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Directions:  You have the entire class period to complete this exam.  You must do all questions.  It is recommended that you show your work.  This is a closed book exam.  Your answers must be your own work. You may neither give nor receive help.  You may use a handheld calculator, but not a cell phone.

Multiple Choice (30 points)

	1.
	If a nation has an absolute advantage in the production of toilet paper, then it 

	A)
	must also have a comparative advantage. 

	B)
	will always produce enough for domestic consumption. 

	C)
	will never produce toilet paper. 

	D)
	may or may not have a comparative advantage. 

	E)
	must also have an absolute advantage for other paper products. 


	2.
	The benefits to specialization are enhanced when the two trading partners have 

	A)
	absolute advantages in producing the same goods. 

	B)
	similar consumption preferences. 

	C)
	very similar opportunity costs. 

	D)
	large comparative advantages in different goods. 

	E)
	the same inborn talent and experience. 


	Use this table to answer question 3.
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Jugs of Apple cider

 

Apple pie

 

Bobby Jo

 

9

 

3

 

Mary Lou

 

2

 

6

 

 


	3.
	As Bobby Jo and Mary Lou choose to efficiently produce fewer apple pies and more apple cider, __________ devotes more time to apple cider because his __________. 

	A)
	Mary Lou; absolute advantage is larger 

	B)
	Bobby Jo; absolute advantage is smaller 

	C)
	Bobby Jo; opportunity costs are lower 

	D)
	Mary Lou; opportunity costs are lower 

	E)
	Mary Lou; comparative advantage is smaller 


	4.
	Suppose that the production of oranges reduces global warming by .1%. The equilibrium price of oranges is _______ because not all of the _________ are accounted for in the marketplace. 

	A)
	too high; benefits 

	B)
	too low; benefits 

	C)
	too high; costs 

	D)
	too low; costs 

	E)
	optimal; costs 


	5.
	Suppose that the equilibrium price of french fries rises while the equilibrium quantity falls.  The most consistent explanation for these observations is 

	A)
	a decrease in demand for french fries with no change in supply. 

	B)
	an increase in demand for french fries with no change in supply. 

	C)
	a increase in the supply of french fries and a increase in the demand for french fries. 

	D)
	a decrease in the supply of french fries with no change in demand. 

	E)
	an increase in the supply of french fries with no change in demand. 


	6.
	If a market is in equilibrium and demand increases while supply decreases, the change in the equilibrium price is ________ and the change in the equilibrium quantity is _________. 

	A)
	positive; positive 

	B)
	positive; negative 

	C)
	positive; indeterminate 

	D)
	indeterminate; positive 

	E)
	negative; negative 


	7.
	A price elasticity of demand of 0.3 means a 

	A)
	10 percent increase in the price results in a 3 percent increase in quantity demanded. 

	B)
	3 percent increase in the price results in a 3 percent decrease in quantity demanded. 

	C)
	10 percent increase in the price results in a 3 percent decrease in demand. 

	D)
	10 percent increase in the price results in a 3 percent decrease in quantity demanded. 

	E)
	10 percent increase in the price results in a 3 percent increase in demand. 


	8.
	For two goods, A and B, MUA/PA= 10 and MUB/PB=12.  The consumer should 

	A)
	Leave their choices as they are. 

	B)
	purchase less of A and more of B. 

	C)
	purchase more of A and B. 

	D)
	purchase less of A and B. 

	E)
	purchase more of A and less of B. 


	9.
	If the marginal utility of the 3rd cup of coffee is 23 and the marginal utility of the 4th cup is 15, then 

	A)
	it is optimal for the consumer to have 3 cups of coffee. 

	B)
	the price of a cup of coffee must be relatively low. 

	C)
	it is optimal for the consumer to have 4 cups of coffee. 

	D)
	there is evidence of the law of diminishing marginal utility. 

	E)
	the price of a cup of coffee must be relatively high. 


	10.
	Why don't auto manufacturers make cars without radios? 

	A)
	No one will buy the car without the radio. 

	B)
	Radios are necessity 

	C)
	Because every one loves music 

	D)
	It is cheaper to put radios in all cars 

	E)
	Because every one can afford a radio in their car 


	11.
	The city of Metropolis is concerned that the incomes of families with head of household with an hourly wage job, are too low and fluctuate wildly.  Two proposals are suggested: a price floor on apartments and an income subsidy to families with head of household with an hourly wage job.  By the criteria of ______, Congress should pass______. 

	A)
	equity; income subsidies 

	B)
	equity; a price floor 

	C)
	efficiency; a price floor 

	D)
	efficiency; neither 

	E)
	efficiency; income subsidies 


	12.
	If the firm spends $200 to produce 17 units of output and spends $455 to produce 34 units, then the marginal cost of increasing production from 17 to 34 units is 

	A)
	$15. 

	B)
	impossible to calculate due to a lack of information. 

	C)
	$11.76. 

	D)
	$13.38. 

	E)
	$7.50. 


	13.
	Suppose a market is in equilibrium.  The area between the demand curve and the market price is 

	A)
	the degree of overconsumption. 

	B)
	the deadweight loss. 

	C)
	the total economic surplus. 

	D)
	consumer surplus. 

	E)
	producers surplus. 


	14.
	Perfect competition is efficient and monopoly is not because in perfect competition __________ while in monopoly __________. 

	A)
	P<MR; P=MR 

	B)
	P=MC; P<MC 

	C)
	P=MC; P>MC 

	D)
	P=MR; P=MC 

	E)
	P=MR; P<MR 


	15.
	Suppose, a firm has $1500 in variable costs and $500 in fixed costs when it produces 500 units of output and sells it for $50 per unit. If the price of the product drops to $4 each, should this firm continue operation during the short run? 

	A)
	Yes, because P>ATC 

	B)
	No, because P<TC 

	C)
	No, because P< ATC 

	D)
	No, because P< AVC 

	E)
	Yes, because P>AVC 


	Use the following data to answer questions 16 and 17:
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	16.
	At the point of profit maximization, a perfectly price discriminating monopolist would earn a profit of 

	A)
	$41. 

	B)
	$44. 

	C)
	$67. 

	D)
	$26. 

	E)
	$35. 


	17.
	Assuming the monopolist does not price discriminate, he will produce __________ units and charge a price of __________. 

	A)
	2; $14 

	B)
	4; $5 

	C)
	1; $17 

	D)
	6; $2 

	E)
	3; $11 


	18.
	When a consumer must take some sort of additional action to receive a lower price, the consumer is being subjected to 

	A)
	the hurdle method of price discrimination. 

	B)
	the what-a-hassle method of price discrimination. 

	C)
	the long jump method of price discrimination. 

	D)
	perfect price discrimination. 

	E)
	the rebate and wait method of price discrimination. 


	19.
	Price setters face 

	A)
	a market determined price. 

	B)
	perfectly inelastic demand. 

	C)
	less than perfectly elastic demand. 

	D)
	more than perfectly elastic demand. 

	E)
	perfectly elastic demand. 


	20.
	The price equals marginal cost rule for profit maximization is a specific example of which of the following core principles? 

	A)
	Efficiency. 

	B)
	Comparative advantage. 

	C)
	Scarcity. 

	D)
	Cost-benefit. 

	E)
	Equilibrium. 



21.
When evaluation of one's performance is based on a comparison with how others performed, 

A)
one will underinvest in performance enhancing activities. 

B)
the evaluation is less accurate. 

C)
the quality of performance necessarily decreases. 

D)
one will overinvest in performance enhancing activities. 

E)
the quality of performance necessarily increases. 

22.
Searching should continue until 

A)
the marginal cost of searching is zero. 

B)
the marginal benefit of searching is zero. 

C)
the marginal benefits of further searching equal the marginal costs. 

D)
the lowest price is found. 

E)
all options have been explored. 

23.
Juan pays $14,000 in taxes while earning $100,000.  Hector earns $120,000.  If the tax system is progressive, Hector will pay taxes of 

A)
more than $14,000. 

B)
more than $14,000 but less than $16,800. 

C)
less than $16,800. 

D)
$16,800. 

E)
more than $16,800. 

24.
The positive correlation between economic success and well defined private property rights is 

A)
an example of capitalist greed and exploitation. 

B)
because when resources are owned, they are not treated as having a marginal cost of zero. 

C)
random chance. 

D)
only evident in the Western world. 

E)
spurious. 

25.
Adopting comparable worth doctrine would result in 

A)
labor market equilibrium. 

B)
a more sensible distribution of wages. 

C)
equal wages for all workers. 

D)
economic efficiency. 

E)
inefficient labor market allocations. 

26.
Brady owns a beachfront lot with a small house.  During hurricanes, he refuses to leave and afterward he applies for federal assistance to rebuild and files insurance claims for damages. By doing so, Brady is 

A)
imposing an external cost on rescue workers, taxpayers, and insurance policy holders. 

B)
imposing an external cost on himself. 

C)
treating his property as common property. 

D)
in a positional arms race. 

E)
pursuing life, liberty and happiness without harm to others. 

27.
The inefficiency caused by a labor union is 

A)
from driving a wedge between the marginal benefit of allocation resources between the union and nonunion sectors. 

B)
restricted to the transfer between the union workers and nonunion workers. 

C)
non existent. 

D)
restricted to the lower wages in the nonunion sector. 

E)
due to the workplace rules they put in place. 

28.
Tim and Larry are both thrill seekers.  Tim has life insurance and Larry does not.  One can predict that 

A)
Tim's life insurance has no bearing on his behavior. 

B)
Larry will engage in more life threatening activities. 

C)
Tim and Larry will have the same frequency of participation in life threatening activities. 

D)
Tim will engage in fewer life threatening activities. 

E)
Larry will engage in fewer life threatening activities. 

29.
For a profit maximizing monopsonist, the correct relationship between the value of marginal product (VMP), marginal labor costs (MLC) and the wage rate (W) is 

A)
VMP>MLC>W. 

B)
VMP<MLC<W. 

C)
VMP=MLC=W. 

D)
VMP=MLC>W. 

E)
VMP>MLC=W. 

30.
The __________ it is for the buyer to assess the quality of the used good, the __________ the lemons model will be. 

A)
easier; more relevant 

B)
easier; more important 

C)
easier; less important 

D)
less difficult; more important 

E)
more difficult; less important 
Problems (40 points)

1. (20 points) Suppose that the Ambler Cinema is a local monopoly whose demand curve for adult tickets on Saturday night is P = 12 – 2Q, where P is the price of a ticket and Q is the number of tickets sold in hundreds.  The demand for children’s tickets on Sunday afternoon is P = 8 – 3Q, and for adult tickets on Sunday afternoon P = 10 – 4Q. On both Saturday night and Sunday afternoon the marginal cost of an additional patron, child or adult, is $2.

a. What is the marginal revenue curve for the adult Saturday night market?






b. What is the marginal revenue curve for the children Sunday afternoon market?



c. What is the marginal revenue curve for the adult Sunday afternoon market?





d. What price should the Ambler Cinema set for the Saturday adult market and what number of tickets will be sold?



e. If management of Ambler Cinema is able to practice price discrimination between adults and children, what prices should they charge the two groups on Sunday?











f. Suppose that Ambler Cinema is NOT able to practice price discrimination on Sunday.  By comparison to the situation in which they are able to discriminate, will consumer surplus be greater or smaller when they are not able to practice price discrimination? Explain.


2. (20 points) Bijou Photographic, Inc. has hired a summer intern to work in its facility down on the bayou. Billy Bob has carefully studied the annual reports, the firm's hiring history and production statistics and has come up with the following set of tables. Your job as management consultant, should you accept it, is to help Bijou determine the profit maximizing level of employment.  Begin by completing the table. 

	Production Function
	Demand Schedule
	Labor Supply

	Labor
	Cans of Film
	Margnal Product of Labor
	Price
	Cans of Film
	Marginal Revenue
	Wage
	Workers
	Marginal Input Cost

	0
	0
	
	6
	0
	
	11.50
	0
	

	1
	5
	
	5
	5
	
	12
	1
	

	2
	10
	
	4
	10
	
	13.5
	2
	

	3
	15
	
	2
	15
	
	14.5
	3
	

	4
	19
	
	1
	19
	
	15.5
	4
	

	5
	22
	
	0
	22
	
	16.5
	5
	


How many workers should Bijou hire?  

What wage should be paid?  

Essay  (30 points)

1. (20 points) 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.

2. (10 points)  What is the ‘one big idea’ that you must remember for the rest of your working career?  Provide an example of how the ‘one big idea’ is applicable to your personal or professional life. 
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