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1st In-Class Exam - - Chapters 1 – 4, 6, pp. 603-614 
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, which of the following points represents a combination of goods that underemploys the economy’s capacity?













A.
C*

B.
E

C.
A

D.
B

E.
F*
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2.
Referring to Figure 1, if the economy is producing at point A, then:

A.
the output of clothing is at its maximum.


B.
the economy is fully employed.


C.
the output of clothing would increase only if food output were reduced.


D.
the output of both food and clothing could increase.



E.
Both B and C.

___
3.
The shape of the production possibilities curve in Figure 1 indicates that:


A.
the resources are not specialized and they can be freely moved between both food and clothing production.


B.
as food output increases along the curve a constant amount of clothing must be given up for each additional unit of food produced.

C.
as food output increases along the curve an increasing amount of clothing must be given up for each additional unit of food produced.


D.
Both A and B.


E.
Both A and C.

___
4.
Figure 2 shows various demand and supply curves for good X.  Which of the following would cause the demand curve for good X to shift from D2 to D3?


A.
A decrease in income, assuming if good X is a normal good.
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B.
A decrease in the price of good Y, assuming goods X and Y are substitutes.


C.
An increase in the price of good K, assuming goods X and K are complements.


D.
Consumers expect the price of good X to increase in the future.


E.
A decrease in the price of good X.

___
5.
Figure 2 shows various demand and supply curves for good X.  Which of the following would cause the supply curve for good X to shift from S2 to S1?


A.
A decrease in the price of good X.


B.
An improvement in the technology used to produce good X.


C.
The government gives producers of good X a subsidy of $1 per unit.


D.
An increase in the number of firms that produce good X.


E.
An increase in the wages paid to workers who produce good X.

___
6.
Assume the equilibrium price and quantity of good X both increase.  Which of the following best explains this phenomenon?


A.
A decrease in the supply of good X.


B.
A simultaneous increase in both the demand and supply of good X.

C.
A simultaneous decrease in the demand and increase in the supply of good X.


D.
A simultaneous decrease in both the demand and supply of good X.


E.
A decrease in the demand of good X.

___
7.
If there is a shortage of a product, then we can conclude:

A.
that its current price is above the equilibrium level.

D.
Both A and C.

B.
that its current price is below the equilibrium level.

E.
Both B and C.

C.
that the price will decline.

___
8.
Suppose the current equilibrium wage rate for housekeepers is $8.10 per hour.  An increase in the minimum wage to $6.50 per hour leads to:


A.
a surplus of housekeepers.





D.
an increase in the quantity of housekeepers supplied.

B.
a shortage of housekeepers.




E.
unemployment of housekeepers.

C.
no change in the market for housekeepers.

___
9.
Suppose the price elasticity of demand for good X is 0 and the price elasticity of supply is 1.  If the government imposes an excise tax on good X, then:

A.
buyers and sellers pay exactly the same share of the tax.


B.
buyers pay all the tax.


C.
sellers pay all the tax.


D.
buyers pay a smaller share of the tax than do sellers but both buyers and sellers pay some of the tax.


E.
because the price elasticity of demand is zero, the government collects no revenue from this tax.

___
10.
If a 2 percent rise in price causes a 4 percent decrease in quantity demanded, then demand is:


A.
elastic and total revenue decreases.


D.
inelastic and total revenue increases.

B.
elastic and total revenue increases.


E.
unitary elastic; but, total revenue is constant.

C.
inelastic and total revenue decreases.

___
11.
A product’s price elasticity of demand is likely to be greater:


A.
if it only has a few substitutes.


B.
if consumers spend a small proportion of income on the product.


C.
the less time consumers have to adjust to price changes.


D.
if the product is a luxury good, as opposed to a necessity.


E.
Both C and D are correct.

___
12.
Suppose the demand curve for good X is perfectly elastic while its supply curve is upward sloping.  If the government gives every producer of good X a $1 per unit subsidy, then:


A.
the equilibrium price will fall by more than $1.

D.
there will be no change in the equilibrium price.

B.
the equilibrium price will fall by exactly $1.


E.
the equilibrium price will increase by less than $1.

C.
the equilibrium price will fall by less than $1.

___
13.
The imposition of tariffs on South Korean steel has led to ___ in the quantity of South Korean steel in the United States and ___ the price of steel in the United States.


A.
no change; raised


D.
a decrease; no change in

B.
a decrease; raised


E.
an increase; raised


C.
an increase; lowered

___
14.
Referring to Figure 3, if the government imposes a price floor of 0B and purchases the resulting surplus, then government expenditures equals:


A.
0BCG.
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B.
MBCF.


C.
LKCG.


D.
0AJH.


E.
zero.

___
15.
Referring to the demand curve depicted in Figure 3, as price increases from 0A to 0B, the price elasticity of demand:

A.
increases.


B.
decreases.


C.
remains constant.


D.
is equal to zero.


E.
is equal to infinity.
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.
Assuming an economy produces consumer goods and capital goods with specialized resources, draw the production possibilities curve.  List four (4) factors that would cause the production possibilities curve to shift inwards to the left.  Using your production possibilities curve, illustrate how a technological advance that affects the production of both goods compares to a technological advance that only affects the production of consumer goods.  (10 points)
2.
You own a small bookstore.  When you charged $35 a book for Harry Potter and the Deathly Hallows, you sold 40 copies of the book a week.  But when you lowered the price to $25 a book, sales increased to 80 copies a week.  Using the arc formula, calculate the price elasticity of demand in this price range.  Is demand elastic, inelastic, or unitary elastic?  Calculate the total revenue you would receive at the two different price and output combinations.  Explain how the change in total revenue confirms your conclusions about the elasticity of demand.  (10 points)
3.
The price of milk has decreased more than 20 percent from last year.  Answer the following questions regarding the milk market.  (15 points)
A.
The decreased in milk prices has been blamed on the fall in incomes caused by the recession and consumers’ fears  about contaminated milk in China.  Using a demand and supply diagram, illustrate and explain how these factors affected the milk market.

B.
Some dairy farmers have sent their milk cows to slaughter.   Using your demand and supply diagram, illustrate and explain how these actions affect the milk market.
C.
Finally, Senator Bernie Sanders from Vermont has introduced a bill in Congress that would authorize the U.S. Department of Agriculture to buy $350 million of additional dairy products.  Using your demand and supply diagram, illustrate and explain how this policy, if passed, would affect the milk market.
4.
Answer the following questions on the basis of the production possibilities data for Countries A and B shown below.  (15 points)
	Country A’s Production Possibilities Curve
	
	Country B’s Production Possibilities Curve

	
	A
	B
	C
	D
	E
	
	
	A
	B
	C
	D
	E

	Good X
(tons)
	8
	6
	4
	2
	0
	
	Good X
(tons)
	24
	18
	12
	6
	0

	Good Y
(tons)
	0
	0.5
	1
	1.5
	2
	
	Good Y
(tons)
	0
	1
	2
	3
	4


A.
What are the opportunity costs of a ton of good X and a ton of good Y in both countries?  (4 points)
B.
Which country has a comparative advantage in good X?  Which country has a comparative advantage in good Y?  Explain.  (4 points)
C.
If the two countries engaged in trade in accordance with the principle of comparative advantage, which country would export good X? Which country would export good Y?  How many tons of good X and good Y does each country produce?    (4 points)
D.
Suggest a terms of trade that both Countries A and B would find mutually beneficial.  Explain in one sentence why free trade makes both countries better off.  (3 points)

5.
Supposedly the U.S. has shifted from being an exporter to being an importer for some farm products.  Treating the U.S. as a “small country,” draw a demand curve that initially shows the U.S. as a food exporter and then show how a change in demand can make the U.S. become a food importer.  If your graph is self-explanatory, no additional explanation is needed.  (5 points)
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