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1st In-Class Exam - - Chapters 1 – 4, 6, pp. 569-573 and pp. 575 - 5800
Part I.  Multiple Choice (3 points each).  For each of the following questions, indicate the best answer in the space provided.
___
1.
If demand is inelastic, then:

A. the absolute value of the percentage change in quantity demand is greater than the absolute value of the percentage change in price.

B. the price elasticity of demand is greater than 1.

C. an increase in price results in an increase in total revenue.

D. an increase in price results in no change in total revenue.

E. Both A and B are true.

___
2.
Which of the following could explain an increase in equilibrium price and a decrease in equilibrium quantity?

A. An increase in supply.

B. A simultaneous decrease in demand and decrease in supply.
C. A simultaneous increase in demand and increase in supply.


D. A simultaneous decrease in demand and increase in supply.

E. A decrease in demand.

___
3.
Assume good X is a normal good.  Which of the following would cause a decrease in the demand for good X?

A. Consumers expect the future price of good X to increase.


B. An increase in consumer income.

C. A decrease in the price of good Y and goods X and Y are complements.


D. An increase in the price of good X.

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

___
4.
Which of the following statements about production possibilities curves is (are) true?

A. Points above a production possibilities curve can be produced, but to do so would imply unemployment and the inefficient use of resources.
B. Free trade allows a country to consume a bundle of goods that lies above its production possibilities curve.

C. Points inside the production possibilities curve are unobtainable given current resources and current technology.

D. A linear, negatively sloped production possibilities curve exhibits the law of increasing costs. 

E. None of the above statements are true.

___
5.
Increasing opportunity costs along a bowed out production possibilities curve occurs because:

A. of inefficient production.
B. of inefficient management by entrepreneurs.

C. some factors of production are not equally suited to producing both goods or services.


D. of the scarcity of the factors of production.
E. None of these answers.
___
6.
Which of the following would shift the nation’s production possibilities curve inward?
A. a law requiring all workers to retire at age 50.




B. an increase in the unemployment rate.






C. producing more capital equipment.
D. discovering a cheaper way to convert sunshine into electricity.
E. None of these answers.
___
7.
Which of the following would cause an increase in the supply of good X?

A. An increase in the price of good X.

B. A decrease in the number of firms producing good X.






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




D. The government imposes a $1 per unit excise tax on producers of good X.

E. An increase of the price of an input used in the production of good X.

___
8.
Consider two countries which trade with each other.  The degree of specialization according to their comparative advantages will be greater if the countries face:


A.
constant opportunity costs.




B.
high tariffs.







C.
the law of increasing costs.


D.
bowed-out, concave production possibilities curves.


E.
Both C and D.

___
9.
Assume the demand for bourbon is highly inelastic and that the supply is highly elastic.  The tax burden of a $2 per bottle excise tax will be:


A.
equally shared by both consumers and producers.










B.
borne primarily by sellers of bourbon.


C.
borne primarily by consumers of bourbon.







D.
borne by resource suppliers who provide the inputs for manufacturing bourbon.



E.
borne by the government as consumers and producers are better off.

___
10.
The price elasticity of demand of a good tends to be less elastic:

A. if the good is a luxury item rather than a necessity.

B. the greater the availability of close substitutes.

C. the greater the percentage of one’s budget that the consumer spends on the product.

D. the longer the time period consumers have to react to a price change.

E. None of the above.

___
11.
Assume the demand for good X is perfectly inelastic and the supply curve of good X is upward-sloping.  If the government imposes an effective price ceiling on good X, then:

A. the resulting surplus will be greater the more elastic the supply.

B. the resulting shortage will be greater the more elastic the supply.

C. the resulting surplus will be greater the less elastic the supply.

D. the resulting shortage will be greater the less elastic the supply.

E. consumer expenditures on good X will increase.

___
12.
Assume the price elasticity of supply for good S equals infinity at every point along its supply curve.  If there is a decrease in the demand for good X, then:

A. producers of good X earn more total revenue.

B. Both the equilibrium price and the equilibrium quantity will decrease.

C. The equilibrium price will fall, but the equilibrium quantity is unaffected.

D. The equilibrium quantity will fall, but the equilibrium price is unaffected.

E. The equilibrium price will increase, but the equilibrium quantity is unaffected.

___
13.
How does the price elasticity of demand behave along a linear, negatively-sloped demand curve?

A. At every point on the demand curve the price elasticity of demand is equal to 1.

B. As price decreases, the price elasticity of demand becomes smaller.

C. As price decreases, the price elasticity of demand becomes larger.

D. At every point on the demand curve the price elasticity of demand is equal to 0.

E. At every point on the demand curve the price elasticity of demand is equal to the same value.

___
14.
If a legal price ceiling is set above the equilibrium price:


A.
a surplus of the product will occur.




B.
a shortage of the product will occur.


C.
price will fall, causing an increase in demand and a decrease in supply.


D.
neither the equilibrium price nor the equilibrium quantity will be affected.

E.
a black market will evolve.

___
15.
If the cross-price elasticity of demand is 1.25, then the two goods would be:


A.
complements.

B.
luxuries.


C.
normal goods.

D.
inferior goods.




E.
substitutes.
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.  Completely label all graphs.  If you require more space, right on the back of each page, indicating that you have done so.

1.
Assume that at a price of $55, 100 units were sold while at price of $33, 153 units were sold.  (12 points)
A.
Using the arc formula, determine whether demand is elastic, inelastic, or unitary elastic in this price range.   (6 points)
B.
What is the total revenue at each of the price-output combinations?  Explain how the change in price and the change in total revenue confirm your conclusions about the elasticity demand in part (A) above.  (6 points)
2.
A recent study indicated that “Stricter college alcohol policies such as . . . banning alcohol on campus, decrease the number of students who use marijuana.”  Using demand and supply diagrams, illustrate and explain what happens in both the campus alcohol market and the campus marijuana markets.  Ascertain whether alcohol and marijuana are substitutes or complements.  (16 points)
3.
Assume a country exhibiting the law of increasing costs produces two commodities: milk and eggs.  Show what will happen to the production possibilities curve or the production point under each of the following four circumstances.  A sketch of the production possibilities curve is sufficient.  No other explanation is necessary.  (12 points)
	A.
A recession causes a significant percentage of the labor force to become unemployed.  (3 points)


	B.
Some cows are found to be infected with Mad Cow Disease and many of the cows must be destroyed.  (3 points)


	C.
Improvements in animal nutrition raise the general productivity of cows and chickens.  (3 points)


	D.
The Surgeon General announces that drinking milk prolongs life.  (3 points)


4.
Answer the following questions on the basis of the following production possibilities data for France and Germany.  (15 points)
	France’s Production Possibilities Curve
	
	Germany’s Production Possibilities Curve

	
	A
	B
	C
	D
	E
	
	
	A
	B
	C
	D
	E
	F

	Wine

(bottles)
	0
	1
	2
	3
	4
	
	Wine

(bottles)
	0
	1
	2
	3
	4
	5

	Schnitzel

(pounds)
	8
	6
	4
	2
	0
	
	Schnitzel

(pounds)
	15
	12
	9
	6
	3
	0


A.
What are the opportunity costs of one bottle of wine and one pound of schnitzel in both countries?  (4 points)
B.
Which country has a comparative advantage in wine?  Which country has a comparative advantage in schnitzel?  Explain.  (4 points)
C.
If the two countries engaged in trade in accordance with the principle of comparative advantage, which country would export wine? Which country would export schnitzel?  How many bottles of wine and how many pounds of schnitzel will be produced?    (4 points)
D.
Suggest a terms of trade that both Germany and France would find mutually beneficial.  (3 points)
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