Econ Midterm Practice 2008

___1.  An economic trade-off can be represented on a graph as a line that is

(a)  Vertical

(b)  Horizontal

(c)  Negatively sloped

(d)  Positively sloped

___2.  Aspects of a command economy include

(a)  Demand equals supply

(b)  Shortages


(c)  Surpluses 


(d)  Wasted resources


(e)  (b) and (d)


(f)   (c) and (d)

___3.  Which of the following was not included in the lecture’s list of factors of production


(a)  Land


(b)  Energy


(c)  Human Capital


(d)  Physical Capital


(e)  Entrepreneurship

___4.  Which of the following was not included in the lecture’s list of reasons why an economy might operate inside its production possibility frontier


(a)  Great Depression


(b)  Featherbedding 


(c)
 Inflation


(d)  Command Economy


(e)  Favoritism

___5.  The concept of “household production” is relevant for the study of
(a)  The value of time
(b)  The value of a life

(c)  The causes of unemployment

(d)  The causes of shortages

(e)  The causes of surpluses

___6.   The government interferes with the market for sugar in the U. S. through


(a)   Quotas on imports


(b)  Subsidies to domestic producers


(c)  Production quotas on domestic production


(d)  (a) and (c)


(e)  (a) and (b)

___7.   The author of the course packet article on the carbon tax prefers it to a “cap and trade” system because


(a)  It would help fight global warming


(b)  It would reduce carbon emissions


(c)  It would create revenue for the government


(d)  It would be fairer to poor people
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___8. In the above graph,

a. Supply is more elastic than demand

b. Demand is more elastic than supply

c. Demand is perfectly inelastic

d. Supply is perfectly inelastic

___9. Suppose supply is more elastic than demand.  The government levies an excise tax on suppliers.  Which of the following is true:

a. Producer surplus falls more than consumer surplus.

b. Consumer surplus and producer surplus fall by the same amounts.

c. Consumer surplus falls more than producer surplus.

d. Surplus remains the same.

___10. Consider a demand curve for SUVs.  Gas prices increase.  Everything else remains the same.  The equilibrium price increases.  How do we describe this change?

a. Movement along the demand curve.

b. A shift in the supply curve to the left.

c. Movement along the supply curve.

d. A shift in the demand curve to the left.
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___11. The above curve is

a. Concave

b. Convex

c. Constant

d. None of the above

___12. Approximately what percentage of the world’s economies experience scarcity?

a. 25%

b. 50%

c. 75%

d. 100%

Maximum production per month

	
	TV Shows
	Movies

	Australia
	100
	20

	New Zealand
	25
	5


___13. Pick the most correct answer: In the above table, Australia has an absolute advantage in _______ and New Zealand has a comparative advantage in _______.

a. Neither goods, movies

b. Both goods, neither good

c. TV shows, movies

d. Movies, TV shows

___14. If these countries decided to trade with each other, what would be Australia’s gains from trade in movies?

a. Positive

b. Negative

c. Zero

d. Indeterminate

___15. Alex is willing to buy the last ticket to the Billy Bragg concert for $15, while Jake is willing to pay $25. Alex is first in line and buys a ticket for $15. He then resells his ticket to Jake for $20. By reselling the ticket instead of going to the concert himself, Alex caused:

a. the sum of the consumer and producer surplus to increase and consumer surplus increases by more than producer surplus.
b. the sum of the consumer and producer surplus to increase and consumer and producer surplus increase by the same amount.

c. Total surplus falls and consumer surplus by more than producer surplus.

d. No change.

___16. If a market is in equilibrium without any government intervention:

a. total surplus is maximized.

b. there is no deadweight loss.

c. no mutually beneficial trades are missed.

d. all the above are correct.

___17. Assume that the supply of loans for mortgages expands while demand stays the same. What does this imply for the price of a loan i.e. the interest rate?


a.  Falls.


b.  Rises.


c.  Stays the same.


d.  Don't know.

___18. Now assume that the interest rate can't fall. Which of the following is NOT a way to "decrease the price of a loan"?


a.  Giveaway balloons when a borrower closes on a house.


b.  Lower lending standards.


c.  Decrease required down payments.



d.  Lock people up if they don't pay their mortgage. 
Production Possibilities in Industrialville

	Computers
	Dolls

	100
	0

	80
	300

	60
	550

	40
	750

	20
	900

	0
	1000




____19. In the above table, what is the opportunity cost to Industrialville of increasing the production of computers from 20 to 40? 

a) 150 toys 

b) 250 toys 

c) 750 toys 

d) It is impossible to tell what the opportunity cost is without knowing production costs for cars and toys. 

____20. Is this production possibilities frontier linear i.e. is the opportunity cost of computers constant?

a) No

b) Yes

c) Indeterminate

____ 21. Which is the most accurate statement about trade? 

a) Trade makes some nations better off and others worse off. 

b) Trade can make every nation better off. 

c) Trading for a good can make a nation better off only if the nation cannot produce that good. 

d) Trade helps rich nations and hurts poor nations. 
____ 22. Assume the following goods all have the same supply curve, then from the viewpoint of efficiency i.e. minimizing deadweight loss, which good should the government tax to raise a certain amount of revenue? 

a) Rogaine (a drug to treat male baldness).

b) Tylenol (a painkiller). 

c) Insulin (a life-saving medicine to treat diabetes). 

d) Viagra (a drug to treat male sexual dysfunction).  

____ 23. Mallory decides to spend 2 hours working overtime rather than watching a video with her friends.  She earns $10 an hour. Her opportunity cost of working is 

a) the $20 she earns working. 

b) the $20 minus the enjoyment she would have received from watching the video. 

c) the enjoyment she would have received had she watched the video. 

d) nothing, since she would have received less than $20 of enjoyment from the video. 

____ 24. Mike has spent $1000 purchasing and repairing an old fishing boat, which he expects to sell for $1500 once the repairs are complete. He discovers that he needs an additional repair, which will cost $600, in order to complete the repairs. He can sell the boat as it is now for $700. What should he do? 

a) He should cut his losses and take the $700. 

b) He should never sell something for less than it cost. 

c) He should complete the repairs and sell the boat. 

d) It doesn't matter which action he takes; the outcome is the same either way. 

____ 25. Which of the following would NOT be a determinant of demand? 

a) the price of related goods 

b) income 

c) tastes 

d) the prices of the inputs used to produce the good 
____ 26. Which of the following is a determinant of demand? 

a) the price of a substitute good 

b) the price of a complement good 

c) the price of the good next month 

d) all of the above 

____ 27. Suppose that a decrease in the price of X results in less of good Y sold. This would mean that X and Y are 

a) complementary goods. 

b) substitute goods. 

c) unrelated goods. 

d) normal goods. 

____ 28. A technological advancement 

a) will shift the demand curve to the right. 

b) will shift the demand curve to the left. 

c) will shift the supply curve to the right. 

d) will shift the supply curve to the left. 

____29. Assume that gasoline demand is 5% higher in the summer than in the winter, but that the price of gasoline is NOT 5% higher in the summer. Which of the following could explain this fact?

a) Gasoline is storable.

b) More oil refineries are utilized.

c) Demand is NOT unit elastic.

d) All of the above. 

____ 30. A country's consumption possibilities frontier can be outside its production possibilities frontier 

a) with trade. 

b) by producing a greater variety of goods and services. 

c) by lowering unemployment in the country. 

d) never. Consumption cannot be outside the product possibilities frontier. 

(30 Points) Consider the following market for bananas.
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a) (5 points) Calculate the equilibrium price and quantities demanded and supplied for the bananas.  Please fill in the relevant entries in the row labeled  “before subsidy.”
b) (5 points) Find total surplus.
c) (5 points) Now assume that the government imposes a 50 cent subsidy. Recalculate the equilibrium price and quantities demanded and supplied. Fill in the associated boxes in the row (cleverly) labeled “after subsidy” here as well.
d) (5 points) Calculate the cost of this subsidy to the government.

e) (5 points) Calculate the total surplus in this case.

f) (5 points) Find the deadweight loss due to this tax defined as the difference between the increase in total surplus from (b) to (e) and the cost of the subsidy.
DWL = 1/16

There was an alternate answer based on shifting the supply curve and not including anything below the x-axis. This would give a total surplus of 7/16 and a resultant DWL of 3/16.

	
	Market Quantity
	Price consumers paid
	Price producers charged
	Total Surplus
	Cost of subsidy

	Before Subsidy
	.5
	.5
	.5
	.25
	0

	After Subsidy
	.75
	.25
	.75
	9/!6
	.375


