Review Questions for ECN 2103 Microeconomics

Chapter 1: Introduction
1.1 Define: Opportunity cost! Why is the money you could have made if you had stayed at home and worked part of the opportunity cost of going on a holiday whilst the money for the food you eat whilst on holiday is not (assuming you go to very cheap restaurants)?

1.2 What does it mean that rational people think at the margin? How does this explain that you can get a “last minute holiday trip” at a price which is far below the average cost of providing a seat on an airplane and maintaining a hotel room?

1.3 Explain why there is normally a trade off for society between efficiency and equity!

1.4 What does Adam Smith’s metaphor of the invisible hand say? Explain!

Chapter 2: First Models
2.1 Explain the difference between positive and normative statements in economics!
2.2 Construct an economic rationale for the decision of whether or not to commit a criminal act. How is the likelihood that a person commits a crime affected when the benefit of the criminal activity increases, when the opportunity cost of being caught increases and when the probability of being caught and convicted increases?
2.3 Riots are one of a number of events which may be caused because a “tipping-point” has been crossed. Referring to our economic theory of crime, explain why this is so!
2.4 We may find that two events – such as a change in policing strategies and a fall in crime rates – coincide without one event being a “cause” of the other. Explain the problem and what you would need to do in order to draw a conclusion about “causation” with greater confidence!
2.5 What is a natural experiment? Explain how a natural experiment can help a researcher to identify the cause of an economic phenomenon! Use one example!

2.6 Draw a production possibility frontier which is bowed outwards. How do you determine the opportunity cost of each good? What follows from the particular shape for the opportunity cost of a good if a country wants to produce more and more of it?
2.7 A production point on the production possibility frontier is called efficient: Why?

Chapter 3: The Gains from Trade
3.1 Which are reasons why people trade?

3.2 “Trade is not a zero sum game”. Explain this statement.

3.3 Explain why trade ensures that a situation is reached where nobody can be made better off without making somebody else worse off!
3.4 Why can we say that a situation is efficient if nobody can be made better off without making somebody else worse off?
3.5 Which is the difference between comparative advantage and absolute advantage?

3.6. When should people specialize? Explain!
3.7 Does complete specialization always guarantee that an economy produces more of each good than if everyone lived and produced in autarky? Explain!

3.8 Under which condition does a trade not make everybody as least as well off as without the trade? Provide some examples!

Chapter 4: Demand and Supply

4.1 What is a “market”? What is a “competitive market?”

4.2 What does the law of demand state?

4.3 Which are the reasons why the demand curve is downward sloping?

4.4 Give an example of two goods which are complements! How does the demand of one of the two goods change if the price of the other increases?

4.5 Give an example of two goods which are substitutes! How does the demand of one of the two goods change if the price of the other increases?

4.6 Define an “inferior good”? Give an example!

4.7 What may cause the shift of the demand curve for a particular good? Indicate in each case how the demand curve is affected!
4.8 What does the law of supply state?

4.9 Why is the supply curve upward sloping?

4.10 What may cause a shift of the supply curve for a particular good? Indicate in each case how the supply curve is affected.

4.11 Suppose the price of a ice cream goes up and, as a consequence of that, a dairy producer decides to enter the market for ice cream. Does this result in a shift of the supply curve or in a movement along the supply curve?

4.12 In a graph how you obtain the market demand curve from individual demand curves (for the illustration it is sufficient to use two individual demand curves). Shortly explain what you are doing!

4.13 Show in a graph how you obtain the market supply curve from individual supply curves (for the illustration it is sufficient to use two individual supply curves). Shortly explain what you are doing!

4.14 Suppose demand and supply intersect at an equilibrium quantify of 500 and at an equilibrium price of 5$. How much would it approximately cost to increase supply by one unit?
4.15 Define: Market equilibrium.

4.16 What does the law of supply and demand state?
4.17 Suppose the price of a good is above the equilibrium price. In a graph indicate what this implies for demand and supply in the market. How is equilibrium reached?

4.18 Suppose the price of a good is below the equilibrium price. In a graph indicate what this implies for demand and supply in the market. How is equilibrium reached?

4.19 Suppose that the demand curve shifts to the right. Explain how the market adjusts! Why is this adjustment “normatively” desirable?

4.20 In the time leading up to 2008 the oil price increased without a substantial increase in supply. How can this be explained using demand and supply analysis?

Chapter 5: Elasticity
5.1 Define the (own price) elasticity of demand! 
5.2 Explain how the definition of a market affects the elasticity of the demand curve which you can measure! Provide examples!

5.3 For many goods, the demand curve is more elastic in the long run than in the short run. Explain, why this is the case! Is there any example where the reverse is true (i.e. where the demand is less elastic in the long term than in the short term)?
5.4 Show convincingly that the elasticity of demand must change along a linear, downward sloping demand curve!
5.5 Show that the elasticity of demand in the midpoint of a linear demand curve must be unity!

5.6 Under which condition on the elasticity of demand does a price decrease result in an increase of revenue earned in the market? Explain, using a simple graph!

5.7 Which is the elasticity of demand of an inferior good?

5.8 Explain how you can use information about electricity consumption to estimate the size of the shadow economy of a country!
5.9 For which types of goods is the cross-price elasticity of demand positive, for which is it negative?

5.10 Which factors determine whether a good is elastic or inelastic in supply?

5.11 What can you say about the elasticity of supply if the supply curve is linear and its intercept with the vertical axis is in the positive range? Explain!

5.12 Which is the effect of introducing high yielding crops on farmers’ incomes? Use a simple demand/supply diagram to explain! Given your result, why would farmers want to introduce high yielding crops in the first place?
Chapter 6: Supply, Demand and Government Policies
6.1 Describe the effects of a binding rent ceiling in the market for apartments! Use a graph to illustrate! How do the effects compare in the short term and in the long term?

6.2 How do you derive the demand curve for labor and the supply curve for labor? Why is it plausible that they are downward and upward sloping, respectively?
6.3 Describe and illustrate in a graph the effects of a binding minimum wage as it is obtained in an economic model of the labor market! Which is the effect on the level of employment, which is the effect on unemployment?

6.4 Card and Krueger claimed that an increase in the minimum wage did not result in lower employment in a labor market which was affected by the minimum wage. Describe their “experimental” set up!

6.5 Which objectives do governments pursue by the means of a minimum wage law? How are the results on achievement of this objective in the United States?

More to follow after the midterm
