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Part III. Short Answer Questions (60 points).  Give a complete, but concise answer for each of the following questions.  Answer each question with complete sentences.  Use math, graphs, or equations to help explain each answer.  If you require more space, write on the back, indicating that you have done so and clearly labeling each answer.  Your grade depends on well you explain your answer.
1.
Worldwide, the average coffee grower has increased the amount of acreage under cultivation over the past few years.  The result has been that the average coffee plantation produces significantly more coffee than it did 10 to 20 years ago.  Unfortunately for the growers, however, this also has been a period in which their total revenues have plunged.  Illustrate and explain this phenomenon using the demand and supply curves of coffee.  Carefully explain why coffee grower revenues have declined.  (10 points)
2.
Suppose the American Red Cross is a supplier to the perfectly competitive domestic blood market.  Unlike other suppliers, however, the Red Cross is strictly nonprofit - - its goal is to sell as much blood as possible without making an economic profit.  If the American Red Cross incurs a loss, then it will minimize its losses, just like a profit-maximizing firm.  Given its goals, describe the short-run supply curve of blood for the American Red Cross.  Explain its shape.  (10 points)
3.
A student argues: “If a monopolist finds a way of producing a good at lower cost, the firm will not lower its price.  Because the firm is a monopoly, it will keep the price and quantity the same and just increase its profit.”  Do you agree?  Use a graph showing the monopolist’s demand and average cost curves to illustrate and explain your answer.  (10 points)
4.
Assume the economy is at full employment.  Using the aggregate demand-aggregate-supply model, illustrate and explain the short-run effects of the bursting of the housing bubble and the corresponding fall in housing prices.  Using your graph, illustrate and explain how the self-correcting mechanism will return the economy to full-employment output in the long-run.  Given the fall in housing prices, illustrate and explain how fiscal and monetary policy can be used to return the economy to full employment in the short run.  (10 points)
5.
How do the short-run and long-run aggregate supply curves differ on assumptions and appearance?  Explain.  What will happen to the short-run aggregate supply curve if expected inflation increases?  What will happen to the long-run aggregate supply curve if the government enacts laws that increase social security payments?  (10 points)
6.
Assume the economy is at full employment.  Using the aggregate demand-aggregate-supply model, illustrate and explain the short-run effects of an increase in stock prices.  Using your graph, illustrate and explain how the self-correcting mechanism will return the economy to full-employment output in the long-run.  What would happen to the equilibrium price level and full employment GDP if there was a simultaneous increase in economic growth?  Explain.  (10 points)
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Part I.  True-False Questions (1 point each).  Indicate on the answer sheet provided whether each of the following statements is true (T) or false (F).

1.
Unanticipated inflation benefits debtors and hurts creditors.

2.
If expected inflation increases, the demand for loanable funds will shift to the right, the supply of loanable funds will shift to the left and the equilibrium nominal interest rate will increase.

3.
Holding everything else constant, a fall in interest rates results in a weaker dollar and an increase in net exports.

4.
If the current level of real GDP is greater than the full-employment level, nominal wages will increase and the short-run aggregate supply curve will shift upwards.

5.
In the short run, attempts to reduce the federal government deficit will result in a fall in the price level and a decrease in real GDP.

6.
If two goods are substitutes, a decline in the price of one will cause an increase in the demand for another.

7.
If the price elasticity of demand equals 0.6, total revenue will increase if price increases.

8.
Diminishing returns initially sets in when marginal costs start to increase.

9.
An increase in the fixed costs causes the ATC curve and the MC curve to shift upwards.

10.
The long-run average cost curve is U-shaped because of the law of diminishing marginal returns.

11.
If marginal cost is increasing, average total cost must also be increasing.

12.
In the short run, a perfectly competitive firm will produce that output where the distance between price and the ATC curve is as large as possible.

13.
The long-run effect of an increase in demand for decreasing-cost, perfectly competitive industry is a fall in price and an increase in output.

14.
Both a perfectly competitive firm and a pure monopolist will maximize profits by producing that output where MR = MC.

15.
A pure monopolist will maximize revenue by producing that output where MR = 0.

16.
Transfer payments such as social security or unemployment compensation are included as government spending when calculating GDP.

17.
If the production possibilities curve is a linear, downward-sloping line, resources are specialized.

18.
If the unemployment rate falls toward the natural rate of unemployment, the production possibilities curve will shift to the right.

19.
Free trade allows a country to consume a bundle of goods that lies above its production possibilities curve.

20.
An effective price ceiling causes a surplus.

Part II.  Multiple Choice Questions (3 points each).  Indicate the best answer for each question on the answer sheet provided.

1.
Referring to the production possibilities curves shown in Figure 1, which of the following statements is true?

A.
The shape of the production possibilities curves indicates that resources are not specialized and resources are perfectly shiftable between the production of civilian goods and war goods.

B.
Given production possibilities curve (a), the bundle of goods at point X is unobtainable given current resources and current technology.

C.
Given production possibilities curve (c), point Y is feasible, but it would imply unemployed resources.

D.
The shift from production possibilities curve (a) to production possibilities curve (b) indicates an improvement in war goods technology but not in civilian goods technology.

E.
None of the above statements are true.

2.
Refer to the production possibilities curves shown in Figure 2.  Which of the following positions on PP1 would be most likely to result in a future production possibilities curve of PP3 rather than PP2?

A.
Point D.

B.
Point B.

C.
Point A.

D.
None of these points.

3.
Referring to Figure 2, which of the following would shift the production possibilities curve from PP2 to PP1?

A.
An increase in the unemployment rate to a level above the natural rate.

D.
A decrease in the capital stock.

B.
Immigration of skilled workers into the economy.





E.
An improvement in technology.

C.
An increase in the educational attainment of the economy’s population.

Answer the next two questions on the basis of Figure 3 which shows the production possibilities curves for Italy and Greece.
4.
The data embodied in Figure 3 suggest that:

A.
Italy should export X and Greece should export Y.

B.
Greece should export X and Italy should export Y.

C.
the opportunity cost of producing one more unit of Y in Greece equals 1 unit of X.

D.
both countries have specialized resources and production in both countries is subject to the law of increasing costs.

E.
Italy should import both X and Y from Greece.

5.
Referring to Figure 3, which of the following would be a feasible terms of trade at which both Italy and Greece will gain from the exchange X and Y?

A.
1 X for 3 Y

B.
1 X for 1.5 Y

C.
1 X for 2.5 Y

D.
1 X for 0.5 Y

E.
None of these answers.

6.
Referring to the demand and supply curves in Figure 4, the shift in demands from D1 to D2 may have been caused by:

A.
a decrease in the price of the product.




D.
consumers expecting the future price of the good will fall.

B.
a decrease in the number of buyers in the market.


E.
a decrease in income if the product is an inferior good.

C.
an increase in the price of a complement good.

7.
Referring to the demand and supply curves in Figure 4, the shift in demands from S1 to S2 may have been caused by:

A.
an increase in the price of the product.






D.
an increase in the wages paid to the firms’ workers.

B.
an increase in the number of the firms producing the product.

E.
the government imposing an excise tax on producers.

C.
firms expecting the future price of the good to increase.

8.
If the price and output of a good increase, which of the following best explain this result?

A.
A decrease in supply.







D.
An increase in both demand and supply.

B.
An increase in supply.







E.
A decrease in both demand and supply.

C.
A decrease in demand and an increase in supply.

9.
Which of the following statements is not correct?

A.
Along a linear, downward sloping demand curve, the price elasticity of demand will fall as prices fall.

B.
If demand is perfectly elastic, a decrease in supply will result in a fall in the equilibrium price but no change in the equilibrium output.

C.
A decrease in supply will cause a larger increase in price the more inelastic the demand for the product.

D.
Revenue will be maximized when the piece elasticity of demand equals 1.

E.
The price elasticity of demand becomes larger as time passes and more substitutes for the product are introduced into the market.

10.
If marginal product is positive but falling:

A.
marginal cost is also falling.




D.
output is increasing at a decreasing rate.

B.
the firm’s output is falling.





E.
output is increasing at an increasing rate.

C.
the average product of labor must be falling.
11.
Which of the following statements is true?
A.
An elastic supply curve cuts the horizontal axis.

B.
If the price elasticity of supply equals 0.3, then supply is inelastic and a ten percent increase in price causes a 3 percent increase in quantity supplied.

C.
If supply is perfectly inelastic, an increase in demand results in more output, but market price remains unchanged.

D.
An inelastic supply curve cuts the vertical axis.

E.
If a linear, positively-sloped supply curve cuts the origin, then the price elasticity of supply increases as price increases.

12.
Refer to Figure 5 which shows the demand and supply for good X.  S is the before-tax supply curve and the line labeled S+T is the after-tax supply curve that occurs after the government imposed a per unit excise tax on producers.  According to Figure 5:

A.
the tax was equal to 40 cents a unit.

D.
Both A and B.

B.
demand is less elastic than supply.

E.
Both A and C.

C.
supply is less elastic than demand.

13.
Assume Figure 6 depicts the market for agricultural products which is initially in equilibrium at point J.  If the government imposes a price floor of 0B then:

A.
farmers’ revenue will increase from 0AJH to 0BCG.

B.
consumers will only purchase output 0L and revenue from consumer expenditures equals area 0BKL.

C.
the government will spend LKCG to purchase output 0G – 0L.

D.
All of the above.

E.
The price floor is not binding, therefore the price is still 0A and output is 0H.

14.
Assume a country is engaged in free trade and it is importing good X.  Because of intense lobbying action seeking the protection of domestic firms manufacturing good X, the country’s government is considering imposing either a tariff or a quota.  Given a downward-sloping demand curve and an upward-sloping domestic supply curve, both of these policies:

A.
will increase the domestic price of good X and decrease the amount of good X that consumers purchase.

B.
will increase the domestic output of good X and increase the number of workers that domestic firms hire.

C.
will generate additional revenue for the government.

D.
All of the above.

E.
Only A and B.

15.
Suppose a firm makes cotton shirts.  If the price of cotton falls, then:

A.
the firm’s ATC and AFC curves will shift downwards, but the firm’s AVC and MC curves aren’t affected.

B.
the firm’s ATC and AFC curves shift upwards, but the firm’s AVC and MC curves aren’t affected.

C.
the firm’s ATC, AVC and MC curves shift downwards, but the firm’s AFC curve isn’t affected.

D.
all four of the firm’s short-run cost curves, the ATC, AVC, MC and AFC curves, all shift downward.

E.
the firm’s ATC, AFC and MC curves shift downward, but the firm’s AVC curve isn’t affected.

16.
Which of the following is not correct?

A.
When the average product of labor is rising, the AVC curve is falling.

B.
When the marginal product of labor is increasing, marginal cost is falling.

C.
In the short run, at least one input must be fixed.

D.
If marginal cost is greater than average variable cost, average total cost may falling, rising, or at its minimum.

E.
Average total cost is minimized at the same level of output that minimizes average variable cost.

17.
If a firm is experiencing economies of scale:

A.
it is using a plant size that is larger than the optimal-sized plant.

B.
it is using its current plant size over capacity.

C.
its long-run average cost are increasing.

D.
All of the above.

E.
None of the above.

18.
Diseconomies of scale exist because:

A.
it encounters the law of diminishing marginal returns as it increases plant size.

B.
the firm can afford more sophisticated technology in production as it increases plant size.

C.
it encounters increased managerial complexities as information and control deteriorate as plant size increases.

D.
as plant size increases it can buy inputs at a lower per unit price.

E.
Both B and D.
19.
The demand curve facing a perfectly competitive firm is:

A.
identical to the market demand curve.



D.
vertical.

B.
downward sloping. 







E.
Both A and B.




C.
horizontal at the market price, implying MR = P.

20.
If P < MC, in the short-run a perfectly competitive firm would:

A.
increase price.

B.
decrease price.

C.
increase output.

D.
decrease output.

E.
leave the industry.

21.
Refer to the perfectly competitive firm shown in Figure 7.  In the short run, if the market price is P2, the profit-maximizing (or loss-minimizing) firm would:

A.
shut down, produce nothing and incur a loss equal to fixed cost in absolute value.

B.
increase the price to P3, produce output Q3 and earn normal profits.

C.
produce output Q2 and incur a loss whose absolute value that is less than fixed cost.

D.
leave the industry.

E.
produce output Q2 and earn normal profits.

22.
Refer to the perfectly competitive firm shown in Figure 7.  In the short run, if the market price is P4, the profit-maximizing (or loss-minimizing) firm would:

A.
produce output Q3 and earn an economic profit.

D.
produce output Q3 and earn a normal profit.

B.
produce output Q4 and earn an economic profit.

E.
produce output Q4 and earn only a normal profit.

C.
produce output Q4 and incur a loss.

Answer the next two questions on the basis of Figure 8 which shows a perfectly competitive industry and a typical firm in short-run equilibrium.

23.
Referring to Figure 8, in the long run we should expect:

A.
no change in the number of firms in this industry.

B.
firms to leave the industry, curve D to shift to the left, P to fall and the remaining firms to earn only normal profits.

C.
firms to leave the industry, curve S to shift to the left, and P to increase.

D.
firms to enter the industry, curve S to shift to the right, and P to decrease.

E.
curve D to shift to the right, market price to increase and all firms to earn normal profits.

24.
Referring to Figure 8, the predicted long-run adjustments in this industry might be offset by:

A.
a decline in product demand.

B.
a technological improvement in production methods.

C.
an increase in input prices.

D.
the imposition of an excise tax on all firms.

E.
None of the above.

25.
Figure 9 shows a perfectly1 competitive industry where S1 and S2 are short-run supply curves; D1 and D2 are short-run demand curves; and LRS is the long-run industry supply curve.  This perfectly competitive industry is said to be:

A.
an increasing-cost industry were input prices increase as firms enter the market. 

B.
an increasing-cost industry were input prices decrease as firms enter the market. 

C.
a decreasing-cost industry were input prices increase as firms enter the market. 

D.
a decreasing-cost industry were input prices decrease as firms enter the market. 

E.
a constant-cost industry were input prices remain constant as firms enter the market. 

26.
Refer to the monopolist shown in Figure 10.  In the short run, the profit-maximizing monopoly will:
A.
leave the industry.





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

B.
shut down and incur a loss equal to CADF.


E.
charge price 0C, produce output 0Q and incur a loss equal to CADF.

C.
charge price 0D, produce output 0Q and incur a loss.

27.
For a pure monopoly, marginal revenue is less than price because:
A.
the monopolist’s demand curve is perfectly elastic.

B.
the monopolist’s demand curve is perfectly inelastic.

C.
when a monopolist lowers price to sell more output, the lower price applies to all the previous units that were sold at the higher price.

D.
the monopolist’s total revenue curve is a linear, upward-sloping curve.

E.
the monopolist produces a homogenous product with easy entry and exit in the long run.

28.
Suppose the natural monopoly in Figure 11 is subject to a regulatory commission.  If the commission seeks to achieve the most efficient allocation of resources that maximizes society welfare, it should set the firm’s price equal to:
A.
P1.
B.
P2.

C.
P3.

D.
P4.

E.
P5.

29.
If real GDP declines in a given year, nominal GDP:
A.
is likely to remain constant.
C.
must decrease.

B.
may either rise or fall.

D.
must increase.

30.
If an Oregon freight company buys a new truck made in Utah by a Japanese company, then:
A.
U.S. consumption and GDP increase, but Japanese GDP is unaffected.

B.
U.S. investment and GDP increase, but Japanese GDP is unaffected.

C.
U.S. investment, U.S. GDP and Japanese GDP all increase.

D.
U.S. investment and Japanese GDP increase, but U.S. GDP is unaffected.

E.
U.S. investment, U.S. GDP and Japanese GDP are all unaffected because trucks are intermediate goods.

31.
In the current year, the CPI is 122 and during the previous year the CPI was 120.  The rate of inflation between these two years is:
A.
-2%.

B.
2%.

C.
0.0167%.

D.
1.67%.

E.
-1.67%.

32.
Which of the following do not suffer the cost of unanticipated inflation?
A.
Persons on fixed incomes.







C.
Firms that have to devote more time and labor to rising prices.

B.
Persons whose incomes rise more rapidly than inflation.
D.
An investor that has to pay higher taxes because of the inflation.

33.
Which of the following is an example for a worker experiencing frictional unemployment?


A.
A United Airlines pilot loses her job because of lack of demand for air travel.

B.
A worker employed to portray Santa Claus at a department Store over the Christmas season is laid off after Christmas.

C.
An employee is laid off because the economy is suffering a recession.

D.
A computer program loses her job because it is outsourced to India.

E.
A worker quits his job at the Post Office to find more interesting work.

34.
Some people are counted as out of the labor force because they make no serious effort to look for work.  However, some of these people may want to work even though they are too discouraged to make a serious effort to look for work.  If these people were counted as unemployed instead out of the labor force:


A.
both the unemployment rate and labor force participation rate would be higher.

B.
the unemployment rate would be lower but the labor force participation rate would be higher.

C.
both the unemployment rate and the labor force participation rate would be lower.

D.
the unemployment rate would be higher but the labor force participation rate would be lower.

E.
the labor force participation rate would be higher, but the change in the unemployment rate is indeterminate.

35.
If the price level increases then:


A.
the interest rate decreases.













B.
bond prices increase, household wealth increases and consumption increases.







C.
the dollar depreciates and net exports increase.

D.
All of the above.

E.
None of the above.

36.
Referring to Figure 12, which of the following would cause the demand for loanable funds to shift from D1 to D2?


A.
A decrease in expected inflation.





D.
A decrease in the riskiness of bonds.






B.
A decrease in the federal government budget deficit.

E.
An increase in the money supply.

C.
An increase in expected profits.

37.
Which of the following is false?
A.
Everything else held constant, in the long run, an increase in government spending causes only an increase in the price level and no change in output because of perfect crowding out.

B.
According to the classical quantity theory of money, in the long run velocity and real GDP are constant and a 30% increase in the money supply causes a 30% increase in the price level.

C.
If the government responds to a negative supply shock with accommodating policy, in the long run the economy will return it its initial full-employment output with a higher price level.

D.
If the economy self corrects faster than policy can be enacted, the case for activist policy is stronger.

E.
Holding everything else constant, after a negative supply shock, the economy will self correct back to the initial price level with the same level of full-employment, real GDP.

38.
Referring to Figure 13, which of the following depicts stagflation?


A.
Moving from point A to point B.


D.
Moving from point A to point G.


B.
Moving from point A to point E.


E.
None of these explain stagflation.

C.
Moving from point A to point F.

39.
Refer to Figure 13 and assume the economy is initially at long-run equilibrium at point A.  If U.S. foreign trading partners experience an increase in their real GDP, in the short run:

A.
the economy will move from A to G.

D.
the economy will move from A to E.

B.
the economy will move from A to F.

E.
the economy will move from A to H.

C.
the economy will move from A to B.

40.
Referring to Figure 13, assume the economy was initially at point A, foreign GDP increased and the U.S. moved to its new short-run equilibrium.  If the government enacts Keynesian counter-cyclical demand-side policy and the economy moves to full-employment output, which of the following describe the effect of the policy?

A.
The economy moves from E to A.

D.
The economy moves from G to A.

B.
The economy moves from B to C.

E.
The economy moves from F to A.

C.
The economy moves from F to H.
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