December 2010
Final exam review Econ 201

PART I: MULTIPLE CHOICE QUESTIONS

1. Suppose that the price elasticity of supply for toothpaste is 0.2. If the price of toothpaste
increases by 30%, what would we expect to happen to the quantity of toothpaste supplied?
a. increase by 3% o O 6
b. increase by 60% e = 02 -
c. decrease by 5% ' \
d. decrease by 15% o3~ - &
(€) increased by 6%
/f\ 2. A perfectly competitive firm has MR = $8/unit and MC = 4 + Q/100. What will the firm do
L to maximize profits? Me - paR /
a. produce 400 units ¢ =t g o
b. produce 800 units
¢. charge 8$/unit e
d. charge a price greater than 8$/unit
(&) aande.
3. Ifarisk averse individual is offered the opportunity to buy actuarially fairly priced insurance, she will
definitely purchase it because doing so would
é increase her expected utility over what it would be without the insurance M

b. result in the same level of utility as without insurance
c. yield the same level of expect wealth as without insurance
d. increase the standard deviation of her income over what it would be without insurance -/
e. none of the above

4. If decreasing returns to scale are present, then a 10% increase in input would result in
a. 10% increase in output \,Nsb"{‘ Y VY:\NV,Y: Optpet wele vy
b. more than 10% increase in output Cles . , Gt 4

53 less than 10% increase in output
d. 10% decrease in output
e. output not changing

5. Given any pair of goods X and Y, utility is maximized when:

a. MUx/Px = MUy/Py
b. MUx/MUy = Px/Py
c. MUx =MUy

d. Px=Py

" e.) Both (a) and (b) are correct
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6. If the demand for baseball is more elastic than supply, a tax of 3$ per baseball will increase
the consumer price by:

a. $3 Zd > i
b. more than $1.50 but less than $3
c. $1.50 Te < T
@ less than $1.50 B dled i
e. 0%
7. A firm has min AVC at $30/unit and min ATC is $60/unit, if the firm is currently charging
$45/unit: 7
a. It should produce a quantity to minimize ATC » ‘ / r /,,,,..,.fl' TC
b. It should shut down immediately X |4 — e
c. It should stay in business until it can eliminate its fixed costs | ., A

d. It should produce a quantity to minimize AVC
/@ aand c.
8. if the price of oranges increases and the total revenue earned by orange producers increases,

then the demand for oranges is: p /V QL < TRA

inelastic

b. unit elastic
c. elastic
d. infinitely elastic
€. upwards sloping
—.9. If the equilibrium price is 17.33$ and the equilibrium quantity is 150. The price elasticity at
demand at the equilibrium is: (| s, 4 .00

o Sl [ 0 AN/ (ha &) ,// AL
b. 2.25+ PP N\ — e SIREITETY A reaee 4

{ g t C ) A, Y ~3..
¢ -26 ) & Al /(hae> [ AP TS
d -.17 ;

e.) None of the above
10. Opportunity cost measures the:
a. different opportunities for spending money
@ amount of one good forfeited to obtain a unit of another good
c. alternative means of producing output
d. market price of a good
e. monetary cost of purchasing a commodity
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a. afall in the price of one will increase demand for the other
’t';\ an increase in the price of one will increase the supply of the other
¢. anincrease in the production of one must be offset by a decrease in production of the

%X 11. When 2 goods are complements%nproductlon k'

other
d. they have identical supply curves ATre + THe
e. they must also be complements in consumption £X5
-.\__/ 12. if marginal cost is rising, it must be true that: (Ao o L \F ""f} /I MC - XTc
a. average cost is below marginal cost - ——
(b, marginal product of labor is falling AT
C. average cost is rising Mp 5& MC me tmonecls e :
d. average product of labor is falling / | == TVIeRy R
¢. average cost is above marginal cost f V\C bt pthass o Uhes ™MD ¢t

o M Ay
I 13. A Nash equilibrium refers to:

7 < @ action in which the firm does the best it can given its competitor’s action -
strategies in which the firm doesn’t take into account its competitors actions
. asituation in which all firms perform identical actions
d. action in which the firm does the best it can given regardless of its competitor’s actions
e. acooperative outcome between firms <
14. The equilibrium payoff in the Prisonner’s Dillemma
v a. represents Nash equilibrium

(b,/ results in non cooperative behavior

¢. are such that no individual prisoner can be better off by changing his plea
d. all of the above
e. none of the above
15. Since the profit maximizing monopoly produces the output where MR = MC, we can

conclude that:

a. P=MC
P>MC
c. P<MC
d. P=MR /l\', - 7 - ) Oy 3 f)
e. P<MR
Problem 1 -
Market for college hockey players is given by the following equations where P is the weekly
wage in excess of scholarship and Q is the number of athletes: . /q"\
Qd = 1600 - 20P gp - S0 Y
QS =-900 + 30P : " 2N
1. Find the equilibrium price and the number of athletes hired. & = sJ") e j <
2. Suppose a restriction is imposed such that players can’t be paid more than 35%/week abov:’" g ey ";;““ >
d
the scholarship. How many athletes would now be hired? i
% lo 20 (3
o GO "} - \ 77 W SN |
(<D 7 |
. &70{) ) ¢ - e
2 =10 i
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(x

3. What is the change in producer surplus (players) as a result of price control? StaGR fne

4. How much is now spent on athlete wages compared to the free market equilibrium Gooo 45 74
S SoXbos

Problem 2 ¥ LS5O ‘{\6\ S)SAS) 1., Ty,

Payoff matrix (profits in millions of dollars)

Pepsi advertising budget
Large moderate
large 60, 60 90, 50
Coke’s advertising [ Moderate 50, 90 80, 80
budget '
(i)  What is the Nash equilibrium? 60, 0 o /e A | Lol i i’“‘jf« + Mudss
(i)  If Pepsi and Coke colluded their choices of advertising budgets, which would they select? Explain g‘x:a; j 0
(iii)  Is the cooperative outcome in (ii) likely to be stable? Explain Tl : 16o »
Problem 3 No ;  gh & W\ onedve  wotots  reped te odd
AV
Consider the following costs for 2 perfectly competitive firms and answer the questions:
Firm A: output = 5000, TVC = $2500, TFC = 20005, MC = 1.20, P = $1 p
Firm B: output: 5000, ATC = 18 (and ATC s atitsmin.), P=$1.20 ~, h{cme ZMe=C
1. How much profit or loss is each firm making "™ 5 ?;}33 C (= AR
/ 2. Are the firms maximizing profits? Explain /\/0, me =M= P e (AT &
3. Should each firm produce more, less or the same output as currently explain? s Te) Q
— | AP $ ! foaP2mc | A odwnee Leaa
=, 14 J {
Problem 4 M= 2% A . M >f Q" Prodi w Moe

The PPFs of Country 1 and Country 2 are as follows:

= 2 / Country 1
Country 2 i N
Laptops » Laptaps

200

G TVs 164 TWs

(i)  What is the opportunity cost of producing one laptop for Country 1 and Country 2, respectively?

w \ -
N O™ 2.~ TV
7
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(ii) What is the opportunity cost of producing one TV for Country 1 and Country 2, respectively?

|
— ~ b
3L 2L

Question 5

The tabls on the loft sets out the market demand schedule for tapes, and the table on the right shows the cost
structure of a perfectly competitive firm. There are 1000 firms i the industry

5.5 575,600 300 7 F 4 206
8.6 550,000 350 77 7B 201

ik 525000 400 11 8.1 176
8.2 500,000 450 1145 83 171
@ 475000 500 122 82 155
8.8 450,000 — 550 145 10 145
106 425,000 v 600 1508 0B 1482
11 400,000 ’
12.2 375,000 foom rine
12 350,000
138 325,000 “N YA
14.6 306,000 < |
154 275,600 ¥ ;
B2 250000 S -

{1} What 13 the market price? (2 marks) 3

R IS (Qa=Q 5

y

(1t} What 15 the industry s output? (3 marks)

{11r) What 15 the output of each firm? (3 marks)
/t

D
\ ) /";

{iv) Whatis the sconomic profit of each firm? (3 marks)

- RK~T¢ / )

{

~
=
v;\
Cad
L
O

{vy What1sthe shutdown point {what is the numernical valug)? {3 marks)

j; 7 14 oo
{v1) What ts the long run equilibrium price? You can assume that the above ATCs apply to both short run and
long run (3 marks).
(): lé‘7( p-l/a‘jgﬂ % /('{ {:

oo

(vil) Continmng from (vi), what 13 the number (inizger) of firms 1n the industry? (3 marks)

A0
el O N (P . Lo
sy A WOD T
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