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Fall 2003

MICROECONOMICS I

Midterm exam
1. Consider a world that produces and consumes only corn and wheat. A small open economy consists of two types of fields: type A and type B. There are 100 fields of each type of identical size. The following table describes the annual output of each type of land given different labor inputs:
	Labor input
	Annual output

	(Work years)
	Field of type A  
	Field of type B

	
	kg  of wheat
	kg  of wheat
	 kg  of corn

	0
	0
	0
	0

	1
	100
	40
	20

	2
	180
	80
	40

	3 or more
	200
	120
	60


Note that fields of type A are only suitable for wheat, and each field of type B can be used to raise corn or wheat. 

The world price of corn is 3 dollars/kg and the world price of wheat is 1 dollars/kg.

There are 350 workers in the economy who have identical productive capacities, and are willing to work for any wage.
1. The competitive allocation:

Plot the demand curve of a type A field owner (the number of workers as a function of the Dollar wage rate).





Plot the demand curve of a type B field owner 



Plot the aggregate demand curve for labor in the economy




Find the market allocation of workers, output, the wage rate, and the profits of each field owner:

The number of fields of type B that raise wheat is______

Each field of type A employs at least _____ workers and no more than _____ workers

Each field of type B employs at least _____ workers and no more than _____ workers

The wage rate is _____ dollars

The profit of each owner of an A type field is ______ dollars

The profit of each owner of a B type field is ______ dollars

The total output of wheat produced in all fields of type A is _________ kg

The total output of wheat produced in all fields of type B is _________ kg

The total output of corn produced in all fields of type B is _________ kg

2. Suppose now that the government has decided to increase the encouragement of production of wheat in fields of type B. It offers a 50 dollar subsidy to type B field owners for each worker in a field of type B that produces wheat. (The subsidy is financed by a tax that has no effect on the market equilibrium) 

Find the new market allocation of workers, output, the wage rate, and the profits of each field owner:

The number of fields of type B that raise wheat is______

Each field of type A employs at least _____ workers and no more than _____ workers

 Each field of type B employs at least _____ workers and no more than _____ workers

The wage rate is _____ dollars

The profit of each owner of an A type field is ______ dollars

The profit of each owner of a B type field is ______ dollars

The total output of wheat produced in all fields of type A is _________ kg

The total output of wheat produced in all fields of type B is _________ kg

The total output of corn produced in all fields of type B is _________ kg

3. Plot the transformation curve of the economy




[image: image1]
a. Add to the figure the points of production in questions 1-3: mark the production point of question number 1 with the letter A, the production point of question number 2 with B, and that of question number 3 with C.

b. Add to the figure the consumption frontier line of the economy. 

c. Suppose all members of the economy consume corn and wheat in constant proportions: they always consume one kg of wheat with two kg of corn. Add to your figure the production point of the closed economy – mark this point with the letter D. Add to the figure the consumption point of the open economy without any government intervention – mark this point with the letter F (do not make any calculations to find point F, just show it graphically). 

The value of opening the economy – the gains from trade in world prices are _______ dollars

d. The loss to the economy from the 50 dollar subsidy (in comparison to the open economy) is 


______ dollars

The tribe of Mutumba consists of 1000 people. The tribe owns 300 plots, 100 plots of each type. Each plot can grow Mango and Bananas according to following table.

	Plot
	Mango

(hundreds kg)
	
	Bananas

(hundreds kg)

	A
	5
	or
	2

	B
	2.5
	or
	10

	C
	5
	or
	5


The Mutumba tribesmen like their fruit salad to consist of 1 kg of mango for each kg of bananas.
a. Derive transformation curve of the Tribe.


b. The tribe Chieftain will allocate the plots according to the following schedule:
	Total tribe
	Plot C
	Plot B
	Plot A
	Plot

	
	
	
	
	# of plots producing Mango

	
	
	
	
	# of plots producing Bananas

	
	
	
	
	Total Mango produced (hundreds kg)

	
	
	
	
	Total Bananas produced (hundreds kg)


Each tribesman will get _____ hundreds kg of mango, and ____ hundreds kg of bananas.

c. After long quarrels the tribe decided to split. The Mutu family, consisting of 600 people, got all the fields of type A and B, and the Umba family, consisting of 400 people received all the fields of type C.

The split hurt

both families / only the Mutu family / only the Umba family. 

(Underline correct variant)
d. In spite of the animosity the tribes decided to start trade negotiations. 
The Mutu Chieftain was instructed to import Mango at any price as long as it is not lower/higher than ____ kg of bananas for each kg of mango. 
The Umba Chieftain was instructed to export Mango at any price as long as it is not lower/higher than ____ kg of bananas for each kg of mango.

(erase the wrong answer, paste the price)
e. The negotiated price was 2 kg of bananas for each kg of mango. What will be the production and consumption of the two families. (Fill the table) 
	
	Mutu family
	Umba family

	Total Mango produced (hundreds kg)
	
	

	Total Bananas produced (hundreds kg)
	
	

	Total Mango consumed (hundreds kg)
	
	

	Total Bananas consumed (hundreds kg)
	
	

	Per capita Mango consumption
	
	

	Per capita Bananas consumption
	
	


f. A mass media campaign convinced the members of the  Mutu family that a much better way of preparing their fruit salads is using 4 kg of bananas with each kg of mango. The Umba family did not change its traditional way of preparing the salad. The change in preferences will result in a change in the price of mango. The new price will be in the range of _____ to _____ kg of bananas for each kg of mango.

g. The price was set at p=1.What will be the production, consumption, and trade of the two families. (Fill the table)
	
	Mutu family
	Umba family

	Total Mango produced (hundreds kg)
	
	

	Total Bananas produced (hundreds kg)
	
	

	Total Mango consumed (hundreds kg)
	
	

	Total Bananos consumed (hundreds kg)
	
	

	Total Mango exported (hundreds kg)*
	
	

	Total Bananos exported (hundreds kg)*
	
	

	Per capita Mango consumption
	
	

	Per capita Bananos consumption
	
	


* put negative numbers in case of import.
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(hundreds kg)





Mango


(hundreds kg)
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