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Economics 52
Principles of Microeconomics

2nd Hour Exam

Directions:  You have 50 minutes to complete this exam.  You must do all parts.  Write your answers on the exam.  Your work must be your own; you may neither give nor receive help.  This is a closed book exam.


Name: _______Key____________________________  
	See the end of the exam for the key to the multiple choice.


Scenario 5-6:  

Sam's utility from a pack of gum is 50 utils and utility from a 20-oz bottle of soda is 100 utils. In 1990 gum cost 25 cents a pack and a 20-oz bottle of soda cost 45 cents. In the same year when the price of gum increased to 35 cents at Halloween, he stopped consuming gum. In 2000 the same pack of gum cost him 45 cents and the bottle of soda cost $1.10, and Sam consumed the gum but not the soda. 

	1.
	$1.10 is the ______ price of 20-oz soda in 2000. 

	A)
	marginal 

	B)
	total 

	C)
	nominal 

	D)
	relative 

	E)
	real 


	


Scenario 5-3:

Assume that Jonas has  $30 in income, the price of a loaf of bread is $1.50, and the price of a jar of peanut butter is $3. 

	2.
	Jonas can buy a maximum of _____ loaves of bread or a maximum of _____ jars of peanut butter. 

	A)
	20; 10 

	B)
	15; 15 

	C)
	10; 20 

	D)
	10; 5 

	E)
	5; 10 
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	3.
	At a price of $15, what is the consumer surplus each day? Refer to the above diagram.

	A)
	40 

	B)
	75 

	C)
	105 

	D)
	180 

	E)
	0 


	


Melissa is trying to decide how to divide her time between her jobs as a receptionist in the dormitory, which pays $9/hr for as many hours as she chooses to work, and typing papers for the students. She makes $2 for every paper she types. Melissa is indifferent between the two tasks, and the number of papers she can type depends on how many hours she types a day, as shown in the table below:

Table 6-2:
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	4.
	A second hour typing papers will yield additional earnings of _____ 

	A)
	$36 

	B)
	$20 

	C)
	$18 

	D)
	$16 

	E)
	$12 


	


John is trying to decide how to divide his time between his job as a stocker in the local grocery store, which pays $7/hr for as many hours as he chooses to work, and cleaning windows for the businesses in downtown. He makes $2 for every window he cleans. John is indifferent between the two tasks, and the number of windows he can clean depends on how many hours he cleans a day, as shown in the table below:

Table 6-1:
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	5.
	What is John's hourly opportunity cost of cleaning windows? 

	A)
	$14 

	B)
	$8 

	C)
	$7 

	D)
	$2 

	E)
	$1 


	6.
	The difference between the price of a good and the marginal cost of that good is called 

	A)
	fixed cost 

	B)
	profit 

	C)
	variable cost 

	D)
	consumer surplus 

	E)
	producer surplus 


	


Sara, a peer-tutor, can help only three students at a time. Sara makes appointments with five students for each tutoring slot, anticipating a high proportion of no-shows. Sunday December 8th, all five student show up for help at 7 pm. Their respective arrival times and the maximum amounts each would be willing to pay to avoid not being able to get help for homework are as given in the table.
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	7.
	Sara operates on a first-come-first-served basis, who will not be able to get any help with homework that day? 

	A)
	Amy and Jeff 

	B)
	Amy and Amanda 

	C)
	Mike 

	D)
	Mike and Lynn 

	E)
	Mike and Amanda 


	


The Fishpond is well known for catfish. The owner of the pond only allows 5 people to fish per day to prevent over-fishing. The fishing time is 10:00am to 4:00pm. Occasionally more than 5 people want to fish on the same day. The following table shows the list of people who wanted to fish on May 26th 2003, together with their respective times of arrival and reservation prices for fishing that day.
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Arrival time
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Dan
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	8.
	Suppose, the owner solicits volunteers to postpone fishing that day by offering cash compensation, so only 5 people will still wish to fish. How much money will he have to offer each volunteer to generate the required number of volunteers? 

	A)
	$2 

	B)
	$3 

	C)
	$4 

	D)
	$5 

	E)
	$6 
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	9.
	Suppose a $1 per unit tax is imposed on sellers.  The new equilibrium price is ______ and the new equilibrium quantity is ______. 

	A)
	$9.20; 7 

	B)
	$8.88; 8 

	C)
	$8.80; 7 

	D)
	$8.20; 7 

	E)
	$8.20; 8 


	10.
	Suppose all firms in a perfectly competitive industry are experiencing economic profits.  One can hypothesize that 

	A)
	market supply will decrease. 

	B)
	the number of firms will rise. 

	C)
	market demand will increase. 

	D)
	market price will rise. 

	E)
	quantity supplied will increase. 


	11.
	Which of the following would be an example of the allocative function of price? 

	A)
	A consumer deciding the price of steak is more than she wishes to pay. 

	B)
	Losing $50 at a roadside rest stop. 

	C)
	Switching from a Ph.D. in economics to finance because finance salaries are higher. 

	D)
	Getting a 'N Sync front row ticket for free. 

	E)
	Finding $50 that somebody lost at a rest stop. 


	


Suppose lettuce farmers in California, of which there are many, initially have production cost per harvesting period, (including a normal profit) of $ 35,000. Charlie a farmer with experience in production management, develops a delivery system that shortens the time between harvesting the lettuce and displaying on the shelves of a grocery store. As a result, the farmer saves $5,000 per harvesting period. 

	12.
	In the long run, each farmer will be earning a ______. 

	A)
	economic profit of $5,000 

	B)
	accounting profit of $5,000 

	C)
	normal profit of $5,000 

	D)
	accounting profit of $ 0 

	E)
	economic profit of $0. 


	13.
	When the Water Authority in Townville cuts cost by $1000, the government cuts its budget by $1000. The most likely reason for this is, 

	A)
	it is a natural monopoly 

	B)
	it is a state-owned natural monopoly 

	C)
	it is a private natural monopoly 

	D)
	its employees are not efficient 

	E)
	its marginal cost is always greater than its average total cost 
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	14.
	At the point of monopoly profit maximization, consumer surplus is represented by the area 

	A)
	CJE. 

	B)
	GJI. 

	C)
	BJEK. 

	D)
	BCEK. 

	E)
	GCEI. 


	15.
	The demand curve for a perfectly competitive firm is __________ while the demand curve to a monopolist is __________. 

	A)
	perfectly elastic; downward sloping 

	B)
	vertical; downward sloping 

	C)
	perfectly elastic; perfectly inelastic 

	D)
	perfectly inelastic; perfectly elastic 

	E)
	perfectly elastic; elastic 


Problem ( 40 points ) In this problem you will be considering the consequences of the power to set prices.  It is important that you draw the required diagram carefully to help you keep things straight as you work through the questions.
Through the use of a consumer survey the marketing staff of the Acme Baking Company has reported to Al Forno, the president of the company, that the demand curve for their cranberry scones is given by 

P = 100 – ½ Q.

The accounting department reports that fixed costs for the enterprise are $600 and that the marginal cost of making scones is given by 

MC =  20 + Q
(a) What is the marginal revenue function for Acme Baking?

MR = 100 – 1Q The marginal revenue curve has the same intercept as the demand curve and fall twice as fast.
(b) What output should the baking company choose in order to maximize profits?

100 – Q = 20 + Q 
2Q = 80

Q = 40  
(c) What price should the company charge for its scones? 
P = 100 – ½ (40) = 80
(d) In the space below draw a graph that includes Acme’s demand curve, its marginal revenue curve, its marginal cost curve, and the profit maximizing price and quantity. 
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(e) What is consumer surplus?

CS = ½ (40)(100-80) = 400
(f) What is total revenue for Acme at the price and quantity you found in your earlier answers?

TR = PQ = (80)(40) = 3200
(g) What are total variable costs for Acme Baking at the output you found in your earlier answer?

TVC = area under MC from 0 to 40.  At Q = 40 we have MC = 20 + 40 = 60.
TVC = (40)(20) + ½ (40)(60-20) = 800 + 800 = 1600 
(h)How much profit is earned by Acme Baking at the price and quantity you found in your earlier answer?

Profit = TR – FC – TVC = 3200 – 600 – 1600 = 1000 
(i) The public utilities commission determines that Acme Baking should be required to choose output such that P = MC.  If Acme is compelled to do this what will be the price and quantity that they choose?

100 – ½ Q = 20 + Q 
80 = (3/2) Q

Q = 160/3 = 53 1/3 

P = 100 – ½ ( 53 1/3 ) = 73 1/3 
(j) What is consumer surplus when the utilities commission requires that Acme produce where P=MC?

CS = ½ (53 1/3)(100 – 73 1/3) = 711.12
(k) The public utilities commission is decommissioned by a ‘business first’ government, and it is announced that firms may practice perfect price discrimination.  If Acme is able to practice perfect price discrimination what quantity will they choose to produce?

Q = 53 1/3
(l) When Acme is practicing perfect price discrimination what is consumer surplus? 

Zero, zip, nada, there is none.  Acme appropriates it all.
Essay ( 10 points ) Your answer to this question will be graded on the basis of its substantive content.  It will also be graded on the basis of your spelling, grammar and syntax.  Finally, if I can’t read it, then I can’t grade it; write legibly.

Since the 1890’s the United States has passed a number of laws meant to prevent the accretion of market power that might result in the movement of an industry to monopoly or oligopoly.  That is, it has been a matter of public policy to preserve competition in the marketplace.  What is it about perfect competition that is so desirable?
In perfect competition we assume many firms, many buyers: no one can affect price.  We also assume easy entry and exit: The existence of an economic profit or loss will provide a signal for firms to either enter or exit the market.  Finally, we assume perfect information: consumers know that each firm produces the same output, all firms can use the same technology to produce the good.
The effect of this market structure is to drive price to the minimum of ATC in the long run; there is no cheaper way to produce the good.  We also see that P = MC: the value to buyers of the last unit consumed equals the opportunity cost to society of producing it.  There will be no economic profit.  In sum, economic surplus is maximized. 
Answer Key
	1.
	C

	2.
	A

	3.
	B

	4.
	D

	5.
	C

	6.
	E

	7.
	D

	8.
	C

	9.
	A

	10.
	B

	11.
	C

	12.
	E

	13.
	B

	14.
	A

	15.
	A
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