Reading Quiz  12

Multiple Choice

1. Adam Smith's Invisible Hand Theory makes which assumption about information?

a. Information is costly.

b. Information provides benefits.

c. Buyers are ignorant.

d. Buyers are fully informed.

e. none of the above

2. Improving information will have which effect on economic surplus?

a. Increase it.

b. Decrease it.

c. Redistribute it.

d. Leave it unchanged.

e. Eliminate it.

3. The optimal amount of information is

a. zero.

b. the maximum available.

c. where marginal cost is lowest.

d. where marginal benefit is highest.

a. none of the above

4. People are risk neutral if

a. they will accept any gamble.

b. they will accept a gamble only if it is better-than-fair.

c. they will accept a fair or better gamble.

d. they will not accept an unfair gamble.

e. none of the above

5. If you will refuse any fair gamble you are

a. risk loving.

b. risk neutral.

c. risk averse.

d. risk avoiding.

e. anticompetitive.

6. When buyers and sellers are not equally well informed about a good, there is

a. unfairness.

b. asymmetric information.

c. symmetric information.

d. risk aversion.

e. costly information.

7. The Lemons Model explains how

a. asymmetric information decreases the average quality of goods for sale.

b. people with lower quality goods are more likely to sell them.

c. reservation prices for used goods are lower.

d. there is a downward spiral in the average quality of used cars.

e. all of the above

8. That insurance is purchased disproportionately by those who are most costly to insure is an example of 

a. adverse selection.

b. conspicuous consumption.

c. statistical discrimination.

d. risk aversion.

e. none of the above

9.  Hiring lawyers based on the cars they drive and the clothes they wear is hiring based on

a. adverse selection.

b. conspicuous consumption.

c. statistical discrimination.

d. risk aversion.

e. none of the above

10. According to the theory of disappearing political discourse, those who ________ are likely to remain silent?  

a. support a position

b. are against a position

c. believe strongly

d. are apathetic

e. are easy to understand

Problems/Short Answer

1. Consider a gamble in which you win $10 if a six-sided die (with 1 - 6 on the sides) rolls a six.  If any other number is rolled, you lose $2.  The die is "loaded" so that there is a 20% chance that it will roll a 6.  

a. What is the expected value of the gamble?

b.  If you are risk neutral, will you accept the gamble?  Explain.

2.  Suppose you own and manage your own t-shirt business.  Currently you buy your plain t-shirts (on which you put a logo) from a retail supplier in town.  You know that if you closed down your stand and spent time searching the internet, you could find a better price for your next shipment of 1000 t-shirts.  But, closing down the stand would decrease your profits by $50 per hour.  The reduction in the price you must pay for t-shirts after different amounts of internet research is shown in the table below.

Hours spent researching
   Price of t-shirts



0



4.50



1



3.75



2



3.00



3



2.40

4 2.00

5 1.80

______________________________________

a.  How long should you spend researching lower t-shirt prices?  Explain.

