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80. The Asian Development Bank has been investing in education and training
economies of Asia over the last five years. As

the human capital view of education would predict

a. rising wages as labour productivity is enhanced.

b. falling wages as the labour market is saturated with too many educated workers,
¢. the marginal productivity bf capital would not be affected.

d. the marginal productivity 6f labour would not be affected.

t

programs in the developing
a result of this investment, economists who adhere (o

and unskilled workers

81. Economists who attempt to ex‘plain the increasing earnings gap between skilled
offer two main hypotheses. Both hypotheses
a. suggest that demand-and-supply conditions have played a less important role in
determining workers' wagc%:s in recent years.
b. suggest that, over time, the demand for skilled labour has risen relative to the demand for
unskilled labour,
c. emphasize the growing importance of international trade in recent years.
d. emphasize the growing importance of women and teenagers in the workforce in recent
years.
82. Economists who study economic mobility have found that the income of a grandfather and his

grandson's income are

a. not related. ;
b. negatively related. |
c. directly related. ;
d. exactly equal.

Short-Answer Questions (23 points)
Answer in the space provided.

83. (3 points) Many anti-poverty groups use LICO as a measure of poverty. What are the

measure?
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84. (5 points) Consider total cost and total revenue given in the table below:

Quantity Total Cost Total Revenue M R M e
&) )

0 4 0 ~

2 9. 10 ﬁf’ of
3 5 5 N
4 20 2.2 20 - ‘
5 27 «;i;; 25
6 3F 39 30 5 7

(a)  Calculate marginal revenue and marginal cost for each quantity.

i

(b) How much should the firm produce to maximize profit?

From. gﬁ‘%wcfk pasdice &

() Can you tell whethel this fum is in a competitive industry?

f‘;’ o ,_fv‘,f‘\w‘
\/f% ??q,g ch,ps £ A

(d) Canyou tell whether the mdust1y is in a long-run equ111b11um7
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85. (15 points) The Feelgood Drug Company holds a patent on one of its discoveries.

(a) Assuming that the production of the drug involves rising marginal cost, draw a diagram to
illustrate Feelgood’s profit maximizing price and quantity. Also show Feelgoods’s profits.

ks

o 7

(b) Now, suppose the government imposes a tax on each bottle of the drug produced. On a ]
new diagram, illustrate Feelgood’s new price and quantity. How does each compare to 'fi‘v

YOUL-aAsweE-H-pakt-{a)? Aé L et ot e
f %
o FE S
J?"&\ir [

\\’\

}
69! DEAD AR

N, b o
TN !
& ht
{
/ 3.4 i

16



(c) What is the impact of this tax on welfare? Explain.
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(d) Instead of the tax per bottle, suppose that the government imposes a tax on Feelgood of
$10 million regardless of how many bottles are produced. How does this tax affect

Feelgood’s price, quantity, and profits? Explain.
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