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Multiple Choice and Short Answer

1. (10) 10,000 six-packs of beer are sold in Dallas county and in Tarrant County per month.
The supply curves for beer in each county are identical. To discourage drinking, both
countiesinstitute a $1 per six-pack excise tax on beer. As aresult, the price of beer

rises by $.75 per six pack in Dallas County and by $.40 per six pack in Tarrant County.

True/False and explain. In Dallas County, the tax is more effective in lowering
consumption of beer.



Demand for espresso in Seattle can be illustrated by the following demand curve:
P=10-.2Q
Supply can beillustrated by the following supply curve:
P=1+.05Q
a. (8) Graph supply and demand. What is the equilibrium price and quantity of
espresso.

b. (7) To raise money for early childhood learning programs, the city has imposed a $1
excise tax on espresso.” |llustrate the tax on your graph. What will be the new merket
price and quantity for espresso? How much of the economic incidence will fall on
buyers and how much on sellers?

! They really tried to add a$.10 tax on espresso drinksin Sesttle, but it proved so unpopular that it never cameto

pass.



3.(10) Howard and Norval are roommates. It takes Howard .5 hours to cook each meal and 1

4. (7)

hour to do aload of laundry. It takes Norval 1 hour to cook ameal and 3 hoursto do a
load of laundry. They each make three meals and wash three loads of laundry per day.
Because Howard is faster at each task, they are convinced thereis no possible gain
from trade. Are they right? If not, how many hours could they save if they specialized
and traded?

Maki is a potter who can make 2 decorative teapots per day. She can sell as many
teapots as she can produce, earning a net income of $24 per teapot. Every Wednesday,
instead of making teapots, she spends $12 on gasoline delivering teapots to the stores
that carry her work. When would Maki and her customers benefit from her hiring a
middleman to do the deliveries (hint: what would the middleman’ s cost of delivery
need to be to make hiring him profitable for Maki)?



Instead of pay raisesthisyear, UNT has just begun “EaglesEat,” a program to help poor
professors keep their families from going hungry at night. Assume the price of food, f,
is $3 per unit and the price of other goods, x, is $1 per unit. For atypical professor
earning $1,200 per month, the university will give the professors cards that will alow
them to buy food at half price, until they buy 100 units of food.

a. (6) With food on the horizontal axis, draw the original budget constraint.

b. (6) Add the budget line for a professor benefiting from the EaglesEat program.
C. (8) Say the program costs the University $150 per professor. Using indifference
curves, demonstrate which professors would be better off with $150 pay raise and
which would not.



6. (10)

7.(15)

Given Frances current consumption of wine and bread, her MRS (i.e. Marginal Value)
of wineis 3 loaves of bread. The market price of bread is $4 and the market price of
wineis $8. Can Frances be made better off by consuming a different quantity of bread
and wine than she is consuming now? Please explain (a graph may help, but isn’'t
necessary).

Spencer has an income of $150. Previoudly, the price of gas, Pg was $1 and the price of
other goods, Px, was $3.

To try to get people to consume less gasoline, the government has begun atax policy
that includes excise tax (driving the price of gasoline to $3) and atax credit of $90 to
offset the higher price. That is, the tax credit makes Spencer’s income effectively
$240). After the tax policy was instituted, Spencer chose a bundle with 45 gallons of
gasoline and 35 units of x. Putting gasoline on the horizontal axis, graph the situation
and explain whether Spencer is better off after the tax policy or before the tax policy
was instituted.



8. (3)

9. (10)

The income-consumption curve is to the Engel Curve what the price-consumption

curveistothe

“Yes, it may look like very few people benefit from the Senator Bob Enweave Bridge
across L ake Heretanoware because almost no one drives across it. However, think of all
the construction workers who can now afford new cloths for their famlies and the
clothing stores that now have more business. This bridge is good for everyone in the
economy.” - Sen. Bob Enweave

Explain how Hazlitt would respond to the above quote.



