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This exam has 15 multiple choice questions in Part A and 4 short questions in Part B. Complete all the questions. Good luck.
Part A. 

Multiple choice questions. Each question is worth 1 point.

1) If resources are allocated efficiently,

A) consumer surplus exceeds producer surplus.

B) producer surplus exceeds consumer surplus.

C) the sum of consumer surplus and producer surplus is maximized.

D) marginal social benefit is maximized.

E) marginal social cost is minimized.

2) Overproduction of a good means that

A) deadweight loss has been eliminated.

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) marginal social benefit exceeds marginal social cost.

E) this is a public good.

3) The time spent looking for someone with whom to do business is called

A) elasticity of time.

B) market time.

C) search activity.

D) opportunity time.

E) development time.

Use the figure below to answer question 4.
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Figure 6.1.1

4) 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 amount that would be expended on search activity? 
A) $200. 

B) $150. 

C) $100. 

D) $50. 

E) $0. 

Use the figure below to answer question 5 to 7.
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Figure 6.2.1

5) Refer to Figure 6.2.1. What is the equilibrium wage rate per hour in an unregulated market? 

A) $2

B) $3

C) $4

D) $5

E) $30

6) Refer to Figure 6.2.1. Suppose a $5 per hour minimum wage is in force. What is the lowest wage per hour an unemployed person would be willing to accept? 

A) $2

B) $3

C) $4

D) $5

E) $1

7) Refer to Figure 6.2.1. If the minimum wage is set at $2 per hour, what is the level of unemployment in millions of hours? 

A) 50

B) 40

C) 20

D) 10

E) 0

Use the figure below to answer question 8 to 10.
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Figure 6.3.1

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

A) $0.40.

B) $0.60.

C) $1.00.

D) $5.60.

E) $6.60.

9) Refer to Figure 6.3.1 showing the market for frisbees before and after a tax is imposed. On each frisbee, the sellers' share of the tax is 

A) $0.40.

B) $0.60.

C) $1.00.

D) $5.60.

E) $6.60.

10) Refer to Figure 6.3.1 showing the market for frisbees before and after a tax is imposed. On each frisbee, the buyers' share of the tax is 

A) $0.40. 

B) $0.60. 

C) $1.00.

D) $5.60. 

E) $6.60. 

11) The buyer pays most of a tax if supply is relatively elastic because 

A) the buyer cannot easily substitute to other markets. 

B) the seller can easily substitute to other markets. 

C) the government forces the seller to bear the burden. 

D) there is a black market for this good.

E) the seller cannot easily substitute to other goods. 

12) The implicit rental rate

A) is the firm's opportunity cost of using the capital it owns.

B) is paid with cash.

C) has two components: economic depreciation and foregone interest.

D) both A and C are correct.

E) both B and C are correct.

13) The total product curve is a graph that shows the 

A) minimum cost of producing a given amount of output using a given technology. 

B) maximum profit from each unit of output sold. 

C) maximum output that a given quantity of labour can produce. 

D) maximum output that can be produced as technology advances. 

E) change in total product for a given change in marginal product. 

14) Which one of the following statements is true? 

A) The highest value of average product occurs where average product is greater than marginal product. 

B) When the average product curve is rising, marginal product is less than average product. 

C) When the average product curve is falling, marginal product is greater than average product. 

D) The maximum total product occurs at minimum marginal product. 

E) The highest value of average product occurs where average product equals marginal product. 

15) If the average variable cost of producing 10 units is $18 and the average variable cost of producing 11 units is $20, we know that, between 10 and 11 units of output, 

A) marginal cost is increasing. 

B) average total cost is increasing. 

C) average fixed cost is increasing. 

D) total cost is either increasing or decreasing. 

E) none of the above. 

Part B. 

Short questions. 
Question 1. 

Assume that the market for taxicabs starts in the equilibrium, then no more taxicab permits are granted despite subsequent increases in demand for taxicab rides. That is, a quota is placed on taxicab permits equal to the number of permits at the initial equilibrium. Who benefits and who loses from this type of supply management? 

Question 2. 

Explain how the average product of labour can be falling when the marginal product of labour is either rising or falling. How would this apply to the effect of your performance in your next two courses on your B+ GPA?

Question 3.

Explain why the average product curve does not change when hourly wage rises, but the average total cost (ATC) curve shifts up.

Question 4.
Consider the market for gasoline. Suppose the market demand and supply curves are as given below. Price is the price per litre (in cents). Quantity refers to millions of litres of gasoline per month.

Demand: P = 50 – 2Qd
Supply: P = 3Qs
a. Compute the equilibrium price and quantity. 
b. Now suppose the government imposes a tax of 5 cents per litre on the sellers. What is the new equilibrium price and quantity? 
c. Compute the (per litre) tax burden on the consumer and producer. 
Page 1
Page 3

