Midterm 1 – ECO 1104 C

1.      When does scarcity exist?

	a.
	when there is less than an infinite amount of a resource or good

	b.
	when society can meet the wants of every individual

	c.
	when there is less of a good or resource available than people wish to have

	d.
	when the government fails to produce goods


ANS:
C

2.      Which of the following statements is NOT true? Households and economies both

	a.
	must allocate scarce resources.

	b.
	face many decisions.

	c.
	must allocate the goods and services they produce.

	d.
	must have a central decision maker.


ANS:
D
3.      What do economists illustrate when they use the phrase "There is no such thing as a free lunch"?

	a.
	how inflation increases prices

	b.
	that to get one thing, we must give up something else

	c.
	that nothing is free in a market economy

	d.
	that if something looks too good to be true, it probably is


ANS:
B
4.       Henry decides to spend 2 hours playing golf rather than working at his job which pays $8 per hour. What is Henry's tradeoff?

	a.
	the $16 he could have earned working for 2 hours

	b.
	nothing, because he enjoys playing golf more than working

	c.
	the increase in skill he obtains from playing golf for those 2 hours

	d.
	nothing, because he spent $16 for green fees to play golf


ANS:
A
5.       Which of the following would NOT be a result of laws that require firms to reduce pollution?

	a.
	lower spending by government

	b.
	higher prices to consumers

	c.
	lower wages to workers

	d.
	smaller profit to firms


ANS:
A
6.       When government policies such as the welfare system try to help the neediest members of society, what happens?

	a.
	It increases equity and reduces efficiency.

	b.
	It reduces charitable contributions in an economy.

	c.
	It increases the productivity of the needy in the society.

	d.
	It causes market failure to occur.


ANS:
A

7.      What is the opportunity cost of an item?

	a.
	the number of hours needed to earn money to buy it

	b.
	what you give up to get that item

	c.
	usually more than the dollar value of the item

	d.
	usually less than the dollar value of the item
ANS: B




8.    Which of the following is the best example of a marginal change?

	a.
	After graduating from university, Audrey's income increases from $500 per month to $3,000 per month.

	b.
	Morgan gets a raise at her part-time job and is now paid $7.25 per hour instead of $7.00.

	c.
	Housing prices in an area increase by 40% when a new highway is built in a small town.

	d.
	A hard freeze wipes out half of the tobacco crop in Ontario and the price of cigarettes doubles.


ANS:
B
9.     A furniture maker currently produces 100 tables per week and sells them for a profit. She is considering expanding her operation in order to make more tables. Should she expand?

	a.
	Yes, because making tables is profitable.

	b.
	No, because she may not be able to sell the additional tables.

	c.
	It depends on the marginal cost of producing more tables and the marginal revenue she will earn from selling more tables.

	d.
	It depends on the average cost of producing more tables and the average revenue she will earn from selling more tables.


ANS:
C
10.  How does the "invisible hand" direct economic activity?

	a.
	through advertising

	b.
	through prices

	c.
	through central planning

	d.
	through government regulations


ANS:
B
Refer to Figure 1 for questions 11 – 14.
Figure 2-1
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 11.
Refer to Figure 1. Which arrow shows the flow of spending by households?
	a.
	arrow A

	b.
	arrow B

	c.
	arrow C

	d.
	arrow D


ANS:
A


12.
Refer to Figure 1. Which arrow shows the flow of the factors of production?

	a.
	arrow A

	b.
	arrow B

	c.
	arrow C

	d.
	arrow D


ANS:
C

  13. 
Refer to Figure 1. Which arrow shows the flow of goods and services?

	a.
	arrow A

	b.
	arrow B

	c.
	arrow C

	d.
	arrow D


ANS:
B


14.
Refer to Figure 1. Which arrow shows the flow of income payments?

	a.
	arrow A

	b.
	arrow B

	c.
	arrow C

	d.
	arrow D


ANS:
D
Refer to Figure 2 for questions 15 - 18
Figure 2
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15.
Refer to Figure 2. At which point or points can the economy produce?

	a.
	point B, D, E

	b.
	point A, B, D, E

	c.
	point D, C

	d.
	point D


ANS:
A


16.
Refer to Figure 2. At which point or points can the economy NOT produce?

	a.
	point A

	b.
	point C

	c.
	point A, C

	d.
	point A, C, D


ANS:
C


17.
Refer to Figure 2. Which point or points are inefficient?

	a.
	point A, C

	b.
	point D, C

	c.
	point C

	d.
	point D


ANS:
D

18.
 Refer to Figure 2. Which point represents the maximum possible production of tubas?

	a.
	point A

	b.
	point B

	c.
	point C

	d.
	point E


ANS:
D

19. Which of the following is NOT correct?

	a.
	Trade allows for specialization.

	b.
	Trade is good for nations.

	c.
	Trade is based on absolute advantage.

	d.
	Trade allows individuals to consume outside of their individual production possibilities curve.


ANS:
C
Refer to Table 1 for Questions 20 - 24
Table 1
	
	Labour Hours Needed to Make 1 kilogram of: 
	
	Kilograms Produced in 40 Hours:
	

	
	Meat
	Potatoes
	Meat
	Potatoes

	Farmer
	4
	1
	10
	40

	Rancher
	4
	5
	10
	8



20.
Refer to Table 1. What is the opportunity cost of 1 kilogram of meat for the Rancher?

	a.
	4 hours of labour.

	b.
	5 hours of labour.

	c.
	5/4 kilograms of potatoes.

	d.
	4/5 kilogram of potatoes.


ANS:
D



21. Refer to Table 1. What is the opportunity cost of 1 kilogram of potatoes for the Rancher?

	a.
	4 hours of labour.

	b.
	5 hours of labour.

	c.
	5/4 pounds of meat.

	d.
	4/5 pound of meat.


ANS:
C


22.
Refer to Table 1. What is the opportunity cost of 1 kilogram of meat for the Farmer?

	a.
	1/4 hour of labour.

	b.
	4 hours of labour.

	c.
	4 kilograms of potatoes.

	d.
	1/4 kilogram of potatoes.


ANS:
C



23.
Refer to Table 1. Which of the following is correct?

	a.
	The Farmer has an absolute advantage in meat, and the Rancher has an absolute advantage in potatoes.

	b.
	The Farmer has an absolute advantage in potatoes, and the Rancher has an absolute advantage in meat.

	c.
	The Farmer has an absolute advantage in neither good, and the Rancher has an absolute advantage in both goods.

	d.
	The Farmer has an absolute advantage in potatoes, and the Rancher has an absolute advantage in neither good.


ANS:
D


24.
Refer to Table 1. How could the Farmer and Rancher both benefit?

	a.
	By the Farmer specializing in meat and the Rancher specializing in potatoes.

	b.
	By the Farmer specializing in potatoes and the Rancher specializing in meat.

	c.
	By the Farmer specializing in neither good and the Rancher specializing in both goods.

	d.
	They cannot benefit by specialization and trade.


ANS:
B 

25. When evaluating differences or similarities between an increase in supply and an increase in quantity supplied, what do we know?

	a.
	The former is a shift of the curve and the latter is a movement along the curve.

	b.
	The former is a movement along the curve and the latter is a shift of the curve.

	c.
	Both are shifts of the supply curve.

	d.
	Both are movements along the curve.


ANS:
A

Refer to Figure 3 for Questions 35- 36
                 Figure 3
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26.
Refer to Figure 3. What are the equilibrium price and quantity?

	a.
	$35 and 200

	b.
	$35 and 600

	c.
	$25 and 400

	d.
	$15 and 200


ANS:
C
  27.
    Refer to Figure 3. What happens at a price of $35?

	a.
	There would be a shortage of 400 units.

	b.
	There would be a shortage of 200 units.

	c.
	There would be a surplus of 200 units.

	d.
	There would be a surplus of 400 units.

	e.
	The market would be in equilibrium.


ANS:
D
Refer to Figure 4 for Questions 28 - 30
              Figure 4
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28.
Refer to Figure 4. Which of the four graphs represents the market for peanut butter after a major hurricane hits the peanut-growing area?

	a.
	Graph A

	b.
	Graph B

	c.
	Graph C

	d.
	Graph D


ANS:
D


29.
Refer to Figure 4. Which of the four graphs represents the market for winter boots in June?

	a.
	Graph A

	b.
	Graph B

	c.
	Graph C

	d.
	Graph D


ANS:
B


30.
Refer to Figure 4. Which of the four graphs represents the market for pizza delivery in a university town in September?

	a.
	Graph A

	b.
	Graph B

	c.
	Graph C

	d.
	Graph D


ANS:
A

Refer to Figure 5 for Questions 31 - 33
                       Figure 5
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31.
Refer to Figure 5. What is the elasticity of demand from point A to point B, using the midpoint method?

	a.
	0.4

	b.
	1

	c.
	1.5

	d.
	2.5


ANS:
D


32.
Refer to Figure 5. What is the elasticity of demand from point B to point C, using the midpoint method?

	a.
	0.5

	b.
	0.75

	c.
	1.0

	d.
	1.3


ANS:
B


   33. Which of the following statements about price controls is correct?

	a.
	Price controls are used to make markets more efficient.

	b.
	Price controls are a tool used by business firms to fix prices.

	c.
	Price controls are nearly always effective in eliminating shortages.

	d.
	Price controls are used by governments to reallocate resources more equitably.


ANS:
D
   34.   Refer to Figure 5. If the price decreased from $18 to $6, what would happen to total revenue? What would this imply about demand elasticity?

	a.
	Total revenue would increase by $1200 and demand would be elastic.

	b.
	Total revenue would increase by $800 and demand would be elastic.

	c.
	Total revenue would decrease by $1200 and demand would be inelastic.

	d.
	Total revenue would decrease by $800 and demand would be inelastic.


ANS:
A
    35. Which of the following statements about price controls is correct?

	a.
	Price controls are used to make markets more efficient.

	b.
	Price controls are a tool used by business firms to fix prices.

	c.
	Price controls are nearly always effective in eliminating shortages.

	d.
	Price controls are used by governments to reallocate resources more equitably.


ANS:
D
SECTION B – Short Answers

1.     Using the graph shown below, answer the following questions.

	a.
	What was the equilibrium price and quantity in this market before the tax?

	b.
	What is the amount of the tax?

	c.
	How much of the tax will the buyers pay?

	d.
	How much of the tax will the sellers pay?

	e.
	How much will the buyer pay for the product after the tax is imposed?

	f.
	How much will the seller receive after the tax is imposed?

	g.
	As a result of the tax, what has happened to the level of market activity?
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ANS:

	a.
	Equilibrium price was $8 and equilibrium quantity was 8000 units.

	b.
	The tax is $3.00.

	c.
	Buyers will pay $1.00.

	d.
	Sellers will pay $2.00.

	e.
	$9.00

	f.
	$6.00

	g.
	Instead of 8000 units being bought and sold, only 6000 will be bought and sold.


2. How does elasticity affect the burden of a tax? Justify your answer using supply and demand diagrams.
ANS:
 Whichever side of the market is more inelastic bears the larger burden. Explain the diagram below for full marks.
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