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Multiple Choice (40 points) 


1.
Suppose Darlene purchased a computer 2 weeks ago for $2000.  Today she can purchase a new computer that is twice as fast for $1400.  She also discovers that the current computer sells used for $300.  The sunk cost of her current computer is 

A)
$0. 

B)
$300. 

C)
$1100. 

D)
$1700. 

E)
$2000. 

2.
Assume that government imposes a price control on butter, i.e., the price of butter cannot rise above a certain amount.  The most likely outcome of this policy is 

A)
the quality of butter will rise. 

B)
farmers and ranchers will increase their holdings of dairy cows. 

C)
more individuals will be motivated to enter diary farming. 

D)
the butter market will exhibit chronic excess demand. 

E)
the butter market will exhibit chronic excess supply. 

3.
Forest is a mountain man living in complete isolation in Montana.  He is completely self sufficient through hunting, fishing, and farming.  He has not been in the city to buy anything in five years.  One can infer 

A)
the scarcity principle does not apply to Forest. 

B)
Forest is not required to make choices. 

C)
the scarcity principle still applies because more hunting means less fishing and so on. 

D)
Forest is very satisfied. 

E)
Forest knew the Unabomber. 

4.
Any combination of goods that can be produced with currently available resources defines a(n) 

A)
unattainable point. 

B)
efficient point. 

C)
inefficient point. 

D)
attainable and efficient point. 

E)
attainable point. 

5.
The production possibilities curve shows 

A)
the relationship between inputs and output. 

B)
the minimum amount of one good that can be produced for every possible production level of the other good. 

C)
a positive relationship. 

D)
the maximum production of one good for every possible production level of the other good. 

E)
how increasing the production of one good allows production of the other good to also rise. 

6.
A cost that cannot be recovered at the time a decision is being made is termed a(n) 

A)
fixed cost. 

B)
variable cost. 

C)
sunk cost. 

D)
average cost. 

E)
opportunity cost. 

7.
The demand curve illustrates that consumers 

A)
tend to purchase more of a good as its price rises. 

B)
purchase name brand products more frequently than generic products. 

C)
tend to purchase more of a good as its price falls. 

D)
purchase more of a good as their incomes fall. 

E)
purchase more of a good as their incomes rise. 
Use the following to answer questions 8-9:
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8.
The comparative advantage for shoes belongs to __________ and the comparative advantage for pants belongs to __________. 

A)
Craig; Jenny 

B)
Craig; Craig 

C)
Jenny; Craig 

D)
Jenny; Jenny 

E)
both; Craig 

9.
According to data, Jenny has an absolute advantage in 

A)
the production of shoes. 

B)
neither shoe nor pants production. 

C)
the production of pants. 

D)
both shoe and pants production. 

E)
pants and possibly shoe production. 

10.
Shelly purchases a leather purse for $400.  One can infer that 

A)
she paid too much. 

B)
her reservation price was at least $400. 

C)
her reservation price was exactly $400. 

D)
her reservation price was less than $400. 

E)
she paid too little. 

11.
To efficiently allocate a resource that is perfect divisible across different activities, one should allocate the resource such that the: 

A)
marginal benefit is greatest for each unit of production. 

B)
marginal cost is greatest for each unit of production. 

C)
marginal benefit is the same for every activity. 

D)
marginal cost is the same for every activity. 

E)
marginal cost equals the marginal benefit for every activity. 

12.
If the demand for a good increases as consumers' incomes rise, the good is termed a(n) 

A)
inferior good. 

B)
complement good. 

C)
normal good. 

D)
substitute good. 

E)
typical good. 

13.
Jim, a student at Southern State University, is enrolled in 15 credit hours this semester. His grade in the Calculus class is a passing grade, but below his expectations. Fearing that his grade may slip into the failing range, he is considering withdrawing from the course. He tells a friend, "I would drop the course but I don't want to waste the $500 I paid in tuition for the course."  His friend replies, "The $500 tuition you paid for the course is irrelevant to your decision. Your grade in the course is the only thing that is important, now." The friend is: 

A)
incorrect, because the tuition will have to be paid again when Jim retakes the course. 

B)
correct, because the tuition is a fixed cost and fixed costs should never be considered when making decisions. 

C)
incorrect, because the tuition is a variable cost and variable costs should always be considered when making decisions. 

D)
correct, because the tuition is a sunk cost and sunk costs should not be considered when making decisions. 

E)
incorrect, and obviously so rich that money means nothing to him/her. 

14.
If, when the price of X increases, the demand for Y decreases one can conclude that 

A)
X and Y are complements. 

B)
X and Y are substitutes. 

C)
X and Y are normal.

D)
X and Y are inferior.

E)
X and Y are superior. 

15.
The economic surplus of a particular action is 

A)
the value of the action. 

B)
the cost of the action. 

C)
the difference between the benefit and the cost of the action. 

D)
the average of the benefits and costs. 

E)
the ratio of the benefits to the costs. 

16.
If Jane can produce 3 pairs of shoes hourly, while Bob can produce 2, then one can infer the __________ advantage belongs to __________. 

A)
absolute; Bob 

B)
comparative; Jane 

C)
comparative; Bob 

D)
comparative; both of them 

E)
comparative; either, neither, or both; insufficient information to say 

17.
The supply curve illustrates that firms 

A)
increase the supply of a good when its price rises. 

B)
increase the quantity supplied of a good when its price rises. 

C)
decrease the quantity supplied of a good when input prices fall. 

D)
increase the quantity supplied of a good when input prices rise. 

E)
decrease the quantity supplied to earn higher profits. 

18.
The reason $100 today is equivalent to more than $100 next year is due to 

A)
inflation. 

B)
uncertainty. 

C)
greed. 

D)
the ability to invest the $100 today and earn interest. 

E)
rising prices. 

19.
An economic naturalist is described as someone who 

A)
uses economic arguments to protect forests and wetlands from development. 

B)
has a natural talent for drawing graphs. 

C)
applies economic insights to everyday life. 

D)
studies the process of natural selection in a marginal cost and marginal benefit framework. 

E)
is concerned about environmental issues but also enjoys wealth accumulation. 

20.
The 7th beer that Tim consumes will produce an extra benefit of 10 cents and has an extra cost of zero (Tim is at a frat party).  The cost-benefit principle predicts that Tim will 

A)
realize he has had too much to drink and go home. 

B)
drink the 7th beer and continue until the marginal benefit of drinking another beer is zero. 

C)
volunteer to be the designated drunk. 

D)
not drink the 7th beer. 

E)
flip a coin to decide. 
Essay (30 points)

Why will you stop studying a subject before you know all there is to know about it?

Problem (30 points)

Graph the effect on equilibrium price and quantity in the market for oranges for each of the following changes (graph each one separately).

A. A chemical routinely sprayed on orange orchards is found to cause cancer.

B. The wages of farm workers increase.

C. A new orange picking machine is invented.  For the same cost it can pick more oranges, faster and with less damage than other machines.

D.  Consumer income falls.

E.   The price of tangerines falls.
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