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Final Exam

Directions:  Except for the single sheet of paper you brought with you, this is a closed book exam.  You may use your own calculator.  You may neither give nor receive help.  You must complete all parts of the exam.  Point values are shown. You have two hours to complete the exam.

Multiple Choice (20 points):
1. Suppose a firm maximizes profit by producing 500 reels of video tape.  An escalator clause in their lease kicks in and their fixed costs go up.  In order to continue maximizing profits the firm should:
a. Produce less than 500.
b. Produce more than 500.
c. Continue producing 500.
d. Cut total variable costs by laying off workers.
e. Cut marginal costs by laying off workers.

2. Marginal revenue is defined as:

a. A change in quantity demanded generated by a change in price.

b. A change in price generated by a change in quantity demanded.

c. A change in total revenue generated by a change in quantity.

d. Total revenue divided by quantity.

e. Quantity divided by total revenue.

3. Economists make a distinction between the short and the long run.  The difference is that in the short run, as opposed to the long run:

a. All factors of production are variable.

b. All factors of production are fixed.

c. Only constant returns to scale are possible.

d. Labor productivity is maximized.

e. The law of diminishing marginal returns takes effect.

4. Which activity involves a nonrenewable resource?

a. Eggs used in baking a cake.

b. Corn used to feed hogs.

c. Copper tubing used in residential construction.

d. Hot water used in commercial launderies.

e. Lumber used in residential construction.

5. Coral N. Rocks is shipwrecked on a Pacific atoll and realizes that to survive she must pick mangoes. She discovers that she has picked more mangoes in the first week of her labors than in the second since she must climb ever higher in the trees to get the fruit.  Coral has just learned:

a. Engel's Law.

b. The law of opportunity cost.

c. The law of increasing costs.

d. The law of scarcity.

e. The law of production possibilities.    

6. Operating inside a society's PPF is a

a. way to stimulate economic growth

b. result whenever the capital stock depreciates rapidly

c. drawback of capitalism relative to socialism

d. sign that population is outstripping the food supply

e. symptom of inefficiency

7. If Jill's demand price for a mountain bike exceeds the $500 price tag, then

a. Jill will purchase the bike

b. Mountain bikes are an inferior good

c. Jill will not purchase the bike

d. Mountain bikes are a normal good

e. Surpluses of mountain bikes are likely

8. If price cuts in video recorders cause expanded cable TV hookups, these are

a. luxury goods

b. substitute goods

c. normal goods

d. inferior goods

e. complementary goods

9. Market prices that are below equilibrium tend to create

a. surpluses of the good

b. declines in resource costs

c. pressures for research and development

d. shortages of the good

e. buyers' markets

10. National income booms from $3.75 trillion to $4.25 trillion and new car sales rise from 3 million to 5 million cars annually.  The income elasticity of demand for cars is 

a. 1.0

b. 2.0

c. 3.0

d. 4.0

e. 5.0

11.  If Canada has an absolute advantage over Cuba in the production of wheat, it means that

a. The price of wheat is higher in Canada than it is in Cuba

b. The price of wheat is higher in Cuba than it is in Canada

c. Canada can produce more wheat than Cuba

d. The opportunity cost of producing wheat in Canada is lower than in Cuba

e.  Fewer resources are used to produce wheat in Canada than in Cuba

12.  If Cuba has a comparative advantage over Canada in the production of sugar, it means that 

a. The opportunity cost of producing sugar is lower in Cuba than in Canada

b.  Fewer resources are used to produce sugar in Cuba than in Canada

c.  Cuba can produce more sugar than Canada

d.  The price of sugar is higher in Cuba than it is in Canada

e.  The price of sugar is higher in Canada than it is in Cuba

13.  The following data has been gathered for Canada and Mexico from the period before and the period after NAFTA


No Trade, Pre-NAFTA
Free Trade, Post - NAFTA


Production=Consumption
Production
Consumption


Corn
Oil
Corn
Oil
Corn
Oil

Canada
200
600
400
0
200
800

Mexico
200
1200
0
2400
200
1,600

What must have been the terms of trade resulting in this trade pattern?  That is, what is the price of corn in terms of oil between Canada and Mexico?

a.  3 barrels per bushel

b.  4 barrels per bushel

c.  5 barrels per bushel

d.  6 barrels per bushel

e.  7 barrels per bushel

14.  Which one of the following groups would benefit from a depreciation in the German mark relative to the Canadian dollar?

a.  Exporters of Canadian goods

b.  Exporters of German goods

c.  Consumers of Canadian goods in Germany

d.  Consumers of German goods in Canada

e.  Importers of Canadian goods

15.  One problem with floating exchange rates is that they

a.  Do not take into account shifts in the demand for a nation's currency

b.  Do not take into account shifts in the supply of a nation's currency

c.  Add uncertainty to international trade

d.  Decrease price variability in world markets

e.  Eliminate the possibility of arbitrage in foreign exchange markets

16. A natural monopoly results from 

a.  The ownership of patent rights

b.  A combination of market demand and high fixed costs such that only one firm can operate profitably

c.  Acquisition of other firms by a firm through the natural process of competition

d.  Exclusive access to natural resources

e.  The natural inclination of oligopolistic firms in the same industry to coordinate output and price policy

17.  Firms in perfectly competitive industries do not advertise because

a.  They produce agricultural goods, and these goods are not amenable to advertising

b.  Their advertising will be cancelled out by other firms' advertising, so no one can gain

c.  They have no control over price and can sell all they want at the prevailing price anyway

d.  Advertising will only distort demand by creating a downward sloping competitive demand curve

e.  They do not view other firms as competitors since there are so many of them

18. When a monopoly maximizing profits we know that it is

a. producing at an output where price equals average revenue

b. producing at an output where MC equals average revenue

c. producing where MR=MC and P>ATC

d. producing at an output where MR=MC and TR=TC

e. not yet in equilibrium

19.  The electric power provider in a region is a natural monopoly with average total costs that decline over all levels of output and constant marginal costs.  What should the regulated price be?

a. Price at the point where P= ATC = average revenue

b. Price at the point where P=MC = average revenue

c. Two part price such that P1=ATC=average revenue and P2=MC=average revenue

d.  Price at the point where P=MC=MR

e. Price at the point where P=ATC=MR

20.  The return to monopsony power is the number of laborers hired multiplied by

a. The difference between the marginal product and the wage rate of the last worker hired

b.  The difference between the MRP and the marginal labor cost of the last laborer hired

c. The difference between the marginal labor cost and the wage rate of the last laborer hired

d. The difference between the marginal cost of output and the MRP of the last worker hired

e. The difference between marginal cost and marginal revenue

Problem 1 (30 points)
The data in the table below is for the VCR market in the U.S.  At a price of $100 Americans would want to buy 600 VCRs and domestic manufacturers would supply 200 VCRs to the domestic market.  At that price Japanese manufacturers would want to export 100 VCRs to the United States.  (Hints and tips: There are some extra columns in the table so that you can keep the numbers straight when doing parts d., g., and j.  The area of a triangle is 1/2*base*height.  There is a kink in the American supply curve that you can ignore in your calculations of surplus)

1998 VCR Market


United States
Japan


Price
Quantity Demanded
Quantity Supplied
Quantity Supplied






0
700
0
0




50
650
150
50




100
600
200
100




150
550
250
150




200
500
300
200




250
450
350
250




300
400
400
300




350
350
450
350




400
300
500
400




450
250
550
450




500
200
600
500




550
150
650
550




600
100
700
600




650
50
750
650




700
0
800
700



a. 
b. If there is an absolute prohibition on Japanese VCRs entering the U.S., what would be the equilibrium price and quantity?

c. What is consumer surplus at the equilibrium in part a.?

d. What is producer surplus for U.S. firms at the equilibrium in part a.?

e. Suppose that times change and Japan is granted free trade privileges and their VCRs are now allowed into the U.S.  What are the new equilibrium price and quantity?

f. What is consumer surplus at the equilibrium in part d.?

g. What is producer surplus for U.S. firms at the equilibrium in part d.?

h. Suppose that an import quota of 100 is established for Japanese VCRs.  What will be the new equilibrium price and quantity?

i. What is consumer surplus at the equilibrium in part g.?

j. What is producer surplus for U.S. firms at the equilibrium in part g.?

k. Suppose that the U.S. imposed a $150 tariff on each Japanese VCR imported.  What will be the new equilibrium price and quantity?

l. What is consumer surplus at the equilibrium in part j.?

m. What is the producer surplus for U.S. firms at the equilibrium in part j.?

n. How much revenue is collected by the government under the tariff on Japanese VCRs?

o. Which trade policy do American consumers prefer?  What is the basis for your conclusion?

p. Which trade policy do American firms prefer?  What is the basis for your conclusion?

Problem 2 (30 points)

The following table produces the relevant demand and cost data for Ann Heiser Bush's Barleycorn Brewery in Malta. She has a monopoly on beer production granted to her by the alcohol beverage commission (ABC).

Quantity

Demanded/Produced
Price
Total Revenue
Marginal Revenue
Total Cost
Average Total Cost
Marginal Cost

0
26


24



1
24


34



2
22


44



3
20


54



4
18


64



5
16


74



6
14


84



7
12


94



8
10


104


a. 
b. Complete the table.

c. If left to her own devices, what quantity of beer will Ann supply and at what price?  To do this part you will have to interpolate.

d. What profit will be earned by Ann at the price and quantity chosen in part b.?

e. In a recent referendum the denizens of Malta have directed the ABC to regulate Ann's firm.  You have been hired by the ABC to determine the regulated price(s).  What price(s) will you recommend to the ABC?

f. What quantity(ies) will Ann supply under your rule?

g. What is the basis for the price(s) you recommended in part e.?

Essay (20 points)
q. Explain why most economists favor free trade.  Explain why some segments of the public and some economists do not favor unfettered free trade.  Explain how you would reconcile the two positions?
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