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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.
Referring to Figure 1, you can correctly conclude:

A.
resources are not specialized and resources are easily moved between production of consumer and capital goods.


B.
resources are specialized in that there are some inputs better suited for producing one good rather than the other.

C.
opportunity costs are constant.


D.
Both A and C.


E.
Both B and C.

___
2.
Given production possibilities curve (a) in Figure 1, the combination of capital and consumer goods at point L:


A.
is feasible as it can be currently produced but it would entail substantial unemployment and inefficient use of resources.


B.
is unobtainable given current resources and technology.


C.
could be consumed with free trade.


D.
Both A and C.


E.
Both B and C.

___
3.
Referring to Figure 1, the movement from curve (a) to curve (b) suggests:

A.
a decrease in unemployment towards the rate of unemployment that is consistent with full employment.

B.
an improvement in the technology used to produce both consumer and capital goods.

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

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

E.
the society is worse off.
___
4.
Refer to production possibilities curve (a) in Figure 1.  Compared to point N, the opportunity cost of producing one more unit of capital goods:


A.
is larger at point P.





B.
is smaller at point P.




C.
is the same at point P.

D.
It is impossible to compare the opportunity cost of producing one more unit of capital at points N and P.

___
5.
Assume the economy is currently on curve (a) in Figure 1.  Everything else held constant, society’s choice of point P will:


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






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




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

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


E.
would imply the inefficient use of resources and unemployed resources.

___
6.
Which of the following statements about comparative and free trade is (are) true?


A.
If the relative costs of producing two goods differ in two countries, international trade will be mutually advantageous.

B.
Comparative advantage can result from different climates, natural resource endowments and capital stocks in various countries.




C.
The law of increasing costs limits international specialization and restricts the gains from trade.

D.
All of the above statements are true.


E.
Only A and B are true.

___
7.
If there was a shortage of farm workers we would expect:


A.
an increase in the supply and a decrease in the demand for farm workers.
D.
the wages of farm workers to decrease.

B.
a decrease in the demand for substitutes of farm workers.




E.
the wages of farm workers to increase.

C.
the prices of farm commodities to decrease.

___
8.
Which of the following could cause a decrease in the equilibrium price of good X and a decrease in the equilibrium quantity of good X?

A.
Producers of good X launch a successful advertising campaign for good X.
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B.
There has been a technological advance in the production of good X.

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


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


E.
The government eliminated a $5 per unit subsidy that was given to producers of good X.
___
9.
Figure 2 shows the demand and supply curves for good X, a normal good.  Which of the following could have caused the demand curve to shift from D1 to D2?


A.
A decrease in the price of good X.

B.
A decrease in consumers’ incomes.


C.
An increase in the price of good Y, where X and Y are complements.


D.
An increase in the price of good K, where K and X are substitutes in consumption.

E.
None of the above.
___
10.
Figure 2 shows the demand and supply curves for good X, a normal good.  Which of the following could have caused the supply curve to shift from S1 to S2?


A.
An increase in the price of good X.

B.
The government imposed a $1 per unit tax on producers of good X.


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

D.
An increase in the price of good J, where X and J are substitutes in production.

E.
Producers expect the future price of good X to increase.

___
11.
Which of the following statements about a linear, downward-sloping demand curve is true?

A.
At the midpoint of the demand curve, the price elasticity of demand is equal to zero.


B.
As quantity demand increases from zero, total revenue increases, hits a maximum and then falls.


C.
As price falls, one moves downward along the demand curve and the price elasticity of demand increases.


D.
The inelastic portion of the demand curve lies above the midpoint of the demand curve.


E.
If price falls and demand is unitary elastic, then total revenue will increase.
___
12.
Which of the following statements is correct?


A.
Supply is more elastic in the short run than in the long run.


B.
Demand is more elastic in the short run than in the long run.


C.
Demand is more elastic when a large number of substitutes are available.


D.
Demand is less elastic the greater the proportion of one’s income spent on the product.


E.
Demand of is more elastic if the good is a “necessity” rather than a “luxury” good.

___
13.
Assume demand is a linear, downward-sloping line and supply is perfectly elastic.  If the government imposes a $2 per unit excise tax on producers, then:


A.
all the tax burden falls on consumers.


B.
all the tax burden falls on producers.


C.
neither the equilibrium price nor the equilibrium quantity will change.

D.
both the consumers and producers pay the tax with the largest tax burden falling on the least elastic party.


E.
Both B and C.

___
14.
If a linear, positively-sloped supply curve cuts the horizontal axis to the right of the origin:


A.
supply is unitary elastic at every point along the supply curve.




B.
supply is inelastic at every point along the supply curve.





C.
supply is elastic at every point along the supply curve.


D.
supply is perfectly inelastic.


E.
the price elasticity of supply is impossible to determine; one needs to know the slope of the supply curve.

___
15.
Assume there has been an increase in the demand for laptop computers.  The subsequent:


A.
decline in price will be greater the more elastic the supply curve.




B.
decline in price will be greater the less elastic the supply curve.





C.
increase in price will be greater the more elastic the supply curve.


D.
increase in price will be greater the less elastic the supply curve.


E.
increase in equilibrium quantity will be accompanied by a decrease in the equilibrium price.
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, write on the back of each page, indicating that you have done so.

1.
Assume a country with specialized resources produces two goods: consumer goods and military goods.  Draw the production possibilities curve (PPC).  List four (4) items that causes the PPC to shift to the right.  If the PPC shifts to the right is society better or worse off?  Why?  (10 points)
2.
If the price of a magazine increases from $5 to $7 and the quantity demanded of magazines decreases from 10 million per month to 8 million per month, use the arc formula to calculate the price elasticity of demand.  Is demand elastic, inelastic, or unitary elastic?  Calculate the total revenue associated with each price and output combination and explain how your findings confirm your conclusions about the elasticity of demand.  (10 points)
3.
Assume the equilibrium wage for teenage and low-skilled workers is $7.00 per hour.  Using and demand and supply diagram, illustrate and explain why a minimum wage of $15 per hour will lead to more unemployment.  Using your diagram, describe two reasons for the resulting unemployment.  (10 points)
4.
A senior economist at Wells Fargo & Co. has predicted that food prices next year may increase as much as 6 percent as livestock supplies shrink and economies recover from the recession.  Producers of cattle, hogs, dairy cows and poultry cut output after a jump in feed costs.  Using a diagram showing the demand and supply for food, illustrate and explain how these shocks will affect the equilibrium price and quantity of food.   If the change in one of the equilibrium values is indeterminate, explain why using your diagram.  (10 points) 
5.
Answer the following questions on the basis of the production possibilities data for Countries A and B shown below.  (15 points)
	Country A’s Production Possibilities Curve
	
	Country B’s Production Possibilities Curve

	
	A
	B
	C
	D
	E
	
	
	A
	B
	C
	D
	E

	Good X
(tons)
	8
	6
	4
	2
	0
	
	Good X
(tons)
	16
	12
	8
	4
	0

	Good Y
(tons)
	0
	10
	20
	30
	40
	
	Good Y
(tons)
	0
	12
	24
	36
	48


A.
What are the opportunity costs of a ton of good X and a ton of good Y in both countries?  (4 points)
B.
If the two countries engaged in trade in accordance with the principle of comparative advantage, which country would export good X? Which country would export good Y?  If each country specializes in accordance to their comparative advantage, how many tons of good X and good Y does each country produce?    (4 points)
C.
Explain why 1X = 4Y is a feasible terms of trade.  (2 points)
D.
Sketch the production possibilities curve (PPC) and the after-trade consumption possibilities curve (ATCPC) for Country B assuming the terms of trade is 1X = 4Y.  Indentify the two curves and label the numerical values where the curves cut the horizontal and vertical axes.  Identify the values at the point where the ATCPC kinks (if any).  (5 points)
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