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PART I. TRUE (T) or FALSE (F)

PART II. MULTIPLE CHOICE

(1 point each)




(3 points each)

--------------------------------------------
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16. ______
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17. ______


7. ______
17. ______
27. ______
37. ______
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18. ______
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18. ______
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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.  Your grade depends on well you explain your answer.
1.
This year sugar prices have been more than 22 cents per pound, a thirty-year high.  The higher prices can be attributed to the bad weather which adversely affected the crop in India, a major sugar producer.  In Brazil, another major sugar-producing country, much of the sugar crop has gone to the production of ethanol.  Using a demand and supply diagram, explain how these two factors have affected the world sugar price.  Use another supply and demand diagram to illustrate and explain how the high sugar prices affect the prices of processed foods (like those products manufactured by General Mills and Hershey).  (10 points)
2.
One of the first laws signed by President Obama was an expansion of the State Children’s Health Insurance Program (SCHIP).  The law added $32.8 billion to expand coverage to include 4 million more children, including legal immigrants, with no waiting period.  To help finance the law, the federal excise tax on a pack of cigarettes was increased by 62 cents a pack, resulting in a total excise tax of $1.01 per pack.  Using a demand and supply diagram, illustrate and explain the effect of the higher excise tax on the cigarette market.  Will the tax simultaneously generate increased tax revenue and result in a drastic fall in smokers?  Explain.  (10 point)
3.
Suppose the government imposes a $1 per unit excise tax on every firm in a perfectly competitive, constant-cost industry.  Using a demand and supply diagram, illustrate and explain the short-run and long-run effects of the tax.  Specifically mention what happens to the market price, the market output, the output of the typical firm, the profits of the typical firm and the number of firms, both in the short run and in the long run.  (10 points)
4.
Assume a profit-maximizing, pure monopoly is only earning normal profits.  Draw the monopolist’s demand curve, marginal revenue, average total cost curve and marginal cost curve depicting such a situation.  Now assume the government imposes a $100 flat, lump-sum tax on the firm that must be paid whether the firm produces or not.  Using your diagram, illustrate and explain how the tax affects the monopolist’s profit-maximizing price and output in the short run.  Holding everything else constant, what will the monopolist do in the long run?  Explain.  (10 points)
5.
Assume the economy is at full employment and real estate and stock prices fall.  Using the aggregate demand-aggregate-supply model, illustrate and explain how these shocks affect the economy in the short run.  Using your graph, illustrate and explain how the self-correcting mechanism will return the economy to full-employment output in the long-run.  Again, using your graph, illustrate and explain how fiscal and monetary policy could be used to return the economy to full employment.  (10 points)
6.
Assume a country initially at long-run equilibrium and the government increases deficit spending.   Using an AD/SRAS/LRAS diagram, illustrate and explain how increased government deficits lead to a higher price level and no change in full-employment GDP in the long run.  Using a diagram showing the demand and supply for loanable funds, explain how the increase in the deficit and the increase in the price level affect nominal interest rates, consumption, investment and net exports in the long run in this case of perfect crowding out.  (10 points)
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Final Exam - - Test Booklet #_______

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 the production possibilities curve shown in Figure 1, the economy can currently produce the bundle of goods at point E, but to do so would involve unemployment and the inefficient use of resources.

2.
Referring to Figure 1, if the economy is currently producing at point A, it is possible for the economy to produce more of both clothing and food.

3.
Free trade allows country to consume a bundle of goods that lies above its production possibilities curve.

4.
Referring to Figure 2, if the current price is P1, then there is a surplus and the price should increase.

5.
Referring to Figure 2, if the government set a price floor equal to P2, a surplus would result.

6.
If the price elasticity of demand is equal to 0.675, then an increase in price will result in an increase in revenues.

7.
Referring to the marginal and average product of labor curves in Figure 3, diminishing marginal returns initially sets in when 0e workers are hired.

8.
According to the marginal and average product of labor curves in Figure 3, marginal cost will begin to rise when 0c workers are hired.

9.
Referring to the short-run cost curves in Figure 4, a decrease in fixed costs would cause curves A and B to shift down.

10.
Diseconomies of scale are caused by the law of diminishing marginal returns.

11.
The perfectly competitive firm shown in Figure 5 will shut down in the short run.

12.
If the perfectly competitive firm shown in Figure 5 was a typical firm in an increasing-cost industry, then in the long run firms will exit and the cost curves shown in Figure 5 would shift down.

13.
In a perfectly competitive industry, the demand for the output of a single firm is perfectly elastic.

14.
Both a perfectly competitive firm and a pure monopolist will maximize profits by producing that output where MR = MC.

15.
Like a competitive firm in long-run equilibrium, the pure monopolist shown in Figure 6 exhibits productive efficiency.

16.
A decrease in the price level causes a decrease in the supply of loanable funds, a rise in the nominal interest rate and a decrease in bond prices.

17.
Counting part-time workers who are looking for full-time work as employed overstates the degree of joblessness in the economy.

18.
An increase in the consumer price index (CPI) means that the price of every product in the bundle of goods has increased by the same percentage rate.

19.
A decrease in government spending will result in a decrease in the price level and a decrease in real GDP in the long run.

20.
Everything else held constant, if the required reserve ratio decreases, the simple money multiplier increases.

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

Table 1 shows the production possibilities curves for two countries, Country I and Country II,  which  produce rice and corn.  Answer the next three questions on the basis of Table 1.
	Table 1

	Country I’s Production Possibilities Curve
	
	Country II’s Production Possibilities Curve

	
	A
	B
	C
	D
	E
	F
	
	
	A
	B
	C
	D
	E
	F

	Rice
	750
	600
	450
	300
	150
	0
	
	Rice
	2,500
	2,000
	1,500
	1,000
	500
	0

	Corn
	0
	50
	100
	150
	200
	250
	
	Corn
	0
	100
	200
	300
	400
	500


1.
According to Table 1, the opportunity cost of producing one unit of:

A.
 rice in Country II is 5 units of corn

B.
corn in Country II is one-fifth units of rice.

C.
rice in Country I is one-third unit of corn.

D.
corn in Country I is one-third unit of rice.

E.
None of the above.

2.
Referring to Table 1, which of the following statements about the two nations is correct based on the principle of comparative advantage?

A.
Country II should specialize in the production of corn.

B.
Country I should specialize in the production of rice.    

C.
Country II has a comparative advantage in the production of rice.
           

D.
Country II should produce both rice and corn while Country I should produce neither good.

E.
None of the above.

3.
Refer to Table 1.  If the two countries specialize in accordance to their comparative advantage and engage in free trade, the terms of trade will be:

A.
a technological change in only food production.

B.
a technological change in only cloth production.

C.
a technological change that affects both food and cloth production.

D.
the depletion of resources used in the production of both food and cloth.

E.
a decrease in the educational attainment of the population.

4.
Figure 8 shows the production possibilities curves for two countries: Country A and Country B.  Assume both countries have the same amount of resources and the same quality of resources.  According to Figure 8:

A.
Country B has a comparative advantage in the production of chemicals.

B.
Country B has a comparative advantage in the production of steel.

C.
Country B has an absolute advantage in the production of chemicals.

D.
if both Country A and Country B increased steel production by one unit, then the amount of foregone chemicals in Country B would be less than the amount of foregone chemicals in Country A.

E.
Both B and D.

5.
Referring to Figure 8, if the two countries engaged in free trade in accordance to the principle of comparative advantage, which chemical/steel price ration is mostly to prevail as the mutually beneficial terms of trade?

A.
1 ton chemicals/1 ton of steel


D.
5 tons of chemicals/2 tons of steel

B.
9 tons of chemicals/5 tons of steel

E.
1 tons of chemicals/0.8 ton of steel

C.
4 tons of chemicals/1 ton of steel

6.
Figure 9 shows the demand and supply curve for good X, an inferior good.  Which of the following would cause the demand curve for good X to shift from D1 to D2?

A.
Consumers expect the price of good X to increase in the near future.

B.
A decrease in income.

C.
A decrease in the price of good K, where goods K and X are substitutes.

D.
A decrease in the price of good S, where goods S and X are complements.

E.
An increase in the price of good X.

7.
Figure 9 shows the demand and supply curve for good X.  Which of the following would cause the supply curve for good X to shift from S1 to S2?

A.
A decrease in the price of good X.

B.
An increase in the number of firms producing good X.

C.
A technological improvement in the production of good X.

D.
An increase in the price of an input used in the production of good X.

E.
The government gives producers of good X a $1 per unit subsidy.

8.
Suppose the demand for good Y is downward sloping whiles the supply of good Y is perfectly elastic.  If the government imposes a $1 per unit excise tax on producers of good Y, then:

A.
the demand for good Y shifts down a vertical distance equal to $1 and the equilibrium price of Y falls by exactly $1.

B.
the supply curve for good Y does not shift and the equilibrium price of Y does not change.

C.
the supply curve shifts up a vertical distance equal to $1, but the equilibrium price of Y will increase by less than $1.

D.
the supply curve shifts up a vertical distance equal to $1, but the equilibrium price of Y will increase by more than $1.

E.
the supply curve shifts up a vertical distance equal to $1 and the equilibrium price increases by exactly $1.

9.
Refer to Figure 10 and assume the market is initially at equilibrium.  If the government sets a price floor of $2.50 per unit and it buys the resulting surplus, then:

A.
producers’ revenue will fall by $3.

B.
the price floor is not binding, so the equilibrium price remains at $2.00 per unit and firms earn $28 of revenue.

C.
producers’ revenue will increase by $22.

D.
the government purchases $15 of the product.

E.
consumer surplus will increase and producer surplus will fall.

10.
Consider the demand curve shown in Figure 11.  If area 0ABC is smaller than area 0DEF, you can conclude that in this price range:

A.
demand is elastic.



D.
demand is perfectly elastic.

B.
demand is unitary elastic.

E.
demand is perfectly inelastic.

C.
demand is inelastic.

11.
Which of the following would result in a lower price elasticity of demand for a product?

A.
A wide variety of substitutes are available for the product.

B.
The expenditure on the good is large relative to the consumer’s budget.

C.
The good is a luxury.

D.
The time frame is the short run rather than the long run.

E.
None of the above.

12.
Suppose a market has a perfectly inelastic demand curve and an upward-sloping supply curve.  Which one of the following statements is true?

A.
At every point on the demand curve, the price elasticity of demand is equal to infinity.

B.
An increase in supply means an increase in the equilibrium quantity and no change in the equilibrium price.

C.
If the government imposes an excise tax on producers, the firms will bear the largest burden of the tax.

D.
All of the above statements are true.

E.
None of the above statements are true.

13.
A positively-sloped, linear supply curve that cuts the vertical axis above the origin is:

A.
perfectly inelastic.




D.
inelastic at all prices and quantities.




B.
perfectly elastic.





E.
unitary elastic at all prices and quantities.

C.
elastic at all prices and quantities.

14.
Figure 12 represents the market for a product where D1 and S1 show the supply and demand curves before the imposition of an excise tax.   S2 is the after-tax supply curve.  According to Figure 12:
A.
the amount of the tax is line segment EF and the government tax collections equal area BCEF.

B.
the tax burden on firms equals area BCEF while the tax burden on consumers equals area ABFG.

C.
consumer surplus falls by area BCEI and the deadweight loss of the tax equals area FEI.

D.
the deadweight loss of the tax equals area GEI.

E.
Both A and C.

15.
Refer to Figure 13 which shows the market equilibrium before and after a tariff is imposed on foreign imports.  According to Figure 13, the deadweight loss of the tariff equals area:

A.
D + E + F.

B.
D + F.

C.
B + D + E + F.

D.
C + D + E + F.

E.
C.

16.
If the marginal product of labor is positive, but falling:
A.
the average product of labor must be falling.


D.
output is increasing at an increasing rate.

B.
the average product of labor must be rising.


E.
diminishing marginal returns have not yet set in.

C.
output is increasing at a decreasing rate.

17.
If average variable cost is rising, then:

A.
average total cost must also be rising.


D.
the average product of labor must be rising.

B.
average total cost must be falling.



E.
marginal cost must be less than average variable cost.

C.
the average product of labor must be falling.

18.
Refer to the cost curves shown in Figure 14.  The vertical distance between curve A and curve B:

A.
is equal to average fixed cost.

D.
becomes asymptotically closer as output increases.

B.
is equal to fixed cost.



E.
Both A and D.

C.
is equal to marginal cost.
19.
Refer to the cost curves shown in Figure 14.  The line from the origin is tangent to curve B at output 0J.  At output 0J:


i.
average total cost is minimized.



iv.
marginal cost = 
average total cost.


ii.
average variable cost is minimized.


v.
marginal cost = average variable cost


iii.
marginal cost is minimized.

A.
Only i.

B.
Only ii.

C.
Only iii.

D.
Both i and iv.
E.
Both ii and v.

20.
Refer to the cost curves shown in Figure 15.  The diagram represents a firm operating in the long run.  Curves I, II and III represent different plant sizes while curve IV is the envelope curve.  If this firm produces an output of 0D in the long run, it:

A.
it would use plant size III, underutilize its capacity and experience diseconomies of scale.

B.
it would use plant size III, overutilize its capacity and experience diseconomies of scale.

C.
it would use plant size III, underutilize its capacity and experience economies of scale.

D.
it would use plant size III, overutilize its capacity and experience economies of scale.

E.
 it would use plant size II, the optimal-sized plant.

21.
Which one of the following would contribute most to a firm experiencing “economies of scale?”

A.
Rising long-run average costs.

B.
The law of diminishing marginal returns.

C.
Increased specialization of production within a firm as it increased its plant size.

D.
Deterioration of information and control within a firm as it increased its plant size.

E.
Both A and D.

22.
Refer to the perfectly competitive firm shown in Figure 16.  If the current market price is P3, then:

A.
in the short run, the profit-maximizing firm will produce output Q5 and break even.

B.
in the short run, the profit-maximizing firm will produce output Q4 and earn economic profits.

C.
in the short run, the profit-maximizing firm will produce output Q1 and earn normal profits.

D.
the firm would shut down in the short run to minimize its losses.

E.
the profit-maximizing firm would produce output Q3 both in the short run and in the long run.

23.
Refer to the perfectly competitive firm shown in Figure 16.  If the current market price is P1, then:

A.
in the short run, the loss-minimizing firm would produce output Q1 and incur a loss that is less than fixed cost in absolute value.

B.
the firm would leave the industry in the short-run.

C.
in the short run, the loss-minimizing firm would produce output Q3.

D.
the firm would shut down in the short run to minimize its losses and incur a loss equal to fixed cost tin absolute value.

E.
the firm would charge a higher price in the short run.

24.
Refer to the perfectly competitive firm shown in Figure 16.  If the current market price is P2, then:

A.
in the short run, the loss-minimizing firm would produce output Q5 and incur a loss that is equal to fixed cost in absolute value.

B.
the firm would leave the industry in the short-run.

C.
in the short run, the loss-minimizing firm would produce output Q2 and incur a loss that is less than fixed cost in absolute value.

D.
the firm would shut down in the short run to minimize its losses and incur a loss equal to fixed cost tin absolute value.

E.
the firm would charge a higher price in the short run.

25.
Assume a perfectly-competitive, decreasing-cost industry composed of identical firms is initially in long-run equilibrium.  Given an increase in demand, in the short run:
A.
equilibrium price decreases, equilibrium output increases, the output of the typical firm increases, and all firms earn economic profits.

B.
equilibrium price decreases, equilibrium output decreases, the output of the typical firm decreases, and all firms incur losses.

C.
equilibrium price increases, equilibrium output decreases, the output of the typical firm decreases, and all firms incur losses.

D.
equilibrium price increases, equilibrium quantity increases, the output of the typical firm increases, and all firms earn economic profits.

E.
firms enter the industry and the MC and ATC curves of the typical firm shift down because of falling input prices.

26.
Assume a perfectly competitive, decreasing-cost industry composed of identical firms was initially in long-run equilibrium.  Given an increase in demand, each firm has moved to its new short-run equilibrium.  Then, in the further process of long-run adjustment, which of the following will happen?
A.
Market output will increase and the new long-run equilibrium price will be less than the initial long-run equilibrium price.



B.
Market output will increase and the new long-run equilibrium price will be greater than the initial long-run equilibrium price.

C.
Market output will increase and the new long-run equilibrium price will equal the initial long-run equilibrium price.

D.
Firms will enter the industry and the MC and ATC curves of the typical firm will shift up.

E.
Both B and D.
27.
Holding everything else constant, if the Federal Reserve decreases the money supply:

A.
the supply of loanable funds will shift to the left and the nominal interest rate will increase.




B.
the price of U.S. bonds will increase, the dollar will become stronger and net exports will fall.




C.
the true cost of borrowing will increase, causing a decrease in both consumption and investment.

D.
All of the above.

E.
None of the above.

28.
Refer to the pure monopolist shown in Figure 17.  If the average total cost curve is ATC1, in the short run, the profit-maximizing monopoly will:

A.
produce output Q1, charge price P4 and earn economic profits.

B.
produce output Q3, charge price P2 and incur a loss.

C.
produce output Q2, charge price P1 and incur a loss.

D.
produce output Q2, charge price P3 and earn economic profits.

E.
produce output Q2, charge price P3 and earn normal profits.

29.
Refer to the pure monopolist shown in Figure 17.  If the average total cost curve is ATC2, the profit-maximizing monopoly will:





A.
produce output Q2, charge price P1 and incur a loss in the short run.




D.
leave the industry in the long run.


B.
produce output Q2, charge price P3 and earn economic profits in the short run.

E.
shut down in the short run.



C.
produce output Q2, charge price P3 and earn normal profits in the short run.

30.
Refer to the pure monopolist shown in Figure 17.  Holding everything else constant, if the average total cost curve is ATC3, the profit-maximizing monopoly will definitely:

A.
leave the industry in the long run.







B.
shut down in the short run.








C.
produce output Q2, charge price P3 and incur a loss in the short run.

D.
leave the industry in the short run.

E.
simultaneously increase both price and output in the short run.

31.
Holding everything else constant, which of the following would cause a decrease in consumption?
A.
A decrease in taxes.






D.
An increase in future expected income.

B.
A decrease in real GDP.





E.
A decrease in the price level.

C.
An increase in the future expected price level.

32.
Holding everything else constant, which of the following would cause the aggregate demand to shift to the left?
A.
An increase in the government budget deficit.
D.
A decrease in household wealth.

B.
An increase in the money supply.



E.
An increase the expected profits.

C.
An increase the price level.

33.
In calculating GDP, which of the following is not included in investment?
A.
The unsold new cars produced this year that GM has added to its inventories.

B.
An Indiana business purchases a grinding machine made by a Japanese-owned firm located in Colorado.

C.
A Microsoft executive living in Seattle buys $2.5 million dollars of U.S. government bonds.

D.
A Microsoft executive living in Seattle buys a brand new home priced at $2.5 million dollars.

E.
A Staples warehouse located in Indiana buys a Volvo delivery truck made in Europe.

34.
If real GDP declines in a given year, nominal GDP:

A.
must decline.

B.
must increase.

C.
may rise, fall or stay the same.

D.
must remain constant.

35.
Which of the following statements about inflation is false?

A.
Unexpected inflation benefits debtors and hurts creditors.

B.
Unexpected inflation hurts those workers whose salaries are fixed by contracts.

C.
Holding everything else constant, an increase in expected inflation increases the true cost of borrowing.

D.
During times of inflation, firms may experience “menu costs” which is the cost of revising their price lists.

E.
During times of unexpected inflation, economic agents may be unable to distinguish between an increase in the general price index which shouldn’t affect output and a change in relative prices which should affect output.

36.
In a move to protect the habitat of the spotted owl, assume the Environmental Protection Agency (EPA) has restricted timber cutting which results in lumberjacks losing their jobs.  These unemployed lumberjacks are best characterized as:

A.
frictionally unemployed.

C.
cyclically unemployed.


E.
as discouraged workers.

B.
seasonally unemployed.

D.
structurally unemployed.
37.
To decrease the money supply, the Federal reserve could:

A.
lower the discount rate.


D.
lower income taxes.

B.
raise income taxes.



E.
conduct an open market sale of Treasury securities.

C.
lower the required reserve ratio.

38.
An increase in the price level will:

A.
shift the short-run aggregate supply curve to the left.

B.
shift the short-run aggregate supply curve to the right.

C.
move the economy up along a stationary short-run aggregate supply curve. 

D.
move the economy down along a stationary short-run aggregate supply curve.

E.
shift the long-run aggregate supply curve to the left.

39.
Refer to the AD/AS diagram in Figure 18.  Assume the economy is initially in long-run equilibrium at point A.  If the country experiences stagflation, in the short run the economy will move from:

A.
point A to point B.

B.
point A to point E.

C.
point A to point G. 

D.
point A to point F.

E.
None of the above; in the short-run, given inflation, the country remains at point A.

40.
Refer to the AD/AS diagram in Figure 18.  Assume the economy was initially in long-run equilibrium at point A, stagflation occurred and the economy moved to its new short-run equilibrium.  If the government used accommodating policy it would move the economy from:

A.
point F to point A.


D.
point G to point H.

B.
point G to point A.


E.
point E to point A.

C.
point B to point A.
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