Reading Quiz 4

Multiple Choice

1. If the price of new cars falls, what will happen to the demand for used cars?

a. remain the same

b. increase

c. decrease

d. shift to the right

e. become more inelastic

2. If an increase in border patrols decreases the supply of illicit drugs, which of the following is expected?

a. A decrease in the price of illicit drugs

b. An increase in the quantity of illicit drugs

c. A decrease in drug related crime

d. An increase in the total amount spent on drugs

e. All of the above

3. Refer to the graph below.  Which of the following is correct?

a. The slope of the demand curve is -.25.

b. The vertical intercept of the demand curve is 50.

c. The vertical intercept of the demand curve is 400.

d. The equation of the demand curve is: P = 100 - 4Q.

e. The equation of the demand curve is: Q = 100 - 4P.
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1. Which of the following goods will have the most inelastic demand?

a. A Burger King hamburger

b. A can of generic brand peaches

c. Prescription medication

d. Food in the campus dining hall

e. A particular section of an economic class at a large university

2. Which of the following is not a determinant of price elasticity of demand?

a. Substitute possibilities

b. Budget share

c. Time

d. All of the above are determinants of price elasticity of demand.

e. None of the above are determinants of price elasticity of demand.

3. Which of the following is true if income elasticity of demand is positive for goods X and Y?

a. They are substitutes.

b. They are complements.

c. They are normal goods.

d. They are inferior goods.

e. Their demands are elastic.

4. If flashlights and batteries are complements, which of the following is true?

a. Price elasticity of demand is 0.

b. Income elasticity of demand is negative.

c. Income elasticity of demand is positive.

d. Cross-price elasticity of demand is negative.

e. Cross-price elasticity of demand is positive.

8. David buys less bologna when he gets a raise.  This means that his

a. income elasticity of demand is perfectly elastic.

b. price elasticity of demand is perfectly elastic.

c. income elasticity of demand is negative.

d. price elasticity of supply is negative.

e. tastes are inferior.

9. Which of the following is true for a vertical supply curve?

a. Price elasticity of supply is perfectly elastic

b. Quantity supplied is very responsive to price changes

c. Price elasticity of supply is inelastic

d. Price elasticity of supply is infinite

e. Quantity supplied is negatively related to price

10. Which of the following would cause supply to be more inelastic?

a. production that requires unskilled labor

b. improved transportation of inputs 

c. moving from the short-run to the long-run

d. a unique or essential input 

e. none of the above would cause supply to be more inelastic

Problems/Short Answer

1. You operate your own business selling college t-shirts.  The demand schedule for your t-shirts is shown below.
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a. Graph the demand curve shown in the table.

b. Derive the algebraic expression for the demand schedule shown in the table.

c. Calculate the price elasticity of demand if the price of t-shirts is $5.

d. Use your answer in part "c" to explain what will happen to your total revenue if you increase the price of your t-shirts from $5 to $7.5.

2. In the summer, an increase in the temperature outside increases from 90 degrees to 100 degrees and it causes the amount of ice cream consumed at a local ice cream shop to increase from 50 gallons to 100 gallons.

a. Describe the concept of a “temperature elasticity of ice cream.”

b. Calculate the temperature elasticity of demand for ice cream using the information provided.

c. In what range of elasticity does your result fall?  What does this say about ice cream consumption?

