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Economics 020 - 002/004 Mid-term
QOctober 13, 2007

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

1) Choices are in the social interest if they bring the greatest possible bencfit to
A) third-world countries.
B) children and the elderly.
() all living things.
D) the government.
E) chy as a wholc.

2} During the next hour John can choose one of the following three activities: playing basketball,
watching television, or reading a book. The opportunity cost of reading a book
A) is playing basketball and watching television.
B) is watching Lelevision if John prefers playing basketball 1o watching television.
() depends on how much the book cost when it was purchased.
Q ~ 13) depends on how much John enjoys the book.
E) is playing basketball if John prefers that to watching television.

3) The big tradcofl is between
Q A) guns and butier.
B) output and inflation.
C) cquahty and efficiency.
D) taxes and transfers.
E) current consumption and & higher future standard of living.

4) Modcl 4 1s supcrior to model B if
- A) it is scientifically "clegant."
B) its predictions correspond more closely to the facts than the predictions of model A.
C) it is preferred by a majority of rescarchers in a public opinion poll.
D) it contains more real world detail than model B.
‘E) it contains fewer unrealistic assumptions than model B.

5) Which one of the following concepts is nof illustrated by a production possibilitics frontier?
A) the tradeofT between producing one good versus another
13) opportunity cost
() attainable and unattainablc points
D) monetary exchange
L) scarcity
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Use the figure below to answer the following question.

Figure 1

6) Refer to the production possibilities frontier in Figure 1. For which of the followmg movements 1§

the opportunity cost of ¥ the greatest?
Actod
B)btoa
C)dtoc
Djetod
E) The opportunity cost is the same in cach casc.

7) A graph with the quantity of shoes on the X axis and the quantity of shirts on the ¥ axis shows the

PPF for shocs and shirts. As you move up toward the lcft along the production possibilities
[rontier, the marginal cost of producing a

A) a shoc increascs.
3) a shirt deercascs.
C) a shirt increases.
D) a shoe 1s negative.

E) shoc or a shirt is equal at the midpoint betwecen the vertical and horizontal axis.

8) If allocative efficiency is achieved, then for cach good produced marginal

A) cost is at its minimum and marginal benefit can have any value.
B) benefit is at its maximum and marginal cost can have any value.
C) benefit exceeds marginal cost by as much as possible.

D) benefit equals marginal cosL.

E) benefit is at its maximum and marginal cost is at its minimum.
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9) If country A is accumulating capital at a faster rate than country B, then country 4
A) will soon have a comparative advantage in the production of most goods.
B) will have more uncmployment than country B.-
C) will have a production possibilities fronticr that is shifting out faster than country B's.
D) is using a larger proportion of resources to produce consumplion goods.
E) will have a higher rate of inflation than country B.

10) ‘The opportunity cost of pushing the production possibilitics frontier outward is
A) technological change.
B) the gain in future consumption.
() reduced current consumption.
D) capital accumulation.
) a deercase in government scrvices.

Use the information below to answer the following question.
Fact 1

Agnes can produce either 1 unit of X or 1 unit of ¥ in an hour, while Brenda can produce either 2 units of X or 4
units of ¥ in an hour.

11) Complete the following sentence. Given Fact 1,

A) there will be no gains from cxchange because Agnes has an absolute advantage.

B) there will be gains from exchange, no matter what Brenda and Agnes specialize in, as long as
they specialize.

() there will be gains from exchange only if Agnes specializes in the production of ¥ and Brenda
in X,

D) there will be gains from exchange only if Agnes becomes faster at producing X.

E) there will be gains from cxchange if Agnes specializes in the production of X' and Brenda in Y.

12) If individuals 4 and B can both produce only goods X and ¥ and 4 does not have a comparative
advantage in the production of either X or ¥, then we know

A) A and B have the same opportunity cost of producing X, and 4 and B have Lhe same
opportunity cost of producing Y.

B) A must have lower opportunity costs of production in both goods.
C) B has a comparative advantage in the production of both X and Y.
D) B has an absolutc advantage in the production of X and Y.

E) the gains from trade will be large but only in one direction.
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13) Learning-by-doing is the basis of ‘
A) economic coordination.
B) increasing opportunity costs.
() dynamic comparative advantage.
D) research and devclopment.
E) absolutc advantage.

Use the table below to answer the following guestion.

Table 1

Year Coffee Price lcaPricc Cola Price

2005 $1.25 $1.10 $0.80
2006 $1.50 $1.00 $1.00
2007 $1.25 $1.20 $1.00

14) Consider Table 1. In 2007, the opportunity cost of colfee in terms of cola is
A)1.25.
B) 1.00.
C) 0.67.
D) 1.56.
E) not determinable without more information.

15) If an increasc in the price of good 4 causcs the demand curve for good B to shift to the left, then
A) B is a normal good.
B) 4 and B are substitutes.
C) 4 and B are complements in production.
D) B is an inferior good.
E) 4 and B are complements.

16) A decrease in quantity demanded is represented by a
A) rightward shift of the demand curve.
B) rightward shift of the supply curve.
C) leftward shift of the demand curve.
1) movement downward and to the right along the demand curve.
I£) movement upward and to the left along the demand curve.

17) If the number of supplicrs of good ¥ increases. then ‘ e
A) the supply curve of good ¥ will shift to the right.
B) the supply curve of good Y will shift to the lcft.
C) a movement upward along the supply curve of good Y will occur.
D) the supply curve of good ¥ will remain unchanged.
I£) a movement downward along the supply curve of good Y will occur.
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J8) A rise in the pricc of a good will cause
A) the demand for the good to deerease
B) the supply of the good to increase-§
C) the demand for a complement in production to increase. ”
D) a movement to the right along the supply curve, »
E) a movement 1o the right along the demand curve.-

Use the figure below (o answer the Jollowing questions.

19) At price P3 in Figure 2,

S
53] ettt Gt R
P2 o= e = e
[T R SR
L E
o Q@ Q Q Q
Quantiry
Figure 2

A) there is a tendency for the price to risc.
B) there is a surplus cqual to Q5 - 01.

C) there is a shortage equal to 05 - Q1.
D) this market is in equilibrium.

E) the cquilibrium quantity is Q5.

20) At price /1 in Figurc 2,

A) producers can sell all they plan to scll.
B) producers are unwilling to sell any goods.

C) a surplus exists,

D) consumers can buy all they want. ¢
E) both sides of the market arc able to carry oul their desired transactions.
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21) Suppose we observe both @ Cocreass = e ooce of good 4 and an increasc in the quantity of good
A boughl and sold. Which omz o7 5= © =z is a likely explanation?
A) The demand for 4 has morsesel
B) The supply of 4 has inreased
C) The supply of 4 has decreasac
D) The demand for 4 has decrsassd
E) The |law of supply 1s violzizd

22) Good X is an inferior 2ood. A leftward shift of the supply curve of good X could be the result of
A) a tisc in the wzge rate of the workers who produce good X.
B':‘--‘- '__.::—~‘---:. ‘.-; , 8
C) z changs of preferences that decrease the demand for good X
D) a decrease in income.
E) a technological advance in the production of good X.

23) If 4 and B are substitutes in production and the price of A4 falls, the supply of B will
A) shift depending on whether 4 and B are substitutcs.
B) decrease, and the price of B will rise.
C) decrease, and the price of B will fall.
D) increasc, and the price of B will risc.
E) increase, and the price of B will fall.

-24) If we observe an increase in the cquilibrium quantity, we know that
A) cither the demand for A has increased or the supply of 4 has decreased or both.
B) either the demand for A has increased or the supply of A4 has incrcased or both.
() either the demand for 4 has decreased or the supply of 4 has increased or both.
D) cither the demand for 4 has decreased or the supply of 4 has decreased or both.
F) any of the above could have oceurred; it depends on the relative size of the cifects.

B-6

THIS EXAM WAS PROVIDED BY THE
A ECONOMICS STUDENTS'ASSOCIATION

VISIT US ONLINE AT WESTERNESA.COM



Use the table below to answer the following question.

Table 2
The Market for Car-Seat Heaters

Price ($) __ Quantity Demanded Quanuty Supplied
40

500 300
50 450 350
60 400 400
70 350 450
80 300 500
90 250 550
100 200 600

25) Consider Table 2. Suppose a problem develops with car-seat heaters—they malfunction and
occasionally cause serious bums. As a result, demand decreases by 100 units at each price.
Simultaneously, the cost of production riscs, causing supply to decrease by 200 units at cach pricc.
The new equilibrium priceis§ ~~ and equilibrium quantity is units.

A) 50; 450
B) 70; 350
C)70; 250
D) 70; 450
E) 60; 300

Use the table below to answer the following question.

Table 3
Quantities demanded and supplied in equilibrium before and after a drought strikes potato farmers.
Potatoes Hamburgers Rice
before  aller before after before after
Region 1 100 30 50 20 3 50
Region 2 10 5 4 50 50 60
126) Consider Table 3. In Region 1, potatoes and hamburgers are
A) inferior goods.
B) substitutes.

C) normal goods.
1D) complements.
E) unrelated goods.
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27) The data in the table below show the demand schedule for bottled water by the combined 002 and
004 sections of your economics class. The demand for bottled water is elastic at prices above
, Is unit elastic at a price of ~, and is inelastic at pricces below

¢
¥

Price (cents per bottle} | Quantity Demanded {beilles of water)

1000 A 1

DRSS | AR 47
—BG ' 34
400 i 75

300 ! 122

| 200 | A 203

175 } 232

150 ! 270

129 i 320

100 3 382

75 3 412

50 ! 455

25 1§ 498

A) $5.00; $5.00; $5.00
B) $10.00; $5.00; $0.25
C) $1.75: $2.00; $3.00
) $2.00; $2.00; $1.75
E) $0.25; $2.50; $0.25
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Use the figure below to answer the following question,

Price ()
B

Demand

0 Quantity
Figure 3

28) Figure 3 illustrates a linear demand curve. If the price falls from $4 to $3, we know
A) the cffeet on total revenue can be determined only with information on the quantitics.
Bj total revenuc will decrease.
- C) total revenue will increasc.
D) total revenue will remain unchanged.
E) the effect on tolal revenue cannot be determined.

Use the table below 1o answer the following question,

ESA

Table 4

Price of Jolt Price of Cokc Income Level Cokce Sales

2000  $1.00/can $1.00/can $25,000 15,000 cases
2001  $1.00/can $1.40/can $25,000 25,000 cases
2002  $1.00/can $1.40/can $35.,000 15,000 cases
2003  $1.40/can $1.40/can $35.,000 5,000 cases

5\‘9) Consider Table 4. The cross elasticity of demand for Coke with respect Lo the price of Jolt is
A)0.75. ‘
3) 1.5
C) 0.40.
D) 10.
E) -3.

3-9

THIS EXAM WAS PROVIDED BY THE
ECONOMICS STUDENTS'ASSOCIATION
VISIT US ONLINE AT WESTERNESA.COM



|

Use the table below 1o answer the following question.

Table 5
Year Quantity Demanded  Price (S)  Income (8$)
2004 25,000 1 4,000
2005 15,000 3 4,000
2006 5,000 3 6,000

30) Consider the information 1n Table 5. The incomce clasticity of demand is
A)3.33.
B)-3.33.
C):2:5:
D) 1.25.
L) -2.5.

Use the figure below to answer the following question.

= T
& s,
£ S,
8 -
6 -
il
2k
O Quanhiy
Figure 4

31) The two supply curves in Figurc 4 arc parallel. In the $3 to $4 price range
A) S1 1s more inelastic than $2.
B) S1 and 52 have the samc clasticity.
C) S1 is tlatter than S2.
D) 81 is steeper than S52.
E) S1 1s more elastic than $2.

b
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ket price is one method of resource allocation. In this case,
A) only those who show interest would get the resources. . ¥
B) wil DE0SSS-10-pay 1S not an issue,
L) only those who are willing and able to Pay would get the resources.
1J) evervone in the economy gets the resources.

E) affordability to pay for the resources is less important than willin 2ness-to-pay.

33) Currently Jerry and hulia are consuming the same amount of strawberries, but Jerry's demand
ceurve is much more clastic than Julia's. Which statement is true?

A) Jerry's consumer surplus excceds Julia's,

B) Julia's consumer surplus exceeds Jerry's.

C) Julia's producer surplus is greater than J BITY's producer surplus.
D) Jerry's producer surplus is greater than Julia's producer surplus.
E) Julia's consumer surplus cquals Jerry's,

Use the figure below to answer the following question.

&
&-: 3
v
?,
b
Py
d [
! D
D Q, 2y Quansty
Figure 5
34) Refer to Figure 5. If the price is P, consumer surplus is
A) a.
B) 5 plus c.
C) a plus b plus ¢ plus d plus ¢.
D) a plus & plus c.
E)dpluse,
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Use the table below to answer the following question.

Table 6
"Quantity Marginal Cost (3)
1 2
2 3
3 4
4 5

35) Table 6 gives information on the marginal cost for the XYZ firm. If XYZ sells the first uniz a1 2
price of §6, what is its total producer surplus on that unit?
A) $4
B) §7
C) $6
D) $9
E)S$12

Use the figure below to answer the following question.

3
3
X
a \
d/ 5
h
; / \
: (¥
L 1 l
¢ Hoed 150 puia)
Quanory
Figure 6

36) Reler to Figure 6. If the level of output is 100, the deadweight loss is arca
A) acg.
B) bef.
C) heg.
D) ach.
E) dce.
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-37) If the government imposes a maximum rent for housing that 1s above the equilibrium price, then
you predict that

A) the law will create a shortage of housing. "‘
B} the law will generate an excess demand for housing. / w' £y
C) the law will have no effect in the housing market. :
D) the supply curve for housing shifis leftward.

E) house-seekers will observe that landlords start to decreasc the standard of maintenance.

S

38) The short-run supply curve for rental housing is positively sloped because

A) the supply of housing is fixed in the short run.

B} the cost of constructing a new building is about the same regardless of the number of
buildings already in existence.

' C) new buildings will be constructed as rents rise.

1)) the current stock of buildings will be used more intcnsively as rents rise.
E) the cost of constructing new buildings increases as the number of buildings in cxistence risc,

Use the figure below to answer the following question.

a Suppiv

Wige mn tdolars por basr)
L

.
T

Dentand

N N i ; . | ‘
= AU 0 a0
Labous willions of hours)

o
]

Figure 7

- 39) If the minimum wage is set at $3 per hour in Iigurc 7, what is the level of unemployment in
millions of hours?

A)20
B) 50
C)0

D) 10
E) 40
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Use the table below to answer the following question.

Table 7

Wage Labour Supplicd Labour Demanded
(8 perhour)  (hours per week)  (hours per week)

7 1,000 600 200
6 800 800 Hoo
5 600 1,000 oor
4 400 1,200 ¢

40) Table 7 gives the supply and demand for teenage labour in Lexington. There is a mini=us s

set at $6 per hour. Suppose a fast food restaurant closcs and the demand for teenags '2%

decreases by 400 hours per week at cach wage level. The result will be
A) elimination of teenage unemployment and a wage of $5 an hour.
B) no change in teenage unemployment since the wage must remain at $6 an hour.
C) elimination of teenage uncmployment and a wage rate of $6 an hour.
1)) elimination of teenage unemployment and a wage of $4 an hour.
E) a wage rate of $6 an hour and unemployment of 400 hours a week.

41) The tax burden on consumers will be greater the more

(1) elastic 1s demand
(2)-inelastic is demand
(3) clastic is supply
(%) inelastic is supply

A) (1) and (4)

B){(2)

C) (2) and (3)

D) (1) and (3)

E) (2) and (4)
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Use the figure below to answer the following question.

ESA

= Iatax
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Figure 8

42) Consider Figurc 8. Government revenue from the salcs lax is
A) §100.
B) $400.
C) $600.
D) $0.
E) $300.

~43) When farmers face a poor harvest,
A) supply decreases, price falls, and total farm revenue increases.
B) supply increases, price falls, and lotal farm revenuc increases.
C) supply remains unchanged, price falls, and total farm revenuc remains unchanged.
D) supply decreases, price rises, and total farm revenue decreases.
L) supply decreases, price riscs, and total farm revenue increases.
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Use the table below to answer the Jollowing guestions.

Table 8
The Market for a Prohibited Good.

Price (§) Quantity Demanded Quantity Supplied

5 700 100 -
6 600 200
7 500 300
8 400 400
9 300 500
10 200 600
11 100 700
~ 44) Refer to Table 8. If a $2-per-unit cost of breaking the law is imposed on buyers, the new price is
$ __and the new equilibrium quantity is ___ unmits,
A) 8: 300
B) 9: 300 :
C) 8; 200 ‘
D) 8; 400
E) 7; 300
'15) Refer to Table 8. If a $2-per-unit cost of breaking the law is imposed on scllers, the new price is
$____ andthe ncw equilibrium quantityis _ yunits.
A) 8; 300
B) 8; 400
C) 7: 300
1) 9; 300
E) 8; 200

~46) The PPF for good X and good Y is a strai ght line. If'a tax is added to good ¥, everything clse
remaining the same, then
A) the buycr and the seller split the tax, but the seller pays more Of the tax.
B) the buyer and the scller split the tax, but the buyer pays more of thetax.
C) the seller pays the entire Lax, >
D) the buyer and the seller split the (ax cvenly,
F) the buyer pays the entire tax.

B-16
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-Aja’ﬁ;a tax is applied to a good, which has a price elasticity of demand cqual to zero, then the quantity

bought and sold e . the total revenue received by the supplier
, and arises.

A) deereascs; scller pays the entire tax; decreascs; a deadweight loss

3) decreascs; buyer and the scller split the tax; decrcases; no deadweight loss

C) does not change; buyer pays the cntire tax; does not changc; no dcadweight loss
D) docs not change; seller pays the entire tax; does not changc; no deadweight loss
E) decreases; buyer pays the entirc tax; decreases; a deadweight loss

Use the table below 1o answer the following question.

ESA
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Table 9 ,
Demand and Supply Schedules for Cups of Coffec cach day at CoolU.
Quantity Quantity
Pricc Demanded Supplicd
$0.70 1,200 0
$0.80 1,100 200
$0.90 1,000 400 g
$1.00 900 600 !.z2 L—
$1.10 800 800
$1.20 700 1,000
$1.30 600 1,209 L2
$1.40 500 1,400 :
$1.50 400 1,600

'48) T'able 9 gives the demand and supply schedules for coffee at CoolU. The price of a donut

deercascs and the demand for coffee changes by 200 cups at each price. At the same time, a
drought in coffee-growing regions changes the supply of coffee by 200 cups at cach price.

The university decides to place a price ceiling on a coffee at $1.20 a cup.
oy, <
As a result, a cups of coffee a day occurs, and . The demand for
coflce is __ at the new price. S
A) shortage of 100; the highest price someone is willing to pa§ for a cup of cofiee in the black
market 1s $1.30; elastic
B) new cquilibrium quantity of 900; the price ceiling is effective; unit elastic
C) new equilibrium quantity of 800; a deadweight loss arises; inelastic
D) shortage of 100; the highest price someone is willing to pay for a cup of coffee in the black
market is §1.05; clastic
E) new equilibrium quantity of 800; the price ceiling is incffective; inclastic
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49) Daphne and Miranda both produce bears stuffed with jeally beans. If we draw their 277

i
bears on the y-axis and bags of jelly beans (for stutfing the bears) on the x-axis. Daphns's =5
stecper than Miranda's PPF at all quantities of jelly beans and the two PPFs interseet whees
cach produce 100 bears and 100 bags of jelly beans. If Daphnc and Miranda exploit their
comparative advantage and trade

A) Miranda produces more hears and Daphne produces more jelly beans.

13) Miranda gets jclly beans at a lower cost than before but Daphne pays more for hears.

C) Daphne produces more bears and Miranda produces more jelly beans.

D) Miranda gets jelly beans at a lower cost than before and Daphne gets bears at a lowear cos:
100.

) Both A and D arc correct,

1

L

L
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50) Wilh rising health care costs from smoking, the government decides to make cigarelics illegal and
{o punish scllers with penalties that are cquivalent to $3 a pack.

The table below shows the dcmand and supply schedulcs for cigarettes when they are traded
legally. With the new penalties the equilibrium quantity of cigarettcs bought falls by

packs a week. Not happy with this outcome, the government decides to keep the penalty on sellers
but also to impose and enforce a price ceiling of $4.00 a pack. The quantity now falls by a further
__packs a week but there 1s a consumer surplus on the marginal pack bought of

Price Quantity demandcd Quantity supplied
(dollars) (packs per week) (packs per week)
1.00* 1,000 100

Jo50: = 950 200

2.00 900 300

2.50 850 400

3.00 800 500

3.50 750 600

4.00 700 700

450 - <. 650 800

5.00 600 500

5.50 550 1,000 ~
6.00 500 1,100

6.50 450 1,200

7.00 400 1,300

7.50 350 1,400

.00 300 1.500

8.50 250 1,600

5.00 200 1,700

9.50 150 1.800

10.00 100 1,900

A 200; 400; $4
B) 500: 100; 84
() 500; 100; $6
D) 200; 400; 86
E) 300; 300; $4
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