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MULTIPLE CHOICE, Choose the one alternatiye that best completes the Statement op
AnSWers the Question.
1) A tractor IS an Cxample of which of the t'oHowing factors ofproduction‘.?
A) Energy
B} land
C Iabour
D) enrreprencw'ship
E) capital L
Use the figure belgy 0 answer the Jollowing question,
o
3
O
2
L-_l_._.!__j__l___‘__l__'.._L_ N
G ? 4 & 3 16
Good ¥
Figure 1
2) Refer 1o the Production possibilities frontier in Figure 1, Which o the fnl!owing
Statements is trye about point 7
A) It is Unattaimah]e
B)Itis atlainah]e only if we consume legg of good ¥
C)Itis atlamable op by it we Consume more of good X
D) It is atfainable only if we consume more of good ¥
E) Itis attainable only

y if we consume legs of Zood ¥
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3) Complete the following scntence. Marginal cost
A) remains constant.
B) is unrelated to the production possibilities fronticr.
C) is always greater then marginal benefit.

-D) is defined as the opportunity cost of producing another unit of a good or
service.

»

F) always cquals marginal benefit,

—

4) Individuals 4 and B can both produce good X. We say that 4 has a comparative
advantage in the production of good X if

~ A)A can produce X using newer technology than B,
' B) 4 has a higher opportunity cost of producing X than B.
C) 4 has a lower opportunity cost of producing X than B,
D) A4 can produce less units of X'in a given time period than B.
E) 4 can produce more units of X in a given time period than B,

5) A market where no single buyer or seller can influence the price is known as
A) an output market,

B) a buyer's market.

C) an input market.

DYa compelitive market.
E) a scller's market,

6) The law of demand states that. everything els¢ remaining the same,
A) the higher the price of a good, the greater is the quantity demanded:”
B) price and guantity supplicd are positively related
C) as income increases, willingness to pay for the last unit increases.
D) the higher the price of a good, the smaller is the guantity demanded,
E) the higher the price of a good, the smaller is the quantily supplied.

7) An increasc in supply is represented by
A) an intial movement up and then down along the same supply curve,
B) a movement down along the supply curve.
C) a rightward shifl of the supply curve.
D) a leftward shift of the supply curve.
F) a movement up along the supply curve.
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&) The price elasticity of demand is a units-free measure of the responsiveness of
A) quantity demandcd Lo a change in the price of the good.’
B) price to a change in the quantity demanded.
C) guantity demanded to a change in income.
- D) quantly demanded to a change in the price of a substitute or complement.
L) nonc of the above.

9) Suppese the demand curve for good X is horizontal. This means that the demand for
good X 18
A) perfeetly elastic.
1) unit elastic.
(7) nelastic.
D) perfect inelastic.
E) elastic.

10) The maximum price a consumer is willing to pay for a good is the
A¥marginal cost of the good.
B) consumer surplus.
C) minimum supply-price.
12) value of the good.
E) opportunity cost of producing the good.
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Use the figure below to answer the following question.

ar Supply

Wage rate {dallars por four]
o
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Ceaiond

1 Gl "
2 20 =i (213 oo

LFour [millions of howrs!

Figure 2

11) Refer Lo Figurc 2. What is the cquilibrium wage rate per hour in an unregulated
market?
A) $4
B) $5
) $2
D) $3
E) We cannot tell from the diagram.
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Iy schedules for rental housing in city.

&
[
10
=]
£
3
]
1
n

T——-R——“, Teee—— N T M v T IR T
== (Gollars per month) Quantity demanded Quanuty Supplicd
—H_- — '_4 _-'—-_ __.-—?__’—-,x_
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9

A rent ceiling ig Introduced at 2 Tent of $800 a mong), At the same time, landlords

are given a $200 subsidy on each housing unjt that they rent Jy this housing market,

there is

A) a surplus of 2,000 housing unijts PCr month and a deadweight Joss from
overproduction.

RBja surplus of 2 000 housing units per month but no dcadweight loss.
C) no shortage of housing and ne deadweigh Joss.

D)a shortage of 2.000 housing unjis per month and 5 dcadweight loss from
uaderproduction.

E)a shortage of 2,000 housing unjtg Per month but ng deadweight Joss.

13) If income decreases, the budget linc wil] :
A).shift Iefrward but paralle] 1o the original budget ling. -
B} shift rightwarg but paralle| to the original budget line.

C) shift paralle| but leftward or tightward depending on Whe&er & 200d 1s norma]
or mferior,

D) become flatter,
i) become stecper,

14) Suppose ail Prices double and income alsq doubles, Which Statement is frye?
A) The Consumption of nomal goods wif] tisc.
B} The budget line moves away from the origin.
C), The best atfordable point TCMains the same.
D) The slope of the budget line decreases,
E) The slope of the budget Jine mereases.
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15) A preference map is defined as

A) a series of points that represent levels of equal satisfaction.
B) a single indiffercnce curve.

C) the set of preferrcd indifference curves.

D) the marginal rate of substitution between two goods.

E) a serics of indiffercnce curves.

Use the figure below to answer the Jfollowing guestion.

£ Quontityof 9 Quoniily of 0' Quoniity of 0 Quaniily of

Guantiry of Gand Y
Quontity of Good ¥
Quantity of Gaed ¥

Quontily of Gacd ¥

Cood X Cood X GCood X Cood X
(=) {B) () {d)
Figure 3
16) Which one of the diagrams in F igure 3 depicts perfect substitutes?
A) ().
B) (b).
C)(c).
N) (d).
E) (¢) and (d).
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Use the figure below 1o ansywer the following question.

Quantity of Good Y

0 Quantity of Good X
Figure 4

17) Consider an initial budget line labelled R7 in Figure 4. I the budget line shifis 1o
RS, the substitution cffect is illustrated by the move from point
Alatoc,
B)atod e
Clbtod. o
Dj&toa
BElctod

18) The PPF for X and Y is lincar (not bowed outward). The indifference curves for the
Sametwo goods are also linear (not bowed inward). The opportunity cost of Xis 2
units of ¥, The marginal rate of substitution of X for ¥ is 3—willing to giye up 3
units of ¥ to get one unit of X. Given this information, we know that
A) both X and Y are produced and in fixed proportions: 2 of X for every 3 of ¥.
1 B) only Xis produced. ' 7
C) both Xand ¥ are produced and the proportions don’t malter,
D) both X and ¥ are produced and in fixed proportions: 3 of X for every 2 of Y.
E)only Yis produc_:d',
19) The short run is a period of time in which
A) the quantities of some resources are fixed, and others can be varied.
B) there is a shortage of most TESQurees.
C) the firm is not able to hirc morc workers.
D) the amount of output produced is fixed.
E) There is not cnough time to make all of the decisions.
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Use the table below to answer the following question,

Table 1
Labour Output
_(workers per day)  (sweaters per day)
0 0
1 3
2 12
3 19
4 23
5 25

20) Refer to Table 1 which represcnts Swanky's total product curve. The marginal
product that would be produced if the firm cmployed four workers is
A)9.
B)4.
C)-T7.
D) 2.
E) 6.
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Use the figure below to answer the following question.
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Figure 5

21) Refer to Figure § which illustrates Swanky's average product curve. The point of
maximuim average product is point
A h.
B)c.
C)d.
D)e.
L) /.

22) The range over which average variable cost is decreasing is the same as the range
over which
A) marginal product is decreasing.
(] B) average fixed cost is decreasing.
C) average product is increasing.
D) average product is decreasing.
E) marginal cost is increasing.

23) The price of a fixed input increases. The firm's
A) average total cost curve shifts upward.
i B) average total cost curve shifts downward.
C) marginal cost curve shifts downward.
D) average variable cost curve shifts upward. e
k) marginal cost curve shifts upward.

C-9
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Use the table below to answer the follo Wing question.

Table 2
Swanky's Output levels
La_bo_ui__ = Pl Size (knitting machines)
(workers per day) 1 et
1 5 11 14
.7_;2 11 16 19
: 14 19 V(o3
g 16 2] 25
s e 22 3

employed from 2 (g 3, the factory
A) constant marginal product.
B) minimum efficient scaje,
C) discconomics of scale.

would experience

-'r n:.:ﬁ A
D) constant remms 10 scale. NS 1k (
E) cconomies of scale. ek
I‘é" g'l‘ %
Lo
C-10
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25) Table 3 shows the number of sweaters that can be produced by yarious
combinations of labour and knitting machines by 1 firm in a day and Table 4 shows
‘ the market demand schedule for sweaters. The wage ralc of labour is $25 a day and
b4 the rental rate of a knitting machine is $30 a day. The market for sweaters is

‘ perfectly competitive. In the long run, thercare _ ___ irms in this market and
_ workers are cmployed in the industry.

Table 3
rQumm@of ] knitting 7 kmitting | 3 kmiting .
Labour machinc machines machines =
(workers) @0 ° =
T 10 15
L S . 19
3 o oo B e <
o e =4
Table 4 P .

s—* Pricc ‘ Quantity demanded ‘
(dollars per sweater) (sweaters per day) 1
~ 434 Sl 10.500 e T
5.84 = 10,000 .
e oo uRER
e oo 1 o
[ R84 | 8500
A) 375; 1,125
B) 375; 1.500
f () 500; 2.000
; D) 375; 375

E) 500: 500

26) Pericct competition oCcurs in a market where there are many firms, each selling
A) a similar product.
B) a competitive product.
“() a capital-intensive product.
1)).a unigue product.
E) an identical product.

C-11
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27) A price taker is a firm that
A) cannot influence the price of its product.
B) must accept the price set by a monopoly.
C) can raise its price if it lowers outpul.
D) is cxperiencing economic losses.
E) must lower its price if it wants to scll more outpul.

Use the table helow to answer the following question.

Table 5
Output _ Total Revenue (S)  Total Cost (3)
0 e 25 ;
1 30 46
2 60 69
3 90 86
4 120 100
5 150 114
6 180 128
7 210 170

28) Refer to Table 35, which represents the total revenue and total cost schedules of a
perfectly competitive firm. The marginal revenuc received from the sale of the 4th
unit of output is

A) $30.
B) §$10.
C) $120.
D) $15.
E) $3.

29) A perfeetly competitive industry, with no external economies or diseconomies, is
mitjally in long-run equilibrium. There is a permancnt rise in demand. After
adjustment Lo the new long-run equilibrium compared to before the
increase in demand.

A) each remaining firm in the industry will be producing more oulput

B) each remaining firm in the industry may be producing more outpul, depending
on the sizc of the change in demand

C) each remaining firm in the industry will be producing less output

D) cach remaining firm in the mdustry will be producing either the same or more
output

E) each remaining firm in the industry will be producing the same amount of
output
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30) The maximum loss for a firm in long-run equilibrium is

A) its average total cost.
B) its total variable cost.
() its tortal cost.

D) zero.

L) none of the above.

31) Assuming external economies, when demand increases in a perfectly competitive
markct, price

A) decreases and the equilibrium quantity increases.

B) decreases and the equilibrium quantity will stay the same.
C) remains constant and the cquilibrium quantity decreases.
1) increascs and the equilibrium quantity decreases.

E) remains constant and the equilibrium quantity increases.

32) A natural monopoly exists when

A) ane firm can supply the entirc market at a lower cost than two or more firms.
B) the government protects the firm by granting an exclusive franchise.

C) there are no rivals in the market.

D) the average total cost curve is upward sloping.

E) })roducxion can take place with constant returns (o scale.

C-13
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Use the figure below to answer the following guestion

15

<

Price jdollars per uniy)
o
o

&

B
=]

8

0 20 &0 &G 80
Quontity |unifs per week)
Figure 6
33) Refer to Figure 6 A single-pri
g gle-price monopoly produces ; it
day and the price is e per LmlF:. e 2

A)20;20 2
B) 40; 50
C) 20; 50
D) 20; 75
E) zero: 0 -

C-14
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Use the figure below to answer the following question.

w Price

5
0 Chiantity

Figure 7

34) Consider the industry demand curve in Figure 7. If this is a single-price monopoly,
what is consumer surplus?
A.) eadh.
B) abd
C) eabh.
1)) kea.
E) acd.

35) A perfect pricc-discriminating monopoly without rent sccking will be
A)as cfficient as a perfectly competitive industry. A
B) less efficient than a single-pricc monopoly.
k C) more efficient than a perfectly competitive industry but less cfficient than a
: single-price monopoly.
D) more efficient than a perfectly competitive indusiry.

I5) more efficient than a single-price monopoly, but less efficicnt than a perfcctly
competitive indusiry.

C-15
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Use the figure below to answer the Jollowing question.

Gruantity

Fignre 8

36) Which arca in Figure 8 indicates the deadweisht loss from a perfect
price-diseriminating monopoly? E '

A)acd e
Y abd
C) bed
D) eact
E) none of the above .
C-16
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Use the table below to answer the following question.

Table 6

Price (§) Quantity Demanded
8 0

(ol 5 BRLOS B SSER ', S o )\ S
== AW —

37) If a perfect price-discriminating monopoly faces the demand schedule shown in
‘Table 6 and if marginal cost is constant at $3, output will be
.’51) 5
B) 6.
) 3.
D) 4.
E) 2.

C-17
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15c b= shows 2 single-price monopoly’s demand schedule and cos: sche

Price Quantity demanded |Total variable cost [Tomal cos:

dollzrs per unit) |(units per day) g(dollars perday) |(dollars per ds5
245 9 P47 272
2 10 1256 281
23.50 11 1267 292
23.00 12 280 305
2350 13 ’ 295 320
22.00 14 A0 312 337
21.50 15 331 356
21.00 16 352 377
20.50 17 375 ' 400
20.00 18 00 425
19.50 19 - 427 452
19.00 20 456 481
18.50 21 487 512

When this firm is maximizing profit, it
A) incurs an economic loss but does not impose a deadweight loss.
B) earns a positive economic profit.
C) eams zero cconomic profit.
D) incurs an economic loss and imposes a deadweight loss.
E) incurs an ceconomic loss of $27.50 a day and imposes a deadweight loss.
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Ise the figure below to answer the following question,

20+

Prica [ per vnit]

60

40

20

0 20 a0 &0 80 100
Guanhty [unils per week]

Figure 9

39) Refar to Figure 9. If this firm is in monopolistic competition, it will produce an
ourpui level

A) of 60 units.
13} that is lower than 40 units.
C) of 80 units.
12} of 40 units.

E) that is impossible to determine without information concerning the rival firms,

40) Which of the following are true? The similarities between perfect competition and
monopolistic competition include:
_ (1) free entry and exit
{2) profit-maximizing output where MC = MR ~
(3) long-run economic profits cqual zero. 4
A) (1)
B)(2)
C) (1) and (2)
D) (2) and (3)-
E) (1), (2), and (3)
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Use the figure below 1o answer the following question,

Price

£ X O N G e,

L

o
&

Guantity

Figure 10

41) Which one of the fol lowing statements about the sections of the kinkcd demand

curve in Figure 10 is correct?

A) AB assumes other firms will maich & price increase, whilc BC assumes other

firms will not match a price decrease, -
B) The kink between sections reflects market imperfections. »

C) AB assumes other firms will not match a price increase, while BC assumes

other firms will maich a price decrease.

D) AB assumes no new firms will enter the industry, while 2¢C assumes new firms

will enter, .-

E) 4B assumes new Girms will enter the industy, while B¢ assumes no new firms

will enter, -

42) A Nash equilibrium occurs when

A) each player 1akes the best possible action given the other player's action.

B) cach Player complies with the collusive agreement.

C) therc is a clear strategy for cach player independent of the other player's

actions.

D) you cooperate until the other player cheats, and then you cheat forcver.

[} none of the above,

C-20
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Use the table below to answer the following question.

Table 7
Firm B
Lower Prices Higher Prices
Lower A:S2 A: 520
Priccs B: $5 B: -$10
Fim4 |
Higher Ar-$10 A: $10
Prices B: $25 B: §20

43) Refer 1o the nonrepeated duopoly in Table 7. Tn equilibrium, firm 4 will make a
profit of

A)-§10.

B) $20.

) 810.

D) $2.

L) an indeterminate amount.

Use the table below to answer the following question.

Table 8
Bud Light
Offer Don't Offer
New Ads New Ads
Offer 3: §100 B: §$50
New Ads M: $100 M: $200
Miller Lite

Don't Offer  B: $200 B: $120

New Ads M: §50 M: $120

44) Refer Lo Table 8. The marketers of Budwciser Light beer and Miller Lite beer must
decide whether or not lo offer new advertising campaigns promoting their products.
'he elements in the table are the dollar profits carned by Bud and Miller. Which
one of the following obscrvations is correct?
A) If Miller offers a new advertising campaign, then Bud will be befter off by not
L offering a new advertising campaign.
\&Y : B) Both Bud and Miller would be beticr ofT if they could collude and agree to
' coordinate their new advertising campaigns.

C) This is not a game described as a prisoncers' dilemma.

D) If' Bud offers a new advertising campaign and Miller does not, Bud will earn a

$200 profit.

E) Both Bud and Miller will be better off if they hoth offcr & new advertising

campaign,
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45) A firm in monopolistic competition is maximizing profit and to do so'it has

temporarily shut down. If the firm produced the quantity at which marginal revenue
equals marginal cost, which of the following would NOT occur?

A) Price would be less than average total cost..

B) Marginal revenuc would be less than average variablc cost, ¢

C) Economic loss would exceed total fixed cost. ¢

D) Average variable cost would be at its minimum..¢

E) Price would be less than average variable cost. .

46) Ben 1s buying a car and a book and has a choice of car dealership and bookstore. He

can get the car for $10,000 at the dealer around the corner or for $9,970 at the
dealer across town. He can buy the book for $50 at the bookstore around the comer
or for $20 at the hookstore across town, Ben decides to buy the car from the dealer
around the comer. If Ben is making rational choices, which book does he buy?

A) it makes no difference

B} the one across town

C) we can’t tell unless we know how long it takes Ben to travel across the town

D) the one around the comer

E) we can’t tell unless we know how much Ben's time is worth

47) The market demand curve and the market supply curve in a perfcetly competitive
market intersect at a point on the demand curve where demand is inclastic, but not
perfectly inelastic. The demand curve faced by each firm in the industry will be

A) similar to the demand curve faced by the industry, but the quantity at each
price will equal the quantity on the industry demand curve divided by the
number of firms in the industry.

B) more clastic than the demand curve taced by the industryi~

C) downward sloping and each firm will produce at a point on its demand curve
where demand is elastic, but not perfectly elastic.

D) downward sloping and each firm will producc al a point on its demand curve
where demand is perfectly elastic,

E) upward sloping and each firm will produce at a point on its demand curve
wherc demand is elastic, but not perfectly clastic, -
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48) China Panda is a natural monopoly that breeds pandas and sells them to zoos. China

Panda's total fixed cost is $100 million a year and its marginal cost is $100,000 per
panda. China Panda faces a linear demand curve. When the price of a panda is §1
million, the quantity of pandas demanded is zero. And when the price of 4 panda is
$100,000 the quantity of pandas demanded is 10 a year.

When China Panda maximizes proﬁt it charges a price of a panda.
If China Panda practises perfect price discrimination, the quantity of pandas it sells
18 a ycar. The lotal surplus is when China Panda

maximizes profit as a perfectly price discriminating monopoly than when it
maximizes profit as a singlc pricc monopoly. When China Panda maximizes profit
as a single-price monopoly, the demand for its pandas is ;1f China
Panda follows a marginal cost pricing rule, the demand for its pandas 18

A) S]O0,000; 10; greater; elastic; inelastice priced.
B) §550.000; 5; less; inelastic; clastic

() §550.,000; 10; greater; elastic; inelastic

D) $100,000; 10; less; inelastic; elastic

E) §1,000,000; 5; greatcr; clastic; clastic

49) Tamiflu is an antiviral drug that might help victims of avian flu if a pandemic

occurs. Assuming that Roche, the maker of Tamiflu, behaves like a textbook
monopoly, you would expect an increase in the likelihood of avian flu to
__the price of a dosc of Tamiflu, the quantity of
Tamiflu produced, _ Roche's economic proﬁt and the potcnual
deadweight loss that may be created in Tent seeking following the increasc in -
dcmand will be _ the potential deadweight loss that may be
created in rent sceking prior to the increase in demand. If India starts to produce
oseltamivir, a generic form of Tamiflu, and supplics il o Asian countries, Roche
will most likely respond by 3
A) lower; decrease; increasc; cqual to; cutling its price and colluding with the
Indian producer
B) lower; decrease; decrcase; less than; culting its price
C) lower; decrease; decrcasc; grealer than; raising its price
D) raise; increase; decrease; less than; raising its pricc and colluding with the
‘Indian producer
E) raise; increase; increase; greater than; cutling its price
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produccs____ —— ——_and in the short nun. the firm produces no woms if the
price is fess than_ ___abucket.
A) more than 1,000 buckers of worms a week at a price of $2.50 4 bucket; §2.50
B) fess than 1,000 buckets of Worms a week ataprice of $1.00 2 bucket: $2 50
C) 1,000 buckets of worms a weak at a pricc of $2.50 bucket; $1.00
D) more than 1,000 buckets of Worms a week ap a Pricc of $2.00 4 bucket; $2.50
E) more than 1,000 bucketis of WOrns 4 week at a price 0f$2.50 a bucket; $1 .00
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