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3rd In-Class Exam - - Chapters 11, 13-16
Part I.  Multiple Choice (3 points each).  For each of the following questions, indicate the best answer in the space provided.
___
1.
Referring to Figure 1, in the short-run the profit-maximizing (or loss-minimizing) monopolist will:

A.
shut down and incur a loss equal to area CADF.












Figure 1
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B.
produce output Q, charge price 0B, and earn an economic profit equal to area CBEF.





C.
produce output Q, charge price 0A and earn only a normal profit.


D.
produce output Q, charge price 0B and incur a loss equal to area BADE.

E.
leave the industry.

___
2.
Which of the following statements about a monopoly is false?
A.
When a monopolist produces its profit-maximizing output, P > MC.
B.
A profit-maximizing monopolist can not earn more than a normal profit in the long run.
C.
To sell more output, a monopolist must lower price.

D.
If a monopolist’s demand is inelastic, then its marginal revenue is negative.

E.
In the short run, if P < AVC when MR = MC, the monopolist would shut down.

___
3.
Assuming no economies of scale and identical costs, if the firms in a purely competitive, constant-cost industry were replaced by a profit-maximizing monopolist, the likely effect would be:


A.
an increase in both market price and market quantity.



B.
a decrease in both market price and market output.



C.
an increase in market price and a decrease in market output.


D.
a decrease in market price and an increase in market output.


E.
an increase in society welfare.
___
4.
A decrease in the money supply would cause:
A. the supply of loanable funds to shift to the right.

B. a decrease in nominal interest rate and an increase in bond prices.


C. consumption, investment and net exports to decrease.

D. an increase in the demand for loanable funds and an increase in the nominal interest rate.

E.
the aggregate demand curve in the long-run macro model to shift to the right.

___
5.
If nominal GDP increases from one year to the next, then:


A.
the production of goods and services must have increased.

B.
the production of goods and services could have increased, decreased, or stayed the same.


C.
prices and production must both have increased.


D.
prices and production must both have decreased.


E.
the price level must have increased.
___
6.
Mike has just been laid off following six months of slow sales at his firm associated with a recession in the economy.  Mike is:


A.
frictionally unemployed.

B.
structurally unemployed.



C.
seasonally unemployed.

D.
cyclically unemployed.

E.
part of the natural rate of unemployment.
___
7.
In which of the following cases would you prefer to be borrowing?


A.
The nominal interest rate is 10% and expected inflation is 7%.


B.
The nominal interest rate is 8% and expected inflation is 9%.


C.
The nominal interest rate is 5% and expected inflation is 5%.


D.
The nominal interest rate is 16% and expected inflation is 19%.

___
8.
Suppose there are 5 million unemployed workers seeking jobs.  After a period of time, 1 million of them became discouraged over their job prospects and cease to look for work.  As a result of this, the official unemployment rate would:


A.
increase in the short run, but eventually decline.



B.
increase while the labor force would decline.




C.
decline along with the labor force.


D.
decline while the labor force would increase.


E.
be unchanged.

___
9.
Which of the following statements about GDP is true?


A.
The largest component of U.S. GDP is government spending on goods and services.






B.
When calculating GDP, investment includes changes in inventories and residential housing construction.





C.
When calculating GDP, government spending includes transfer payments and interest payments on the federal debt.


D.
Current GDP includes expenditures by consumers on used automobiles.



E.
If a woman in Ohio purchased a wool sweater made by an American-owned firm in Canada, U.S. GDP would increase.

___
10.
An unexpected increase in the price level means:

A.
that a bundle of goods costs less now than it did in the base year.








B.
creditors are better off and debtors are worse off.




C.
that the price of every product in a given bundle of goods have increased.


D.
the purchasing power of those on fixed incomes has decreased.


E.
None of the above.

___
11.
Which of the following would cause a decrease in the equilibrium nominal interest rate?
A.
A decrease in household wealth.









B.
Real GDP is increasing and firms expect an increase in profits.




C.
A decrease in the price level.

D.
An increase in the federal government deficit.

E.
An increase in the risk of bonds.

___
12.
Which of the following would cause a decrease in investment?
A.
A decrease in corporate taxes.





B.
A decrease in the nominal interest rate.




C.
An increase in expected profits.

D.
A decrease in the price of capital.

E.
None of the above.
___
13.
Which of the following would cause an increase in U.S. net exports?

A.
An increase in U.S. real GDP.

B.
A decrease in the price level of a foreign trading partner.


C.
A decrease in the exchange rate, the price of a dollar in terms of foreign currency.


D.
An increase in the U.S. nominal interest rate.


E.
An increase in the U.S. price level.

___
14.
In the long-run macro model, a simultaneous decrease in government spending and increase in taxes shifts:
A. the aggregate demand curve to the right, causing the price level to increase but real GDP stays constant at the initial full- employment output.

B. the long-run aggregate supply curve to the right, causing a decrease in the price level and an increase in full-employment output.

C. the long-run aggregate supply curve to the left, causing an increase in the price level and a decrease in full-employment output.

D. the aggregate demand curve to the left, causing the price level to decrease but real GDP stays constant at the initial full-employment output.
E. the aggregate demand curve to the left, causing a decrease in the price level and a decrease in full-employment output.
___
15.
According to the long-run macro model, a technological advance would cause:
A. a decrease in real GDP.





B. an increase in the price level.





C. the country’s production function to shift downward.

D. the country’s long-run aggregate supply curve to shift to the left.
E. an increase in real wages.
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.
Loanable funds market (10 points).  Using a demand and supply diagram showing the loanable funds market, illustrate and explain what happens to the equilibrium nominal interest rate and the amount of funds available if there is a decrease in expected inflation.  Explain how this result is related to the Fisher Effect.
2.
The long-run macro model (15 points).  Using the four-quadrant, long-run macro model, illustrate and describe what happens to the economy if government spending on goods and services increases.  Explain how this result exhibits perfect crowding out.  Explain how the increase in government spending affects nominal wages.

3.
In Table 1 below are the cost and demand data for a pure monopolist.  Answer the following questions on the basis of Table 1.  (16 points)
	Table 1

	Monopolist’s Demand Curve
	
	Monopolist’s Cost

	Quantity Demanded
	P
	TR
	MR
	
	Q
	TC
	MC

	0
	$18
	$0
	- - - 
	
	0
	$10
	- - -

	1
	17
	17
	$17
	
	1
	17
	$7

	2
	16
	32
	15
	
	2
	24
	7

	3
	15
	45
	13
	
	3
	31
	7

	4
	14
	56
	11
	
	4
	38
	7

	5
	13
	65
	9
	
	5
	45
	7

	6
	12
	72
	7
	
	6
	52
	7

	7
	11
	77
	5
	
	7
	59
	7

	8
	10
	80
	3
	
	8
	66
	7

	9
	9
	81
	1
	
	9
	73
	7


A. What are the price, output and profits of an unregulated, profit-maximizing monopolist?  Explain.  (4 points)
B. Assume the government imposes a $10 flat tax on the monopolist.  How would this increase in fixed costs affect the price, output and profits of the profit-maximizing monopolist?  Explain.  (6 points)
C.
Now return to the problem in part A and assume the government imposes a $2 per unit excise tax on the monopoly?  How would this increase in variable costs affect the price, output, and profits of the profit-maximizing monopolist?  Explain. (6 points)
4.
Answer the following questions.  (14 points)
A.
In 2004 the CPI was 187.6 and in 2005 the price index was 193.2.  What was the inflation rate between these two years?  (2 points)
B. Suppose a firm is considering undertaking a new project.  The project will cost $350 in year 0 and generate revenue of $100 in year 1, $150 in year 2, and $90 in year 3.  Given an interest rate of 5%, calculate the NPV and recommend whether the project should be accepted or rejected. (5 points)
C. Using the equation of exchange, what are the assumptions and implications of the Classical Quantity Theory of Money?  (3 points)
D.
List the four assumptions of the pure monopoly market structure.  (4 points)
PAGE  
Page 5

