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Economics 52, Principles of Microeconomics

First Exam


Name: _______Key for the blue exam________________________  

	Directions: This is a closed book exam.  You may use a handheld calculator, but not your cell phone.  Your answers are to be your own work.  You may neither give nor receive help. You must complete all questions.  You have 50 minutes for the exam.



Multiple Choice (40 points) Go to the end of the exam for the answers to the multiple choice questions.
DMA is in the process of developing a new microprocessor. Assume that the plant and equipment are so specialized that they cannot be used by any other firm. Therefore, they cannot be sold. Also assume, engineers and support staff can be hired and fired as needed.  The data below reflect the past and future expenditures.  The question facing management is whether to go forward with the project.

[image: image1.wmf]Item

Value

Research and Development to Date

$20,000,000

Interest Payments on Plant and Equipment

$400,000

Salaries for Engineers

$600,000

Salaries for Support Staff

$700,000

Materials

$700,000


	1.
	The least important cost(s) in deciding the fate of the project is the 

	A)
	R&D expenditures to date. 

	B)
	interest payments. 

	C)
	salaries for engineers. 

	D)
	salaries for support staff. 

	E)
	materials. 


	2.
	The study of national economies and policies to improve their performance is known as 

	A)
	microeconomics. 

	B)
	economics. 

	C)
	macroeconomics. 

	D)
	intereconomics. 

	E)
	intraeconomics. 


	3.
	Jenna decides to see a movie that costs $7 for the ticket and has an opportunity cost of $20.  After the movie, she says to one of her friends that the movie was not worth it.  Apparently, 

	A)
	Jenna failed to apply the cost-benefit model to her decision. 

	B)
	Jenna was not rational. 

	C)
	Jenna never studied economic decision making. 

	D)
	Jenna overestimated the benefits of the movie. 

	E)
	Jenna underestimated the benefits of the movie 


	4.
	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. 


	5.
	Point x on a production possibilities curve represents a combination of 500 candies and 200 cookies, and point y represents 200 candies and 500 cookies. Suppose, candies are on the vertical axis and cookies are on the horizontal axis. The absolute value of the slope of the production possibilities curve between points x and y equals: 

	A)
	5 

	B)
	3 

	C)
	1 

	D)
	1/3 

	E)
	61/5 


	


The following data describe Buffy's abilities to produce either weapons or food per hour.
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	6.
	The data indicate it takes Buffy __________ minutes to produce a weapon and __________ minutes to produce a unit of food. 

	A)
	3.33; 10 

	B)
	10; 3.33 

	C)
	6; 18 

	D)
	4 ; 6 

	E)
	6 ; 4 
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	7.
	Amy's opportunity cost of one more oil change is rotating _____ tires. 

	A)
	10 

	B)
	2 

	C)
	1/2 

	D)
	1/10 

	E)
	2/3 


	8.
	The production possibilities curve shows 

	A)
	the relationship between inputs and output. 

	B)
	the minimum production of one good for every possible production level of the other good. 

	C)
	how increasing the input for one good increases the production of the other good. 

	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. 
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	9.
	At a price of $3, quantity supplied is 

	A)
	0. 

	B)
	2. 

	C)
	4. 

	D)
	6. 

	E)
	8. 
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	10.
	Assume that column A and column B are demand and supply curves.  The market would achieve an equilibrium at a price of 

	A)
	$20. 

	B)
	$30. 

	C)
	$40. 

	D)
	$50. 

	E)
	$60. 


	11.
	Suppose government chooses to impose a price control on a good.  Which of the following is NOT a potential consequence of the restrictions on price? 

	A)
	Excess supply may occur. 

	B)
	No unexploited opportunities will exist. 

	C)
	Excess demand may occur. 

	D)
	People may spend a lot of time waiting in line to acquire the good. 

	E)
	Underground markets may emerge. 
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	12.
	The relationship between the price column and quantity of Column 2 is most consistent with 

	A)
	a supply curve. 

	B)
	excess demand. 

	C)
	excess supply. 

	D)
	a demand curve. 

	E)
	an equilibrium. 


	


Scenario 4.2: Oil and oil products remains the main fuel for cars, planes, ships, and power plants. The amount of oil still in the earth is finite. 

	13.
	According to the information, discovering a perfect substitute for gasoline will _______ the price elasticity of supply of gasoline. 

	A)
	decrease 

	B)
	not change 

	C)
	increase 

	D)
	make unitary 

	E)
	none of the above 


	14.
	For OutBack Steakhouse, seating capacity is limited in the short run. In the long run they can add as many seats as they want. Therefore, the price elasticity of supply for the meals in OutBack would be_____ in the short run than in the long run. 

	A)
	higher 

	B)
	lower 

	C)
	the same 

	D)
	hard to tell 

	E)
	more variable 


	15.
	Suppose the price P gives us a price elasticity of demand equal to 1. It is the ______ portion of the demand curve. 

	A)
	elastic 

	B)
	unitary elastic 

	C)
	inelastic 

	D)
	perfectly elastic 

	E)
	perfectly inelastic 


	16.
	Antony's Pizza uses the same dough, sauce, and cheese for pizza and calzones. When the price of pizza is low Antony produces more calzones. For Antony, with respect to price, supply of pizza is 

	A)
	more Inelastic 

	B)
	more Elastic 

	C)
	Unitary elastic 

	D)
	Perfectly elastic 

	E)
	Perfectly inelastic 
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	17.
	How many units will be sold at a price of $8? 

	A)
	1 

	B)
	2 

	C)
	3 

	D)
	4 

	E)
	5 


	


Scenario 5-1: 

During Thanksgiving you participated in a pumpkin-pie eating contest since you love pumpkin pie. You really enjoyed the first two pies, third one was OK, but as soon as you ate the 4th one you became ill and lost the contest. 

	18.
	Your total utility _______with each pie you ate up to the 3rd pie. 

	A)
	increased 

	B)
	decreased 

	C)
	stayed the same 

	D)
	first increased than decreased 

	E)
	first decreased than increased 
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	19.
	The marginal utility of the 4th pizza is 

	A)
	95 

	B)
	85 

	C)
	70 

	D)
	15 

	E)
	10 


	20.
	The law of diminishing marginal utility is defined as the tendency for the additional utility _____ from consuming an additional unit of a good to ______ as consumption increases beyond some point. 

	A)
	lost, increase 

	B)
	lost, decrease 

	C)
	gained, increase 

	D)
	gained, decrease 

	E)
	lost, increase by one unit 


Essay (20 Points)  Your answer will be graded not only for content, but for grammar, syntax and spelling as well.  Make sure that your answer is written legibly.  If I can’t read it then it cannot be graded.

Between September and November the number of bushels of apples consumed is seen to be greater than during any other three month period of the year, and yet prices are also lowest during that period.  Between May and August the occupancy rate and the rental price of houses ‘down the shore’ are seen to be higher than at any other time of the year. Why do the prices of some goods, like apples, go down during the months of heaviest consumption while others, like beachfront cottages, go up?  Use supply and demand graphs to explain your answer. Continue your answer on the backside of the page if necessary.

Between September and November there is an increase in the supply of apples relative to the rest of the year.  That is, at any given price farmers will supply a greater quantity to the market.  As a result there will be a new equilibrium at a lower price and a greater quantity traded in the market place.

Between May and August there is an increase in the demand for beach cottages, relative to the rest of the year.  That is, at any given price consumers are willing to purchase/rent more beach cottages.  As a result there will be a new equilibrium at a higher price and a greater quantity trade.

Considerations of elasticity of demand or elasticity of supply do not matter, unless you are asked to comment on the circumstance under which the response of price or quantity to the shift is going to be large or small.  But you cannot say anything about the magnitude of the change in price or quantity until you have got the shift in the demand or supply curve straight. 
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	Market for beach cottages showing an increase in demand.
	Market for apples showing an increase in supply.


Problem (40 points)

The market for lemon curd is characterized by the equations shown below.  Q is the number of cases and P is the price per case.
A.  On the lines beside them indicate which is the demand curve and which is the supply curve.
P = 50 – 4/5 Q  ___Demand___________________

Q = 12.5 + 5/4 P  ____Supply__________________

B. What is the equilibrium price?

P = 10 – 4/5 (12.5+5/4P) 
2P = 40
P = 20 

C. What is the equilibrium quantity?

Q = 12.5 + 5/4 ( 20 ) = 37.5
D. What is the elasticity of demand at the equilibrium?

Elasticity = (1/slope)(P/Q) = (1/.8)(20/37.5) = .66
E. The Queen imposes an excise tax of $10 per case.  What will be the new equilibrium quantity?

Invert the supply curve to get P = -10 + 4/5 Q.  Now add the $10 tax on the right.
P = 4/5 Q is the supply curve with the tax.

50 – 4/5 Q = 4/5 Q ( Q = 31.25
F. What price will be paid by consumers?

P = 50 – (4/5)(31.25) = 25
G. What is the net price accruing to sellers after the tax?
Pnet = 15 – 10 = 15

Answer Key
	1.
	A

	2.
	C

	3.
	D

	4.
	C

	5.
	C

	6.
	B

	7.
	C

	8.
	D

	9.
	B

	10.
	C

	11.
	B

	12.
	A

	13.
	C

	14.
	B

	15.
	B

	16.
	B

	17.
	E

	18.
	A

	19.
	D

	20.
	D
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