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Directions:  This is a closed book exam.  The exam is to be your own work; you may neither give nor receive help.  There are 20 multiple-choice questions, 1 essay, and 1 problem.  You must complete all of the questions within 1 hour and 20 minutes.  Put your answers on the exam.  

Part 1.  Multiple Choice (40 points)

Use the following to answer questions 1-2:
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1.
If the output price for this good is 50 cents, the firm should produce 

A)
more than 225 units. 

B)
more than 135 units but less than 180 units. 

C)
between 90 and 45 units. 

D)
more than 180 units but less than 225. 

E)
between 0 and 45 units. 

2.
The marginal cost of increasing output from 135 units to 180 units is 

A)
$1.55. 

B)
93 cents. 

C)
62 cents. 

D)
34 cents. 

E)
22 cents. 

3.
The correct mathematical statement of the price elasticity of demand is 

A)
(P/P)/(Q/Q). 

B)
(Q/Q)/(P/P). 

C)
P/Q. 

D)
Q/P. 

E)
P/P)/Q. 

4.
To say a firm is earning normal profits means 

A)
the owners are receiving what others in the industry earn. 

B)
accounting profits are large enough to cover the owners' opportunity costs. 

C)
the owners are receiving more than their next best alternative. 

D)
the owners are receiving more what they expected. 

E)
the owners are receiving less than their next best alternative. 

5.
The price of output to a firm is $9 and the marginal cost of the last unit produced is $8.50.  This means the 

A)
extra benefit of the last unit produced is less than the extra cost. 

B)
firm should lower its output to increase profits. 

C)
firm is earning an average profit of $0.50. 

D)
extra benefit of the last unit produced is greater than the extra cost. 

E)
firm is earning profits. 

6.
The sum of the economic surpluses accruing to buyers and sellers is 

A)
producer surplus. 

B)
deadweight loss. 

C)
total economics surplus. 

D)
conspicuous consumption. 

E)
consumer surplus. 

7.
The extra utility gained from consuming an extra unit of a good measures the 

A)
total utility. 

B)
average utility. 

C)
marginal utility. 

D)
total satisfaction. 

E)
diminishing utility. 

8.
Economic profits are 

A)
the same as accounting profits. 

B)
equal to total revenue minus the sum of fixed and variable costs. 

C)
equal to total revenue minus both explicit and implicit costs. 

D)
greater than accounting profits. 

E)
only important to economists. 

9.
Explicit costs 

A)
are the only costs that matter to business owners. 

B)
usually exceed implicit costs. 

C)
are difficult to measure. 

D)
appear on the firm's balance sheet. 

E)
tend to be less than implicit costs. 

10.
If an individual consumer is willing to pay $11 for one unit of a good but finds he can purchase it for $7, he has a consumer surplus of 

A)
$18. 

B)
$11. 

C)
$7. 

D)
$4. 

E)
$2. 

11.
If the elasticity of demand for the latest Korn CD is -1.4, this means 

A)
few substitutes exist. 

B)
a 1% increase in the price leads to a 14% reduction in quantity demanded. 

C)
a 10% decrease in the price leads to a 140% increase in quantity demanded. 

D)
a 5% increase in the price leads to a 7% decrease in quantity demanded. 

E)
a 5% increase in the price leads to a 7% increase in quantity demanded. 
Use the following to answer questions 12-13:
Figure 7.2
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12.
Based on demand curve D1 and supply curve S, the dollar value of the producer surplus is 

A)
$135. 

B)
$150.50. 

C)
$200. 

D)
$212.50. 

E)
$250. 

13.
Based on demand curve D and supply curve S, the dollar value of the consumer surplus is 

A)
$240. 

B)
$200. 

C)
$180. 

D)
$160. 

E)
$120. 
Use the following to answer question 14:
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14.
An output level of 25 units results in 

A)
an economic loss of $8. 

B)
accounting profits of -$8. 

C)
normal profits. 

D)
positive accounting profits. 

E)
economic profits of zero. 

15.
The fact that the average price of a gallon of gasoline in England is much higher than the price in the U.S. would lead to which of the following predictions? 

A)
Average miles per gallon for new cars will be lower in England. 

B)
English drivers will tend to drive a greater average number of miles. 

C)
American drivers will tend to make fewer trips with more stops. 

D)
Sport Utility Vehicles will be less popular with consumers in England. 

E)
Air pollution from automobiles will be worse in England. 

16.
Assume the marginal utility of the 3rd candy bar is 15, the marginal utility of the first tube of toothpaste is 12, the price of a candy bar is $1.50/bar and the price of toothpaste is $2.00/tube.  If  one buys three candy bars and a tube of toothpaste, is one applying the rational spending rule correctly? 

A)
Yes, this is an optimal combination of candy and toothpaste. 

B)
No, spend less on candy and more on toothpaste. 

C)
No, spend more on candy and less on toothpaste. 

D)
No, spend more on both candy and toothpaste. 

E)
No, spend less on both candy and toothpaste. 

17.
The reason economic profit is driven to zero by competition but economic rent is not stems from 

A)
an inability to produce more of the input earning the rent. 

B)
barriers to entry. 

C)
lack of antitrust legislation for input markets. 

D)
a failure of the invisible hand. 

E)
inefficient allocation of inputs. 

18.
If  factors of production are relatively immobile, then the price elasticity of supply will tend to be 

A)
larger. 

B)
perfectly elastic. 

C)
smaller. 

D)
elastic. 

E)
unaffected. 

19.
If a market is in equilibrium then 

A)
supply equals demand. 

B)
the price is "too high." 

C)
all mutually beneficial transactions between consumers and producers have taken place. 

D)
the price is "too low." 

E)
some mutually beneficial transactions between consumers and producers have not taken place. 

20.
Suppose the firm knows that it is not going to shutdown but it is going to earn a loss.  It should pick the output level where 

A)
total costs are minimized. 

B)
price equals marginal costs. 

C)
total revenues are maximized. 

D)
the costs of the variable factors of production are minimized. 

E)
price is greater than marginal costs. 
Part 2: Essay (30 points)

Why do economists emphasize economic efficiency as an important goal of public policy?

Part 3: Problem (30 points)









In the market for pickled herring the original demand curve is labeled as ‘Demand’ and the original supply curve is labeled as ‘Supply’ in the above figure.

a. What are the original equilibrium price and quantity?




b.  A tax of $20 per barrel, to be paid by the seller, is imposed. The new supply curve is shown by Supply’’. What are the new equilibrium price and quantity?




c.  What part of the tax is paid by the consumer?





d.  What is the deadweight loss attributable to the imposition of this tax? 
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