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1st In-Class Exam - - Chapters 1 – 4

Part I.  Multiple Choice (3 points each).  For each of the following questions, indicate the best answer in the space provided.

___
1.
Assume a country can produce goods X and Y.  If the production possibilities curve is a straight line, then:
A.
it exhibits the law of increasing opportunity cost.

B.
resources in the economy are specialized.

C.
as more and more of good X is produced increasing amounts of good Y must be sacrificed.

D.
resources are not specialized and every time one more unit of good X is produced, its opportunity cost is a constant amount of good Y.

E.
it is possible to produce more of both goods along the production function.

___
2.
Which of the following would cause the production possibilities curve to shift outward?

A.
Depletion of the country’s natural resources.


B.
A decrease in the stock of capital.


C.
The end of a recession and a decrease in the unemployment rate towards the full employment level.


D.
A fall in worker productivity caused by a decrease in educational opportunities.


E.
None of the above.

___
3.
Assume a country produces both capital and consumer goods.  If the economy is at full-employment, then a higher output of capital goods:

A.
means the economy is also currently producing a higher output of consumer goods.

B.
will increase current society welfare.

C.
will result in a larger amount of future economic growth and shift the future PPC further to the right than a smaller output of capital goods.
D.
All of the above.

E.
None of the above.

___
4.
Free trade makes a country better off because:
A.
it can now consume a bundle of goods that lies above its production possibilities curve.

B.
it can now reach a point inside its PPC.
C.
it causes the production possibilities curve to shift outward toward the right.

D.
the after trade consumption possibilities curve lies below the country’s production possibilities curve.

E.
the country moves to a point in the middle of its production possibilities curve.
___
5.
Assume two countries both have linear production possibilities curves.  The principle of comparative advantage says:
A.
the two countries will gain from trade only if their production possibilities curves have the same slope.

B.
each country should export that product in which they have the greatest opportunity cost, compared to the other country.

C.
each country should specialize in that product which they have the lowest opportunity cost, compared to the other country.

D.
as each country produces more and more of one good, they must give up increasing amounts of the other good.

E.
the gains from trade won’t be fully realized as each country will be prevented from completely specializing in the product in which they have the lowest opportunity cost, compared to the other country.
___
6.
Which of the following would cause the demand curve for good X to shift to the right?
A.
A decrease in the price of good X.

B.
Consumers expect the future price of good X will decrease.

C.
A decrease in the price of good S, a substitute for good X.

D.
A decrease in income, assuming good X is a normal good.

E.
A decrease in the price of good K, a complement with good X.
___
7.
Which of the following would cause the supply curve for good X to shift to the left?

A.
An increase in the number of firms producing good X.



B.
A decrease in the price of good X. 


C.
An increase in the price of inputs used to make good X.


D.
An improvement in the technology used to make good X.

E.
Producers expect the future price of good X to fall.

___
8.
If there is a surplus for good X, then:

A.
 the current price for good X must be below the equilibrium price for good X.


B.
 the price of good X must fall, causing the demand curve  for good X to shift to the right and the supply curve for good X to shift to the left.


C.
the price of good X must increase, causing the demand curve for good X to shift to the left and the supply curve for good to shift to the right.


D.
the price of good X must fall, causing downward movement along both the demand and supply curves towards the equilibrium price.

E.
the price of good X must increase, causing upward movement along both the demand curve and the supply curves toward the equilibrium price.
___
9.
Assume the equilibrium price good X fell while the equilibrium quantity of good X increased.  Which of the following would best explain this phenomenon?

A.
A simultaneous increase in demand and a decrease in supply. 
D.
A decrease in demand with supply held constant.

B.
A simultaneous decrease in both demand and supply. 
E.
A simultaneous increase in both demand and supply.

C.
A decrease in supply with demand held constant.

___
10.
An effective price floor:

A.
is set below the equilibrium price and results in a shortage.

B.
is set below the equilibrium price and results in a surplus.

C.
is set above the equilibrium price and results in a surplus.

D.
is set above the equilibrium price and results in a shortage.

E.
is often sought by consumers of the product.

___
11.
Assume the market demand curve is perfectly inelastic while the supply curve is a positively-sloped, linear line.  If the government gives every firm a $1 per unit subsidy:

A.
the equilibrium price will fall by less than a $1.
D.
the equilibrium price won’t be affected.
B.
the equilibrium price will fall by more than a $1.
E.
the equilibrium price will increase by exactly $1.
C.
the equilibrium price will fall by exactly $1.
___
12.
The price elasticity of demand for a product is likely to be greater:

A.
the greater the amount of time over which buyers adjusts to a price change.


B.
if the product is a “necessity,” rather than a luxury.

C.
the smaller the proportion of one’s income spent on the product.

D.
the smaller the number of substitute products available.

E.
None of the above.
___
13.
Given a downward sloping, linear demand curve, an increase in supply implies:

A.
the price elasticity of demand will increase.


B.
the price elasticity of demand will remain constant.


C.
the price elasticity of demand will decrease.


D.
the total revenue of producers will always increase.


E.
the equilibrium price will increase while the equilibrium quantity decreases.

___
14.
Which of the following statements is false?

A.
Along a perfectly inelastic supply curve, the price elasticity of supply equals 0 at every price.

B.
If a linear, positively sloped supply curve cuts the origin, the price elasticity of supply equals 1 at every price.

C.
If the income elasticity of demand is negative, then the product in question must be an inferior good.

D.
In measuring the sensitivity of the demand for good X to changes in the price of Y, if the cross price elasticity of demand is positive, then goods X and Y must be complements.

E.
If the supply curve is perfectly elastic, then the price elasticity of supply equals infinity at every point on the supply curve.

___
15.
Suppose the price elasticity of demand for bread is 0.20.  If the price of bread falls by 10 percent, the quantity demanded will:

A.
decrease by 2 percent and total expenditures on bread will rise.

B.
increase by 2 percent and total expenditures on bread will fall.

C.
increase by 2 percent and total expenditures on bread will increase.

D.
decrease by 2 percent and total expenditures on bread will fall.

E.
increase by 20 percent and total expenditures on bread will fall.
Part II. Short Answer Questions (55 points total).  For each of the following questions, give a concise, but complete answer.  When appropriate, use math, graphs, or equations to help explain your answer.  Label all the axes of your graphs.  If you require more space, right on the back of each page, indicating that you have done so.
1.
Suppose a country with specialized resources produces two goods: baseball bats and peanuts.  (10 points)
A.
Draw the production possibilities curve and label it curve A.  (4 points)
B.
Show a point U that would indicate unemployed resources in the country.  (2 points)
C.
Show a point G that would indicate a bundle of goods that is currently unobtainable given current resources and technology.  (2 points)
D.
Draw a new production possibilities curve B that illustrates the result of only improved technology in the production of baseball bats but no change in the technology used in producing peanuts.  (2 points)
2.
The president of Micro Brewing Corporation asks you, the company economist, to forecast changes in consumer beer purchases associated with a proposed price change.  You conduct a survey and find that if the price of a six-pack increases from $3.50 to $4.50, the quantity demanded will decrease from 2,200 units to 1,800 units a month.  (15 points)
A.
Calculate the price elasticity of demand using the arc formula.  (6 points)
B.
In this price range is demand elastic, inelastic, or unitary elastic?  (3 points)
C.
Calculate the change in total revenue.  How does this confirm your answers in parts (A) and (B)?  (6 points)
3.
Using a demand and supply diagram show a market with a nonbonding price ceiling.   Indicate the equilibrium price and quantity on your graph.  Show a change in supply that makes the price ceiling binding.  Describe the effects of a binding price ceiling and illustrate them on your graph.  (15 points)
4.
Two production possibilities curves, one for Country A and the other for Country B, are shown below.  Given this information, which country should specialize in steel production and which country should specialized in the production of chemicals?  Explain.  What are the limits of the terms of trade?  (15 points)
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