ECO4101		Sample Final Examination
Microeconomics		12F

Section A:  Short Answer		[50 Marks Total]
· Answer the following questions in the space provided.
· Numbers in square brackets indicate mark per question.

Question One:

The market for haircuts is given below.  The initial quantity demanded is Qd and the initial quantity supplied is Qs.

	P
	Qd
	Qs

	
	
	

	$5
	1,550
	650

	10
	1,450
	850

	15
	1,350
	1,000

	20
	1,250
	1,250

	25
	1,150
	1,400

	30
	1,050
	1,650

	35
	950
	1,800




a.	Draw the corresponding supply and demand curves on the graph below.  [4]





Question One (continued):

b.	What is the equilibrium price and quantity of haircuts?  [2]









c.	If the supply of haircuts decreased by 300 haircuts at every price, what would be the new equilibrium price and the new equilibrium quantity of haircuts?   [4]









d.	Using the original supply and demand curves from part ‘a’, if the demand for haircuts increased by 600 haircuts at every price, what would be the new equilibrium price and the new equilibrium quantity of haircuts?   [4]









e.	Using the original supply and demand curves from part ‘a’, what happens in the market if the government imposes a price ceiling of $15?  Be sure to refer to actual values in your answer.   [2]









f.	Using the original supply and demand curves from part ‘a’, what happens in the market if the government imposes a price floor at equilibrium price and demand declines by 100 haircuts at every price?  Be sure to refer to actual values in your answer.   [4]










Question Two:

“Val’s Apple Farm” has the following costs of production schedule, where:

	q – quantity 
	AFC – Average Fixed Cost

	TFC – Total Fixed Cost
	AVC – Average Variable Cost

	TVC – Total Variable Cost
	ATC – Average Total Cost

	TC – Total Cost
	MC – Marginal Cost




	q
	TFC
	TVC
	TC
	AFC
	AVC
	ATC
	MC

	0
	
	$0
	
	--
	--
	--
	--

	1
	
	60
	
	
	
	
	

	2
	
	96
	
	
	
	
	

	3
	
	112
	
	
	
	
	

	4
	
	118
	
	
	
	
	

	5
	
	130
	
	
	
	
	

	6
	
	156
	
	
	
	
	

	7
	
	200
	
	
	
	
	

	8
	
	269
	
	
	
	
	

	9
	
	370
	
	
	
	
	

	10
	
	512
	
	
	
	
	




a. If Val’s Apple Farm has Total Fixed Costs of $35, fill in the table for TFC and TC.   [2]

b. Fill in the table for AFC, AVC and ATC.   [3]

c. Fill in the table for MC.   [2]

d. Val is selling his apples in a perfectly competitive apple market at a price of $65.  What is Val’s profit-maximizing level of output?   [2]
	










Question Two (continued):

e.	What is Val’s profit or loss at the market price of $65?   [4]










f.	Based on your answer in part ‘e’, what will happen in the apple market in the long-run?  Using a diagram, illustrate and explain your answer carefully and completely.   [3]



		Market for Apples








g.	What will the market price of apples be in the long-run?   [2]









h.	Below what price would Val be economically better-off shutting down?   [2]







Question Three

Figure 9-3
[image: ]

a) Determine the quantity that maximizes profits [3]





b) Determine the price that maximizes profits [2]




c) Calculate the maximized profit (hint: determine ATC first) [3]	







d) Assuming the firm maximizes profits, what is the marginal cost of the last unit produced? [2]



Section B:  Multiple Choice		[40 Total Marks]
· Identify the letter of the choice which best completes the statement or answers the question.
· Carefully transfer your responses to the accompanying Scantron card.

	1.	Which of the following would most likely increase the price of chicken?
	a.
	a reduction in the price of grains used to produce chicken feed

	b.
	a reduction in the price of beef, a substitute for chicken

	c.
	unusually hot weather that kills millions of chickens before they are ready for market

	d.
	a decrease in consumer income



	2.	Whenever the price of Good A decreases, the demand for Good B increases.  Goods A and B appear to be:
	a.
	complements.

	b.
	substitutes.

	c.
	inferior goods.

	d.
	normal goods.



	3.	There is an increase in demand for personal computers at the same time their input costs fall. We would expect that:
	a.
	price will fall, but the effect on quantity sold is uncertain.

	b.
	the quantity sold will decline, but the effect on price is uncertain.

	c.
	the quantity sold will increase, but the effect on price is uncertain.

	d.
	price will rise, but the effect on quantity sold is uncertain.



	4.	Suppose there is a reduction in consumer income at the same time as an increase in the price of jet fuel, an important resource used to produce air travel. If air travel is a normal good, how will these changes influence the price and quantity of air travel? The price of air travel will (be) ____ and quantity purchased will (be) ____.
	a.
	decrease; indeterminate

	b.
	increase; indeterminate

	c.
	decrease; decrease

	d.
	indeterminate; decrease



	5.	Assume that a price ceiling is imposed at the current equilibrium price in the market for wheat.  If the supply of wheat then decreases as a result of bad weather, then:
	a.
	a surplus of wheat will be created

	b.
	the quantity of wheat traded remains the same

	c.
	a shortage of wheat will be created

	d.
	the quantity of wheat supplied will increase



	6.	According to the law of supply, when the price of a good increases we would predict that:
	a.
	less will be produced.

	b.
	less will be consumed.

	c.
	more will be produced.

	d.
	more will be consumed.



	7.	Bailey's Barber Shop knows that a 5 percent increase in the price of their haircuts results in a 15 percent decrease in the number of haircuts purchased. What is the elasticity of demand facing Bailey's Barber Shop?
	a.
	0.05

	b.
	3.0

	c.
	0.15

	d.
	0.33


	

	8.	Suppose that in response to the price of good ‘A’ decreasing from $35 to $26, the demand for good ‘B’ increased from 1200 units per week to 1500 units per week.  Compute the cross-price elasticity coefficient.
	a.
	- 0.75

	b.
	0.75

	c.
	1.32

	d.
	- 0.96


	
	9.	The elasticity of supply coefficient for lobster is estimated to be equal to 0.6. It is expected, therefore, that a 10 percent decrease in price would lead to:
	a.
	a 6 percent decrease in the quantity of lobsters supplied.

	b.
	a 6 percent increase in the quantity of lobsters supplied.

	c.
	a 10 percent decrease in the quantity of lobsters supplied.

	d.
	a 10 percent increase in the quantity of lobsters supplied.


	
	10.	If the demand for gasoline is highly inelastic and the supply is highly elastic, then if a tax is imposed on gasoline it will be paid:
	a.
	largely by the sellers of gasoline.

	b.
	largely by the buyers of gasoline.

	c.
	equally by the sellers and buyers of gasoline.

	d.
	by the government.


	
	11.	Household income in Nowhereland has increased from $4200/month to $4350/month.  Over this same time period, DVD sales have increased from 26,000/month to 30,000/month.  All else constant, the income elasticity of demand for DVDs is:
	a.
	4.31

	b.
	6.19

	c.
	0.25

	d.
	4.07



	12.	Elasticity of demand will ____ as the availability of substitutes _____.
	a.
	increase; decreases

	b.
	decrease; increases

	c.
	increase; increases

	d.
	Both a) and b) are correct answers.


	
	13.	If the supply curve is perfectly elastic, then an increase in demand will:
	a.
	increase both the price and the quantity exchanged.

	b.
	increase the price but result in no change in the quantity exchanged.

	c.
	increase the quantity exchanged but result in no change in the price.

	d.
	decrease the price but not change the quantity exchanged.


	
	14.	An economist's measurement of profit differs from an accountant's in that:
	a.
	accountants calculate total revenue differently than do economists.

	b.
	economists do not always include all of the opportunity costs when calculating total production costs.

	c.
	accountants do not always include all of the opportunity costs when calculating total production costs.

	d.
	economic profit generally exceeds accounting profit.


	
	15.	An example of an implicit cost of production is:
	a.
	the cost of leather used in manufacturing furniture.

	b.
	the opportunity cost of space in your home that is used for a home office.

	c.
	the wages paid to high school students who work in a fast-food restaurant.

	d.
	none of the above.


	
	

	16.  During the short-run period of the production process, a firm is:
	a.
	able to vary only some of its factors of production.

	b.
	able to vary all of its factors of production.

	c.
	able to vary the size of its plant.

	d.
	unlikely to experience diminishing marginal productivity.


	
	17.	The marginal product of labour can be defined as:
	a.
	the change in profit divided by the change in labour, other factors of production held constant.

	b.
	the change in total output divided by the change in labour, other factors of production held constant.

	c.
	the change in labour utilized divided by the change in total output, other factors of production held constant.

	d.
	the change in labour divided by the change in the total cost, other factors of production held constant.



Table 1

	# of Pickers
	Total # of Apples Picked

	1
	1,000

	2
	2,000

	3
	3,000

	4
	3,900

	5
	4,700

	6
	5,400

	7
	6,000

	8
	6,200

	9
	6,000




	







	18.	Refer to Table 1. The marginal product of labour begins to diminish with the addition of the ____ picker.
	a.
	second

	b.
	third

	c.
	fourth

	d.
	fifth


	
	19.	The short run is not the same length of time for all firms and industries because:
	a.
	entrepreneurs have different tastes and preferences

	b.
	the average product of labour varies across industries

	c.
	The life span of capital and the extent of capital specialization will vary across firms and industries

	d.
	The marginal product of capital begins to diminish at different levels  of capital utilization across firms


	
	20.	Constant returns to scale indicate that a firm is experiencing:
	a.
	per unit costs of production that are decreasing as the scale of output expands.

	b.
	per unit costs of production that remain stable as the scale of output expands.

	c.
	per unit costs of production that are increasing as the scale of output expands.

	d.
	an increasing marginal product.



	21.	A firm is operating at a scale where diseconomies of scale are present. Why isn't the firm operating efficiently?
	a.
	The firm is operating at a scale where the average total cost of production is falling as output expands.

	b.
	The firm is operating at a scale where total fixed costs are not minimized.

	c.
	The firm is operating at a scale where average total cost is constant as output expands.

	d.
	The firm has grown so large that average total cost increases as output expands.


	

	22.	Perfect competition is the term used to describe:
	a.
	an industry in which a few price-taking firms produce identical products.

	b.
	an industry in which numerous price-taking firms produce identical products.

	c.
	an industry in which firms are price takers and compete for market share by varying the qualitative characteristics of products.

	d.
	an industry in which numerous firms are price makers and produce identical products.


	
	23.	Marginal revenue is:
	a.
	the additional cost incurred from producing one more unit of output.

	b.
	the addition to total profit from selling one more unit of output.

	c.
	the addition to total revenue from selling one more unit of output.

	d.
	the addition to total output from hiring one more unit of labour.


	
	24.	In a perfectly competitive industry, influence over price is exerted by:
	a.
	individual sellers.

	b.
	individual buyers.

	c.
	the largest firms.

	d.
	the forces of supply and demand.


	
	25.	The horizontal demand curve facing an individual firm in a perfectly competitive market:
	a.
	violates the law of demand, which states that demand curves slope downward.

	b.
	is a reflection of the firm's small size relative to the total market.

	c.
	is maintained only with the help of high barriers to entry.

	d.
	is a reflection of the inelastic demand for its product.


	
	26.	"I'm losing money, but since my fixed costs are so high, I simply cannot afford to shut down." If the firm were attempting to maximize profit, this decision may be:
	a.
	correct if price is less than average variable cost.

	b.
	incorrect because a firm experiencing economic losses should never continue to operate.

	c.
	correct if the firm is covering all of its variable costs and expects the price of its product to rise in the near future.

	d.
	incorrect since a firm should shut down whenever price falls below average total cost in the short run.


	
	27.	The short-run supply curve of a perfectly competitive firm is:
	a.
	the average variable cost curve.

	b.
	the average total cost curve.

	c.
	marginal cost above average variable cost.

	d.
	marginal cost above average total cost.


	
	28.	Economic losses caused several firms to leave the car wash business in Charlottetown, PEI. Though prices have risen, firms are still leaving the industry. Apparently:
	a.
	economic profits exist but they are not as high as in other industries.

	b.
	economic profits are zero and firms won't stay in the industry if they are not earning an economic profit.

	c.
	firms are still generating economic losses.

	d.
	economic profits have decreased because of the exit of existing firms.


	
	29.	Which of these contributes to the existence of monopoly power?
	a.
	the control of critical resources

	b.
	legal barriers

	c.
	Patents

	d.
	All of the above contribute to the existence of monopoly power.


	
	30.	Why does the government allow some markets to be monopolized by granting patents?
	a.
	to promote a more equal distribution of income

	b.
	to correct for negative externalities

	c.
	to promote technological progress

	d.
	to ensure lower prices for consumers in the short run


	31.	Which of the following best explains why marginal revenue for a monopolist is less than the sales price?
	a.
	To sell more units, the monopolist must reduce price on all its units sold.

	b.
	As a monopolist expands output, the average total cost of production declines.

	c.
	The monopolist charges each consumer the highest possible price.

	d.
	When a firm has a monopoly, consumers have no choice other than to pay the price set by the monopolist





A monopoly producer of canned iced coffee produces with the following costs:

Table 9-2

	Cans of iced coffee:
	1
	2
	3
	4
	5
	6
	7

	Total Cost:
  (in dollars)
	
4
	
7
	
9
	
12
	
16
	
24
	
35

	Consumers demand iced coffee according to the following demand schedule:

	Cans demanded:
	1
	2
	3
	4
	5
	6
	7

	Price per can:
	6.25
	6.00
	5.75
	5.50
	5.25
	5.00
	4.75




	32.	Refer to Table 9-2. What would the monopolist's profit-maximizing level of output be?
	a.
	2 cans of iced coffee

	b.
	3 cans of iced coffee

	c.
	4 cans of iced coffee

	d.
	5 cans of iced coffee

	
	



ANS:	D

	33.	Refer to Table 9-2. At the profit-maximizing level of output, the difference between price and marginal cost equals:
	a.
	$1.00.

	b.
	$1.25.

	c.
	$1.50.

	d.
	$2.00.

	
	



ANS:	B

	34.	Refer to Table 9-2. At the profit-maximizing level of output, the firm's profits equal:
	a.
	$2.35.

	b.
	$5.

	c.
	$8.25.

	d.
	$10.25

	
	



	35.	Which of the following is true of perfect competition but not true of monopoly?
	a.
	The firm's average total cost curve is "U-shaped."

	b.
	Marginal revenue is equal to price.

	c.
	A profit-maximizing firm chooses output where marginal revenue equals marginal cost.

	d.
	Profits may exist in the short run.




	36.	If every individual earned the same total income over his or her lifetime, there would still be observed inequality because:
	a.
	people earn more in their youth.

	b.
	people earn more in middle age.

	c.
	people earn more when they are very old.

	d.
	of none of the above.


	
	37.	Evidence suggests that share of income has ____ for the middle class from 1951 to 2006, has ____ for higher income Canadians and has ____ for lower income Canadians.
	a.
	increased; decreased; increased

	b.
	increased: remained relatively stable; decreased

	c.
	decreased; increase; remained relatively stable

	d.
	increased; decreased; remained relatively stable


	
	38.	Schooling and other types of training:
	a.
	are regarded as investment in human capital.

	b.
	are an important cause of income differentials.

	c.
	involve workers sacrificing current income in order to enjoy higher future income.

	d.
	are characterized by all of the above.



	39.	Poverty, as defined using ______ income, cannot be eliminated by economic growth, only by ______ .
	a.
	relative; capital formation

	b.
	relative; income redistribution

	c.
	absolute; increased consumer savings

	d.
	absolute; income redistribution



	40.	The amount of poverty in Canada is higher among ____ and in households where the principal income earner has ____.
	a.
	married couples with children; a high school education

	b.
	unattached individuals; a university degree

	c.
	single-parent families; a university degree

	d.
	those aged 18-24; a high school education
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