EC 204 – COURSE REVIEW
These are just sample problems to remind you of the kinds of things that we were working on in each section of the course.  Please return to your exams, review sheets, class problems, and problem sets for more complete sets of questions for each section.  Good luck with your studying.  

1. Introduction to markets
· Suppose that the demand curve for cantaloupes is P = 120 – 3Qd, where P is the price per pound (in cents) of cantaloupe and Qd is the quantity demanded per year (in millions of pounds).  Suppose that the supply curve for cantaloupes is P = 5Qs, where Qs is the quantity supplied per year (in millions of pounds).  
a. What is the equilibrium price per pound of cantaloupe?  Show it with a diagram.
b. What is the equilibrium quantity of cantaloupes produced?  Show it in your diagram.
c. Calculate the point price elasticities of supply and demand at the equilibrium price.  
d. Suppose the government decides to subsidize the cantaloupe farmers to protect them from foreign competition.  They place a 10 cent subsidy on each cantaloupe produced.  What happens to the market for cantaloupes?  Show this in your diagram.  Is this a "good" policy?  Is there deadweight loss?  How much?  Explain.


2. Consumer behavior
· Sally consumes two goods, X and Y.  Her utility function is given by the expression 
U = 3X1/4Y3/4
The current market price for X is $10, while the market price for Y is $5.00.  Sally's current income is $1000.
a. Sketch a set of two indifference curves for Sally in her consumption of X and Y.
b.  Write the expression for Sally's budget constraint.  Graph the budget constraint and determine its slope.
c.  Determine the X,Y combination which maximizes Sally's utility, given her budget constraint.  Show her optimum point on a graph.  (Partial quantities are possible.)
d.  Calculate the impact on Sally's optimum market basket of an increase in the price of X to $15.00.  What would happen to utility as a result of the price increase?  Draw a Price Consumption Curve for Sally.
e.  Draw a demand curve for good X given the information you have generated here. 


3. Theory of the firm
· The table below describes a factory’s costs (in dollars) when the quantity of land is fixed. The only other input necessary for production is labor.

Quantity	FC	VC	TC	MC	AFC	AVC	ATC

	5	30			40		28		

	6			240					

Fill in the blanks in the table.  Is this a short run or a long run cost function?

· Consider the following production function for MakeIt, Inc., a small company that produces widgets.

Q(K,L) = 50K1/2L1/2
a. Trace out isoquants for Q = 150 and Q = 250.  What do these curves tell you about production at MakeIt?  What can you say about the relationship between capital and labor as they are used in the production process?
b. Find expressions for the marginal product of labor and capital.  Find expressions for the average product of labor and capital. Find the average and marginal products of labor and capital when L = 25 and K = 50.
c. Suppose capital costs $10 and labor costs $50.  If the firm wants to produce Q = 1000 units of output, what is the optimal quantity of labor and capital for them to use?  How much will this output cost?  Draw a diagram and explain.




4. Perfect competition
· The supply and demand curves for corn are as follows: Qd = 3750 – 725P and Qs = 920 + 690P, where Q = millions of bushels and P = price per bushel.

a. CALCULATE the equilibrium price and quantity that would prevail in a free market.  SHOW this equilibrium in a diagram.  CALCULATE consumer surplus.

b. The government has imposed a $3.00 per bushel support price and purchases surplus corn to maintain this price per bushel.  How much corn will the government purchase?  What will be the cost of this program to the taxpayers and what is the impact on consumer surplus?  SHOW this solution in your diagram above.  Would your recommend this program?  Why or why not?

5. Monopoly and monopoly power: Imperfect competition and market failure
· Suppose a monopolist faces a demand curve given by P = 24 – Q and constant marginal cost = $4.  
a. Find the profit maximizing price and output for the monopolist.  Show it with a diagram.  Compare this with the price and output that would result from a perfectly competitive market.  Compare consumer and producer surplus in each case.

b. Suppose the regulator sets a maximum price for the monopolist of $10.  What is the firm’s optimal price and output under these circumstances?  How would this compare to the perfectly competitive market solution?  Explain.

· WSP is a monopolist that produces Shakespeare’s works.  There are two types of consumers who buy the books, students and the general public.  The student’s demand is given by P = 12 – Q and the public’s demand is given by P = 8 – Q.  Marginal cost of producing the books is constant at $2 per book.  Fixed costs for WSP is $10,000.
a. If WSP decides to set one price for all of its books, what will the optimal price and output be?  How many copies will be sold in each market?  Explain and show using a diagram. Compare marginal revenue and marginal cost in each individual market.

b. Suppose WSP finds a way to price discriminate and set a different price for its books in each market segment.  What price and quantity of sales will be set for each market?  Explain using a diagram.


6. Monopolistic Competition and Oligopoly
SUPPOSE WE HAVE A MARKET FOR OIL	MC = 10	 P = 100-2Q.

A. PERFECTLY COMPETITIVE SOLUTION





B.  IDENTICAL GOOD BERTRAND SOLUTION





C. COURNOT SOLUTION – describe the idea of the reaction function.
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