Exam

Name___________________________________

Econ 111 Mid Term Test   VERSION 1 

MULTIPLE CHOICE.  Choose the one alternative that best completes the statement or answers the question. 

1) 


The price of good X falls and the demand for good Y decreases.  We can conclude that 


1) 


_______ 

A) 


X and Y are complements. 

B) 


X and Y are independent of each other. 

C) 


X and Y are substitutes. 

D) 


X is an inferior good.  

E) 


X is a normal good. 

Use the figure below to answer the following questions.
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Figure 6.1.1

2) 


Consider the market for housing illustrated in Figure 6.1.1 when the demand curve is D0 . The equilibrium in an unregulated market is  


2) 


_______ 

A) 


1,750 rooms rented at $175 a month.  

B) 


1,500 rooms rented at $200 a month.  

C) 


1,500 rooms rented at $150 a month.  

D) 


2,000 rooms rented at $150 a month.  

E) 


1,750 rooms rented at $200 a month.  

3) 


Refer to Figure 6.1.1. Suppose the demand for rental housing is shown by demand curve D1, and there is a rent ceiling of $150 per room. What is the highest rent that would be charged in a black market?  


3) 


_______ 

A) 


$200 a month.  

B) 


$175 a month.  

C) 


$150 a month.  

D) 


$100 a month.  

E) 


cannot be determined from the graph, but we know it is greater than $200. 

4) 


When the price of a good changes, the change in consumption that leaves the consumer indifferent between the two choices is called the  


4) 


_______ 

A) 


substitution effect.  

B) 


normal effect.  

C) 


price effect.  

D) 


inferior effect.  

E) 


income effect.  

5) 


The fact that your fourth slice of pizza does not generate as much satisfaction as your third slice is an example of  


5) 


_______ 

A) 


diminishing marginal utility.  

B) 


the paradox of value.  

C) 


the law of demand.  

D) 


consumer surplus.  

E) 


diminishing total utility.  

6) 


When the efficient quantity is produced 


6) 


_______ 

A) 


consumer surplus exceeds producer surplus by the greatest possible amount.  

B) 


total producer surplus is zero.  

C) 


producer surplus exceeds consumer surplus by the greatest possible amount.  

D) 


the sum of consumer surplus and producer surplus is maximized.  

E) 


total consumer surplus is zero.  

7) 


Some producers are chatting over a beer. Which one of the following quotations refers to a leftward shift of the supply curve?  


7) 


_______ 

A) 


"Wage increases have forced us to raise our prices."  

B) 


"We anticipate a big increase in demand. Our product price should rise, so we are planning for an increase in output."  

C) 


"Raw material prices have sky-rocketed; we will have to pass the cost on to our customers."  

D) 


"Our new, sophisticated equipment will enable us to undercut our competitors."  

E) 


Both A and C. 

8) 


In an unregulated housing market, with no rent ceiling, 


8) 


_______ 

A) 


marginal social benefit is negative. 

B) 


marginal social cost is greater than marginal social benefit. 

C) 


marginal social benefit equals marginal social cost. 

D) 


marginal social benefit is greater than marginal social cost. 

E) 


marginal social cost is negative. 

Use the table below to answer the following questions.

Table 8.1.1
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9) 


Refer to Table 8.1.1. The value of C is  


9) 


_______ 

A) 


0.  


B) 


13.  


C) 


50.  


D) 


3.  


E) 


17.  

Use the figure below to answer the following questions.
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Figure 6.3.1

10) 


Refer to Figure 6.3.1 showing the market for frisbees before and after a tax is imposed. Government revenue from the tax is  


10) 


______ 

A) 


$30,000.  

B) 


$5,000.  

C) 


$26,400.  

D) 


$4,000.  

E) 


$22,400.  

11) 


Refer to Figure 6.3.1 showing the market for frisbees before and after a tax is imposed. The tax on each frisbee is  


11) 


______ 

A) 


$0.60. 

B) 


$6.60. 

C) 


$0.40. 

D) 


$1.00. 

E) 


$5.60. 

12) 


Which one of the following is true at the best affordable choice of a consumer?  


12) 


______ 

A) 


Other consumption points along the consumer's budget line lie on higher indifference curves.  

B) 


All income is spent.  

C) 


Marginal rate of substitution exceeds the slope of the budget line.  

D) 


The consumption choice is outside the budget line.  

E) 


Marginal rate of substitution is less than the relative price of the good measured on the x-axis.  

Use the table below to answer the following questions.

Table 8.1.4
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13) 


Refer to Table 8.1.4. If income is $13, then utility is maximized when consumption is 


13) 


______ 

A) 


2 units of X and 9 units of Y.  

B) 


6 units of X and 1 unit of Y.  

C) 


4 units of X and 5 units of Y.  

D) 


3 units of X and 7 units of Y.  

E) 


5 units of X and 3 units of Y.  

14) 


The magnitude of the slope of an indifference curve is  


14) 


______ 

A) 


the marginal rate of substitution.  

B) 


the relative price of good Y.  

C) 


the marginal propensity to consume.  

D) 


the marginal propensity to substitute.  

E) 


the marginal rate of transformation.  

15) 


Which one of the following statements is false?  


15) 


______ 

A) 


An effective minimum wage is inefficient. 

B) 


An effective rent ceiling sets the rent below the equilibrium rent. 

C) 


An effective minimum wage sets the wage rate above the equilibrium wage rate. 

D) 


An effective rent ceiling leads to a housing shortage. 

E) 


A minimum wage is a price ceiling in the labour market. 

16) 


David has an income of $30 to buy movie tickets and bus tickets. The price of a movie ticket is $6 and the price of a bus ticket is $2.  What is David's real income?  


16) 


______ 

A) 


$38 

B) 


15 movie tickets or 5 bus tickets 

C) 


$30 

D) 


$32 

E) 


5 movie tickets or 15 bus tickets 

17) 


When the income effect dominates the substitution effect, what is true of the supply curve for labour?  


17) 


______ 

A) 


It is negatively sloped.  

B) 


It is positively sloped.  

C) 


It is vertical.  

D) 


It can be either positively or negatively sloped.  

E) 


It is flat.  

Use the figure below to answer the following question.
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Figure 9.2.2

18) 


Figure 9.2.2 shows three indifference curves for Brenda. Which one of the following is not true?  


18) 


______ 

A) 


Brenda prefers consuming at point D to consuming at either point B or point C.  

B) 


Brenda prefers consuming at point B to consuming at point A.  

C) 


The marginal rate of substitution is higher at point C than at point B.  

D) 


Brenda would be equally happy consuming at either point B or point C.  

E) 


Brenda prefers consuming at point D to consuming at point A.  

Use the figure below to answer the following questions.
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Figure 5.2.2

19) 


Refer to Figure 5.2.2 If the price falls from P1 to P0, then the change in consumer surplus is 


19) 


______ 

A) 


A. 

B) 


B + C. 

C) 


A + B. 

D) 


A + B + C. 

E) 


A + B + D. 

20) 


At a price of $15, Jack's quantity demanded of good A is the same as when the price rises to $16. Jack's demand for good A is   


20) 


______ 

A) 


unit elastic. 

B) 


perfectly elastic. 

C) 


elastic. 

D) 


inelastic. 

E) 


perfectly inelastic. 

21) 


Suppose a minimum wage of $4 an hour is in force, resulting in unemployment of 10 million hours. Then the demand for labour increases such that supply and demand intersect at a wage rate of $5 per hour. What will happen to the equilibrium wage rate and employment?  


21) 


______ 

A) 


The wage rate is $4 an hour and there will be a surplus of labour.  

B) 


The wage rate is $4 an hour and there will be no unemployment.  

C) 


The wage rate is $5 an hour and there will be a surplus of labour.  

D) 


The wage rate is $4 an hour and there will be unemployment.  

E) 


The wage rate is $5 an hour and there will be no unemployment.  

22) 


An increase in the price of ground beef 


22) 


______ 

A) 


increases the demand for chicken, a substitute for ground beef.  

B) 


increases the quantity demanded of ground beef.  

C) 


increases the demand for hamburger buns, a complement of ground beef.  

D) 


decreases the quantity demanded of ground beef.  

E) 


both A and D.  

Use the figure below to answer the following questions.
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Figure 3.4.1

23) 


At price P1 in Figure 3.4.1  


23) 


______ 

A) 


there is a tendency for the price to fall.  

B) 


the equilibrium quantity is Q2.  

C) 


there is a shortage in the amount of Q4 - Q2.  

D) 


there is a surplus in the amount of Q4 - Q2.  

E) 


the equilibrium quantity is Q4.  

Use the table below to answer the following questions.

Table 8.2.1
Windsurfing equipment rents for $10 per hour, snorkeling equipment for $5 per hour.
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4 180 64
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24) 


Consider Devon's utility from snorkeling and windsurfing in Table 8.2.1. Devon has $55 to spend. What are Devon's choices for time spent on the two activities?  


24) 


______ 

A) 


3 hours of windsurfing and 5 hours of snorkeling 

B) 


1 hour of windsurfing and 9 hours of snorkeling 

C) 


5 hours of windsurfing and 1 hour of snorkeling 

D) 


4 hours of windsurfing and 3 hours of snorkeling 

E) 


2 hours of windsurfing and 7 hours of snorkeling 

25) 


An indifference curve slopes downward because ________. 


25) 


______ 

A) 


the quantity demanded increases as the price falls 

B) 


it shows that people are only happy when they increase consumption of all goods 

C) 


it shows that when a person gives up some of good X they must increase their consumption of good Y to remain indifferent 

D) 


it shows that when a person gives up some of good X they can afford to increase their consumption of good Y 

E) 


it is a demand curve without prices 

26) 


A market supply curve is 


26) 


______ 

A) 


is represented by a line with a constant slope. 

B) 


is downward sloping initially, and then upward sloping. 

C) 


the vertical sum of the individual supply curves. 

D) 


the horizontal sum of the individual supply curves. 

E) 


downward sloping. 

27) 


A fall in the price of a good from $10.50 to $9.50 results in an increase in the quantity demanded from 18,800 to 21,200 units. The price elasticity of demand is  


27) 


______ 

A) 


2.4.  


B) 


0.8.  


C) 


8.0.  


D) 


1.2.  


E) 


1.25.  

28) 


Total revenue is more likely to rise when the price rises if 


28) 


______ 

A) 


there are few substitutes for the good. 

B) 


some extended period of time passes. 

C) 


a high proportion of income is spent on the good. 

D) 


all of the above. 

E) 


none of the above. 

29) 


A constant marginal rate of substitution between two goods implies  


29) 


______ 

A) 


the goods are perfect substitutes.  

B) 


the goods are both inferior.  

C) 


the goods are perfect complements.  

D) 


the goods are imperfect substitutes.  

E) 


one good is normal and one good is inferior.  

Use the figure below to answer the following questions.
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Figure 4.1.2

30) 


Figure 4.1.2 illustrates a linear demand curve. If the price falls from $4 to $2,  


30) 


______ 

A) 


the quantity demanded increases by more than 10 percent.  

B) 


total revenue remains unchanged.  

C) 


the percentage change in quantity demanded is more than the percentage change in price.  

D) 


total revenue decreases.  

E) 


total revenue increases.  

Use the figure below to answer the following questions.
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Figure 6.1.2

31) 


Refer to Figure 6.1.2. If a rigorously enforced price ceiling is set at $10, then  


31) 


______ 

A) 


200 units will be sold at a price of $10 each.  

B) 


100 units will be sold at a price of $10 each.  

C) 


100 units will be sold at a price of $15 each.  

D) 


100 units will be sold at a price of $20 each.  

E) 


150 units will be sold at a price of $15 each.  

32) 


In consumer equilibrium, a consumer equates the  


32) 


______ 

A) 


total income spent on each good with total utility from each good.  

B) 


total utility from each good.  

C) 


marginal utility from each good.  

D) 


marginal utility per dollar on each good.  

E) 


total utility per dollar on each good.  

33) 


Choose the statement or statements that are correct.

I.
The value of one more unit of a good or service is its marginal benefit.

II.
Marginal benefit equals the total amount we spend on a good or service.

III.
Marginal benefit is the maximum amount willingly paid for another unit of a good or service.  


33) 


______ 

A) 


I only.  

B) 


I, II, and III.  

C) 


I and III.  

D) 


III only.  

E) 


II only.  

34) 


Overproduction of a good means that 


34) 


______ 

A) 


marginal social benefit exceeds marginal social cost. 

B) 


the sum of consumer surplus and producer surplus is greater than the sum for an efficient allocation. 

C) 


marginal social cost exceeds marginal social benefit. 

D) 


deadweight loss has been eliminated. 

E) 


this is a public good. 

35) 


What method of resource allocation depends on willingness-to-pay and ability-to-pay? 


35) 


______ 

A) 


first-come, first-served 

B) 


lottery 

C) 


market price 

D) 


command 

E) 


force 

Use the figure below to answer the following questions.
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Figure 3.5.1

36) 


Initially, the demand curve for good A is D2 in Figure 3.5.1. Suppose good B is a substitute for good A. If the price of B falls  


36) 


______ 

A) 


the demand curve for good A will shift from D2 to D3. 

B) 


there will be a surplus of good A at P2.  

C) 


the price of A will rise.  

D) 


the equilibrium quantity of good A will increase. 

E) 


all of the above are true except B.  

37) 


As more of a good is consumed its 


37) 


______ 

A) 


marginal utility increases.  

B) 


marginal utility remains unchanged.  

C) 


marginal utility decreases.  

D) 


total utility increases at an increasing rate.  

E) 


total utility decreases.  

38) 


The market for strawberries is perfectly competitive. Joe and Haley are consuming the same amount of strawberries, but Joe's demand is much more elastic than Haley's. Which statement is true?  


38) 


______ 

A) 


In comparing consumer surpluses, no statement can be made. 

B) 


Haley's consumer surplus equals Joe's.  

C) 


Any comparison of consumer surplus depends on the price of strawberries.  

D) 


Joe's consumer surplus exceeds Haley's.  

E) 


Haley's consumer surplus exceeds Joe's.  

Use the figure below to answer the following questions.
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Figure 9.3.3

39) 


Consider an initial budget line labelled RT in Figure 9.3.3. If the budget line becomes RS, the income effect is illustrated by the move from point 


39) 


______ 

A) 


A to B.  

B) 


A to C.  

C) 


B to D.  

D) 


C to B.  

E) 


D to A.  

40) 


If income increases, the budget line 


40) 


______ 

A) 


shifts parallels either leftward or rightward depending on whether the goods measured on the axes are normal or inferior.  

B) 


becomes steeper.  

C) 


shifts leftward and parallel to the original budget line.  

D) 


becomes flatter.  

E) 


shifts rightward and parallel to the original budget line.  

Use the figure below to answer the following questions.
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Figure 9.2.3

41) 


Refer to Figure 9.2.3. When Rashid chooses the consumption point of 2 books and 6 albums, his marginal rate of substitution is ________. 


41) 


______ 

A) 


3 books per album 

B) 


2 books per album 

C) 


1 book per album 

D) 


0.5 books per album 

E) 


1/3 books per album 

42) 


Complete the following sentence. A surplus  


42) 


______ 

A) 


exists if the price is above the equilibrium price.  

B) 


is the amount by which the quantity demanded exceeds the equilibrium quantity.  

C) 


will lead to rising prices.  

D) 


is the amount by which the quantity demanded exceeds the quantity supplied.  

E) 


is the amount by which the quantity supplied exceeds the equilibrium quantity.  

43) 


Marginal cost 


43) 


______ 

A) 


is greater than price. 

B) 


decreases as more of a good or service is produced. 

C) 


can be negative. 

D) 


is always less than price. 

E) 


is the minimum price a producer must receive to induce him to offer one more unit of a good or service for sale. 

Use the figure below to answer the following questions.
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Figure 9.3.1

44) 


Consider the budget line and indifference curve in Figure 9.3.1. If the price of good X is $1 a unit, then the price of good Y is  


44) 


______ 

A) 


$0.75 a unit.  

B) 


$2 a unit.  

C) 


$1.33 a unit.  

D) 


$1.25 a unit.  

E) 


$1 a unit.  

Use the table below to answer the following questions.

Table 8.1.3
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1 120 1 120
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3 80 3 60
4 70 4 40




45) 


Refer to Table 8.1.3. What is the total utility if 3 bags of popcorn and 2 bottles of pop are consumed?  


45) 


______ 

A) 


310 


B) 


490 


C) 


150 


D) 


100. 


E) 


660 

Use the figure below to answer the following questions.
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Figure 5.4.2

46) 


Refer to Figure 5.4.2. If the level of output is 150 units, the consumer surplus is area  


46) 


______ 

A) 


HCG.  

B) 


ACH.  

C) 


DCE.  

D) 


BCF.  

E) 


ACG.  

47) 


Sara's income is $12 a week. The price of popcorn is $3 a bag, and the price of a smoothie is $3. The opportunity cost of a smoothie is ________. 


47) 


______ 

A) 


1.0 bag of popcorn 

B) 


1.00 smoothie 

C) 


$1 

D) 


$3 

E) 


4 bags of popcorn 

48) 


The demand curve for a good is the same as the  


48) 


______ 

A) 


marginal cost curve of that good.  

B) 


production possibilities frontier (PPF).  

C) 


marginal benefit curve for that good.  

D) 


consumer surplus curve of that good.  

E) 


none of the above.  

49) 


If the government imposes a maximum rent for housing that is above the equilibrium price, then you predict that  


49) 


______ 

A) 


the supply curve for housing shifts leftward. 

B) 


the law will generate a shortage of housing. 

C) 


the law will create a surplus of housing. 

D) 


the law will have no effect in the market for housing. 

E) 


the demand curve for housing shifts rightward.  

50) 


If A and B are complements in production and the price of A falls, the supply of B 


50) 


______ 

A) 


decreases and the price of B falls.  

B) 


increases and the price of B rises.  

C) 


increases and the price of B falls.  

D) 


does not change.  

E) 


decreases and the price of B rises.  

1) 


C 

2) 


C 

3) 


A 

4) 


A 

5) 


A 

6) 


D 

7) 


E 

8) 


C 

9) 


D 

10) 


D 

11) 


D 

12) 


B 

13) 


C 

14) 


A 

15) 


E 

16) 


E 

17) 


A 

18) 


C 

19) 


B 

20) 


E 

21) 


E 

22) 


E 

23) 


C 

24) 


D 

25) 


C 

26) 


D 

27) 


D 

28) 


A 

29) 


A 

30) 


D 

31) 


B 

32) 


D 

33) 


C 

34) 


C 

35) 


C 

36) 


B 

37) 


C 

38) 


E 

39) 


E 

40) 


E 

41) 


D 

42) 


A 

43) 


E 

44) 


A 

45) 


B 

46) 


B 

47) 


A 

48) 


C 

49) 


D 

50) 


E

