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February 9, 2007
3rd In-Class Exam - - Chapters 10 - 11, 13 - 15
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 an increase in the nominal interest rate?

A.
A decrease in the expected inflation rate.



D.
A decrease in the government deficit.

B.
An increase in the price level.






E.
An increase in household wealth.

C.
A recession which decreases firms’ expected profits.

___
2.
If a monopoly’s marginal costs decrease, it will:

A. decrease price and decrease output.

D.
increase price and increase output.

B. decrease price and increase output.

E.
not either its price or its output.

C. increase price and decrease output.

___
3.
The marginal revenue of a pure monopoly is less than price because:


A.
the monopolist’s demand curve is perfectly inelastic.


B.
the monopolist’s demand curve is perfectly elastic.


C.
the monopolist’s total revenue curve is an upward-sloping, straight line coming out of the origin.


D.
when a monopolist’s lowers price to sell more output, the lower price applies to all the units sold.


E.
None of the above.

___
4.
Which of the following statements about a profit-maximizing monopolist is true?

A. If a monopolist has inelastic demand, its marginal revenue is positive.

B. While a monopolist may earn positive, negative or zero economic profits in the short run, it must earn only a normal profit in the long run.

C. A profit-maximizing monopolist will shut down in the short run if P < ATC.


D.
Given an increase in fixed costs, in the short run, a profit-maximizing monopolist will not change its price or its output.


E.
The profit-maximizing monopolist will maximize profits by producing that output where P = MC.

___
5.
Suppose a perfectly competitive, decreasing-cost industry is in long-run equilibrium.  If there is a decrease in industry demand, at the new long run equilibrium, industry price and output will:

A. both decrease.





D.
decrease and increase respectively.

B. both increase.





E.
both remain unchanged.

C. increase and decrease respectively.

___
6.
Assume a perfectly competitive, constant-cost industry was in long-run equilibrium and demand increased.  In the short run:


A.
new firms enter the industry, the price returns to the initial level, and all firms earn normal profits.


B.
firms exit the industry, the price returns to the initial level, and all firms incur a loss.


C.
market price falls, market output falls, the output of the typical firm isn’t affected, and all firms earn normal profits.


D.
market price falls, market output falls, the output of the typical firm falls, and all firms incur losses.


E.
market price increases, market output increases, the output of the typical firm increases, and all firms earn economic profits.

___
7.
Assume a perfectly competitive, constant-cost industry was in long-run equilibrium, demand increased, and the industry moved to its new short-run equilibrium.  After the industry adjusts to its new long-run equilibrium, there will be:


A.
no change in the long-run industry price, the typical firm will make zero economic profit, and there will be less industry output.


B.
no change in the long-run industry price, the typical firm will make zero economic profits and in the long-run industry output has increased.


C.
no change in the long-run industry price, the typical firm will earn economic profits, and the long-run industry output has increased.


D.
an increase in long-run industry output, no change in the number of firms in the industry, and the typical firm will earn zero economic profits.


E.
an increase in the long-run industry output, an increase in the number of firms and all firms would earn economic profits.

___
8.
Holding everything else constant, which of the following would cause a decrease in net exports?


A.
An increase in the price level of a foreign trading partner.


B.
An increase in the real GDP of a foreign trading partner.


C.
A decrease in the exchange rate, the price of a dollar in terms of foreign currency.


D.
All of the above.


E.
None of the above.

___
9.
Holding everything else constant, which of the following would cause a decrease in investment?

A.
An increase in capacity utilization.



B.
A decrease in the price of capital.





C.
An increase in taxes.


D.
A decrease in the cost of regulation.

E.
An increase in expected profits.

___
10.
Holding everything else constant, which of the following would cause an increase in consumption?


A.
A decrease in real GDP.


B.
A decrease in expected future income.




C.
A decrease in wealth.


D.
A decrease in the price level.

E.
An increase in taxes.
___
11.
When calculating GDP, investment would include:


A.
household expenditures on durable goods.






B.
government construction of new highways and dams.


C.
household purchases of stocks and bonds.

D.
government transfer payments and interest on the national debt.


E.
additions to business inventories.

___
12.
Suppose the market basket of consumer goods and services costs $180 using the prices of the base year.   The same basket of goods and services costs $300 using the prices of the current year.  The CPI for the current year equals:


A.
300.0.


B.
60.0.


C.
160.0.


D.
66.7.


E.
166.7.

___
13.
Frictional unemployment is the result of:


A.
cyclical changes in the level of economic activity.

B.
frictions between employers and employees.


C.
normal labor turnover as people with employable skills are between jobs.


D.
seasonal changes in the level of economic activity.


E.
changes in technology that change the skills needed to perform jobs.

___
14.
Holding everything else constant, an increase in the government deficit would cause:


A.
an increase in the supply of loanable funds, a decrease in the nominal interest rate, and an increase in consumption, investment and net exports.


B.
a decrease in the supply of loanable funds, an increase in the nominal interest rate, and a decrease in consumption, investment and net exports.


C.
an increase in the demand for loanable funds, an increase in the nominal interest rate, and a decrease in consumption, investment and net exports.


D.
a decrease in the demand for loanable funds, a decrease in the nominal interest rate, and an increase in consumption, investment and net exports.

___
15.
In which of the following cases would you prefer to be making a loan?

A.
The nominal interest rate is 25 percent and the expected inflation rate is 50 percent.


B.
The nominal interest rate is 13 percent and the expected inflation rate is 15 percent.


C.
The nominal interest rate is 9 percent and the expected inflation rate is 7 percent.


D.
The nominal interest rate is 4 percent and the expected inflation rate is 1 percent.

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.
Using a diagram showing the demand and supply of loanable funds, illustrate what happens to the equilibrium nominal interest rate if the Federal reserve decreased the money supply.  Holding everything else constant, how would the decrease in the money supply affect consumption, investment and net exports?  (10 points)
2.
Assume a perfectly competitive, increasing-cost industry is in long-run equilibrium.  Using two graphs - - one showing the market demand and supply curves and the other showing the average cost curves of the typical firm - - illustrate and describe the short run and long run effects of a decrease in demand.  Use your diagram to derive the long-run industry supply curve.  (15 points)
3.
Table 1 below lists information about a monopolist’s demand curve and costs schedule.  In the places provided, indicate the firm’s TR, MR and MC.  What is the monopolist’s profit-maximizing price and output?  What is the monopoly’s profit when the firm produces its profit-maximizing level of output?  Explain why the profit-maximizing monopolist would not sell the next unit.  (10 points)
	Table 1:  A Profit-Maximizing Monopolist

	Demand Curve
	Cost Schedule

	P
	Q
	TR
	MR
	Q
	TC
	MC

	$22
	0
	
	- - -
	0
	$20
	- - -

	20
	1
	
	
	1
	24
	

	18
	2
	
	
	2
	27
	

	16
	3
	
	
	3
	32
	

	14
	4
	
	
	4
	40
	

	12
	5
	
	
	5
	49
	

	10
	6
	
	
	6
	59
	


4.
Answer both of the following questions.   (10 points)
A.
Explain what type of unemployment changes with the business cycle and how it changes.  (4 points)
B.
Assume an American business firm buys a tractor which was made by an American-owned firm in the country of Belarus.  Explain how this transaction affect U.S. GDP and its components.  (6 points)
5.
Answer the following questions.  (10 points)

A.
Describe how a fall in the interest rate affects bond prices, household wealth and consumption.  (4 points)

B.
Table 2 below lists the expected cash outflows (-) and the cash inflows (+) of a proposed investment project.  Assuming an interest rate of 10 percent, calculate the present value of the each cash outflow or inflow for each year, determine the project’s present value, and fill in the missing spaces in Table 2.  What would be you recommend regarding this proposed project?   Express all values in dollars and cents, i.e. $175.76.  (6 points)
	Table 2 : Present Value of Cash Flows and NPV

	
	Year 0
	Year 1
	Year 2
	Year 3
	

	Cash inflow (+) or outflow(-)
	-$350.00
	+$100.00
	+$200.00
	+$100.00
	

	Present value of cash inflow or outflow if i = 10%
	
	
	
	
	NPV =
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