David Youngberg

Econ 310 

Homework 2
Please answer all the following on a typed, stapled separate sheet of paper. Make sure that you justify your answers and use your own words.
1. Consider a classic piece of Star Trek technology, the transporter.
 Suppose people from the future brought one to the present and we were able to replicate the technology. According to the law of one price, what would be the tendency of prices all over the world? Would there be any goods whose prices move in the opposite direction or remain unchanged?
2. In “The Balance of Trade” Bastiat compares the accounting practices of the bank with those of the customhouse. What does he demonstrate in doing so? How does this idea connect with the balance of payments?

3. Describe the effects and the underlying logic (in one to two sentences) of the following ceteris paribus changes on the domestic (U.S.) exchange rate:
a. Wal-Mart announces that it will continue to lower prices next quarter.

b. Scientists discover that a fruit grown only in Peru can reduce the risk of cancer.

c. The federal government enacts national health care on the basis that universal coverage is more important than economic efficiency.
d. A popular movie showcases the joy of Nuremberg bratwurst dipped in Vermont maple syrup, a cuisine locals in both America and Germany will likely replicate.

4. Describe a principal-agent problem you’ve encountered in your everyday life. What steps did you or the other party take (or should’ve taken) to assuage this problem? Note how the principal in your example used (or should’ve used) one of the same strategies banks use to mitigate asymmetric information.
5. Suppose Richard Branson approached you with a business opportunity: invest $500,000 in his new entrepreneurial endeavor and in six years, he’ll be able to pay back your initial investment plus $100,000. The interest rate is 3.2%. Assuming you have the money to engage in this opportunity and setting aside issues of risk, use the present value equation to determine if this is a worthwhile investment.
� A fictional device that allows people and objects to “beam” from place to place, allowing virtually instantaneous movement between two points within 80,000 kilometers.





