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Part I:  Supply and demand: The diagrams below refer to the market for conventional electric light bulbs.  Show what happens to the supply and demand curves and to equilibrium price and quantity.

1. The price of electricity increases.

2. A new technology allows lightbulbs to be produced at a lower cost.

3. The price of tungsten increases.  Tungsten is an important ingredient in lighbulbs.

4. The population of the U.S. increases.

Part II:  True/False (10 points each)  For each of the following statements, tell whether it is true or false.  If false, please give an explanation of why the statement is false.

1.  Average cost is equal to total cost divided by quantity.

2.  The law diminishing marginal utility says that far each additional item consumes, marginal utility falls.

3.  Most economists favor free trade.

4.  Although a tariff increases prices for consumers, the loss to consumers is made up by the gain to producers and to government.

5.  Tariffs are the most common form of protectionism in the world today.

6.  Pollution is a positive extrenality.

Part III.  Short answer: (16 points each.) Please completely and concisely answer the following questions.
a) What is comparative advantage?  Give an example.  Why does it matter?

b) What is a public good?  What are the two criteria for a public good?

c) What is a positive externality?  Give one example.  How do economists recommend we deal with externalities?

d) Show the effect of a tariff on a market.  Who gains and who loses?

