QUEEN’S UNIVERSITY
DEPARTMENT OF ECONOMICS
MIDTERM EXAMINATION

Economies 390

February 29, 2007 Instructor: John M. Hartwick

Time Allowed: 75 minutes.

General Instructions: Do I and Two others. (I is worth 40 marks and each other, 15).

1 {a) What is PROFIT for an extractive firm?

(b)  What is the relationship between PROFIT and the market value of the extractive
firm?

(¢)  Inthe basic Hotelling Model of the competitive extractive industry, each firm
~ earns the same profit. Explain.

(d)  The value of the current remaining stock S(#) in the basic competitive Hotelling
model is not the sum of the values of all remaining firms. Explain.

I What is NEUTRAL about a neutral tax? Explain in brief and illustrate.

II1 When Miller and Upton test Hotelling theory of extraction with data for firms from the
New York Stock Exchange, they handle the different qualities of reserves for different
firms poorly. Explain.

v “Normal” extraction costs for many L.C. Gray firms in a competitive extractive industry
will result in a market failure. Explain.
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