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I. Multiple Choice Questions:

1. When a market is in equilibrium,:


A)
no shortages exist.


B)
quantity demanded equals quantity supplied.


C)
a price is established that clears the market.


D)
all the above.

2. The supply curve:


A)
shows the quantity supplied at each specific price.


B)
slopes downward.


C)
shows the positive relationship between price and quantity supplied.


D)
A and C.

3. A negative relationship exists between changes in price and:


A)
quantity supplied.


B)
supply.


C)
quantity demanded.


D)
demand.


4. If goods J and K are substitutes, an increase in the price of J causes:


A)
quantity demanded of J to fall and the demand curve for K to shift toward the origin.


B)
a decrease in quantity demanded for J and an outward shift of K's demand curve.


C)
quantity demanded of J remains constant, but the demand for K decreases.


D)
the demand curve for both J and K shift.

5. All the following will cause the demand curve to shift to the left except:


A)
a reduction in income if the good is normal.


B)
an increase in the price of a complementary good.


C)
an increase in the price of a substitute good.


D)
an increase in income if the good is inferior.

6. An improvement in overall technology that allows more output to be produced with the same level of inputs causes:


A)
a movement up the supply curve, resulting in both a higher equilibrium price and quantity.


B)
a leftward shift of the supply curve so that less is offered for sale at every price.


C)
no movement of the supply curve but a fall in price and an increase in quantity supplied.


D)
a rightward shift of the supply curve so that more is offered for sale at every price.

II. Short Questions:

1. What is the impact of technological change on the cost curves of firms?

2. Suppose that the market demand curve for wheat is Qd = 300 ( 5P and the market supply curve is Qs= (150+10P. 

(i) What is the equilibrium price and equilibrium quantity?

(ii) Suppose the government decides to have a “price support program” with a price floor set at PF = 40. Under a price floor program, the government sets this price and the producers decide how many units they want to sell. The consumers pay the support price for the units they buy, while the government buys up the excess supply. What is the excess supply in this market? What is the cost of this program to the government?

(iii) Suppose, instead, the government decides to have a “government subsidy program” with a guaranteed (or target) price of PT = 35. Under this program, the producers decide how many units they want to sell, but they also have to sell all the units to the consumers. There is no excess supply. What is the price to consumers?  What is the subsidy per unit the government has to pay? What is the cost to the government for this program?

(iv) If a government wants to compare the following policies: price-support programs and subsidy programs, which program do you think involves an extra cost compared to the other one?
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