Final Examination, Summer 1998, Economics 310


Name:_______________________________________

Score: ________

A. Question 1. (25 points) Consider the table below which shows the amount of time required to accomplish two tasks in China and the United States. 


U.S
China

Write 100 lines of computer code
 1 hours
20 hours

Grow Rice
100 hours
5 hours

B. Explain how the U.S. and China can enrich themselves collectively and individually.

C. Numerically demonstrate your answer to (A). 

D. Consider the following article by George Will. Comment on Will's thesis using your answer to part (A) and (B) and anything else you have learned in this class.

Copyright 1997 Sun-Sentinel Company

Sun-Sentinel (Fort Lauderdale, FL)

SECTION: EDITORIAL, Pg. 7H, GEORGE WILL

LENGTH: 781 words

HEADLINE: CRUSADE FOR TRADE UNLIKELY TO COME FROM POLITICAL ANIMAL LIKE BILL CLINTON

BYLINE: GEORGE WILL; Washinton Post Writers Group

BODY:

A president has problems when his performance calls to mind not Washington and Lincoln but Gilbert and Sullivan. Bill Clinton's inability to hold his party to its traditional support of liberalized trade suggests a comparison with the Duke of Plaza-Toro from the operetta "The Gondoliers'': In enterprise of martial kind When there was any fighting, He led his regiment from behind - 

He found it less exciting. 

Granted, Clinton was belatedly frenetic in his unsuccessful attempts to buy, or at least rent, enough House Democrats - a third would have sufficed - to win "fast track" authority for trade agreements. But there are subjects concerning which the only way to control Congress is to persuade the country. Thus it is time for this most loquacious of presidents - whose idea of adventurous leadership is to praise "diversity training" and urge yet more "conversations" about the intelligentsia's obsession, race - to champion liberalized trade. 

Adlai Stevenson used to be a particular pinup of Democrats, but he is probably just a rumor to Bill Clinton, who was only 6 in 1952 when Stevenson, the Democrat's presidential nominee, said: "It is not possible for this nation to be at once politically internationalist and economically isolationist. This is just as insane as asking one Siamese twin to high dive while the other plays the piano."That sort of vigorous rhetoric can be supplemented by a fable retold by Steven Landsburg of the University of Rochester in his new book "Fair Play."

The fable concerns an entrepreneur who became a national hero by seeming to invent a mysterious technology for turning grain into exceptionally high-quality cars. Secrecy surrounded the entrepreneur's seaside factory, into which vast trainloads of grain poured, and from which came cars better and cheaper than those coming from the familiar domestic manufacturers. Car buyers were pleased, as were farmers supplying the grain. Some older auto firms lost market share, so some of their workers lost their jobs, but this was deemed an acceptable cost of technological progress. 

Then one day a journalist pierced the veil of secrecy and found that the factory was an empty shell opening onto a dock where ships unloaded cars from abroad, and took away grain in exchange. So in the public's mind, the entrepreneur was transformed from hero to villain. 

But why? asks Landsburg. Are not cheaper, better cars desirable, whether acquired by technology or trade? 

It is probably too much to expect Bill Clinton to spend some of his political capital in a vigorous, principled, teaching crusade for free trade, for which fast track is necessary. American politicians can be divided between those who have sought office because they wanted to do something and those who sought office because they just wanted to be something. The former category includes Ronald Reagan, who had a life - 55 years of it - before entering politics. The latter category includes Clinton. 

One can imagine Clinton as a boy standing in front of a full-length mirror practicing news conferences the way other boys practiced their baseball swings. He has never been, or aspired to be, anything but an officeholder, and has not in five well-scrutinized years revealed a principle about which the public is skeptical and for which he will wage a sustained defense. Is Al Gore different? 

Gore, like the man who elevated him to vice presidential glory, is a political lifer, but he is reported to believe in more than the wickedness of the internal-combustion engine. It is hard to remember but well to remember that Gore acquired new stature when in 1993, defending NAFTA, and free trade generally, he trounced Ross Perot in a televised debate. 

When Richard Gephardt and his allies say skepticism about freer trade represents fidelity to traditional Democratic values, they have half a point. Actually, the 19th-century Republican Party, servant of manufacturing interests, was the party of high tariffs. But the 20th-century Democratic Party has indeed long sought to increase government's sway in economic life - to be less reverent about the role of markets in the allocation of wealth and opportunity. On welfare reform, on the balanced-budget agreement and now on free trade Gephardt has drawn a line in the sand between himself and Gore. The stakes of this Democratic debate are enormous. 

Economic disarray across the Pacific and Eurosclerosis across the Atlantic suggest that the United States is positioned to enlarge its current ascendancy - if it just behaves. Which is to say, if it keeps on keeping on with what it has been doing, including working for liberalization of trade. 

Question 2. (25 points) Use graphs to determine whether the following are examples of price discrimination.

A. Many pizza restaurants charge $8.99 for the first pizza ordered and only $4.00 more for each additional pizza.

B. Many video stores offer consumers two alternative payment plans for renting videos. Consumers may join the store's video club for an annual membership fee; club members are charged a small fee for each video rental. Consumers who choose not to join the store's video club pay higher rental fees.

Question 3. (25 points) Suppose that you have 16 waking hours per day, which you can allocate between working for a wage of $1 per hour and relaxing. 

A. Draw your budget constraint between "dollars" and "hours of relaxation," 

B. Now suppose that you invent a pill which enables you to get by on 4 hours of sleep per night and therefore have 20 waking hours per day. Draw your new constraint. Is it possible that you will now choose to work fewer hours than you did before?

C. Now suppose that at the same time, the pill stops working (so that your back to 16 hours per day) and your wage goes up to $1.50 per hour. Draw your new budget constraint. 

D. Suppose that the wage increase makes it possible for you to attain the same combination of dollars and relaxation that you chose when you had the pill. How much will you work after the wage increase, compared with how much you worked when you had the pill?

Question 4. (25 points). Consider the following table which shows the combinations of two inputs used to produce a good.


Short Run





Long Run






Factors Employed

Cost of Factors



Factors Employed

Cost of Factors



Quantity of Output
K
L
K
L
Total Cost

K
L
K
L
Total Cost

3
5
1
$50
$65


3
2
$30.0
$30.0


7
5
2
$50
$80


4
2.5
$40.0
$37.5


12
5
3
$50
$95


5
3
$50.0
$45.0


16
5
4
$50
$110


5.5
3.5
$55.0
$52.5


19
5
5
$50
$125


6
4
$60.0
$60.0


21
5
6
$50
$140


6.5
4.5
$65.0
$67.5


22
5
7
$50
$155


7
5
$70.0
$75.0


A. Draw unit iso-output curves for the firm.

B. Use the iso-output curves to draw short and long run ATC curves for the firm.

C. Use the table to draw short run MC, AVC, and ATC curves. 

D. Suppose the table depicts one of many firms producing a good in a competitive market. Draw supply and demand curves showing the market in long run equilibrium. What will be the market price and how many units of the good will the firm produce?

E. Suppose demand increased and the market price of the good doubled. Show what would happen to the amount of the good produced by the firm in the long and the short run.
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