Final Examination, Fall 2000, Economics 310


Name:_______________________________________

Score: ________

Question 1. (20 points): Kelly earns $1000 a month dealing poker at the Hustler casino. She lives with her boyfriend, Brian, and he pays for rent and food. This leaves Kelly free to indulge in the one thing she enjoys most in life, wearing cool clothing and drinking. Living with Brian her only monthly expenses are clothing and drinking. At the local bars, a Budweiser costs $5 and a new outfit costs $200.

1. Draw Kelly’s budget line and indifference curves between clothing and drinking if she goes to a bar every day after work (20 days a month) and downs 6 Budweisers. 

2. At the end of November, Kelly gets on the scale and finds she has gained 10 lbs. (too many Budweisers). She looks in the mirror and is disgusted with how her clothing fits. Everything is too tight and her beer belly hangs over her belt. She decides that she needs new clothing that is more appropriate for her new larger size. 

a. Depict on you graph how her budget lines and/or indifference curves would shift.

b. What has happened to the marginal rate of substitution at her current consumption bundle? Explain.

c. Using the marginal rate of substitution and the relative price explain and depict how looking in the mirror will affect Kelly’s behavior.

3. At the end of December, Kelly gets on the scale again and finds she has gained 20 lbs. She looks in the mirror and gags. Even with her new clothing she looks terrible—the vision of a beer keg in a mumu keeps popping into her head. She decides she must start working out and cut back on the drinking. 

a. Depict on you graph how her budget lines and/or indifference curves would shift.

b. What has happened to the marginal rate of substitution at her current consumption bundle? Explain.

c. Using the marginal rate of substitution and the relative price explain and depict how looking in the mirror will affect Kelly’s behavior.

4. In January, her boyfriend gets a promotion. With his greater income, he decides to move out of his nasty dangerous apartment in Gardena and move to a luxurious condominium in West L.A. Kelly moves with him.

a. Show how the move will affect Kelly’s looks if drinking is a normal good.

b. Depict the substitution and income effects of the move. 

Question 2 (20 points). Consider a brother and sister, Aminta and Henry, living in rural Mexico. The time it takes them to accomplish three tasks is given in the table below. 

A. Suppose Aminta and Henry had to each clean one house and change 10 diapers. What economic principles could Aminta and Henry apply to make themselves better off? Numerically demonstrate your answer.

B. Jerry is a high priced corporate lawyer in Los Angeles. If Aminta and Henry’s family only has enough money to send one of them to Los Angeles, which one should they send? Explain and numerically justify your answer. 

	
	Cleaning 4 bedroom house
	Preparing Legal Brief for Supreme Court
	Changing 10 diapers

	Aminta
	2 hours
	20 hours
	1 hour

	Jerry
	10 hours
	4 hours
	1.5 hours

	Henry
	6 hours
	30 hours
	2 hours


Question 3 (20 points). Larry Flynt, the owner of Hustler Magazine, is an avid high stakes poker player and gambler. Rather than patronize someone else’s casino while in Los Angeles, he decides to open his own casino—The Hustler Casino in Gardena.


He spends $25 million to build a lavish facility, complete with beautiful marble bathrooms, velvet covered walls, first class restaurant facilities, and plasma screen high definition TV’s. He figures that with such a beautiful facility all the local poker players will leave the other local casinos, Hollywood Park, Commerce and the Bicycle, and patronize the Hustler Casino instead. Planning to do lots of business he builds the casino with room for 150 tables. 

A. Suppose Flynt’s casino is successful and many local poker players and gamblers initially leave the other casinos, like Hollywood Park, and begin playing and gambling at the Hustler Casino instead. Depict the situation on the iso-cost/iso-output graph below and verbally explain.

B. Suppose after a couple of weeks, the local players and gamblers decide the Hustler stinks and return to playing at the other local casinos. Show graphically and explain. 

C. Use the graphs on the next page to depict what will happen to the Los Angeles Casino market. Show graphically and provide a full verbal description. 
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Question 4. (20 points): Fill in the missing cells in the table. Locate the three output levels from the table on the graph below. Suppose the firm wanted to increase outcome in the long run. Depict such a change on your graph and explain your answer. 

	Labor (L)
	 
	200
	5000

	Output (Q)
	 
	1000
	 

	Fixed Costs
	 
	 
	 

	Wage Rate
	 
	 
	 

	Variable Cost
	 
	$15,000
	 

	Total Costs 
	$16,000
	 
	 

	Marginal Cost (MC)
	 
	$16.67
	 

	Average Total Cost (ATC)
	 
	$25.00
	$77.00

	Average Variable Cost (AVC
	 
	 
	 




Question 5. (20 points): Read the article and consider the pricing of the new Sony Playstation 2. Depict and discuss the following pricing schemes. Evaluate and explain the economic logic behind each.

1. Limiting production the first few months and charging a high price, then increasing production in subsequent months and lowering the price.

2. Selling the Playstation unit at marginal cost and then charging a high price for the game disks and making the profits from the game disks rather than the sale of the game unit. 

Demand for elusive PlayStation 2 swamps e-tail sites 
By Greg Sandoval
Staff Writer, CNET News.com
November 29, 2000, 4:10 p.m. PT
URL: http://news.cnet.com/news/0-1007-200-3922991.html
video Anxious parents and hard-core video gamers are clogging the Web sites of several online stores in search of the popular PlayStation 2. 

Amid the consumer frenzy to buy the much sought-after video-game console, several Internet retailers, including Amazon.com, BestBuy.com and BlueLight.com, have seen their sites stall or shut down. 

Thousands of shoppers stay logged onto e-commerce sites for hours at a time in the hopes of getting their hands on a PlayStation 2. It is this year's equivalent to the wildly popular toys of holidays past, such as Cabbage Patch Kids or Tickle Me Elmo dolls. In addition, the consoles are in short supply from Sony, which has also ratcheted up demand. 

"Some people told us they were online for 30 hours, clicking their 'refresh' keys," on their Internet browsers, said Greg Bottorff, one of the founders of PS2bargains.com, a site dedicated to searching out the lowest prices on PlayStation 2 consoles and games. 

"As soon as people find one, they converge onto that site," he said. 

On Friday, Amazon's site suffered a blackout for about 30 minutes. The outage came just prior to the company notifying customers that its daily supply of consoles were for sale. Amazon, which said its site troubles had nothing to do with heavy shopping traffic, sold out of an undisclosed number of game consoles in 30 seconds. 

A rumor swirling around Thursday night that the console would be offered at BestBuy.com was enough to attract a mass of visitors to the Internet store, causing periodic outages that lasted until Sunday, a company representative said. When the online arm of the brick-and-mortar electronics chain Best Buy did put PlayStation 2 up for sale on Friday, it too, sold out within minutes. 

Visitors to Kmart's BlueLight have seen long delays in trying to download the site. Since Tuesday, when BlueLight first began selling the PlayStation 2, the site has been sluggish at times, according to Keynote Systems, a San Mateo, Calif., company that tracks Internet performance. 

Part of the problem behind the sites is the online merchants themselves. Some have chosen to make customers play a daily guessing game as to when PlayStation 2 will go on sale, Bottorff said. 

For instance, Amazon and BlueLight offer an undisclosed number of consoles each day, but will not disclose what day or what time they will make them available. Since the consoles sell out in an instant, only those willing to continuously eyeball a site stand a chance of getting one. 

As a result, many shoppers have parked themselves at some of the Web stores. 

"If somebody wants to stay on the site all day, we can't stop them from doing that," BlueLight spokesman Dave Karraker said. 

Meanwhile, BlueLight is trying to turn the added traffic into added dollars. Since only a fraction of the customers are able to walk away with a PlayStation 2, BlueLight is using the time that eager shoppers spend on the site to hawk other items. 

When San Francisco-based BlueLight notifies customers that its daily supply of PlayStation 2 units are available, the company lights a blue icon on its Web site. However, the light also glows when the company offers a special sale on other items. 

Hours prior to actually offering PlayStation 2, the light went on, and game hunters converged only to find information on deals about Razor scooters and other toys. 

"Yes, we wanted to bring customers to the site," Karraker said. "But we also wanted to give families a chance at getting a console and not just the gaming fans who sit on a site, buy and then leave." 

But Bottorff said some customers were disappointed. 

"People couldn't believe it," he said. "They waited hours for PlayStation 2, and all they saw was a Barbie doll." 

BlueLight also caught heat from customers for delaying its first sale of the console. The company said it would begin selling them Monday, but did not list them on the site until Tuesday evening. 

"I am sick of waiting on BlueLight," read one message on PS2bargains.com's message board. 
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