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1st In-Class Exam - - Chapters 1-5,  7,  pp. 527-530
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 right?

Figure 1
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A.
A decrease in the supply of capital.

B.
A decrease in the supply of labor.





C.
A decrease in the unemployment rate towards full employment.


D.
Society’s educational attainment falls.


E.
None of these answers.
___
2.
Referring to the production possibilities curve in Figure 1, which one of the following statements is true?

A.
The shapes of the production possibilities curves indicate that resources in the economy are not specialized.


B.
Given production possibilities curve (a), the bundle of goods at point X is unobtainable given current resources and current technology.






C.
The shape of the production possibilities curve indicate that as more and more civilian goods are produced larger and larger amounts of war goods must be sacrificed.

D.
A shift in the production possibilities curve from curve (a) to curve (b) indicates an improvement in war goods technology but no change in civilian goods technology.

E.
Given production possibilities curve (c), the bundle of goods at point Y can be produced but it would imply unemployed resources.

___
3.
If the production possibilities curve is a linear, negatively-sloped line, then:

A.
it exhibits the law of increasing costs.




B.
society’s resources are not specialized and they can be freely moved between the production of either good.

C.
opportunity costs are constant.

D.
Both A and B

E.
Both B and C.
___
4.
If a nation has a comparative advantage in the production of good X, this means that the nation:


A.
is not subject to increasing opportunity costs.




B.
has a production possibilities curve identical to those of other nations.

C.
must give up less of other goods than other nations in producing a unit of good X

D.
cannot benefit by producing and trading this product.

E.
has a production possibilities curve that lies above the after trade consumption possibilities curve.
___
5.
A nation’s production possibilities curve might shift to the left as a result of:


A.
a technological advance.










D.
investing in more capital goods.


B.
increases in the size of the labor force.







E.
increased job training.

C.
the depletion of its soil fertility due to overplanting and ovegrazing.

___
6.
Given a perfectly inelastic supply curve and a linear, downward-sloping demand curve, a decrease in demand causes:
A. a decrease in both the equilibrium price and quantity.


 
B. an increase in equilibrium quantity but no change in equilibrium price.
C. a decrease in equilibrium price but no change in the equilibrium quantity. 
D. a decrease in equilibrium quantity but no change in the equilibrium price.
E. an increase in equilibrium price but no change in equilibrium quantity.
___
7.
Given a perfectly elastic supply curve and a linear, negatively-sloped demand curve, if the government gives every firm a $1 per unit subsidy, then:

A. the equilibrium price will fall by more than $1.

D.
there will be no change in equilibrium price.




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


E.
the equilibrium price will increase by exactly $1.
C. the equilibrium price will fall by less than $1.
Figure 2
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___
8.
Referring to the demand and supply curves for bananas in Figure 2, the demand curve will shift from D1 to D2 if:

A.
the price of bananas falls.


B.
the price of pears falls and pears and bananas are substitutes.



C.
income increased and bananas are an inferior good.

D.
the price of ice cream fell and ice cream and bananas are complements.

E.
population decreases.
___
9.
Referring to the demand and supply curves for bananas in Figure 2, the supply curve will shift from S1 to S2 if:
A. the price of bananas increases.
B. the number of banana growers increases.
C. banana farmers are forced to pay their employees higher salaries.
D. the government imposes an excise tax on banana farmers.
E. a tropical storm destroys a major portion of the banana crop. 
___
10.
Assume good X is a durable good.  If both consumers and producers of good X expect the price of good X to fall in the future, then:

A.
both the current equilibrium price and quantity of good X will increase.

B.
the current equilibrium quantity of good X will decrease, but the change in the current equilibrium price of good X is indeterminate.

C.
the current equilibrium quantity of good X will increase, but the change in the current equilibrium price of good X is indeterminate.

D.
the current equilibrium price of good X will increase, but the change in the current equilibrium quantity of good X is indeterminate.

E.
the current equilibrium price of good X will decrease, but the change in the current equilibrium quantity of good X is indeterminate.
___
11.
If a price ceiling is set above the equilibrium price, then:

A.
there will be neither a shortage nor a surplus of the good.

D.
it will generate revenue for the government.


B.
there will be a surplus of the good.






E.
demand will increase and supply will decrease.

C.
there will be a shortage of the good.
___
12.
If a 2 percent rise in price leads to a 4 percent decrease in quantity demanded, then demand is:


A.
elastic and total revenue increases.



D.
inelastic and total revenue increases.

B.
elastic and total revenue decreases.



E.
inelastic and total revenue decreases.

C.
elastic and there is no change in total revenue.
___
13.
If a linear, positively-sloped supply curve cuts the horizontal axis, then:

A.
a ten percent increase in price would cause a greater than ten percent increase in quantity supplied.




B.
a ten percent increase in price would cause a ten percent increase in quantity supplied.

C.
a ten percent increase in price would cause no change in the quantity supplied.

D.
a ten percent increase in price would cause a less than ten percent increase in quantity supplied.

E.
supply is perfectly elastic.
___
14.
The demand for a good will be more elastic if the: 

A.
good is a necessity rather than a luxury.


B.
good has many close substitutes.


C.
consumer only spends a small portion of his or her income on the good.


D.
period of time the consumer has to react to the price change is very short.


E.
None of the above.
___
15.
Suppose the price elasticity of demand for a product is equal to 0 and the price elasticity of supply is equal to 1.  If the government imposes a per unit excise tax on producers, then:

A.
the tax burden on consumers and firms is the same.

B.
firms pay all the tax.


C.
both the consumers and firms pay the tax, but the tax burden on consumers is greater.


D.
both the consumers and the firms pay the tax, but the tax burden on firms is greater.


E.
consumers pay all the tax.
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 with specialized resources produces baseballs and peanuts.   Draw the country’s production possibilities curve.  Illustrate and explain why the PPC exhibits the law of increasing cost.  (10 points)
2.
How would increases in the wage rate of coal miners and decreases in the price of natural gas affect the coal market?  Explain and illustrate your answer with a demand and supply diagram showing the coal market.  Is the change in the equilibrium price of coal unambiguous?   Is the change in the equilibrium quantity unambiguous?  Explain.  (Remember: Electric utility companies can burn either coal or natural gas to produce electricity.)  (10 points)
3.
If the price of suntan lotion increases from $6 to $8 per bottle and the quantity demanded decreases from 900,000 to 845,000 bottles, using the midpoint formula, what is the price elasticity of demand for suntan lotion?  Is demand elastic, inelastic, or unitary elastic?  Given the change in price, what happens to total revenue and how does this confirm your answer about whether the price elasticity of demand is elastic, inelastic, or unitary elastic?  Explain.  (10 points)
4.
True, false, or uncertain:  “If the demand for labor is perfectly inelastic, a binding minimum wage does not cause unemployment.”  Illustrate and explain your answer with a graph showing the demand and supply of labor.  (10 points)
5.
Table 1 shows the production possibilities curves for two countries: the U.S. and Jamaica.  Both countries produce two products: wheat and rum.  Answer the following questions based on the information in Table 1.  (15 points)
	Table 1

	U.S. Production Possibilities Curves
	
	Jamaica Production Possibilities Curve

	
	A
	B
	C
	D
	E
	
	
	A
	B
	C
	D
	E

	Bushels of Wheat
	0
	20
	40
	60
	80
	
	Bushels of Wheat
	0
	10
	20
	30
	40

	Bottles of Rum
	40
	30
	20
	10
	0
	
	Bottles of Rum
	80
	60
	40
	20
	0


A.
True or False: “Resources in both countries are not specialized.”  Explain.  (3 points)
B.
With free trade, which product should the U.S. specialize in and export?  With free trade, which product should Jamaica specialize in and export?  Explain your answer thoroughly using data on opportunity costs.   (6 points)
C.
If there is free trade, assume the international price or the terms of trade is 1 bushel of wheat = 1 bottle of rum.  For each country, sketch the production possibilities curve and the after trade consumption possibilities curve.  Explain why free trade makes both countries better off.  (6 points)
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