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1st In-Class Exam - - Chapters 1 – 4

Part I.  Multiple Choice (3 points each).  For each of the following questions, indicate the best answer in the space provided.
___
1.
Which of the following would cause the production possibilities curve to shift to the left?


A.
An increase in the number of unemployed workers.

D.
A decrease in the stock of capital.

B.
An increase in the labor supply.





E.
A discovery of more natural resources.

C.
An improvement in technology.


























Figure 1
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2.
Referring to the production possibilities curves in Figure 1, which of the following statements is true?

A.
 Resources in this economy are not specialized and they can be freely moved between production of consumer and capital goods.


B.
Given production possibilities curve (a), the opportunity cost of one more unit of consumer goods is lower at point P than it is at point N.


C.
Given production possibilities curve (a), choosing point N will result in more economic growth in the future than choosing point P.


D.
If the production possibilities curve shifts from curve (a) to curve (b), there must have been an improvement in consumer goods technology.


E.
Given production possibilities curve (b), the economy can currently produce the goods at point L, but resources would be unemployed.

























Figure 2
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3.
Figure 2 shows the production possibilities curves for two countries, Orin and Pohl.  Based on Figure 2, you can correctly conclude that:

A.
both countries have specialized resources as both nations exhibit the law of increasing costs.


B.
the opportunity cost of producing one more unit of jaxs in Orin is equal to two-thirds of a unit of keps.


C.
the opportunity cost of producing one more unit of keps in Pohl is equal to one unit of jaxs

D.
Orin has a comparative advantage in both jaxs and keps.


E.
with free trade, Pohl should produce and export jaxs and import keps.
___
4.
If both the countries in Figure 2 specialize in accordance to their comparative advantage, then:

A.
the after trade consumption possibilities curves for both countries lies below their production possibilities curve.


B.
both countries can consume a bundle of goods represented by a point that is above their production possibilities curves.


C.
a feasible terms of trade that makes both countries better off is 1 unit of jaxs equals ½ unit of keps.


D.
Pohl will produce 4 units of keps and Orin will produce 8 units of jaxs.


E.
Pohl will import both jaxs and keps.


























Figure 3
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5.
Referring to Figure 3, which of the following would cause the demand curve to shift from D1 to D2?

A.
A decrease in the price of the good.


B.
A decrease in the price of a substitute.


C.
An increase in the price of a complement.


D.
If the good is inferior, an increase in income.


E.
Consumers expect the future price of the good to increase.

___
6.
Referring to Figure 3, which of the following would cause the supply curve to shift from S1 to S2?

A.
An increase in the price of the good.


B.
An increase in input prices.


C.
An increase in the number of firms producing the good.


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


E.
Firms expect the future price of the good to increase.
___
7.
Assume the equilibrium price for a good increased while the equilibrium quantity fell.  Which of the following best explains this result?

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

D.
An increase in demand.

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

E.
An increase in supply.

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

___
8.
If a price ceiling is set above the equilibrium price:

A.
a surplus will occur.


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

B.
a shortage will occur.


E.
Both B and C.

C.
a black market will evolve.

___
9.
Assume supply is perfectly inelastic and demand is a straight, downward sloping line.  If the government establishes a price floor which is $2 above the equilibrium price, then:

A.
the shortage will be bigger the more elastic the demand.

D.
the surplus will be greater the less elastic the demand.

B.
the shortage will be bigger the less elastic the demand.

E.
the price floor is not binding or effective.

C.
the surplus will be greater the more elastic the demand.

___
10.
Assume an economy produces goods X and Y and its production possibilities curve is a bowed out, downward sloping, concave curve.  Which of the following statements is false?

A.
Bundles of goods represented by points inside the production possibilities curve can’t be produced with the current technology and current resources.

B.
The country exhibits the law of increasing costs.


C.
Holding everything else constant, if the country is at full employment and full production, increased production of good Y means less of good X is being produced.


D.
As more and more of good X is produced, the country must give up increasing amounts of Good Y.


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

___
11.
Assume the demand curve is perfectly elastic and the supply curve is a linear, positively sloped line that cuts the origin.  If the government imposes a $1 per unit excise tax on producers, then:

A.
the demand curve will shift down by a vertical distance equal to the $1 per unit tax.


B.
the equilibrium price won’t be affected by the tax, as it still equals the same before-tax level.

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


D.
the equilibrium price will increase by exactly $1.

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

___
12.
If a positively sloped, linear supply curve cuts the vertical price axis, then at every point along the curve the price elasticity of supply:

A.
is less than 1.

B.
is greater than 1.

C.
is equal to 1.

D.
is equal to zero.

E.
is equal to infinity.
___
13.
If the income elasticity of demand for lard is equal to -0.85, this means:

A.
lard is a normal good and an increase in income causes the demand curve to shift to the right.


B.
lard and butter are substitutes, so an increase in the price of butter will shift the demand curve for lard to the right.

C.
lard and French fries are complements, so a decrease in the price of French fries will shift the demand curve for lard to the right.


D.
lard is inferior good and a decrease in income causes the demand curve to shift to the right.

___
14.
Which of the following would cause the demand for a product to be relatively more elastic?

A.
Consumers only spend a small portion of their income on the good.


B.
The product is considered to be a necessity rather than a luxury.

C.
The good has many close substitutes.


D.
The time interval being considered is quite small, giving consumers little time to react to a price change.

___
15.
If the price elasticity of demand equals 0.8, then an increase in supply causes:

A.
no change in firms’ total revenue.

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

B.
firms’ total revenue to increase.

E.
an increase in both equilibrium price and equilibrium quantity.

C.
firms’ total revenue to decrease.
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.  Label all the axes of your graphs.  If you require more space, right on the back of each page, indicating that you have done so.

1.
Assume a country has specialized resources and it produces two goods: war goods (W) and consumer goods (C).  In answering the following questions, you should: (1) draw a production possibilities curve and illustrate the phenomenon being asked.  Assume the country is initially on its production possibilities curve with full employment and full production.  (20 points)
	
A.
Draw the production possibilities curve and show a point denoting a bundle of goods that is unobtainable given current technology and resources.   (2 points)

	B.
Draw the production possibilities curve and show the effects of a severe depression.  (2 points)

	
C.
Draw the production possibilities curve and show the effects of a technological improvement in only the production of consumer goods.  (2 points)

	D.
Draw the production possibilities curve and show the effect of society deciding to produce more war goods.  (2 points)

	
E.
Draw the production possibilities curve and show the effects of an increase in the educational attainment of the population.  (2 points)


	F.
Draw the production possibilities curve and show the effect of depleting the nation’s natural resources while at the same time there is general improvement in technology of producing both goods.  Does society welfare increase, decrease or remain the same?  Explain.  (10 points)




2.
Figure 4 shows the production possibilities curves for North and South Korea. Use Figure 4 to answer the following question.  (15 points)







Figure 4
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A.
Explain in one sentence why Figure 4 implies that both North and South Korea are assumed to have resources that aren’t specialized.  (2 points)
B.
What is the opportunity cost of producing one more wool coat in South Korea?  

(1 points)
C.
What is the opportunity cost of producing one more television in South Korea? 

 (1 points)
D.
What is the opportunity cost of producing one more wool coat in North Korea?

(1 points)
E.
What is the opportunity cost of producing one more television in North Korea?

(1 points)
F.
If the two countries specialize in accordance with the principles of comparative advantage, which country produces wool coats and which country produces televisions?  Explain your answer with two or three sentences.   (5 points)
G.
If the two countries engage in free trade, what is a terms of trade that both countries would find is mutually beneficial?  (1 points)
H.
Using the concept of the after trade consumption possibilities curve, explain why free trade makes both countries better off?  (3 points)
3.
Using a diagram showing the demand and supply curves of coal, illustrate and describe how an increase in the price of natural gas and an increase in the wages paid to coal miners affects the equilibrium price and quantity of coal.  (10 points)
4.
Suppose that when the price per case of Bullmoose, a locally brewed beer, falls from $16 to $14, the quantity demanded rises from 200 to 300 cases per week.  (10 points)
A.
Using this data, calculate the price elasticity of demand using the arc formula.  Is demand elastic, inelastic, or unitary elastic?  (5 points)
B.
What will happen to Bullmoose Brewery’s total revenue in response to this price change?  How does this confirm your answer in part (A)?  (3 points)
C.
What would happen to the price elasticity of demand for Bullmoose if two more breweries were established in the community?  Explain.  (2 points)
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