Review Questions for ECN 2103 Microeconomics, Part 2 Chapters 6, 7, 8, 9 and 10.

Chapter 6: Supply, Demand, and Government Policies
6.1 Which is the effect of a binding ceiling on rents on the housing market? Explain and illustrate in a graph!
6.2 How does the long term effect of a binding ceiling on rents on the housing markets compare to the short term effect? Explain and illustrate in graphs!

6.3 Which is the effect of a binding minimum wage law on the level of employment and on unemployment? Explain and illustrate in a graph!
6.4 Explain the “experimental set-up” by which Card and Krueger tried to assess the effect of an increase in the minimum wage on the labor market! Which was their result? 

6.5 Which is the effect of a tax on sellers on market equilibrium and the tax burden? Illustrate in a graph!

6.6 Which is the effect of a tax on buyers on market equilibrium and the tax burden? Illustrate in a graph!

6.7 Is the effect of a tax of 1$ per unit of sales which is levied on sellers in a market different from the effect of a tax of 1$ per unit of purchases which is levied on buyers? Use a graph to illustrate!

6.8 What is a “tax wedge”? Illustrate the effect of a pay roll tax and determine the tax wedge!
6.9 How is the tax burden shared between buyers and sellers if a tax is levied in a market with elastic demand and inelastic supply? Use a graph to illustrate!

6.10 How is the tax burden shared between buyers and sellers if a tax is levied in a market with inelastic demand and elastic supply? Use a graph to illustrate!
6.11 Supply in an industry is totally inelastic. Suppose a tax of 1 $ per unit is levied on the consumption of a good! Which is the effect on the market price, the producer price (i.e. the price received by sellers) and the quantity provided? Use a graph to explain! Which would have been the answer if the tax had been levied on the seller of the good?
Chapter 7: Supply, Demand, and Government Policies
7.1 When is a resource allocation efficient? Distinguish between efficient production, efficient consumption and efficient coordination of demand and supply!

7.2 Under which (ideal) conditions does a market allocation result in an efficient outcome?

7.3 Explain and illustrate in a graph: Consumer Surplus. How do you interpret the vertical height of the demand curve? Explain how this relates to the interpretation of consumer surplus!
7.4 Explain and illustrate in a graph: Producer Surplus. How do you interpret the vertical height of the supply curve? Explain how this relates to the interpretation of producer surplus!

7.5 Explain and illustrate in a graph that a market equilibrium maximizes the sum of consumer and producer surplus! Show that lower and higher levels of production and consumption than in the market equilibrium result in a loss in total surplus!
Chapter 8:
8.1 Suppose a tax is levied per unit of a good sold in a market. In a graph with (moderately) elastic demand and supply curves illustrate how you determine the magnitude of tax revenue and the deadweight loss of a tax! Explain why a deadweight loss occurs!
8.2 Suppose a tax is levied per unit of a good sold in a market. In a graph with (moderately) elastic demand and supply curves, illustrate the effect of the tax on producer surplus and consumer surplus!

8.3 “It is the behavioral adjustment to a tax which causes a deadweight loss”. Explain why this statement is true. Use a graph to illustrate!

8.4 What is the “Laffer curve”? Explain and draw the Laffer curve in a graph! Why is it necessarily the case that for very low and for very high per unit tax rates tax revenue vanishes? Use a graph to illustrate!
Chapter 9:
9.1 Which is the difference between accounting profits and economic profits? Name one instance where an economic cost is not an accounting cost.
9.2 What is diminishing marginal product of a factor? Which is the shape of a production function which exhibits diminishing marginal product of a factor? How does the marginal product function look like?

9.3 How do you distinguish fixed costs and variable costs? Which role does the time horizon of your decision situation play for this distinction?
9.4 Suppose labor is the factor which can be adjusted in the short term. If the production function exhibits diminishing marginal product of labor: Which is the shape of the the short term cost function? Draw the cost function into a graph and explain!

9.5 How do you define marginal cost? How can you determine marginal cost in the graph of the cost curve?

9.6 In a graph of a cost curve exhibiting an increasing slope and positive fixed costs, illustrate how you determine average total cost. Demonstrate that the point where average total cost is minimal, average total cost coincides with marginal cost!
9.7 In a graph of a cost curve exhibiting an increasing slope but no fixed costs, illustrate that average variable cost is strictly less than marginal cost!

9.8 How do you determine average total cost in the long run? When constructing the long run average total cost curve: What do you assume about the production point which each firm would want to realize for each “given” firm size?
9.10 What are economies of scale? Use a graph to explain! Where does a firm reach its minimum efficient scale?

9.11 Name examples of firms which realize economies of scale over a large range of quantities? 

… more to follow
