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Multiple Choice (30 points)

1. 
A free rider is someone who 

A)
pays for the good and gets the benefit of consumption. 

B)
pays for the good and does not get the benefits of consumption. 

C)
does not pay for the good but still enjoys the benefits of consumption. 

D)
can be excluded from consumption. 

E)
does not pay for the good and does not enjoy the benefits of consumption. 
2.
 Which of the following is not an example of an activity with external benefits? 

A)
Practicing safe sex. 

B)
Eating a sandwich. 

C)
Washing and waxing the car. 

D)
Planting flowers in the front yard. 

E)
Getting a haircut. 
3. 
Lou's marginal product is 12, the competitive firm's output price is $5 and the wage rate in the competitive labor market is $40.  The firm 

A)
will not hire Lou. 

B)
will hire Lou only if he accepts a wage of $35. 

C)
will hire Lou. 

D)
does not have enough information to decide. 

E)
may or may not hire Lou. 
4.
 Kyle is considering the following gamble: a 70% chance of winning $2,000 and a 30% chance of losing $2,000.  This gamble would be classified as a(n) 

A)
worse than fair gamble. 

B)
fair gamble. 

C)
unfair gamble. 

D)
better than fair gamble. 
          
E)  nearly fair gamble.

Use the following to answer question 5:
Bob lives in a residential neighborhood that prides itself on well groomed lawns.  Bob's neighbors find that the marginal benefit of someone else's well groomed lawn is $10.  Bob, however, receives the same net benefit from an unkempt lawn as a well groomed lawn: zero (an unkempt lawn looks bad but costs nothing; a well groomed lawn looks nice but is costly). 
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5.
The largest whole number Bob's neighbors would pay him to keep a well groomed lawn is 

A)
$9. 

B)
$10. 

C)
$5. 

D)
$2. 

E)
$1. 

6.
A monopsonist finds that if he hires Zeke, he will pay Zeke a wage rate of $10 and see his labor costs rise by $15.  One can predict that Zeke will be hired if his 

A)
marginal product is greater than $15. 

B)
value of marginal product is at least $10. 

C)
value of marginal product is greater than $10. 

D)
value of marginal product is greater than or equal to $15. 

E)
marginal product is greater than $10. 

7.
Taken together, factors like education, training, experience, intelligence, and work habits are known as 

A)
human capital. 

B)
innate abilities. 

C)
inhuman capital. 

D)
breeding. 

E)
learned behaviors. 

8.
The optimal number of workers for a perfectly competitive firm to hire occurs when 

A)
the lowest possible wage is accepted by workers. 

B)
the wage rate equals the marginal product of the last worker. 

C)
the wage rate equals the value of marginal product of the last worker. 

D)
the largest output is achieved. 

E)
total labor costs equal total revenues. 

9.
The major implication of the Coase Theorem is that 

A)
governmental solutions to externalities can only fail. 

B)
individuals can solve many externalities if then can buy and sell the right to commit the externality. 

C)
competitive pressures will eliminate externalities. 

D)
resolving externalities is more costly than allowing them. 

E)
government regulation is necessary to solve externalities. 

10.
The optional amount of information to acquire before making a purchase is 

A)
the amount where the marginal cost of acquiring information equals the marginal benefit. 

B)
the amount where the total cost of acquiring information equals the total benefit. 

C)
independent of the expenditure to be made. 

D)
as much as technically possible. 

E)
zero. 

11.
Suppose the price of gasoline increases.  One would expect 

A)
the quantity of sport utility vehicles demanded to decrease. 

B)
the demand for sport utility vehicles to decrease. 

C)
the demand for sport utility vehicles to increase. 

D)
the demand for gasoline to decrease. 
E) the quantity of gasoline demanded to increase.


12.
Suppose bad weather destroys the coca crop in Columbia.  This means that the 

A)
supply of cocaine will decrease. 

B)
number of property crimes will fall. 

C)
quantity of cocaine supplied decreases. 

D)
demand for cocaine will decrease. 

E)
price of cocaine will remain unchanged. 

13.
A country's production possibilities curve is concave to the origin (i.e., bowed outward) because: 

A)
the production of a good is expanded by first employing those resources with an absolute advantage. 

B)
of the principle of absolute advantage 

C)
the production of a good is expanded by first employing those resources with the lowest opportunity cost. 

D)
of the principle of scarcity. 

E)   there is a trade off that requires a decrease in the production of one good in order to increase the production of another good.

Use the following to answer questions 14-15:
Figure 4.7
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14.
The socially optimal price and output combination is 

A)
P2 and Q2. 

B)
insufficient information to make a judgment. 

C)
P1 and Q2. 

D)
P1 and Q1. 

E)
P2 and Q1. 

15.
Assume that in this market a discrepancy exists between the private costs and the social costs of production; that production generates a large amount of noise pollution.  Supply curve _____ accounts for the private cost while supply curve ______ measures the full cost of production (both private and social). 

A)
S1; S1 

B)
insufficient information to make a judgment. 

C)
S2; S2 

D)
S2; S1 

E)
S1; S2 
Use the following to answer questions 16-18:
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16.
Because Bobby Jo and Mary Lou have __________ opportunity costs, they can experience __________ from specialization. 

A)
dissimilar; a gain 

B)
dissimilar; no gain 

C)
dissimilar; a loss 

D)
similar; no gain 

E)
identical; a gain 

17.
Bobby Jo's opportunity cost of an extra bale of hemp is __________ and Mary Lou's is __________. 

A)
.33 fewer jugs; .29 fewer jugs 

B)
27 fewer jugs; 14 fewer jugs 

C)
3 fewer jugs; .29 fewer jugs 

D)
.33 fewer jugs; 3.5 fewer jugs 

E)
3 fewer jugs; 3.5 fewer jugs 

18.
If the international market exchanges one jug of moonshine for one bale of hemp, the maximum amounts of moonshine and hemp Bobby Jo and Mary Lou can enjoy if they can trade internationally are __________, respectively. 

A)
2 and 3. 

B)
16 and 16. 

C)
11 and 10. 

D)
9 and 7. 

E)
10 and 11. 
Use the following to answer questions 19-20:
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19.
The Dean of Finance at What'sAMatterU argues that the best number of fundraisers to hire is where average labor costs are the lowest.  This would mean __________ employee(s) and a net benefit of __________. 

A)
2; $21,213 

B)
2; $8,500 

C)
1; $8,000 

D)
1; $22,000 

E)
1; $36,000 
20.
 The Chairman of the Economics Department at What'sAMatterU says that fundraisers should be hired as long as their marginal donations exceed their marginal labor costs.  Following this criteria, __________ employees are hired and net benefits are __________. 

A)
2; $25,426 

B)
2; $3,476 

C)
1; $22,000 

D)
2; $42,426 

E)
3; $25,426
21.  Which of the following is an example of the Tragedy of the commons that is not easily solved by private ownership?

a. Sharing a milkshake

b. Berries in a public park

c. Timber on remote public land

d. Harvesting whales in international water

e. all of the above


22.
If the elasticity of demand for the latest Korn CD is -1.4, this means 

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

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

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

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

Use the following to answer questions 23-26:
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23.
The deadweight loss resulting from monopoly is represented by the area 

A)
GCEL. 

B)
KEI. 

C)
KLI. 

D)
BGLK. 

E)
LEI. 

24.
The distance representing the profit maximizing level of output to the monopolist is 

A)
0B. 

B)
0C. 

C)
GI. 

D)
0A. 

E)
0H. 

25.
At the point of monopoly profit maximization, consumer surplus is represented by the area 

A)
BCEK. 

B)
CJE. 

C)
BJEK. 

D)
GCEI. 

E)
GJI. 

26.
At the profit maximizing level of output, the monopolist collects total revenues equal to the area 

A)
0A. 

B)
0BKA. 

C)
0CEA. 

D)
0C. 

E)
0GIH.

27.  
The concept of efficiency is illustrated by which of the following statements? 

A)
The production of the good generates very few by products. 

B)
At equilibrium, no mutually beneficial transactions remain. 

C)
The production of the good generates very little pollution. 

D)
At disequilibrium, no mutually beneficial transactions have occurred. 

E)
The consumption of the good produces very little waste.


28.
Cheating by firms that belong to a cartel is an example of 

A)
need for stronger antitrust legislation. 

B)
perfect competition. 

C)
profit maximization. 

D)
the smart for all, dumb for one principle. 
E) the prisoner's dilemma.


29.
The profit maximizing rule MR=MC applies to 

A)
monopolistic competitors only. 

B)
monopolists only. 

C)
all firms. 

D)
both pure monopolists and perfect competitors. 

E)
perfect competitors only.


30.
The nature of the social loss from monopoly is that 

A)
the marginal benefit of the last unit the monopolist produces is greater than the marginal cost. 

B)
the marginal costs of the last unit the monopolist produces is greater than the marginal benefit. 

C)
the monopolist earns huge profits at the expense of the consumer, who has few alternatives. 

D)
the monopolist produces too much output. 

E)
through the use of his market power, the monopolist can force consumers to pay higher prices.

Essay (10 Points)

What is it about monopolies that we do not like?
Problem (30 Points) 

In the southeastern U.S. they use pine straw as garden mulch.  Woody Ash has determined that the following equations describe the market for pine straw in his state.  Q is tons per week and P is price per ton.

Q = 250 – 10 P                  ________________________________

Q = 50 + 10 P                    ________________________________

A.  On the line beside each equation identify one as the supply curve and one as the demand curve.

B.  Sketch the demand curve and the supply curve.  In your sketch include labels on the axes, vertical and horizontal intercepts, and indicate the equilibrium.

C.  What are the equilibrium price and quantity?

P = __________________________               Q = _______________________________

D.  How much is consumer surplus? _____________________

E.  How much is producer surplus? ____________________

F.  Barb Wire, the Governor, has decided that an excise tax on pine straw would be a good, new source of revenue. Toward this end she imposes a tax of $5 per ton to be collected from sellers of pine straw.  With the imposition of the tax, what will be the new equilibrium quantity, the price paid by consumers and the net price received by sellers?

Q = _________________________

P paid = _____________________________   P received = ______________________

G.  Calculate consumer surplus when there is a tax:

H.  Calculate producer surplus when there is a tax:

I.  How much deadweight loss can be attributed to the tax?

Problem (30 points)

In Metropolis, a small isolated town, Luther Memorial Hospital is the only employment opportunity for nurses.  The supply curve for nurses is given by

L = 100 W – 1000

Luther Memorial Hospital’s marginal revenue product curve is given by

L = 1600 – 20 MRP

Complete the following table:

	Labor
	Supply Wage
	Total Labor Cost
	Marginal Labor Cost
	Marginal Revenue Product

	850
	
	
	
	

	900
	
	
	
	

	950
	
	
	
	

	1000
	
	
	
	

	1050
	
	
	
	

	1100
	
	
	
	


B. How many nurses should Luther memorial Hospital Employ? ____________________

C. What wage should the hospital pay its nurses?  _____________________________
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