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1st In-Class Exam - - Chapters 1 – 3, 6, pp. 603-609
Part I.  Multiple Choice (3 points each).  For each of the following questions, indicate the best answer in the space provided.
___
1.
Suppose at a given price, the price elasticity of demand for good X equals 3.  What does this mean?
A.
A 1 percent increase in the price of good X causes the quantity demanded of good X to increase by 3 percent.

B.
A 1 percent increase in the price of good X causes the quantity demanded of good X to decrease by 3 percent.

C.
A 3 percent increase in the price of good X causes the quantity demanded of good X to decrease by 1 percent.

D.
A 3 percent increase in the price of good X causes the quantity demanded of good X to increase by 1 percent.

E.
A $1 increase in the price of good X causes the quantity demanded of good X to fall by 3 units.

___
2.
Given a linear, downward-sloping demand curve and a linear, upward-sloping supply curve, an increase in supply will cause:


A.
the price elasticity of demand to fall.


D.
an increase in price and a decrease in quantity.

B.
the price elasticity of demand to increase.

E.
a decrease in price and a decrease in quantity.

C.
no change in the price elasticity of demand.

___
3.
Which of the following statements about the price elasticity of demand is (are) true?
A.
The price elasticity of demand measures how much the demand curve shifts when the price changes.

B.
If a 20 percent decrease in the price of yoga pants leads to an 8 percent increase in quantity demanded, then the demand for yoga plants is elastic.

C.
If the demand for a product is elastic, the quantity demanded changes by a smaller percentage than the percentage change in price.

D.
Both B and C are true.

E.
None of the above statements are true.

___
4.
 According to the substitution effect, if price of Raisin Bran increases, then:

A.
consumers’ purchasing power will decrease and they respond by purchasing less Raisin Bran.

B.
 consumers will switch to a relatively cheaper substitute such as Cheerios and the demand curve for Raisin Bran will shift to the left.

C.
 consumers will switch to a relatively cheaper substitute such as Cheerios, and consumers move upwards along the demand curve for Raisin Bran, buying more Cheerios and buying less Raisin Bran.

D.
consumers buy less Raisin Bran causing the marginal utility of Raisin Bran to increase.

E.
the demand curve for a substitute good such as Cheerios will shift to the left.
___
5.
 If your total utility or satisfaction increases when purchase another unit, your marginal utility must be:

A.
increasing.

B.
decreasing.

C.
negative.

D.
positive.


E.
equal to zero.

___
6.
 If the production possibilities curve is a linear, negatively-sloped line, then:

A.
resources are specialized.

B.
it exhibits the law of increasing costs.
C.
every time the economy produces one more unit of one good, it gives up increasing amounts of the other good.

D.
All of the above.

E.
resources are not specialized and opportunity costs are constant.

___
7.
 An outward shift of a nation’s production possibilities curve can be due to:

A.
a fall in the unemployment rate towards its full-employment level.

B.
a natural disaster like a hurricane or bad earthquake.

C.
a change in society’s taste resulting in different amounts of the goods desired.

D.
an increase in the labor force.

E.
Both A and D.

___
8.
 A movement along the demand curve for toothpaste would be caused by:

A.
a change in the price of toothbrushes.

D.
a change in the population.

B.
a change in the price of toothpaste.


E.
Statements A, C and D are all correct.

C.
a change in consumer income.

___
9.
 Assume good X is an inferior good.  Which of the following would shift the demand curve for good X to the left?

A.
A decrease in the price of good K, assuming goods X and K are complements.
D.
A decrease in consumers’ income.

B.
An increase in the price of good Y, assuming goods X and Y are substitutes.

E.
An increase in the price of good X.

C.
Consumers expect the price of good X to fall in the near future.

___
10.
 Which of the following would cause the supply curve for good X to shift to the left?

A.
An increase in the price of an input used to produce good X.
D.
An increase in the number of firms producing good X.

B.
An improvement in the technology used to produce good X.
E.
A decrease in the price of good X.

C.
Firms expect the price of good X to fall in the near future.
___
11.
 Assume that both the demand curve and the supply curve for MP3 players shift to the right and that the demand curve shift is of larger magnitude.  As a result:

A.
both the equilibrium price and quantity of MP3 players will increase.

B.
the equilibrium price of MP3 players will increase but the equilibrium quantity may increase, decrease or stay the same.

C.
the equilibrium quantity of MP3 players will increase but the equilibrium price may increase, decrease or stay the same.

D.
the equilibrium price of MP3 players will fall while the equilibrium quantity will increase.

E.
the equilibrium price of MP3 players will decrease but the equilibrium quantity may increase, decrease or stay the same.

___
12.
 In recent years the cost of producing wines in the U.S. has increased largely due to rising rents for vineyards.  At the same time, more and more Americans have switched tastes from drinking beer to drinking wine.  Which of the following best explains the effect of these events on the wine market?

A.
Both the supply and demand curves have shifted to the right.  As a result, the equilibrium quantity of wine will increase; but, the change in the equilibrium price of wine is indeterminate.
B.
The supply curve has shifted to the left and the demand curve has shifted to the right.  As a result, the equilibrium price of wine will increase; but, the change in the equilibrium quantity of wine is indeterminate.

C.
The supply curve has shifted to the right and the demand curve has shifted to the left.  As a result, the equilibrium price of wine will decrease; but, the change in the equilibrium quantity of wine is indeterminate.

D.
Both the supply and demand curves have shifted to the left.  As a result, the equilibrium quantity of wine will decrease; but, the change in the equilibrium price of wine is indeterminate.

E.
The supply of wine has shifted to the left but the demand curve does not shift.  As a result the equilibrium price of wine increases while the increase quantity of wine decreases.
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___
13.
Referring to the production possibilities curve in Figure 1, which of the following statements is (are) true?

A.
The movement from X to Y could be due to a change in consumers’ tastes and preferences.


B.
A movement from Y to Z is the result of advancements in only plastics production technology.


C.
A movement from V to W could be due to an advancement in general technology.


D.
All of the above statements are true.


E.
None of the above statements are true.

___
14.
In a free market a shortage is eliminated by:


A.
a price increase which causes the demand to decrease and supply to increase.


B.
a price decrease which causes demand to increase and supply to decrease.


C.
a price increase which decreases the quantity demanded and increases the quantity supplied. 


D.
a price decrease which increases the quantity demanded and decreases the quantity supplied.


E.
a price increase which causes demand to increase and supply to decrease.

___
15.
In order to be binding a price floor:


A.
 must be high enough for firms to earn a profit.


B.
 must lie above the free market equilibrium price.


C.
 must lie below the free market equilibrium price.


D.
 must result in a shortage.

E.
Both C and D are true.

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.



















Figure 2
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1.
Answer the following questions based on the production possibilities curve shown in Figure 2.  (15 points)
A.
Which point(s) cannot be currently produced?  Briefly explain why.  (3 points)
B.
Which point(s) are efficient?  Briefly explain why.  (4 points)
C.
Which point(s) are inefficient?  Briefly explain why.  (3 points)
D.
Show on Figure 2 how economic growth would affect the position of the production possibilities curve.  (2 points)
E.
At which point is the country’s future economic growth rate likely to be highest?  Briefly explain why.  (3 points)
2.
At a per unit price of $100, Beachside Canoe Rentals rented 11 canoes.  When it increased its rental price to $125, 9 canoes were rented.  Calculate the price elasticity of demand for this price range using the arc formula.  Show your work for partial credit.  Is demand elastic, inelastic or unitary elastic?  (5 points)
3.
According to an article in the Wall street Journal, there were several shocks that affected the market for new, full-sized trucks.  First, gas prices increased.  Second, there was a decline in housing construction (construction firms are an important part of the market for full-sized pickup trucks).  Finally, Toyota began production of full-sized trucks at a new truck factory in Texas.   Using a demand and supply diagram, illustrate and explain how these shocks affected the equilibrium price and quantity of full-sized trucks.  (10 points)
4.
The cities of Francistown and Nalady are five miles apart.  Francistown enacts a rent control law that puts a ceiling on rents well below their equilibrium market value.  Nalady does not have a rent control law.  Using two demand and supply diagrams, one for the rental market in Francistown and the other for the rental market in Nalady, illustrate and explain how the rent control in Francistown affects the price and quantity of housing rented in each market.  (10 points)
5.
Answer the following questions on the basis of the production possibilities data for Canada and the United States shown below.  (15 points)
	Canada’s Production Possibilities Curve
	
	United States’ Production Possibilities Curve

	
	A
	B
	C
	D
	E
	
	
	A
	B
	C
	D
	E
	F

	Honey
(tons)
	0
	10
	20
	30
	40
	
	Honey
(tons)
	0
	10
	20
	30
	40
	50

	Maple Syrup
(tons)
	60
	45
	30
	15
	0
	
	Maple Syrup
(tons)
	50
	40
	30
	20
	10
	0


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