MICROECONOMICS 101

Practice Midterm #1
    

A. Multiple choices 
Question 1 to 3 refer to Figure 1
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1. Starting from the equilibrium, a price ceiling equal to $8 will lead to 

a. Quantity control.

b. shortage.

c. Surplus output.

d. A increase in quantity exchanged.

e. None of the above.

2. The elasticity of demand at equilibrium is:

a. 0.1.

b. 2.5.

c. 1.0.

d. 10.0.

e. 0.4.

3. The consumer surplus at equilibrium is: 

a. 5.

b. 15.

c. 20.
d. 25.

e. Not determinable from the information given.

4. Sellers are likely to pay a greater amount of a tax imposed on beer when    
     
a demand is perfectly inelastic.

b supply and demand are elastic.

c supply and demand are inelastic.

d supply is perfectly elastic.  

e demand is elastic and supply is inelastic.

5.  Which of the following is true?  

a. A command system works well when the range of activities to be monitored is large and complex.  

b. When a market price allocates resources, all people who are willing and able to pay that price get the resource.   

c. When the government decides how to allocate tax dollars among competing uses, resources are allocated by market prices.  

d. When a manager offers everyone in the company the opportunity to win a prize, resources are allocated by a lottery.  

Note: both b and d are right answers for this question.

6. The value of a good is the  

a. maximum price you are willing to pay for it.  

b. maximum you are willing to pay for it minus the price you actually pay for it.  

c. price you actually pay for it minus the maximum you are willing to pay for it.  

d. price that you actually pay for it.  

e. None of the above

	7. The excess demand associated with a binding price ceiling will be the smallest when

	a.
	both supply and demand are highly elastic.

	b.
	both supply and demand are highly inelastic.

	c.
	supply is highly elastic and demand is highly inelastic.

	d.
	supply is highly inelastic and demand is highly elastic.

	e.
	none of the above.


8. Scarcity differs form poverty because 

a.
resources exceed wants for the rich. 

b.
wants exceed resources even for the rich. 

c.
the rich do not have to make choices. 

d. 
the poor do not have any choices. 

e.
the poor do not have any wants. 

	9. If the legal beer-drinking age is decreased from 21 to 18, the changes to the equilibrium price and quantity of beer will change such that

	a.
	price falls, quantity rises.

	b.
	price rises, quantity falls.

	c.
	price falls, quantity falls.

	d.
	price rises, quantity rises.

	e.
	no change in price or quantity occurs.

	10. For a price floor to be binding or effective, it must be set

	a.
	very low.

	b.
	at the equilibrium price.

	c.
	below the equilibrium price.

	d.
	at a level such that there exists some unsatisfied demand.

	e.
	above the equilibrium price.


11. If price elasticity of demand is zero, then as the price falls

a. Total revenue does not change.

b. Quantity demanded does not change.

c. Quantity demanded falls to zero.

d. Total revenue increases from zero.

e. None of the above occurs.

12. The big tradeoff is a tradeoff between  

a. consumer surplus and producer surplus. 

b. efficiency and fairness.  

c. taxes and subsidies. 

d. price ceilings and price floors.  

13. On a diagram of a production possibility boundary, the concept of opportunity cost is illustrated by 
. the distance from the origin to the boundary. 

a. the negative slope of the boundary. 

b. the boundary being concave to the origin. 

c. the unattainable points outside of the boundary. 

d. the area bounded by the two axes and the boundary. 

14. Which of the following would cause a movement along the demand curve, ceteris paribus? 
. A change in tastes in favour of the good. 

a. A shift of the supply curve to the left. 

b. A rise in the price of a substitute good. 

c. A rise in average household income. 

d. None of the above. 

15. An economist tells you that people in Canada have an average level of personal debt which is too high. This is an example of a(n) _____________ statement. 
. autonomous 

a. positive 

b. normative 

c. independent 

d. induced 

16. Allocative efficiency occurs when the quantity produced is such that the

a. marginal social cost equals marginal social benefit.

b. marginal social cost is greater than marginal social benefit.

c. marginal social benefit is greater than marginal social cost.

d. None of the above answers is correct. 

17. Utilitarianism is a principle whose goal is ________.

a. equal happiness for all workers

b. equal pay for equal work 

c. the greatest happiness for the greatest number 

d. the greatest pay for the greatest number

e. None of the above

B. (SHOW YOUR WORK)  Here is the market for cashew nuts:

	Price per unit
	30
	40
	50

	Quantity Demanded
	40
	20
	0

	Quantity Supplied
	40
	60
	80


(a) Find the equation for demand. _____ Qd=100-2P_______________
(b) Find the equation for supply. ____ QS=2P-20____________
 (c) Find the elasticity of demand at equilibrium.  Is the curve elastic here? ______________________.

Qd=QS →100-2P=2P-20→P*=30, Q*=40
d=|(ΔQd /ΔP )*P/Q|=|-2*(30/40) |= 1.5>1 → Demand is elastic at equilibrium

 (d) At which point on the demand curve will the total revenue reach its maximum?  
P = _________ , Q = _________.

Sales revenue is maximized when d=1 (or the midpoint of the demand curve)

d=|-2*(P/Q) |=1→Q=2P, plug in D: 2P=100-2P →P=25, Q=50
 (e) Calculate the income elasticity if the demand shifts to Qd = 80-2P when your income falls by 20% _____________.

New eqm: Qd=QS →80-2P=2P-20→P’=25, Q’=30
inc= Δ% in Qd /Δ% in income ={ (30-40)/[(30+40)/2]}/(-20%) =1.43>0 

 (f) What is the economic term we use for an economic good which has this income elasticity?  _____ it is a normal good ________.

(g) Complete the table and diagrams below showing the results of the following two policies (Use the original demand and supply for comparison)

Plan A: The government collects $10 per unit tax from consumers.

Plan B: The government makes it illegal to sell cashew nuts for more than $20 per unit. 

	Plan
	Pc
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	Qc
	Qs
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	ΔPS
	ΔGR
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C. Short Answers
1. From 2001 to 2008, the average condo price in Vancouver kept on rising, but at the same time, more and more condos are being built and purchased.  Does this mean the demand curve for condos in Vancouver is upward sloping?  Use a demand-supply diagram to show your answer.  

No.  The simultaneous increase in the price and quantity of condos are caused by increase in demand (upward shifts of the demand curve).  Possible reasons for the increase in demand are: 1. Increase in expected future condo price; 2. Increase in Canadian’s income; 3. More immigrants coming to Vancouver; 4. Easy credit; etc. 
2. In a recent speech, the premier of your province announced: “One of the biggest causes of juvenile delinquency in this province is the high rate of unemployment among 16 to 19 year olds.  The low wages offered by employers in the province have given fewer teenagers the incentive to find summer employment.  Instead of working all summer, the way we used to, today’s teenagers slack off and cause trouble.  To address this problem, I propose to raise the province’s minimum wage by $1.50 per hour.  This will give teens the proper incentive to go out and find meaningful employment when they are not in school.” Evaluate the premier’s plan to reduce juvenile delinquency.
While there is undoubtedly a link between unemployment and crime, the premier’s plan is likely flawed since it only examines one side of the market.  Raising the minimum wage will make the prospect of working more appealing for teenagers, but it will also have an effect on business owners and managers in the province.  The minimum wage is a price floor.  Raising the minimum wage will reduce the quantity demand for labor within the province, and result in a labor surplus. More teenagers will seek jobs, but fewer businesses will hire teenagers.  In all likelihood, the premier’s plan will result in greater juvenile delinquency
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