Eco 230: Homework Problems

Dr. Hassan

If you work on this questions and understand them, you will do really well on the supply and demand question in the test! Guaranteed!
Work on all of the following problems corresponding to each chapter

Chapter 1:

1. What is economics?

2. What are the three (five in your textbook) questions every economy must answer?

3. What is the distinction between macroeconomics and microeconomics?

4. What is a theory, or a model, or hypothesis?

Chapter 2: 

No question.  All I ask from you is to feel comfortable with drawing and understanding graphs.

Chapter 3:

1. What are resources? Classify resources and briefly explain each of them.

2. What is scarcity?

3. Define the concept of opportunity cost and show it using some numbers and graphs.

4. Draw two types production possibility frontier curves and explain their differences. Which of these graphs approximates the real world? Why?

5. What is the principle of increasing opportunity cost?

6. Draw production possibility curve indicating gun and food production and show the following:

a. A technological improvement in gun production only;

b. A technological improvement in food production only;

c. A more technological improvement in gun production;

d. A more technological improvement in food production;

e. An equal technological improvement in both food and gun production.

f. What are the factors that shift the production possibility frontier curve?

7. What is comparative advantage?

8. What is an absolute advantage?

9. Solve problems # 1, 3, 5, 7, and 11 on pages 53-54. (Note: you can find the answers to these questions towards the end of your textbook!)

10. What is the basis for trade?

11. During this presidential campaign, the two prominent presidential candidates promise more than they can deliver: Vice president Gore promises prescription drugs for the elderly, more spending on education, targeted tax cuts for the middle class, better environmental safety standards, an increase in the minimum wage, etc. Governor Bush promises huge tax cuts, better education and more spending for it, more military spending (where is the peace dividend?), privatization of social security, which will cost $trillion to set up, etc. What economic concept are the candidates ignoring?

Chapter 4:

1. Explain the law of demand and the law of supply.

2. Solve problems #s 1, 2, and 3 on page 85 in your textbook.

3. What is the distinction between the change in demand (or supply) and the change in the quantity demanded (or supplied)?

4. What effect will each of the following have on the demand for product B?

a. Product B becomes more fashionable.

b. The price of substitute product C falls.

c. A decline in incomes if B is an inferior good.

d. Consumers anticipate the price of B will decline in the near future.

e. The price of complementary good D falls.

5. What effect will each of the following have on the supply of product B?

a. a technological advance in the methods of producing B.

b. a decline in the number of firms in industry B.

c. an increase in the price of resources required in the production of B.

d. the expectation that the equilibrium price of B will be lower in the near future than it is currently.

e. A decline in the price of product A, a good whose production requires substantially the same techniques and resources as does the production of B.

f. The levying of specific sales tax on B.

g. The granting of a 50-percent per unit subsidy for each unit of B produced.

6. (After you finish reading both supply and demand) "As a general rule, if both supply and demand increase or decrease, the change in price is indeterminate? Evaluate this statement and illustrate with diagram.

7. (After you finish reading both supply and demand.) "As a general rule, if demand increase and supply decreases, or vice versa, the change in quantity will be indeterminate? Illustrate with diagram and evaluate this statement.

8. (After you finish reading chapter 4 and you and I have gone thru it.) "Ticket scalping is a Bum Rap!" Evaluate this statement. 

9. How each of the following changes in demand/or supply affect equilibrium quantity and price in a competitive market; that is, how do price and quantity rise, fall, remain unchanged, or are the answers indeterminate, depending on the magnitudes of the shifts in supply and demand? You should rely on a supply and demand diagram to verify your answers.

a. Supply decreases and demand remains constant.

b. Demand decreases and supply remains constant.

c. Supply increases and demand is constant. 

d. Demand increases and supply increases.

e. Demand increases and supply is constant.

f. Supply increases and demand decreases.

g. Demand increases and supply decreases.

h. Demand decreases and supply decreases.

On National Income Accounting, Unemployment and Inflation

On GDP and its calculation:
1. Which of the following is included in deriving this year's GDP? Explain your answers in each case.

a. Interest on IBM bond.

b. Social security payments on a retired worker.

c. The services of a painter in painting his own family home.

d. The income of a dentist.

e. The money received by Heather when she sells her 1999 Pontiac Grand Prix to Joe.

f. The monthly allowance which a college student receives from his/her family.

g. Rent received on a 3-bedroom apartment in Murray.

h. Interest received on government bonds.

i. A 2-hour decline in the length of the workweek.

j. The purchase of IBM bond.

k. A $10billion increase in net inventories.

l. The purchase of 100,000 share of GM stock.

m. The purchase of an insurance policy.

n. An illegal drug transaction at the corner of Main and Fourth streets.

4.
Suppose someone was a your butler. Then you married him/her. Describe the status of GDP before and after you married him/her.

On Unemployment:

1. List the reasons why the official unemployment rat may not reflect the true burden of unemployment.

2. Suppose that someone you know is intelligent and able-bodied but actually lazy. 

a. Is this person officially unemployed?

b. Is she/he a discourage worker? 

3. Can the government do anything to reduce the number of people in the following categories? If so, what?

a. Frictionally unemployment;

b. Structurally unemployed;

c. Cyclically unemployed.

4. List the costs of unemployment.

1. On Inflation:
2. Why do some people gain and other people lose from inflation or deflation?

3. The total dollar expenditures on the market basket in the current year are $400 and the total dollar expenditures on the market basket on the base year were $360. What is the inflation rate a) in the current year? b) in the base year?

4. "Inflation is a tax." True or false? Evaluate this statement carefully.

5. Explain how an increase in your nominal income and a decrease in your real income might occur simultaneously.

6. List the costs of inflation: Who loses and who gains from inflation?

7. If the price index was 110 last year and is 121 this year, what was this year's inflation rate?

8. If the expected inflation rate was 5%, the actual inflation rate was 8% and the contractual (nominal) interest rate was 6%, what is the real interest rate?

9. (A question to think about for the next section of the course:) If you had to choose between 

a) full employment with 6% annual rate of inflation, or

b) price stability with 8% unemployment rate, which would you select? Why?

10. Evaluate as accurately as you can how each of the following individuals would be affected by unanticipated inflation of 10 percent per year. 

a. A pensioned relative of yours;

b. A department-store clerk;

c. A member of the UAW assembly-line worker (a member of the union);

d. A heavily indebted farmer;

e. The owner of an independent small-town department store.
f. A retired business executive whose current income comes entirely from interest on government bonds.

On Monetary and Fiscal Policies
1. (5 points) When the Fed changes the money supply, the equilibrium level of income changes. Illustrate and explain how.

2. (5 points) There are several tools the Fed uses to implement monetary policy.

a. Briefly describe these tools.

b. Explain how the Fed uses each tool in order to INCREASE the money supply.

3. (10 points) If the Fed increases the money supply, what will happen to each of the following (other things being equal)?

a. Interest rates.

b. Money demand.

c. Investment spending.

d. Aggregate Demand.

e. The equilibrium level of national income.

4. (6 points) List the economic functions of financial intermediaries.

5.  (4 points) List the functions of money.

6. (3 points)  What are automatic stabilizers and how do they help mitigate economic fluctuations? 

7. (4 points) Why would a tax cut in a recession reduce the size of the recession?

8. (3 points) Distinguish between the national debt and the deficit.


On Aggregate Demand, Aggregate Supply and Expenditure 

 1.
(11 points) What effects would each of the following have on aggregate demand and aggregate supply? In each case, use the diagram to show the expected effects on the equilibrium price level and level of real output. Assume that all other things remain constant. 

a. a widespread fear of depression on the part of consumers.

b. A large purchase of U.S. wheat by Russia.

c. A $1dollar per pack increase in the excise tax on cigarettes.

d. A reduction in interest rates at each price level.

e. The expectation of a rapid rise in the price level.

f. The complete disintegration of OPEC (the cartel of oil producing countries).

g. A 10% reduction in personal income taxes.

h. An increase in labor productivity.

i. Depreciation in the international value of the dollar.

j. A sharp decline in the national incomes of our western European trading partners.

k. A sizable increase in U.S. immigration.

2. (5 points) Other things equal, what effect will each of the following have on the equilibrium price level and level of output?

a. an increase in aggregate demand in the vertical (sometimes called classical or long-run) range of aggregate supply.

b. An increase in both aggregate supply and aggregate demand.  

c. A reduction in AD in the horizontal (sometimes called the Keynesian) range of AS.

d. An increase in AD and a decreases in AS.

e. A decreases in AD in the intermediate range (up-sloping range) of AS.

3.  (14 points) Explain how each of the following will affect 1) the consumption function and saving schedule, 2) investment schedule and 3) equilibrium level of GDP, other things equal. 

a. a large increase in the value of real estate, including private houses.

b. The threat of limited, nonnuclear war, leading the public to expect future shortages of consumer durables

c. a decline in the interest rate.

d. A sharp, sustained decline in stock prices.

e. an increase in the rate of population growth.

f. a sizable increase in the retirement age for collecting social security benefits.

g. An increase in the federal income tax.

4. (6 points) The spreadsheet lists the components of aggregate planned expenditure in Tanganica. The numbers are in billions of cloves, the currency of the country.

	
	A
	B
	C
	D
	E
	F
	G

	1
	
	Y
	C
	I
	G
	X
	M

	2
	a
	100
	110
	50
	60
	60
	15

	3
	b
	200
	170
	50
	60
	60
	30

	4
	c
	300
	230
	50
	60
	60
	45

	5
	d
	400
	290
	50
	60
	60
	60

	6
	e
	500
	350
	50
	60
	60
	75

	7
	f
	600
	410
	50
	60
	60
	90

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


In Tanganika, what is:

a. Autonomous expnditure?

b. The marginal propensity to consume?

c. Aggregate planned expenditure when real GDP is $200 billion?

d. Happening to inventories if real GDP is $200?

e. Happening to inventories if real GDP is $500?

f. The multiplier in Tanganica?

