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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.
Referring to Figure 1, a technological advance in the production of consumer goods would cause the production possibilities curve to shift from curve AB to curve AD.
2.
According to Figure 1, as the unemployment rate decreases towards the natural rate, the production possibilities curve will shift outward from curve EB to curve AD.

3.
If two nations have straight-line production possibilities curves, there will be a basis for mutually advantageous trade provided the production possibilities curves have different slopes.

4.
If there is a surplus, the market price will increase, while a shortage causes the market price to fall.
5.
If there is an increase in both demand and supply, equilibrium quantity will increase, but the change in equilibrium price is indeterminate.
6.
According to Figure 2, demand is unitary elastic between prices P1 and P2.

7.
In Figure 3, diminishing returns initially sets in when D workers are hired.

8.
At any given output, marginal cost is equal to the slope of the variable cost curve.

9.
If the average product of labor equals 10 at all levels of output, the marginal product of labor is also equal to 10 at all levels of output.

10.
When a firm experiences diseconomies of scale, it is using the current plant size overcapacity.
11.
According to Figure 4, in the short run, the profit-maximizing, perfectly competitive firm produces output 0D and earns a normal profit.

12.
Given a perfectly competitive, decreasing-cost industry, in the long run, a decrease in demand causes the market price to increase and the market quantity to fall.

13.
The profit-maximizing monopolist shown in Figure 5 exhibits productive inefficiency.

14.
The profit-maximizing monopolist shown in Figure 5 exhibits allocative inefficiently because it produces too little output from society’s viewpoint.

15.
Transfer payments such as social security or unemployment compensation are included as government spending when calculating GDP.
16.
If P1 was the price level in year 1 and P0 was the price leveling year 0, then between years 1 and 0 the annual inflation rate was P1 – P0.

17.
As the number of discouraged workers increase, both the labor force and the unemployment rate falls.
18.
If households feel wealthier, the supply curve of loanable funds shifts to the right and the equilibrium interest rate falls.

19.
The classical quantity theory of money assumes that both velocity and output are constant.

20.
To increase the money supply, the Federal Reserve would conduct an open market sale, raise the discount rate, or raise the required reserve ratio.

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

1.
Figure 6 shows two linear production possibilities curves, one for country Alpha and the other for country Beta.  Which of the following statements about Figure 6 is true?

A.
Production of food and shelter in both Alpha and Beta exhibit the law of increasing costs.

B.
Both Alpha and Beta use specialized resources.
C.
The opportunity cost of food is greater in Beta than it is in Alpha.

D.
Alpha has a comparative advantage in the production of shelter.

E.
Both A and B are true.

2.
Other things being equal, the economy shown in Figure 7 will achieve the most rapid rate of growth if:
A.
the ratio of capital to consumer goods is minimized.

D.
if it chooses point A.
B.
if it chooses point C.








E.
if it chooses point D.
C.
if it chooses point B.

3.
The economy in Figure 7 will experience unemployment if it produces at point:

A.
E.

B.
D.

C.
C.

D.
B.

E.
A.

4.
The production possibilities curve will shift to the right if:
A.
there is a decrease in capital.










D.
there is an improvement in technology.
B.
there is a decrease in natural resources.








E.
Both C and D.
C.
there is a decrease in the unemployment rate towards the natural rate.

Use Figure 8 to answer the next three questions.  Figure 8 shows the production possibilities curves for Italy and Greece, both of which produce products X and Y.
5.
The data embodied in Figure 8 suggests that:

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





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






C.
production in both countries is subject to the law of increasing costs.

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

E.
the opportunity cost 1 unit of X in Italy equals 2 units of Y.

6.
Given the data in Figure 8, which of the following is a feasible terms of trade at which X and Y might be exchanged between Italy and Greece?

A.
1 unit of X for 0.5 units of Y.

D.
1 unit of X for 3 units of Y.
B.
1 unit of X for 2.5 units of Y.

E.
1 unit of X for 1.5 units of Y.
C.
1 unit of X for 0.25 units of Y.

7.
Referring to Figure 8, assume that prior to specialization and trade Italy was at point I on its production possibilities curve and Greece was at point G on its production possibilities curve.  As a result of complete specialization according to comparative advantage, the resulting gains from trade (i.e., the gains in output) will be:

A.
25 X.



D.
10 Y.
B.
5 X and 15 Y.

E.
50 X and 60 Y.
C.
15 X and 5 Y.

8.
Referring to the demand and supply curves for bananas shown in Figure 9, which of the following would cause the demand curve to shift from D1 to D2?

A.
A decrease in income, assuming bananas are an inferior good.

B.
An increase in the price of ice cream, a complement good with bananas.

C.
A decrease in the price of apples, a substitute good for bananas.

D.
A decrease in the price of bananas.

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

9.
Referring to the demand and supply curves for bananas in Figure 9, which of the following would cause the supply curve to shift from S1 to S2?
A.
The government imposes a per unit excise tax on banana growers.

 
B.
A decrease in the number of banana producers
C.
An increase in banana prices.

D.
A decrease in the price of an input used in the production of bananas.

E.
A decrease in the per unit subsidy that the government pays to banana producers.
10.
In Figure 10, if the government set the price floor for corn equal to price 0G then:
A.
there would be a shortage of AF bushels.





D.
there will be no surplus or shortage.
B.
producers’ revenues would fall from area 0IRC to area 0GKA.

E.
Both A and B.
C.
there would be a surplus of AF bushels.

11.
If the demand for a product was perfectly elastic, imposing a $1 per unit excise tax on producers would cause:

A.
the equilibrium price to increase by exactly $1.

D.
 all the tax burden to be placed on the consumer.
B.
the equilibrium price to increase by less than $1.

E.
Both A and D.
C.
no change in the equilibrium price.

12.
Which of the following statements is not correct?
A.
If a good has a large number of close, available substitutes, then the demand for the good will be more elastic.

B.
If a linear, positively sloped supply curve cuts the horizontal axis, supply will be elastic.

C.
As consumers and firms have more time to adjust to a price change, both demand and supply becomes more elastic.

D.
The smaller an item is in ones budget, the less elastic the demand for the product.

E.
The demand for necessities will be less elastic than the demand for goods that are luxuries.

13.
Which of the following statements about the cost curves in Figure 11 is not correct?

A.
When the firm produces output Q1, diminishing returns have already set in.

B.
At output Q1, average product is increasing.

C.
At output Q1, line segment DE is equal to fixed cost.

D.
At output Q1, variable cost equals area 0BEQ1.

E.
If the firm shut down, its loss would equal area BADE.

14.
The law of diminishing marginal returns implies:

A.
as you consume more and more of a product, at some point the next unit consumed will generate less additional satisfaction (or utility) than the previous good consumed.
B.
as you add more labor to a fixed amount of capital, at some point the next worker will generate less additional output than the previous worker.

C.
that the production function will always increase at an increasing rate.

D.
that the long-run average cost curves will be U-shaped.

E.
the marginal cost curve will never slope upwards.
15.
When marginal product is positive but falling:
A.
average product is always falling.

D.
total output is always falling.
B.
average product is always rising.

E.
total output increases at a decreasing rate.
C.
marginal cost is falling.

16.
Which of the following would happen to the short-run cost curves of a firm producing cotton shirts if the price of cotton decreases?

A.
Both the ATC and AFC curves will shift down, but the AVC and the MC curves do not shift.

B.
The ATC, AFC and MC curves will shift down; the AVC curve does not shift.

C.
The ATC, AVC, and MC curves all shift down, but the AFC remains unchanged.

D.
All four curves - - ATC, AVC, MC, and AFC - - shift down.

E.
The ATC and AVC curves shift down, but the MC and AFC curves don’t shift.

17.
If the marginal cost is above the average variable cost curve:

A.
average variable cost is decreasing.


D.
average variable cost must be rising.
B.
average total cost must be decreasing.

E.
average product is increasing.
C.
average total cost must be increasing.

18.
Referring to Figure 12, which one of the following statements is false?
A.
Marginal cost at Q2 is equal to the slope of line 0B.

D.
Average total cost at Q1 is less than average total cost at Q2.

B.
Average total cost at Q2 is equal to the slope of line 0B.
E.
At Q2 total cost is increasing at an increasing rate.
C.
Average total cost is minimized at output Q2.

19.
If a firm is experiencing economies of scale, the current plant size is:
A.
smaller than the optimal size and it is being used overcapacity.

B.
smaller than the optimal size and it is being used under capacity.

C.
larger then the optimal size and it is being used overcapacity.

D.
larger than the optimal size and it is being used under capacity.

E.
the optimal sized firm.

20.
Which of the following would contribute most to a firm experiencing economies of scale?
A.
Rising long-run average cost.

B.
The law of diminishing marginal returns.

C.
Increased specialization of labor, capital, and managerial ability within a firm.

D.
Deterioration of information and control within a firm.

E.
The presence of fixed inputs.

21.
Figure 13 shows a perfectly competitive firm.  According to Figure 13:

A.
if the price was P2, then the profit-maximizing (or loss-minimizing) firm would shut down in the short run.

B.
if the price was P4, then the profit-maximizing firm would produce Q4 in the short run and it would leave the industry in the long run.

C.
if the price was P3, then the profit-maximizing (or loss-minimizing) firm would produce Q5 in the short run and it would exit the industry in the long run.

D.
if the price was less than P1, then the profit-maximizing (or loss-minimizing) firm would produce where P=MC in the short run and incur a loss that is less than fixed cost.

E.
the long-run equilibrium price will be equal to P3 if the firm was in a constant-cost industry.

22.
Figure 14 shows a perfectly competitive, increasing cost industry in short-run equilibrium.  In the long run:
A.
firms would leave the industry and the market supply curve, S, would shift to the left.

B.
input prices would fall and the ATC, AVC, and MC curves will shift downwards.

C.
market price will increase, market output will decrease, and all firms would earn normal profits.
D.
All of the above.

E.
None of the above.

23.
In a constant-cost, perfectly competitive industry:

A.
the short-run and long-run industry supply curves are positively sloped.

B.
the short-run supply curve is positively sloped, but the long-run supply curve is negatively sloped.

C.
the short-run supply curve is positively sloped, but the long-run supply curve is horizontal.

D.
the short-run and long-run supply curves are horizontal.

E.
firms can earn economic profits in the long run.

24.
In a perfectly competitive industry:

A.
the demand curve facing a single firm is perfectly elastic at the market price.

B.
the market demand curve is downward sloping.

C.
the short-run supply curve for the typical firm is that portion of its marginal cost curve above the ATC.

D.
All of the above.

E.
Only A and B.

25.
Like a perfectly competitive firm, a pure monopolist will:
A.
maximize profits by producing that output where MR = MC.

B.
shut down in the short-run if P < AVC.

C.
only earn normal profits in the long run.

D.
All of the above.

E.
Only A and B.

26.
Figure 15 shows a pure monopolist charging price P and selling output Q.  On the basis of this information we can say that:
A.
the monopoly is producing where the price elasticity of demand is equal to one.

B.
the monopoly would be maximizing its short-run profits if all of its costs where fixed.

C.
if marginal cost where positive the firm would increase profits by increasing price and selling less output.

D.
the monopoly is maximizing its total revenue.

E.
All of the above statements are correct.

27.
Consider a monopolist in short-run equilibrium as shown in Figure 16.  This profit-maximizing (or loss-minimizing) monopolist:
A.
would shut down and incur a loss equal to CADF.

B.
produce output 0Q, charge price 0B, and earn economic profits equal to area BADE.

C.
produce output 0Q, charge price 0B, and earn economic profits equal to area CBEF.

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

E.
will maximize society welfare by producing the socially optimal output where P = MC.

28.
The natural rate of unemployment is:
A.
the unemployment rate that occurs when the economy is at full-employment equilibrium.

B.
equal to the sum of structural and cyclical unemployment.

C.
equal to the sum of frictional and structural unemployment.

D.
Both A and B.

E.
Both A and C.

29.
Which of the following statements is correct?  Unanticipated inflation:

A.
benefits creditors and hurts debtors.

B.
benefits those on fixed incomes.
C.
benefits taxpayers at the expense of the government.

D.
reduces the purchasing power of the dollar.

E.
doesn’t impose additional cost on society in the form of menu costs.
30.
Investment, as defined in GDP accounting, would include:
A.
purchases of shares of stock in corporate businesses.

B.
government construction of new highways and dams.
C.
household purchases of durable goods.

D.
additions to business inventories.

E.
None of the above.

31.
Which of the following would lead to a lower equilibrium interest rate?

A.
An increase in the federal government budget deficit.

B.
A decrease in the money supply.

C.
An increase in the riskiness of bonds.

D.
An increase in expected inflation.

E.
None of the above.

32.
If interest rates increase:
A.
household spending on goods and services will increase.

D.
net exports will increase.
B.
bond prices will decrease.








E.
the NPV of investment projects will increase.
C.
business spending on goods and services will increase.

33.
Which of the following would cause the aggregate demand curve to shift to the left?
A.
A decrease in the price level.

B.
An increase in stock prices.

C.
Businesses expect future profits to increase.

D.
An increase in the federal government deficit.

E.
The country’s major trading parties experience a recession.

34.
“Deficit spending causes the public to expect future tax increases; therefore, they increase their current saving.”  This describes:

A.
the macro economy’s self-correcting mechanism.

D.
the Ricardian equivalence theorem.
B.
the classical quantity theory of money.



E.
the international trade effect.
C.
the crowding out effect.

35.
Assume the government incurs a budget deficit which is financed by borrowing.  As a result, interest rates rise and the spending by households, businesses, and foreigners on goods and services declines.   This illustrates:

A.
the Ricardian equivalence theorem.


D.
the international trade effect.
B.
the crowding-out effect.




E.
the real balance effect.
C.
the classical quantity theory of money. 
36.
An increase in expected inflation should cause:

A.
an increase in the demand for loanable funds.

B.
a decrease in the supply of loanable funds.

C.
an increase in the nominal interest rate.

D.
the short-run aggregate supply curve to shift to the left as workers demand and receive higher nominal wages.

E.
All of the above.

37.
Which of the following will cause the long-run aggregate supply curve to shift to the left?

A.
An increase in the labor supply.

D.
A decrease in the natural unemployment rate.
B.
An increase in the capital stock.

E.
An improvement in technology.
C.
A decrease in natural resources.

38.
The short-run aggregate supply curve will shift to the right if:
A.
the labor market is tight.

B.
crude oil prices increase.

C.
workers negotiate an increase in wages because they expect future inflation to increase.

D.
the labor market is loose.

39.
The economy in Figure 17 is initially in long-run equilibrium at point 1.  Everything else held constant, an increase in the money supply will move the economy to point ____ in the short run and to point ____ in the long run.

A.
4 ; 3

B.
4 ; 1

C.
2 ; 3

D.
2 ; 1

E.
3 ; 1
40.
The economy in Figure 17 is initially in long-run equilibrium at point 1.  An increase in crude oil prices will move the economy to point ____.  If the government adopts accommodating policy the economy will then move to point _____ , but if the government does nothing the economy will move to point ___.

A.
4 ; 1 ; 3

B.
2 ; 1
 ; 3

C.
4 ; 3
 ; 1

D.
2 ; 3 ; 1

E.
3 ;  2 ; 1
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PART I. TRUE (T) or FALSE (F)


PART II. MULTIPLE CHOICE

--------------------------------------------

-------------------------------------------------------------

1. ______
11. ______


1. ______
11. ______
21. ______
31. ______
2. ______
12. ______


2. ______
12. ______
22. ______
32. ______

3. ______
13. ______


3. ______
13. ______
23. ______
33. ______

4. ______
14. ______


4. ______
14. ______
24. ______
34. ______

5. ______
15. ______


5. ______
15. ______
25. ______
35. ______

6. ______
16. ______


6. ______
16. ______
26. ______
36. ______

7. ______
17. ______


7. ______
17. ______
27. ______
37. ______

8. ______
18. ______


8. ______
18. ______
28. ______
38. ______

9. ______
19. ______


9. ______
19. ______
29. ______
39. ______

10. _____
20. ______


10. _____
20. ______
30. ______
40. ______

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.
1.
Assume the ball point pen industry is competitive and one of the firms in the industry is located in Terre Haute.  Suppose the city of Terre Haute levies an excise tax of $0.50 per pen on the output of this firm.  Illustrate and explain the short-run and long-run effects of this tax on the Terre Haute firm.  (10 points)
2.
Sugar is an essential ingredient in moonshine but not government whiskey.  When sugar prices tripled in the past, moonshiners in the South saw their sales go down as their costs went up.  As the number of illegal stills dwindled, revenue agents spent less of their time on liquor offenses.  (10 points) 

A.
Use demand and supply diagrams to show how the rise in sugar prices affected the markets for moonshine, government whiskey, and revenue agents.  (5 points)
B.
If consumers of moonshine chew tobacco while sipping their illegally distilled brew, what effect would an increase in the tax on chewing tobacco have on the moonshine market?  (5 points)
3.
Using a graph depicting demand, marginal revenue, marginal cost, and average cost curves, illustrate and describe the case where a profit-maximizing monopolist earns economic profits in the short run.  Be sure to indicate the short-run, profit-maximizing price and output.  Given this case, suppose the government imposes on the monopolist a fixed, flat tax equal to its economic profits.  What happens to the monopolist’s profit-maximizing price and output in the short run?  Explain.  What does the monopolist do in the long run?  Explain.  (10 points)
4.
Using the aggregate demand-aggregate supply model, illustrate and describe the short-run and the long-run effects of a decrease in government spending.  Explain what happens to consumption, investment, net exports, the price level, employment, the interest rate, and output, both in the short- and long-run.  (10 points)

5.
Assume the U.S. economy is at full employment.  Now suppose businesses expect future profits to fall.  Using the aggregate demand-aggregate-supply model, illustrate and describe the short-run effect of this decline in expected profits.  Using your graph, illustrate and explain how the self-correcting mechanism will return the economy to full-employment output in the long-run.  Given a short-run decline in expected profits, illustrate and explain how fiscal and monetary policy be used to return the economy to full employment.  (10 points)

6.
Assume the economy is in long-run equilibrium at the full-employment level of output.  Using the AD-LRAS-SRAS model, illustrate and describe the short-run and long-run effects of an improvement in technology.  (10  points)
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