Temple University

Department of Economics

Economics 52: Principles of Microeconomics

Exam 1: Fall 2006

Directions:  You have fifty (50) minutes to complete this exam.  You must do all questions. Write your answers on the exam. This is a closed book exam.  Your work must be your own; you may neither give nor receive help.  You may not use your cell phone as a calculator.

Name___________________________________

MULTIPLE CHOICE (2 pts each = 36 points).  Choose the one alternative that best completes the statement or answers the question.  Write your answer on the line to the right of each question.
1) 


Which of the following are outcomes of the economy? 


1) 


_______ 

A) 


Overtime 

B) 


Taxes paid 

C) 


Wage rates 

D) 


Educational levels 

E) 


All of the above. 

2) 


Positive economic statements 


2) 


_______ 

A) 


are testable or verifiable. 

B) 


lack empirical rigor. 

C) 


are written with no negatives. 

D) 


are theoretically impossible to formulate. 

E) 


include value judgments. 

3) 


A mixed economy is one where 


3) 


_______ 

A) 


most goods and services are allocated using markets but government plays some role. 

B) 


most goods and services are allocated by government but markets play some small role. 

C) 


employment results are mixed. 

D) 


a mix of military and consumer goods are produced. 

E) 


a mix of consumer and industrial goods are produced. 

4) 


A natural resource that can be used for agriculture, mining, housing, industrial production, and recreation is 


4) 


_______ 

A) 


land. 

B) 


entrepreneurship. 

C) 


labor. 

D) 


capital. 

E) 


None of the above is correct. 

Use the Figure for the question(s) below.
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5) 


The combination A (45 Widgets, 20 Gizmos) represents a state of 


5) 


_______ 

A) 


efficient production. 

B) 


fully employed resources. 

C) 


an unattainable output level. 

D) 


unemployed resources. 

E) 


most socially desired output. 

6) 


States often provide services  


6) 


_______ 

A) 


for which smaller governmental units cannot take responsibility. 

B) 


that small and poor jurisdictions cannot afford. 

C) 


that are illegal for municipalities to provide. 

D) 


A and B are correct. 

E) 


B and C are correct. 

7) 


The resource market is the market 


7) 


_______ 

A) 


for factors of production that firms use to make the goods and services they sell on the product market. 

B) 


in which firms purchase goods and services from households. 

C) 


in which firms sell goods and services to households. 

D) 


in which all production must pass through. 

E) 


in which households purchase goods and services from firms

8) 


Supply and demand analysis does not work well when 


8) 


_______ 

A) 


markets are thin. 

B) 


producers attempt to maximize profit. 

C) 


price freely moves up or down. 

D) 


there are many suppliers. 

E) 


there is competition. 

9) 


Items that make up a relatively small portion of the demander's budget tend to have ________ demands. 


9) 


_______ 

A) 


elastic 

B) 


zero elasticity 

C) 


unit elastic 

D) 


nonexistent 

E) 


inelastic 

10) 


The marginal rate of substitution is defined as the 


10) 


______ 

A) 


rate at which the individual's utility increases as goods are exchanged. 

B) 


size of the substitution effect. 

C) 


increase in the marginal utility of one good, holding the other good constant. 

D) 


increase in quantity demanded of one good. 

E) 


rate at which an individual will exchange one good for another, holding utility constant. 

11) 


The value of the most desired alternative forgone to obtain a good or service, or to undertake an activity, is its 


11) 


______ 

A) 


desired cost. 

B) 


alternate cost. 

C) 


undertaking cost. 

D) 


opportunity cost. 

E) 


price forgone. 

12) 


Human capital is similar to ________ in that it is increased through human activities such as education and training. 


12) 


______ 

A) 


financial capital 

B) 


land 

C) 


entrepreneurship 

D) 


labor 

E) 


physical capital 

13) 


A trade surplus 


13) 


______ 

A) 


is always a sign of an ailing economy. 

B) 


exists when exports exceed imports. 

C) 


is balanced by a trade surplus the following year. 

D) 


exists when imports exceed exports. 

E) 


means net exports are negative. 

14) 


The direct relationship between price and quantity supplied is called the Law of ________. 


14) 


______ 

A) 


Demand 

B) 


Diminishing Returns 

C) 


Uncertainties in Production 

D) 


Quantities Supplied 

E) 


Supply 

15) 


A perfectly inelastic demand curve is one which 


15) 


______ 

A) 


consumers are completely price-insensitive. 

B) 


demanders do not respond to a price decrease. 

C) 


the elasticity value is zero. 

D) 


demanders do not respond to a price increase 

E) 


All of the above are correct. 

16) 


Steak is considered to be a normal good. If its price falls, the income effect will cause the quantity demanded to ________, while the substitution effect will cause the quantity demanded to ________. 


16) 


______ 

A) 


increase, increase 

B) 


increase, decrease 

C) 


decrease, decrease 

D) 


decrease, increase 

E) 


Not enough information to determine how quantity demanded will change. 

17) 


Which of the following is not a microeconomic issue? 


17) 


______ 

A) 


Studying ways to improve the agricultural sector of a rural area of Pennsylvania 

B) 


Formulating a policy to reduce the overall rate of inflation 

C) 


Devising a way to lower the price of gasoline 

D) 


Attempting to stimulate the demand for wheat 

E) 


An examination of layoffs in the airline industry 

18) 


Examples of physical capital are  


18) 


______ 

A) 


equipment that can be used to produce a car. 

B) 


the knowledge to program in C++. 

C) 


forests used for logging. 

D) 


ocean waves used to generate electricity. 

E) 


workers digging a trench with shovels and pickaxes. 

Essay (24 points).  You will be graded on spelling, syntax, and grammar as well as content.  If your handwriting is not legible then I will not read your answer. 

Use your knowledge of supply and demand to answer this question.  When the Philadelphia Convention Center, located between Market Street and Chinatown, was first built it was one of the largest in the United States.  In the intervening years it has been eclipsed by the convention centers in a number of cities.  Furthermore, more cities are building even larger, more modern convention centers while our city fathers are unable to solidify any plans to expand the Philadelphia facility.  At the same time several major chains have announced the construction of more hotels in anticipation that Philadelphia will one day be a more significant tourist destination.  What do you expect to happen to the equilibrium price and quantity of hotel room-nights in the future?  Concomitantly, what do you expect to happen to the value of a hotel franchise in Philadelphia?     
As Philadelphia’s convention center becomes less attractive relative to other locations there is a decline in convention visits and a resulting decline in demand for hotel rooms in the city.  Several hotel chains have announced expansion plans, resulting in an increase in the supply of hotel rooms.  Unequivocally we can say that the equilibrium price of a hotel room will decline.  There is not enough information to say definitively what will happen to equilibrium quantity.  With a drop in room price and only small change in quantity there will be a fall in hotel revenue and consequently the value of a hotel franchise will fall.
Problem (40 points).  The market for hotel rooms in Philadelphia is described by the following pair of equations:
P = 10 + Q  _________Supply_______________________________

Q = 15 – ¼ P  ______Demand_______________________________

a) On the lines to the right of the equations indicate which is the supply curve and which is the demand curve.

b)  Use the equations to solve for the equilibrium price and quantity.

Substitute demand into supply
P = 10 + (15 – ¼ P)
P = 25 – ¼ P

5/4 P = 25

P = 100/5

P = 20 ( Q = 10
c) What is the elasticity of demand at the equilibrium?

ε = (1/slope)(P/Q)  Note that the demand curve is inverted, so you don’t need to invert the slope.

ε = (-1/4)(20/10) = -1/2 
d) Hoteliers in the city all increase their prices by 3%, by what percent will the quantity demanded decrease?

ε = %ΔQ/%ΔP
½ = %ΔQ/3

%ΔQ = -3/2

e)  As a consequence of the price increase we can expect total consumer expenditures on hotel rooms to increase / decrease.  Circle your answer. 
1) 


E 


2) 


A 


3) 


A 


4) 


A 


5) 


D 


6) 


D 


7) 


A 


8) 


A 


9) 


E 


10) 


E 


11) 


D 


12) 


E 


13) 


B 


14) 


E 


15) 


E 


16) 


A 


17) 


B 


18) 


A 
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