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Professor Plotnick

SAMPLE FINAL EXAM


Write your name on the cover sheet of your blue book or on a cover sheet that does not have any part of your answers. Do not write your name on the pages that contain your answers.  


Answers are due no later than 9 a.m., December 9 in my mailbox in 208 Parrington, or you can slip them under my office door. On the 9th I will be in Parrington a little before 9:00.  Late exams will be penalized.  Please write and graph neatly and label all graphs carefully and completely. 


YOU ARE EXPECTED TO WORK ON THE EXAM BY YOURSELF.  You may consult the text, readings, lecture notes and problem sets, but should not discuss the exam with other students or anyone else

Answer either A1 or A2.  Answer only one; I will not read a second answer if it is included.

A1.  Suppose the Social Security tax requires workers to pay 8% of earnings until yearly earnings exceed $90,000, and then ceases.  That is, earnings in excess of $90,000 are not subject to this tax.  Given this information and assuming leisure is a normal good, is the following statement true, false or of uncertain validity?  Explain.

"A reduction in the Social Security tax rate to 6% will tend to reduce work effort among people currently earning $110,000 a year."

A2.  Assume that sawmills operate in a perfectly competitive market in the U.S. and that Canadian lumber has a 20% share of the U.S. market.  Currently a large number of Washington and Oregon sawmills are idle and their workers have been laid off.  These mills argue that if imports of Canadian lumber are reduced 50%, they will reopen.  Assume they are correct.  State the reasoning that underlies their analysis and explain the situation graphically.

B. The restaurant market in Seattle’s International District is very competitive and most restaurants in the I-District just barely manage to stay in business.  Faced with a rent increase, a spokesperson for the I-District Dining Association says, "Our people are just barely getting by now.  If these rent increases go through there won't be a single place to buy a meal a year from now."  In fact, one year later most of the restaurants are still operating and still barely managing to stay in business.  Explain what happened.

See other side
C. At an admission price of $1.00 per person, 300,000 people per year enter the Japanese garden in the Seattle arboretum.  Annual costs of running the garden are divided into 2 parts.  There is a cost of $200,000 per year that does not vary with the number of visitors.  In addition, each visitor adds $ .50 in maintenance costs.  Thus, with the $1.00 price, the city contributes $50,000 in general tax revenues to keep the garden open and adequately maintained.

One member of the city council suggests raising the price to $1.50 and presents evidence that 200,000 visits will occur at this price and that, in general, attendance depends on the admission price.  The council member argues in favor of the price increase: 

“At the $1.00 price, benefits, as measured by willingness to pay, are less than costs.  At $1.50, benefits equal costs, so raising the price contributes to economic efficiency.”

a.  As an economic analyst for the Mayor, you are asked to assess the council member’s argument.  If you agree with it, explain why, and also explain why the current price of $1.00 is inefficient.  If you don’t agree, either defend the current price or suggest an alternative pricing policy that would improve efficiency.

b.  Would your analysis in part a. change if congestion (overcrowding) becomes an increasing problem once admissions exceed 200,000 per year?  Explain the logic behind your answer.

D. Flu shots prevent some people from getting the flu and reduce the severity of the flu for others.  Suppose the market for flu shots is perfectly competitive and in long run equilibrium, and that a flu shot costs $30.

a.  Now, health insurance companies offer to pay $20 to any subscriber who submits proof that he or she got a shot.  Why would a profit maximizing insurance company do this?

b.  Explain the short run effects of this offer on the equilibrium price and quantity of flu shots, and the profits of flu shot providers. 

c.  The US Centers for Disease Control argues that, even with this $20 payment, the number of people getting flu shots will be too low.  Do you think this argument is correct?  Why or why not?
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