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Bremmer II




December 20, 2005
1st In-Class Exam - - Chapters 1 – 7
Part I.  Multiple Choice (3 points each).  For each of the following questions, indicate the best answer in the space provided.
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1.
Which of the following would shift the supply curve of good X to the left?


A.
A decrease in the price of an input used to produce good X.




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





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


D.
A decrease in the price of X.



E.
None of these answers.

___
2.
According to the average product and marginal product curves shown in Figure 1:

A.
diminishing returns initially sets in when D workers are hired.

B.
output is maximized when B workers are hired.

C.
output is maximized when C workers are hired.


D.
a profit-maximizing firm will never hire more than D workers.


E.
output increases at a decreasing rate between points A and B.

___
3.
Which of the following could explain a simultaneous increase in the equilibrium price of good X and a decrease in the equilibrium quantity of good X? 


A.
An increase in the supply of good X.

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


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


D.
A simultaneous decrease in the demand for good X and an increase in the supply of good X.


E.
An increase in the demand for good X.

___
4.
Assume the supply curve is perfectly inelastic and the demand curve is a downward-sloping straight line.  If the government establishes a price ceiling $2 below the free-market equilibrium price:

A.
it won’t be binding and no shortage or surplus will occur.

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

B.
the shortage will be greater the more elastic the demand.

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

C.
the shortage will be greater the less elastic the demand.

___
5.
Which of the following statements about a linear, downward-sloping demand curve and the price elasticity of demand is false?


A.
As price decreases along the demand curve, the price elasticity of demand also decreases.


B.
Consumer expenditures are maximized at the midpoint of the demand curve.


C.
Along the demand curve, a change in price will always result in a change in total revenue.


D.
The price elasticity of demand equals one at the midpoint of the demand curve.


E.
At high prices demand is elastic and at low prices demand is inelastic.
___
6.
Assume the demand curve for good X is a linear, downward-sloping line.  If an increase in the price of X causes an increase in the total revenue of firms producing X, then:

A.
the price elasticity of demand in this price range is less than 1.


B.
the price elasticity of demand in this price range is greater than 1.
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C.
the absolute value of the percentage change in price is greater than the absolute value of the percentage change in quantity demanded.


D.
Both A and C.





















E.
Both B and C.

___
7.
Figure 2 shows the tire market before and after the imposition of an excise tax.  According to Figure 2, the excise tax equals ___. 

A.
$10.

B.
$30.

C.
$40.

D.
$50.

E.
None of these answers.
___
8.
According to Figure 2:

A.
the government’s tax receipts equal $200.


D.
Both A and C.


B.
supply is less elastic than demand.




E.
Both B and C.

C.
the tax causes a deadweight social loss of $100.

___
9.
If a linear, upward sloping supply curve cuts the horizontal axis at some output rather than zero, then:
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A.
at every point on the curve the percentage change in quantity supplied is greater than the percentage change in price.


B.
the price elasticity of supply is greater than one at every point on the curve.

C.
the price elasticity of supply is less than one at every point on the curve.








D.
the price elasticity of supply is equal to one at every point on the curve.


E.
Both A and B.












___
10.
Referring to the production possibilities curve shown in Figure 3, which of the following statements is true?


A.
Given current resources and current technology, the bundle of goods at point A is unobtainable.

B.
Figure 1 indicates that resources are not specialized and they are perfectly interchangeable between the production of compact discs and fast food meals.

C.
The bundle of goods at point D can be produced with current resources and technology, but it implies the inefficient use of resources.
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D.
The opportunity cost of a fast food meal is greater at point C than it is at point B.


E.
None of the above statements are true.

___
11.
Referring to Figure 4, which of the following statements is false?

A.
A minimum wage of $8/hr causes 40 thousand workers to be unemployed.


B.
The imposition of a minimum wage of $8/hr causes 20 thousand workers to lose their jobs.


C.
Between a wage of $8/hr and $6/hr, the demand for labor is inelastic.


D.
Imposing a minimum wage of $8/hr causes 20 thousand new workers to enter the labor market.


E.
Imposing a minimum wage of $8/hr increases the demand for skilled union labor.

___
12.
Which of the following would cause the production possibilities curve to shift inwards?

A.
An increase in capital.



B.
An increase in the labor supply.







C.
A recession that increases the unemployment rate.


D.
A decrease in the supply of natural resources.


E.
Both C and D.

___
13.
Which of the following would shift the demand curve for good X to the right?

A.
A decrease in the price of good S, a substitute for good X.

B.
An increase in the price of good K, a complement good with good X.

C.
A decrease in income, assuming good X is an inferior good.


D.
A decrease in the price of good X.


E.
A decrease in population.

___
14.
In Figure 5, a shift in the production possibilities curve from curve (a) to curve (b) suggests:
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A.
a general improvement in the technology used in producing both consumer and capital goods.




B.
an improvement in capital goods technology but not in consumer good technology.


C.
an improvement in consumer goods technology but not in capital goods technology.


D.
a movement from unemployment to full employment.


E.
an increase in labor supply.

___
15.
According to Figure 5, other things being equal, society’s current choice of point P on curve (a) will:


A.
be unobtainable because it exceeds the productive capacity of the economy.


B.
be inefficient because it implies unemployed resources.

C.
allow it to achieve more rapid economic growth than would the choice of point N.


D.
entail a slower rate of economic growth than would the choice of point N.

E.
entail the same rate of growth as would the choice of point N.

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.

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.
When the price of good X equals $100 per unit, consumers buy 40 units of X.  When the price of good X is $80 per unit, consumers buy 60 units of the good.  Calculate the price elasticity of demand using the arc formula (it’s also known as the midpoint formula).  Is demand elastic, inelastic, or unitary elastic?  Why?  What is the change in producers’ total revenue and explain how this change confirms your previous answer about the elasticity of demand.  (15 points)
2.
Draw a demand and supply curve showing the initial equilibrium price and quantity of gold.  Market analysts expect the equilibrium price and quantity of gold to change in the months ahead.  They claim that gold investors expect the future price of gold to increase.  The analysts also claim that the central banks of several nations, who have been selling their gold holdings until recently, have now reduced the volume of those sales.   Using your demand and supply curves, illustrate and explain how these shocks might affect the equilibrium price and quantity of gold.  (10 points)
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3.
In Figure 6, D1 is the demand curve for good X and S1 is the supply curve for good X.  Assume the market is initially at its free-market equilibrium with no government intervention.  Then the government promises producers a price floor of P2.  However, the government will not buy any output from producers.  Firms must sell all their output to consumers and the price that consumers pay will be the highest price the marginal consumer was willing to pay for the last unit.  The government will then pay the firms the difference.  For example, if consumers pay a per unit price of P4, then the government pays producers the difference or P2 – P4 per unit.   Using the information in Figure 6, fill in the blanks in Table 1 below.  As we did in class, identify areas by the corners of their shapes (e.g., P2 x Q2 = 0P2FQ2).  Just fill in the table, no further explanation is necessary.  (20 points)

	Table 1: Welfare Analysis of a Price Floor

	
	Before the Price Floor
	After the Price Floor
	

	
	
	per unit price paid by consumers =


	per unit price received by firms =
	

	
	per unit price paid by consumers = per unit price received by firms=

	firms’ output =
	firms’ output =
	consumers’  expenditures =
	

	
	consumers’
expenditures = firms’ total revenue=


	Consumers’ total benefit from consuming output=
	firms’ total revenue =
	Firms’ production cost  =

	Change

	
	Firms’ production cost =


	Consumers’ total benefit from consuming output=

	

	Consumer

Surplus
	
	
	

	Producer

Surplus
	
	
	

	Government
	
	
	

	Society Welfare
	
	
	Deadweight loss of price floor= DWL=




4.
Figure 7 shows Country I and Country II before and after trade.  Solid line AB is the production possibilities curve for Country I and solid line CD is the production possibilities curve for Country II.  Likewise, dashed frontier GFB is the after trade consumption possibilities curve for Country I while dashed line CE is the after trade consumption possibilities curve for Country II.  (10 points)
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A.
Explain why Country I has a comparative advantage in good Y.  (3 points)

B.
Explain why Country II will agree to the terms of trade where 1 unit of X = 
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a unit of Y.  (3 points)

C.
Given frontier GFB is Country I’s after trade consumption possibilities curve, what is the key difference about being on line segment FB and being on line segment GF?  (2 points)


D.
Explain why free trade makes both Country I and Country II better off.  (2 points)
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