
5.  A.  The Legislature has decided to raise the state sales tax imposed on the sellers of gasoline from 15 cents per gallon to 25 cents per gallon effective tomorrow.  Assume gasoline currently sells for $2.00 including the tax.  

i. How would this impact the price of gasoline in Seattle tomorrow?; 
ii. What difference would you expect in the change in the state’s tax revenue on a per driver basis if the question concerned gasoline sold in Vancouver, Washington, which is just north of the Oregon border, rather than Seattle? 
iii.  How would the price of gasoline change tomorrow versus next month?
B. I own stock in two companies, Eko Energy Systems and Restaurants International.  Eko makes special low energy use heaters.  Restaurants International owns and operates family restaurants.  Assume the interest rate unexpectedly falls. 

i. .  How would you expect the change in the interest rate to impact the value of these stocks?
ii.  Which stock would you expect to have a greater percentage change in value?
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