Practicing the Concepts, Unit 1, ECON 2300.

Below is the inflation-adjusted price of U.S. natural gas, which is used for heating homes and
generating electricity. Prices are given in $/BTU. Answer the questions below on a fresh sheet
of paper, and bring them to class. Your work will be checked for completion at the beginning of
class, and then we will review the answers together.
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1. The market for natural gas is competitive. What conditions must be met in order for that
statement to be true?

2. The prices given above are uniform for all sellers at this location (called the “Henry Hub,” this
is the standard location or reference point for U.S. natural gas). Is this how pricing goes in
competitive markets, or not? Explain.

3. The cost of extracting natural gas varies from field to field. (A field is an underground store
of natural gas available for extraction.) Therefore, as the price of natural gas rises, what should
happen to the quantity supplied? Draw this relationship out on a graph. What is the term for
the curve you just drew?

4. Homeowners and electric utilities have alternative energy sources available to them.
Homeowners can heat using electricity or gas; utilities can produce electricity using natural gas
or coal, for example. Thus, as the price of natural gas rises, what should happen to the quantity
demanded? Draw this relationship out on a graph. What is the term for the curve you just
drew?



5. During 2005-2008, the price of natural gas was about $10, then it fell to about $4 (until
recently). Atthe same time, quantity increased a lot. Is this indicative or a supply shift or a
demand shift? Draw it out on a supply/demand graph.

6. The discovery and exploitation of Barnett Shale, a large reservoir of natural gas, had a big
effect on this market. Draw out on the effect of this event on a supply/demand graph. Could it
help explain the price change referred to in #5?

7. As wind and solar are used more to generate electricity, there is less need for natural gas.
How does this affect price and quantity? Draw out on the effect of this event on a
supply/demand graph. Could it also help explain the price change referred to in #5?

8. After Russia invaded Ukraine, Europe committed to not getting their gas from Russia, buying
much of it from the U.S. instead. (Natural gas can be liquified and transported across the ocean,
no problem.) How does this affect price and quantity? Draw this out on a supply/demand
graph. Can you see the effect of this event in the graph of prices on the front of this sheet?

9. The “Texas Snowmageddon” in Feb. 2021 caused people to run their furnaces a lot, to keep
their houses warm. How did this affect the price and quantity of natural gas? Draw it out on a
supply/demand graph.



Practicing the Concepts, Unit 2, ECON 2300.

The upper-left graph below gives the exchange rate between dollars and pounds (the UK
currency): the number of dollars that equals one pound. The bottom-left graph gives “GDP” for
the UK, which measures how much total stuff that country produces. Both graphs cover early
2014 — early 2024. | know they are small but you can see what you need for these questions.

The poll at right was taken in Dec. 2023, almost four years after “Brexit” was implemented in

Jan. 2020. Brexit took the UK out of the European Union, and made trade between it and other
European countries more difficult.
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Answer the questions below on a fresh sheet of paper, and bring them to class. Your work will
be checked for completion at the beginning of class, then we will review the answers together.

1. While Brexit didn’t take place until early 2020, the vote that set Brexit in motion occurred
some years earlier. Once Brexit was supported in this vote, its anticipated effects were
immediately “priced in” to currency values. Take a look at the exchange rate graph. Can you tell
when this vote occurred? Did it make the UK pound worth more dollars, or fewer?

2. Take a look at the GDP graph. Prior to Brexit, was GDP increasing or falling over time? What
about after Brexit? (To answer this second question, focus on the period after the economy had

recovered from the Covid-19 pandemic.) In summary, has Brexit been good for production in
the UK?

3. Look at the survey results. Do Britons think that Brexit has been good or bad for the UK
economy? Is this consistent with the theory of international trade?



4. The UK is a major importer of dairy products and a major exporter of hard liquor, especially

whisky and gin. How should Brexit affect the price of dairy products and hard liquor within the
UK? Illustrate with two supply/demand graphs, one for dairy products produced in the UK, one
for hard liquor produced in the UK.

5. Of the following groups in the UK, which should gain from Brexit: 1) whisky distilleries, 2)
consumers of yogurt and cheese, 3) workers on dairy farms? Make reference to the graphs in
#4 in deciding your answers.

6. The US, in contrast, is a major exporter of dairy products and a major importer of whisky.
Draw PPFs for the US and UK, with gallons of whisky on the horizontal axis and gallons of milk
on the vertical axis. Your PPFs should be consistent with these three facts: 1) the US economy is
larger than the UK'’s, 2) a gallon of milk is easier to produce than a gallon of whisky in all
countries, 3) the UK exports whisky to the US and the US exports dairy to the UK.

7. Based on the information above, which country has comparative advantage in the
production of liquor: the US or the UK? Which country has a lower opportunity cost of
producing dairy products?

8. While the UK produces a lot of hard liquor, France produces a lot of wine. If the UK focused
only on wine, it could produce 60 million liters, while France could produce 90 million liters if it
made only wine. If these countries focused only on liquor, the UK could produce 4 million
gallons, while France could produce 5 million gallons. Calculate the opportunity cost of liquor in
each country and confirm that the UK has comparative advantage in liquor production. If Brexit
makes trade between these two countries more difficult, which countries (if any) are better off,
and which (if any) are worse off?



Practicing the Concepts, Unit 3, ECON 2300. Answer the questions below on a fresh sheet of
paper and bring them to class. Your work will be checked for completion at the beginning of
class, and then we will review the answers together.

Part I. Going into Covid.

The table below gives key economic data from FRED for the before Covid, 2019, and the year of

Covid, 2020.
Year CPI Nominal GDP Unemployment
2019 255.7 S215T 3.7%
2020 258.8 S$21.3T 8.1%

1. Calculate the inflation rate, and show your work. Was inflation high between these two
years, or not? Why?

2. Calculate Real GDP in both years, and show your work. In which year did the economy
produce more stuff, 2019 or 2020?

3. Based on GDP, was there a recession in 2020? Why or why not?

4. Would unemployment be considered high in 2019? What about 2020? What type of
unemployment probably increased the most between 2019 and 2020: frictional, structural, or
cyclical? Explain.

Part Il. Coming out of Covid.
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5. If some markets are producing more and some are producing less, what kind of
unemployment could that give rise to? Explain.

6. The graph has four quadrants, defined by whether price rises or falls and quantity rises or
falls. Draw a separate S/D graph for each quadrant, shifting just one curve.

7. Based on the number of dots, which type of shift has been most common post-Covid: supply
or demand? Does it increase or decrease? Explain.

8. Based on the number of dots in the graph, would you expect inflation to be high or low
during this period? What about output growth? Explain.

9. Based on your answers to questions 6-9, according to standard economic measures, do you
think the American economy did well or poorly in 2023? Explain. Look up the unemployment
rate in the U.S. on FRED. Does it indicate that the economy was strong or weak in 20237

Part Ill. Countercyclical Policy.

We have not covered this material yet, so this section is about raising questions that we will be
addressing soon, not about getting the answers right.

10. In the year after the onset of Covid, the federal government gave out general stimulus
payments to households—it basically sent them checks of several thousand dollars each. What
kind of policy do you think this is: fiscal policy or monetary policy? Do you think it was designed
to help the economy, or did it have some other purpose?

11. In 2023, in contrast, there was no stimulus payment—every household was left to fend for
itself. From an economic perspective, do you think it would have been better to give out
stimulus payments in 2023, or in the year after the onset of Covid? What would the experts
think?



