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Eco1104F Introduction to Microeconomics 

Midterm 1 February 14, 2013      (70 minutes exam)
Part I Multiple Choice (subtotal 45 points, one point for each question)
Identify the choice that best completes the statement or answers the question.
____
1.
Lisa buys a 1982 BMW, which she plans to restore and sell. She anticipates that the cost of the car and the repairs will be $14,000 and that she can sell it for $20,000. When she has spent $11,000, she discovers she needs to replace the engine, which will cost $5,000. She can sell the car without the new engine for $14,000. What should Lisa do?

	a.
	complete the repairs and sell the car for $20,000

	b.
	cut her losses and sell the car now for $14,000

	c.
	never try such an expensive project again

	d.
	be totally indifferent between finishing the project and selling the car now


____
2.
To improve living standards, what should policymakers do?

	a.
	impose restriction on foreign competition

	b.
	formulate policies designed to increase productivity

	c.
	impose tougher immigration policies

	d.
	provide tax breaks for the middle class


____
3.
In a circular-flow diagram, which flows are involved?

	a.
	Taxes flow from households to firms, and transfer payments flow from firms to households.

	b.
	Income payments flow from firms to households, and sales revenue flows from households to firms.

	c.
	Resources flow from firms to households, and goods and services flow from households to firms.

	d.
	Inputs and outputs flow in the same direction as the flow of dollars, from firms to households.


____
4.
In economics, what does capital refer to?

	a.
	the finances necessary for firms to produce their products

	b.
	buildings and machines used in the production process

	c.
	the money households use to purchase firms' output

	d.
	the value of stock market shares to investors


____
5.
Suppose there are two countries, Freedonia and Sylvania, that have identical amounts of resources, identical technologies, and identical populations. Both produce two types of goods, consumer goods and capital goods, and they both always operate on their production possibilities frontiers. The only difference is that this year Sylvania chooses to produce relatively more consumer goods than Freedonia. What will happen as a result?

	a.
	Freedonia will have a higher living standard this year but will grow slower than Sylvania.

	b.
	Freedonia will have a higher living standard this year and will grow faster than Sylvania.

	c.
	Sylvania will have a higher living standard this year but will grow slower than Freedonia.

	d.
	Sylvania will have a higher living standard this year and will grow faster than Freedonia.


Figure 2-3
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____
6.
Refer to Figure 2-3. Which point represents the maximum possible production of tubas?

	a.
	point A

	b.
	point B

	c.
	point C

	d.
	point E


____
7.
Refer to Figure 2-3. Which point or points are efficient?

	a.
	point B, E

	b.
	point A, B, E

	c.
	point D

	d.
	point C


Figure 2-7
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____
8.
Refer to Figure 2-7. Which of the following would most likely have caused the production possibilities frontier to shift outward from A to B?

	a.
	an increase in resources necessary to produce capital goods

	b.
	an improvement in the technology of producing consumer goods

	c.
	an increase in the overall level of technology in the economy

	d.
	an increase in unemployment


____
9.
If labour in Mexico is less productive than labour in the United States in all areas of production, which of the following is correct?

	a.
	Neither nation can benefit from trade.

	b.
	Mexico can benefit from trade but the United States cannot.

	c.
	Mexico will not have a comparative advantage in any good.

	d.
	Both nations can benefit from trade.


Table 3-1
	
	Labour Hours Needed to Make 1 Kg of:
	Kilograms produced in 40 hours:

	
	Meat
	Potatoes
	Meat
	Potatoes

	Farmer
	8
	2
	5
	20

	Rancher
	4
	5
	10
	8


____
10.
Refer to Table 3-1. Which of the following is correct?

	a.
	The Farmer has an absolute advantage in potatoes, and the Rancher has a comparative advantage in meat.

	b.
	The Farmer has an absolute advantage in meat, and the Rancher has a comparative advantage in potatoes.

	c.
	The Farmer has an absolute advantage in neither good, and the Rancher has a comparative advantage in potatoes.

	d.
	The Farmer has an absolute advantage in neither good, and the Rancher has a comparative advantage in meat.


Figure 3-4
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____
11.
Refer to Figure 3-4. For Ben, what is the opportunity cost of 1 bottle of wine?

	a.
	1/4 bottle of beer.

	b.
	1/2 bottle of beer.

	c.
	2 bottles of beer.

	d.
	4 bottles of beer.


The following graphs illustrate the production possibilities available for dancing shoes to Fred and Ginger with 40 hours of labour.

Figure 3-5
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____
12.
Refer to Figure 3-5. Which of the following is correct?

	a.
	Ginger has an absolute advantage in ballet slippers and Fred has an absolute advantage in tap shoes.

	b.
	Ginger has an absolute advantage in tap shoes and Fred has an absolute advantage in ballet slippers.

	c.
	Ginger has an absolute advantage in neither good and Fred has an absolute advantage in both goods.

	d.
	Ginger has an absolute advantage in both goods and Fred has an absolute advantage in neither good.


____
13.
Refer to Figure 3-5. Ginger has a comparative advantage in

	a.
	Ginger has a comparative advantage in tap shoes and Fred has a comparative advantage in ballet slippers.

	b.
	Ginger has a comparative advantage in both goods and Fred has a comparative advantage in neither good.

	c.
	Ginger has a comparative advantage in ballet slippers and Fred has a comparative advantage in tap shoes.

	d.
	Ginger has a comparative advantage in neither good and Fred has a comparative advantage in both goods.


____
14.
Suppose that a worker in Radioland can produce either 4 radios or 1 television per year, and a worker in Teeveeland can produce either 2 radios or 4 televisions per year. Each nation has 100 workers. Also suppose that each country completely specializes in producing the good for which it has a comparative advantage. If Radioland trades 100 radios to Teeveeland in exchange for 100 televisions each year, what is each country's maximum consumption of new radios and televisions per year?

	a.
	300 televisions and 100 radios in Radioland and 300 radios and 100 televisions in Teeveeland.

	b.
	300 televisions and 100 radios in Teeveeland and 300 radios and 100 televisions in Radioland.

	c.
	100 televisions and 200 radios in Radioland and 100 radios and 200 televisions in Teeveeland.

	d.
	400 televisions and 100 radios in Teeveeland and 400 radios and 100 televisions in Radioland.


____
15.
Which best describes the relationship shown by a demand table?

	a.
	the price of a good and the quantity supplied.

	b.
	income and the quantity of the good demanded.

	c.
	the price of a good and the quantity buyers are willing and able to purchase.

	d.
	the determinants of demand and the quantity demanded.


Table 4-1

The table shows individual demand schedules for a market.

	Price of the Good
	Aaron
	Angela
	Austin
	Alyssa

	$0.00
	20
	16
	10
	8

	 0.50
	18
	12
	 6
	6

	 1.00
	14
	10
	 2
	5

	 1.50
	12
	 8
	 0
	4

	 2.00
	 6
	 6
	 0
	2

	 2.50
	 0
	 4
	 0
	0


____
16.
Refer to Table 4-1. What happens if the price increases from $1.00 to $1.50?

	a.
	The market demand increases by 20 units.

	b.
	The quantity demanded in the market decreases by 2 units.

	c.
	Individual demands will increase.

	d.
	The quantity demanded in the market decreases by 7 units.


____
17.
Which of the following is NOT a determinant of demand?

	a.
	tastes

	b.
	technology

	c.
	income

	d.
	the price of related goods


____
18.
Suppose that scientists find evidence that proves chocolate pudding lowers cholesterol. What would we expect to see?

	a.
	no change in the demand for chocolate pudding

	b.
	a decrease in the demand for chocolate pudding

	c.
	an increase in the demand for chocolate pudding

	d.
	a decrease in the supply of chocolate pudding


____
19.
Holding the non-price determinants of supply constant, what would a change in price do?

	a.
	result in a change in supply

	b.
	have no effect on the quantity supplied

	c.
	result in a shift of demand

	d.
	result in a movement along a stable supply curve


Figure 4-6
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____
20.
Refer to Figure 4-6. What could cause the movement from S to S1?

	a.
	a decrease in the price of the good

	b.
	an improvement in technology

	c.
	an increase in income

	d.
	an increase in input prices


Figure 4-7
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____
21.
Refer to Figure 4-7. What happens at a price of $35?

	a.
	There would be a shortage of 400 units.

	b.
	There would be a shortage of 200 units.

	c.
	There would be a surplus of 200 units.

	d.
	There would be a surplus of 400 units.

	e.
	The market would be in equilibrium.


____
22.
If a surplus exists in a market, what do we know?

	a.
	The actual price is above equilibrium price and quantity supplied is greater than quantity demanded.

	b.
	The actual price is above equilibrium price and quantity demanded is greater than quantity supplied.

	c.
	The actual price is below equilibrium price and quantity demanded is greater than quantity supplied.

	d.
	The actual price is below equilibrium price and quantity supplied is greater than quantity demanded.


____
23.
Suppose that the incomes of buyers in a particular market for a normal good decrease and there is also a reduction in input prices. What would we expect to occur in this market?

	a.
	The equilibrium price would increase, but the impact on the amount sold in the market would be ambiguous.

	b.
	The equilibrium price would decrease, but the impact on the amount sold in the market would be ambiguous.

	c.
	Both equilibrium price and equilibrium quantity would increase.

	d.
	Equilibrium quantity would increase, but the impact on equilibrium price would be ambiguous.


____
24.
Which of the following would result in an increase in equilibrium price and an ambiguous change in equilibrium quantity?

	a.
	an increase in supply and demand

	b.
	an increase in supply and a decrease in demand

	c.
	a decrease in supply and an increase in demand

	d.
	a decrease in supply and demand


____
25.
New cars are normal goods. What will happen to the equilibrium price of new cars if the price of gasoline rises, the price of steel falls, public transportation becomes cheaper and more comfortable, auto workers accept lower wages, and automobile insurance becomes more expensive?

	a.
	price will rise

	b.
	price will fall

	c.
	price will stay exactly the same

	d.
	price change will be ambiguous


The following questions support each other in the understanding of Market Demand. They should be answered in the order of which they appear.
____
26.
Market demand is given as Qd = 40 – 2P.  Market supply is given as Qs = 2P.  What would result if the market price were $7?

	a.
	a shortage of 14

	b.
	a surplus of 14

	c.
	a surplus of 12

	d.
	a shortage of  12


____
27.
Market demand is given as Qd = 75 – P.  Market supply is given as Qs = 3P + 15.  What would result if the market price were $25?

	a.
	a shortage of 45

	b.
	a surplus of 45

	c.
	a surplus of 40

	d.
	a shortage of  40


____
28.
When the price of bubble gum is $0.50, the quantity demanded is 400 packs per day. When the price falls to $0.40, the quantity demanded increases to 600. Given this information and using the midpoint method, what do you know about the demand for bubble gum?

	a.
	It is inelastic.

	b.
	It is elastic.

	c.
	It is unit elastic.

	d.
	It is perfectly inelastic.


____
29.
What does a flatter demand curve represent?

	a.
	greater price elasticity of demand

	b.
	smaller price elasticity of demand

	c.
	price elasticity of demand that is close to the slope of the curve

	d.
	price elasticity of demand that is equal o the slope of the curve


____
30.
If a demand curve is vertical, what are its slope and elasticity?

	a.
	undefined and elasticity equals 0

	b.
	0 and elasticity is undefined

	c.
	undefined, as is elasticity

	d.
	0, as is elasticity


Figure 5-1
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____
31.
Refer to Figure 5-1. What does the section of the demand curve labelled A represent?

	a.
	the elastic section of the demand curve

	b.
	the inelastic section of the demand curve

	c.
	the unit elastic section of the demand curve

	d.
	the perfectly elastic section of the demand curve


____
32.
What does income elasticity of demand measure?

	a.
	how the quantity demanded changes as consumer income changes

	b.
	how consumer purchasing power is affected by a change in the price of a good

	c.
	how the price of a good is affected when there is a change in consumer income

	d.
	how many units of a good a consumer can buy given a certain income level


____
33.
Assume that a 4 percent increase in income results in a 2 percent increase in the quantity demanded of a good. What is the income elasticity of demand for the good, and what type of good is it?

	a.
	negative, and therefore the good is an inferior good

	b.
	negative, and therefore the good is a normal good

	c.
	positive, and therefore the good is a normal good

	d.
	positive, and therefore the good is an inferior good


____
34.
If the cross-price elasticity of demand of two goods is negative, what are those two goods called?

	a.
	substitutes

	b.
	complements

	c.
	normal goods

	d.
	inferior goods


____
35.
What is the main determinant of the price elasticity of supply?

	a.
	time

	b.
	the definition of the market

	c.
	the number of close substitutes

	d.
	luxuries vs. necessities


____
36.
For what reason do some firms experience elastic supply curves at low levels of quantity supplied and more inelastic supply curves at higher levels of quantity supplied?

	a.
	At low levels of quantity supplied, these firms have idle capacity.

	b.
	At low levels of quantity supplied, these firms incur higher production costs.

	c.
	At low levels of quantity supplied, per-unit production costs are less than at high levels of quantity supplied.

	d.
	These firms will supply more at higher prices.


____
37.
Which of the following statements about price controls is correct?

	a.
	Price controls are used to make markets more efficient.

	b.
	Price controls are a tool used by business firms to fix prices.

	c.
	Price controls are nearly always effective in eliminating shortages.

	d.
	Price controls are used by governments to reallocate resources more equitably.


____
38.
What is a legal minimum price at which a good can be sold?

	a.
	a price cut

	b.
	a price stabilization

	c.
	a price ceiling

	d.
	a price floor
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____
39.
What will a binding price ceiling make it necessary to do?

	a.
	supply more of the product

	b.
	develop a way of rationing the product, because there will be a shortage

	c.
	develop a better marketing plan, because there will be a surplus

	d.
	increase demand for the product


Figure 6-3
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____
40.
Refer to Figure 6-3. Which of the panels represents a binding price floor?

	a.
	panel (a)

	b.
	panel (b)

	c.
	panel (a) and panel (b)

	d.
	neither panel (a) nor panel (b)


____
41.
Which of the following is the MOST likely result of the imposition of a price floor in the market for rental cars?

	a.
	free gasoline given to people as an incentive to rent a car

	b.
	poor engine maintenance in rental cars

	c.
	an accumulation of dirt in the interior of rental cars

	d.
	slow replacement of old rental cars with new ones


____
42.
What effect will a tax of $0.10 per bar on sellers of Snickers have?

	a.
	The supply curve of Snickers will shift down by $0.10.

	b.
	The supply curve of Snickers will shift up by $0.10.

	c.
	The supply curve of Snickers will shift down by $0.05.

	d.
	The demand curve of Snickers will shift up by $0.10.


____
43.
What effect will a tax on sellers of tires have on equilibrium price and quantity?

	a.
	It will reduce the equilibrium price of tires, and increase the equilibrium quantity.

	b.
	It will reduce the equilibrium price of tires, and reduce the equilibrium quantity.

	c.
	It will increase the equilibrium price of tires, and increase the equilibrium quantity.

	d.
	It will increase the equilibrium price of tires, and reduce the equilibrium quantity.


____
44.
How will a $2.00 per unit tax placed on the sellers of mailboxes shift the supply curve?

	a.
	left (upward) by exactly $2.00

	b.
	left (upward) by less than $2.00

	c.
	right (downward) by exactly $2.00

	d.
	right (downward) by less than $2.00


Figure 6-11
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____
45.
Refer to Figure 6-11. In which market will the majority of a tax be paid by the seller?

	a.
	market (a)

	b.
	market (b)

	c.
	market (c)

	d.
	impossible to determine


Name ​​​​​​​​​​​​​​​​​​​​___________________________________            Student Number _____________________________

Part II True/False    (subtotal 10 points, two points for each question)
Indicate whether the statement is true or false, and give your explanation. 
____
1.
Trade is based on absolute advantage.

____
2.
In a market, the price of any good adjusts until quantity demanded equals quantity supplied.

____
3.
If demand is perfectly inelastic, the demand curve is horizontal, and elasticity is equal to infinity.

____
4.
Cross-price elasticity is used to determine whether goods are inferior or normal goods.

____
5.
Who pays the majority of a tax levied on a product depends on whether the tax is placed on the buyer or the seller.
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Solution
MULTIPLE CHOICE

1.
ANS:
A



2.
ANS:
B


3.
ANS:
B



4.
ANS:
B


5.
ANS:
C


6.
ANS:
D


7.
ANS:
A



8.
ANS:
C


9.
ANS:
D


10.
ANS:
A


11.
ANS:
C


12.
ANS:
A


13.
ANS:
C


14.
ANS:
B


15.
ANS:
C


16.
ANS:
D


17.
ANS:
B


18.
ANS:
C


19.
ANS:
D


20.
ANS:
B


21.
ANS:
D


22.
ANS:
A


23.
ANS:
B


24.
ANS:
C


25.
ANS:
B


26.
ANS:
D


27.
ANS:
C


28.
ANS:
B


29.
ANS:
A


30.
ANS:
A


31.
ANS:
A


32.
ANS:
A


33.
ANS:
C


34.
ANS:
B


35.
ANS:
A


36.
ANS:
A


37.
ANS:
D


38.
ANS:
D


39.
ANS:
B


40.
ANS:
B


41.
ANS:
A


42.
ANS:
B


43.
ANS:
D


44.
ANS:
A


45.
ANS:
A

TRUE/FALSE

1.
F
The gains from specialization and trade are based not on absolute advantage but rather on comparative advantage. When each person specializes in producing the good for which he or she has a comparative advantage, total production in the economy rises. This increase in the size of the economy pie can be used to make everyone better off. 


2.
T
In market economy, prices are the signals that guide economic decisions and thereby allocate resources to ensure for every good in the economy supply and demand are in balance.


3.
F
If demand is perfectly inelastic, the demand curve is vertical, and the elasticity is equal to 0. OR If demand is perfectly elastic, the demand curve is horizontal, and the elasticity is equal to infinity. 

4.
F
Cross elasticity is used to determine whether goods are substitutes or complements. OR Income elasticity is used to determine whether goods are normal or inferior goods. 


5.
F
who pays the majority of a tax levied on a product does not depends on whether the tax is placed on the buyer or the seller, but depends on the price elasticities of supply and demand. The tax burden tends to fall on the side of the market that is less elastic because that side of the market can respond less easily to the tax by changing the quantity bought or sold. 
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