Whitman College

Econ 107

Exam 1

February 19, 2008

Write all answers on your exam.  Show all of your work.  The exam ends at 11:50.

1.  (a)  (5pts)  Suppose generic pasta is produced in a competitive market.  In the space below, draw a market supply and demand graph for generic pasta.  Be sure to label your axes.  Label the equilibrium price P1 and the equilibrium quantity Q1.   

Now consider the information in the article below.  

Consumers Cut Food Spending Sharply
By JUSTIN LAHART, TIMOTHY W. MARTIN and JANET ADAMY

The Wall Street Journal, February 13, 2009

The bad economy is hitting America right in the stomach. Consumers have cut back sharply on food spending, shunning restaurants, opting for generic products over brand names, trading in lattes for home-brewed coffee and shopping for bargains. That is hurting sales and profits at many food processors, grocery chains and restaurants.

(b)  (15pts)  On your graph in part (a), show the recession’s effect on the market for generic pasta.  Label the new equilibrium price P2 and the new equilibrium quantity Q2.  In the space below, explain any shifts that you drew on your graph.  

2.  Suppose a market for widgets is 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.  Prices can be negotiated to the penny.  Use the data below to answer questions (a)-(f).

	Buyer's Number
	Buyer's Value ($)
	Seller's Letter
	Seller's Cost ($)

	1
	7
	A
	5

	2
	4
	B
	4

	3
	6
	C
	4

	4
	8
	D
	7

	5
	1
	E
	6

	6
	7
	F
	9

	7
	3
	G
	4

	8
	2
	H
	8


 (a)  (10pts)  On the graph paper below, draw the supply curve and the demand curve for widgets.  Be sure to label your axes.

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


(b)  (10pts)  What is the equilibrium price range for widgets?  (Recall that prices can be negotiated to the penny.)

(c)  (5pts)  What is the equilibrium quantity of widgets?

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

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

(f)  (15pts)  Suppose now that each seller’s cost of production is reduced by $3 because the government has shared the results of a research and development project.  Use the graph paper below to show the effect the government research has on the supply and demand for widgets.  On your graph indicate the benefits to society of the research.  What is the dollar value of those benefits?  

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


3.  On February 18, the Wisconsin State Senate, strapped for tax revenue in the recession, passed a bill imposing a tax on the downloading of songs, ringtones, e-books and greeting cards from the Internet. 

(a)  (5pts)  Suppose that the market for digital downloads of greeting cards is competitive.  In the space below, draw a graph of the supply and demand for digital greeting cards before the tax is imposed. Label the equilibrium price P1 and the equilibrium quantity Q1.   

(b)  (25pts)  Suppose that the tax on digital greeting cards is a per-unit tax.  On your graph in part (a), indicate the size of the per-unit tax, the amount of the tax revenue raised, and the amount of the deadweight loss associated with the tax.  
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