Homework Set Two
1.  (5%) GDP inevitably declines during recessions.  It is important that we keep national income up at those times. Explain whether you agree or disagree.
2.  (15%) Joe and Fred are both pizza bakers.  Baking pizzas involves two tasks: baking the pizzas and waiting on the customers in the front of the store.  By himself, Joe can bake 50 pizzas an hour, and sell 50 pizzas an hour.  Fred can bake 40 pizzas an hour and sell 30.  (You cannot bake and sell simultaneously.  Thus if Joe wants to bake and sell 50 pizzas, it takes two hours). Assuming that pizzas sell, net of expenses for $1 each, how much can Joe make in an 8 hour day?  Fred?  Assuming that Joe and Fred go into business, how will they divide their time?  And assuming that any gains from combining forces are split 50-50, how much will Joe make a day?  Fred?
3.  (5%) In East Wonderland, GDP consists of corn and lima beans.  Last year 50,000 bushels of corn and 30,000 bushels of lima beans were grown.  Corn sold for $10 a bushel and lima beans sold for $20 a bushel.  How much was GDP?
4. (5%) In West Wonderland, GDP consists of corn and lima beans.  Last year 40,000 bushels of corn and 50,000 bushels of lima beans were grown.  Corn sold for $8 a bushel.  Workers earned $600,000 and landowners got $220,000.  How much did lima beans sell for?
5. (10%) Suppose that instead of imposing tariffs, the US government auctioned import rights, with the number of import rights set to achieve the same level of imports.  Show that the government will raise the same amount of revenue.  Note: this calls for a proof, not a hand-waving argument.

6. (30%) Senator Mustard is at it again.  A delegation of constituents has just finished meeting with her and she jotted down some of their more interesting commendations, and has asked you to respond to each of them.  (Note be sure to respond from the position of what is good or not good from the American perspective, which may be different from that of a foreign country. If you want to discuss it from a foreign perspective, I will be happy to do so in class).
· If we were to require Mexican t-shirts to be made in air-conditioned factories, the workers lives would be improved and we would still get the same t-shirts at the same price.

· Free trade in t-shirts and CDs is on thing.  But we also restrict imports of sugar from Mexico.  While there is no sugar production in Senator Mustard’s state, eliminating sugar import quotas hurt sugar workers in other states who do purchase products from factories in Senator Mustard’s home state.  We should not remove sugar protection.

· (Same delegation, different constituent).  American candy makers are being hurt by sugar quotas, which place them at a competitive disadvantage with foreign candy makers.

· My industry is trying to adapt to the global economy, but we need time.  We need protection while we make the adjustment.

· Foreign governments are constantly adopting measures to subsidize exports and restrict American imports.  We ought to respond in kind.

· Our real problem is that China has undervalued the Yuan, and we should be working to get them to revalue.

7. (20%)West Backwater is typical of many poor countries, characterized by corruption, illiteracy, massive poverty, high mortality rates, high birth rates, a long running civil war, a high Gini coefficient (that is, it has an unequal distribution of income), and economic power concentrated in a few wealthy families to name only a few problems.  Fortunately a charismatic leader has assumed power.  He has turned to you for advice on reorganizing the economy to improve economic conditions.  Here is the good only good news about West Backwater:  he is sufficiently charismatic that he can persuade people to go along with any program you propose.  What would you propose?  Explain your reasons, for you must persuade the leader before he will persuade others.  Note: do not give the obvious answer of ending the civil war.: the leader has already done that.  And be sure to prioritize; tell him what must be done first, and what will follow if he accomplishes your agenda.  No laundry list!
8. (10%) The Lecture on International Income comparisons explains that, with these hypothetical numbers, either Japanese or Americans have the higher standard of living, depending on how you calculate it.  Write a paragraph explain this to you high school English teacher, who is reasonably bright but definitely quantitatively challenged.
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