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Part I.  Multiple Choice (3 points each).  For each of the following questions, indicate the best answer in the space provided.
___
1.
An inferior good has a _____ elasticity of demand.

A.
negative price

D.
negative income


B.
 positive cross

E.
positive income


C.
negative cross





___
2.
In the long run, the price elasticity of supply tends to be:

A.
greater than in the short run.

B.
smaller than in the short run.

C.
the same as in the short run.

D.
close to zero.

___
3.
When a firm raises the price of its product, what happens to total revenue?

A.
If demand is elastic, total revenue decreases.


D.
If demand is elastic, total revenue increases.

B.
If demand is unitary elastic, total revenue increases.
E.
If demand is unitary elastic, total revenue decreases.

C.
If demand is inelastic, total revenue decreases.
___
4.
Given a downward-sloping demand curve and an upward-sloping supply curve, if the government sets a price ceiling below the equilibrium price:

A.
it will have no effect and the equilibrium price and quantity will be unaffected.


B.
the resulting surplus will be greater if both demand and supply are less elastic.

C.
the resulting surplus will be greater if both demand and supply are more elastic.

D.
the resulting shortage will be greater if both demand and supply are less elastic.

E.
the resulting shortage will be greater if both demand and supply are more elastic.

     
5.
Given a perfectly inelastic demand curve and an upward-sloping supply curve, if the government gives all firms a $1 per unit subsidy, then:


A.
the equilibrium price will fall by more than $1, but the equilibrium output won’t change.

B.
the equilibrium price will fall by less than $1, but the equilibrium output won’t change.

C.
the equilibrium price will fall by exactly $1, but the equilibrium output won’t change.

D.
equilibrium output will increase, but the equilibrium price won’t change.

E.
the equilibrium output will increase and the equilibrium price will decrease.
     
6.

Which of the following would cause the supply curve for good X to shift to the right?


A.
An increase in the price of good X.

B.
An increase in the price of inputs used to manufacture good X.

C.
A decrease in the number of firms that produce good X.

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

E.
None of the above.
     
7.

Assume good X is a normal good.  Which of the following would cause the demand curve for good X to shift to the left?

A.
An increase in the price of good X.











B.
An increase in consumer incomes.


C.
An increase in the price of good S, a substitute for good X.

D.
An increase in the price of good K, assuming goods X and K are compliments.

E.
Both A and B.
___
8.
Which of the following could cause an increase in both the equilibrium price and the equilibrium quantity?


A.
An increase in supply.


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

C.
A simultaneous decrease in both demand and supply.


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


E.
A decrease in demand.
___
9.
Given a linear, negatively-sloped demand curve, as the quantity demanded decreases, the price elasticity of demand will:


A.
increase.

B.
remain constant.

C.
decrease.


D.
always equal one.

___
10.
In a competitive market, if the current price is below the equilibrium price, market forces will drive the price:


A.
up and the quantity supplied will increase.

D.
up and supply will increase.




Figure 1

B.
down and the quantity supplied will decrease.
E.
up and demand will decrease.






C.
up and the quantity demanded will increase.

___
11.
Referring to the production possibilities curve in Figure 1, you can correctly conclude that:


A.
the economy has unspecialized resources and constant opportunity costs.


B.
the opportunity cost of one more unit of clothing is greater at point D than it is at point E.


C.
the economy is at full employment at point F.


D.
the combination of food and clothing at point G is not attainable, given current technology and current resources.


E.
None of the above statements are true.


























Figure 2

___
12.
According to Figure 2, the shift of the production possibilities curve from curve A to curve B was most likely caused by which of the following?


A.
An improvement in only the technology of producing capital goods.

B.
An improvement in only the technology of producing consumer goods.


C.
A general improvement in technology affecting the production of both goods.


D.
The unemployment rate falls towards the level consistent with full employment.


E.
A reduction in the availability of resources.

___
13.
If the production possibilities curve is a straight line with a negative slope, this would suggest that:

A.
resources are specialized.


B.
as the country produces more and more of one good, it must give up increasing amounts of the other good.


C.
resources are not specialized and they are perfectly shiftable between the production of the two goods.


D.
it exhibits the law of increasing costs.

E.
All of the above except C.


























Figure 3

___
14.
Assume two countries trade with each other in accordance to comparative advantage.  Which of the following statements is not true?


A.
Free trade will allow each country to consume a bundle of goods that lies above its production possibilities curve.


B.
The after –trade consumption possibilities curve will lie above a country’s production possibilities curve.


C.
The law of increasing costs limits the degree of specialization that accompanies free trade.


D.
Two countries can gain from trade even if they have the same opportunity costs.

E.
Countries should export the product in which they have a comparative advantage.

___
15.
Referring to Figure 3, assume the country was initially closed to trade.  Comparing the after-trade equilibrium to the equilibrium before trade:

A.
the price in the country increased from $15 to $19 and quantity supplied fell by 200 units.


B.
quantity demanded increased by 200 units.


C.
the country imports 400 units of the good.


D.
consumer expenditures on the product increased by $1,400.

E.
producers are better off and consumers are worse off.

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 a country produces either peas or beans with specialized resources.  Draw the production possibilities curve and indicate the bundles of goods that are unattainable, the attainable points with fully employed resources and the attainable points with unemployed resources.  (10 points)
2.
Assume that before the first Gulf War, Kuwait produced either oil or food with specialized resources.  After the war, Kuwait’s oil production capacity was greatly diminished because the oil wells were on fire.  Draw Kuwait’s PPC before and after the war, assuming the oil well fires didn’t affect Kuwait’s ability to produce food.  (5 points)
3.
Suppose the price of flour increases from $0.80 to $1.00 a pound and the quantity demanded decreases from 100 pounds to 95 pounds.  Using the arc formula (i.e., the midpoint formula), what is the price elasticity of demand for floor?  Is the demand for floor elastic, inelastic or unitary elastic?  How does the price change affect total revenue and how does this result confirm your conclusions about the elasticity of demand?  Explain.  (10 points)
4.
Answer the following questions on the basis of the following production possibilities data for Country I and Country II.  (15 points)
	Country I Production Possibilities Curve
	
	Country II Production Possibilities Curve

	
	A
	B
	C
	D
	E
	F
	G
	
	
	A
	B
	C
	D
	E
	F

	Coffee
	30
	25
	20
	15
	10
	5
	0
	
	Coffee
	20
	16
	12
	8
	4
	0

	Wheat
	0
	5
	10
	15
	20
	25
	30
	
	Wheat
	0
	2
	4
	6
	8
	10


A.
What are the opportunity costs of one unit of coffee and one unit of wheat in both countries?  (4 points)
B.
Which country has a comparative advantage in coffee?  Which country has a comparative advantage in wheat?  Explain.  (4 points)
C.
If the two countries engaged in trade in accordance with the principle of comparative advantage, which country would export coffee? Which country would export wheat?  How many units of coffee and wheat will be produced?    (4 points)
D.
Suggest a terms of trade that both countries would agree to.  (3 points)

5.
Use two demand and supply diagrams, one for the market of public colleges and the other for the market of private colleges, to explain how a decrease in state subsidies to public colleges might affect tuition and enrollment in both public and private colleges.  (15 points)
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