Microeconomic Principles
First Exam — Spring 2007
Schellberg

PART | (60 points)

Multiple Choice
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Microeconomic Principles
First Exam-Spring 2007
Schellberg

PART Il (40 points)

1. (12 points) Rent controls are place on apartments in Seattle. The ceiling on rents

is $1000/month.
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Complete the following:

a. A price ceiling of $1000/month will lead to a (pick one: surpiimrtagé of (fill
in an amount: _120 (thousand) apartments.

b. How many apartments are rented when the ceiling is in place?
60,000

c. Who would benefit and who would be hurt by the rent control? Discuss
Those who already have apartments would benefit, because they would pay less
than the free market (equilibrium) rent. But those who move into the city would

have trouble finding apartments, and they would be denied the opportunity of
obtaining an apartment at the equilibrium rent.



2. (13 points) The following graph shows the production possibilities for the
republic of Malaria.
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What is the opportunity cost of another million figs at point A?

1 million gallons of milk

What is the opportunity cost of another million figs at point B?
3 million gallons of milk

Complete the following: Because of (pick ospecializedunspecialized)
resources, the opportunity cost of figs (pick dnereasesdecreases) as
fig production increases.

Certain mountainous areas of Malaria are too cool for growing figs, so that
crop Yyields (of figs) per acre are very low. These areas are betezt fri
raising dairy cattle, which prefer cooler weather. Suppose the Grand
Commissar of Malaria decrees that dairy cattle are to be raised in

the hotter areas and figs are to be grown in the cooler areas. On which of
the points (A, BC, D, or E) on the graph is the country likely to be?



3. (15 points) In each of the following casehijft the appropriate curve. In each
caseJabel the new equilibrium price gPand quantity (Q).

a. The sales tax in Wyoming is raised to 6%, making goods in Wyoming
more expensive.
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b. Lumber prices decrease, because of increased imports of Canadian timber.
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c. Gasoline prices have fallen sharply in recent months.



