Economics 11 – Fall 2002

Quiz-A
Please answer both questions.  To receive full credit, you must show any work you do to arrive at your answer.  All graphs must be completely labeled.  Good Luck!!

1.
Hurricane Katrina has illustrated the problem that the federal government faces in deciding which goods to produce.  Just recently, congress had passed a major highway bill, which provided many billions of dollars for highway construction in the U.S.  Now, the government must decide how to shift resources in the wake of the hurricane.
a.
Illustrate the trade-off between highway construction and hurricane 

rebuilding in the PPC (PPF) framework.

b.
Illustrate the impact if the government does indeed shift significant resources to Katrina rebuilding, and away from highway construction.

c.
Show what happens to your graph if there is a job action that idles a great number of construction workers.

d.
What happens to the PPC if an improved technology is made available that makes road-building cheaper, and requires fewer resources.

2. Since the 1980s, there has been a significant decline in the number of Americans who consume coffee (from 70% to just over 50%).  The one bright spot for the coffee industry has been the gourmet market – specifically places like Starbucks.  Graphically illustrate, using supply-demand curves, the impact of the following on the market for gourmet coffee.
a. The price of “regular” coffee (e.g. Maxwell House) falls.

b. There is a rise in income in the U.S. coupled with a severe frost in the coffee-growing regions of Colombia.

c. The sellers of gourmet coffees band together (illegally, of course) and establish a minimum per-cup price.

d. The population of 40-60 year-olds (the primary coffee-drinking age group) rises, coupled with the bankruptcy of a major gourmet coffee seller.
