Econ355: Microeconomics                           Name  _________________________________

Questions on Chapter 2                                 Row  _______  Seat ___________
 Circle the correct answer.  Also provide answers on the scantron sheet.        
1. Which of the following is NOT an application of supply and demand analysis?
a. the quantity of output consumers are willing to purchase at each possible market price.

b. the difference between quantity demanded and quantity supplied at each price.

c. the maximum level of output an industry can produce, regardless of price.

d. the quantity of output that producers are willing to produce and sell at each possible market price.

2. 
Sugar can be refined from sugar beets.  When the price of those beets falls,

a. The demand curve for sugar would shift right.

b. The demand curve for sugar would shift left.

c. The supply curve for sugar would shift right.

d. The supply curve for sugar would shift left.

3. Which of the following will cause a shift to the left in the supply curve of gasoline?

a. A decrease in the price of gasoline.

b. An increase in the wage rate of refinery workers.

c. Decrease in the price of crude oil.

d. An improvement in oil refining technology.

e. All of the above.

4. When price of good A goes up the demand for good B shifts to the left.  From this we can infer that:

a. good A is used to produce good B.

b. good B is used to produce good A.

c. goods A and B are substitutes.

d. goods A and B are complements.

e. none of the above.

5. When the current price is above the market-clearing level we would expect

a. quantity demanded to exceed quantity supplied.

b. quantity supplied to exceed quantity demanded.

c. a shortage.

d. greater production to occur during the next period.


Scenario 1:

The demand for books is:
Qd = 120 - P

The supply of books is:
Qs = 5P

6. Refer to Scenario 1.  What is the equilibrium price of books?

a. 5

b. 10

c. 15

d. 20

e. none of the above

7. 
Refer to Scenario 1.  What is the equilibrium quantity of books sold?

a. 25

b. 50

c. 75

d. 100

e. none of the above

8. Refer to Scenario 1.  If P=$15, which of the following is true?

a. There is a surplus equal to 30.

b. There is a shortage equal to 30.

c. There is a surplus, but it is impossible to determine how large.

d. There is a shortage, but it is impossible to determine how large.

9. Refer to Scenario 1.  If P=$25, which of the following is true?

a. There is a surplus equal to 30.

b. There is a shortage equal to 30.

c. There is a shortage, but it is impossible to determine how large.

d. There is a surplus, but it is impossible to determine how large.

10. Which of the following would cause an unambiguous decrease in the real price of DVD players?

a. A shift to the right in the supply curve for DVD players and a shift to the right in the demand curve for DVD players.

b. A shift to the right in the supply curve for DVD players and a shift to the left in the demand curve for DVD players.

c. A shift to the left in the supply curve for DVD players and a shift to the right in the demand curve for DVD players.

d. A shift to the left in the supply curve for DVD players and a shift to the left in the demand curve for DVD players.
11 Suppose that the market for soybeans is initially in equilibrium.  Further suppose that there is a decrease in the price of fertilizer.  Which of the following accurately describes the new equilibrium?

a) The equilibrium price will rise; the equilibrium quantity will fall.

b) The equilibrium price will rise; the equilibrium quantity will rise.

c) The equilibrium price will fall; the equilibrium quantity will fall. 

d) The equilibrium price will fall; the equilibrium quantity will rise.

12. The cross‑price elasticity between a pair of complementary goods will be

a. positive.

b. negative.

c. zero.

d. positive or zero depending upon the strength of the relationship.
e. None of the above
13. When the government controls the price of a product, causing the market price to be below the free market equilibrium price,

a. some consumers gain from the price controls and other consumers lose.

b. all people gain from the price controls.

c. both producers and consumers gain.

d. most consumers are better-off.

            e.     none of the above 

14. A hailstorm kills all of the wheat in Minnesota. What will happen to the price and quantity of wheat sold in the U.S.? 


a.    Equilibrium price falls, equilibrium quantity increases. 

b.    Equilibrium price rises, equilibrium quantity falls. 

c.    Equilibrium price falls, equilibrium quantity falls. 

d.    Equilibrium price rises, equilibrium quantity rises. 
              e.   None of the above 

15. The price in the market has fallen and so has the quantity. This could be happening because 

a.    technology is rapidly advancing. 

b.    factor prices are falling. 

c.    both a and b are true. 

d.    of reasons other than a or b because they would not make this happen. 
16. 
Let demand be given by P = 20 - 3Q and supply by P = 5 + 2Q. Equilibrium quantity will be 

a.    5.    

b.    3.    

c.    11.    

d.    none of the above.
17. Which of the following represents a change in the quantity demanded? 

a.    People buy more computers as prices fall. 

b.    People buy more computers because of a surge in the economy. 

c.    People buy more computers due to a change in tastes. 

d.    None of the above. 
18.  
Suppose the income elasticity of demand for toys is +2.00. This means that: 

a.    a 10 percent increase in income will increase the purchase of toys by 20 percent. 

b.    a 10 percent increase in income will increase the purchase of toys by 2 percent. 

c.    a 10 percent increase in income will decrease the purchase of toys by 2 percent. 

d.    toys are an inferior good. 
              e.   none of the above 


19. We would expect the cross elasticity of demand between Pepsi and Coke to be: 

a.    positive, indicating normal goods. 

b.    positive, indicating inferior goods. 

c.    positive, indicating substitute goods. 

d.    negative, indicating substitute goods.
              e.   none of the above 

	20.  Imagine and draw a linear demand curve that meets the vertical price axis at D and horizontal quantity axis at C.  Name an arbitrary point on demand curve DC as A.  Draw a perpendicular from A to meet quantity axis at B and a horizontal line from A to meet the vertical price axis at E. O is the point of origin. Price elasticity of demand at the point A is: 

a) BA/BO

b) CA/AD

c) OE/ED

d) Both a) and b)

e) Both b) and c).     
21.  Suppose that the monthly demand for a can of 3 tennis balls at a nearby tennis club can be expressed as Q = 150 – 30P. What is the price elasticity of demand at a price of $3 per can?

	 a)       -30
b)       -1.5
c)       -0.6
d)       -600
  e)        none of the above 

	22.  Suppose that the demand for lawn fertilizer can be expressed as QD = 5000 – 120P and that the supply of lawn fertilizer can be expressed as QS = 1000 + 80P where Q is measured in tons per year and P is measured in dollars per ton. What is the effect of a government-imposed price ceiling of $10 per ton of fertilizer?

	 a)      A surplus of 2,000 tons.
 b)      A surplus of 1,200 tons.
 c)      A shortage of 2,000 tons.
 d)      A shortage of 1,200 tons.
  e)      None of the above 

 23. An increase in wages, capital costs and income in the market for a normal good will lead to
a)  A decrease in supply, an increase in demand in the market, and a higher equilibrium price. 
b) A decrease in supply for the goods and services in the market, and a higher equilibrium price.
c) A decrease in demand for the goods and services in the market, and a higher equilibrium price.
d) A decrease in supply and an increase in demand in the market, but we cannot know the direction of the price change without further information.
   24.
Suppose that demand is linear, Qd = 100 – 12P.  At P = 5 and Q = 40, price elasticity of demand   

             is:  

a)
-2/3

b)
  –2

c)
-12

d)
–3/2

   25. The constant elasticity demand curve is represented by the equation
a)  P= Q - aP

b) Q= a - bP

c) Q= a - bP2
d)  Q = AP-b
 Exhibit: Exercise 1. Textbook  page 62.   Suppose the demand curve for a product is given by Q = 300 – 2P + 4I, where I is average income measured in thousands of dollars. The supply curve is Q = 3P – 50.
26 Look at the above exhibit. At I = 25, the market clearing price and quantity for the product are 

         a)      80  and 240
         b)      90    and. 260
         c)      220   and  90
        d)       90   and. 220
          e)      None of the above 

    Exhibit: Exercise 2. Textbook  page 62.    Consider a competitive market for which the quantities demanded and supplied (per year) at various prices are given  on page 62 for exercise 2:
  27. Look at the above exhibit.   The price elasticities of y of demand  at price $80 and price $100 are :  
a)
-0.40 and -0.56
b)
 -0.50 and -0.65 

c) 
 -0.35 and -0.40
d)
 -0.56 and -0.40
        28. Look again at the above exhibit. The price elasticities of y of  supply at price $80 and price $100 are :  

            a)
 0.50 and 0.66.
b)
 0.40 and  0.65
c)
 0.50 and 0.56
d)
 1.0 and 1.0
 29. Again look again at the above exhibit. Suppose the government sets a price ceiling of $80.  As a result of the price ceiling, there be:  
              a)        A surplus of 6 million units


             b)
A surplus of 6 million units


 c)
A shortage of 4 million units 
             d)        A shortage of  6 million unts
 Exhibit: Exercise 6 .Textbook page 62.   Look at page 62 for data on exercise 6. 

30.  Look at the above exhibit.  If both the agency and the board are right about demand and supply the free-market,       

              a)  
Equilibrium price will be  6 and quantity will be 112 
 b)
Equilibrium price will be  8 and quantity will be 122
 c)
Equilibrium price will be  8and quantity will be 112
             d)        Equilibrium price will be 6 and quantity will be 122  


	


