Whitman College 
Econ 107 
Exam 1 
September 25, 1998 


Write all answers in your blue book. Show all of your work. When drawing graphs, be sure to label your axes. 



1. Suppose a market for widgets is perfectly competitive and free of government intervention. Sellers' costs of production and buyers' values of consumption are given below, in dollars. Each buyer may buy at most one widget and each seller may sell at most one widget. No fractional units of widgets can be traded. 

	Buyer's Number
	Buyer's Value
	Seller's Letter
	Seller's Cost

	1
	50
	A
	25

	2
	55
	B
	22

	3
	53
	C
	20

	4
	38
	D
	24

	5
	40
	E
	30

	6
	41
	F
	32

	7
	36
	G
	34

	8
	30
	H
	27

	9
	33
	J
	26

	10
	31
	K
	24

	11
	28
	L
	36

	
	
	
	




(a) (5pts) List the assumptions of a perfectly competitive market. 

(b) (5pts) Graph the supply and demand curves for widgets from the information in the table above. 

(c) (5pts) What is the equilibrium price range for widgets? 

(d) (5pts) What is the equilibrium quantity? 

(e) (5pts) What is the total consumer surplus in equilibrium? Your answer should be in terms of a dollar amount. 

(f) (5pts) What is the total producer surplus in equilibrium? Your answer should be in terms of a dollar amount. 


Suppose now that the government decides to subsidize the production of widgets. Widget producers will receive $5 from the government for each widget that they sell to a buyer. 

(g) (5pts) On your supply and demand diagram, indicate the effect of the subsidy. 

(h) (5pts) What is the equilibrium price range now? 

(i) (5pts) What is the equilibrium quantity now? 

(j) (5pts) How much does the subsidy cost the government? 



2. (20pts) Suppose that the demand for butter in the U.S. increases due to a change in preferences for creamy food. Suppose also that the supply of butter in the U.S. falls because el Nino makes dairy farms excessively muddy, and also because some U.S. producers ship butter overseas to take advantage of government export subsidies. 

From the information in the paragraph above, can you say for sure whether the quantity of butter sold in the U.S. rises, falls, or stays constant? Explain, with reference to supply and demand diagrams. 



3. Consider the market for labor services, where the demand for labor is on the part of employers, the supply of labor comes from workers, and the price of labor is the wage. Assume that the labor market is perfectly competitive. 

(a) (5pts) Draw a supply and demand diagram for labor. On your diagram, indicate the equilibrium wage. 

(b) (10pts) Suppose that legislation sets the minimum wage above the equilibrium wage. On your graph, indicate the minimum wage. On your graph, show the quantity of labor demanded and the quantity of labor supplied now that the minimum wage is in effect. Indicate the amount of labor that is unemployed. 

(c) (10pts) If the demand curve for labor were relatively more elastic than in your graph from part (b), how would that effect the amount of unemployment caused by the minimum wage? Explain, with reference to a supply and demand diagram for labor identical to your graph in part (b), except that the demand curve for labor is relatively more elastic. 

(d) (5pts) What factors would make demand for labor relatively elastic?
