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 to the right of each question.. 

Use the figure for the question(s) below.

Answers at the end.
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1) 


The figure above represents 


1) 


_______ 

A) 


a change in the Y-intercept only. 

B) 


a change in the slope only. 

C) 


a change in neither the slope nor the intercepts. 

D) 


a change in both the X- and Y-intercepts. 

E) 


a change in the Y-intercept and the slope. 

2) 


Macroeconomics 


2) 


_______ 

A) 


is the study of the major spending and producing units of the economy. 

B) 


ignores the "big picture." 

C) 


tends to contradict microeconomics. 

D) 


is not related to microeconomics. 

E) 


examines how firms and consumers interact in individual markets. 

3) 


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


3) 


_______ 

A) 


alternate cost. 

B) 


price forgone. 

C) 


opportunity cost. 

D) 


undertaking cost. 

E) 


desired cost. 

4) 


Financial capital is 


4) 


_______ 

A) 


money invested in bonds. 

B) 


money invested in stocks. 

C) 


the salary paid to someone who has much human capital. 

D) 


money raised to purchase physical capital. 

E) 


money saved in a financial institution such as a bank. 

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


In the case illustrated in the figure above, 


5) 


_______ 

A) 


productive efficiency suggests that each should do half the work. 

B) 


total production cannot be increased by specialization. 

C) 


total production is maximized if Michelle specializes in dishwashing and Marvin specializes in meal preparation. 

D) 


productivity is so low that the catering business should be closed down. 

E) 


total production is maximized if Marlin specializes in dishwashing and Michelle specializes in meal preparation. 

6) 


Which is not an example of a local government? 


6) 


_______ 

A) 


City 


B) 


Township 


C) 


State 


D) 


Borough 


E) 


County 

7) 


Exports ________ the circular flow. 


7) 


_______ 

A) 


never leak income from  

B) 


leak income from 

C) 


have no effect on income in 

D) 


sometimes inject income into 

E) 


inject income into 

8) 


Equilibrium price is the price at which 


8) 


_______ 

A) 


demanders and suppliers can't agree. 

B) 


quantity demanded exceeds quantity supplied. 

C) 


quantity demanded is equal to quantity supplied. 

D) 


demand is above supply. 

E) 


quantity supplied exceeds quantity demanded. 

9) 


The reason economists can compare elasticities of different products with each other is that elasticities 


9) 


_______ 

A) 


have to be calculated. 

B) 


are always positive. 

C) 


are pure numbers (have no units). 

D) 


are capable of various interpretations. 

E) 


are close to zero in value. 

10) 


Which of the following graphs represents the effect on the budget line of an increase in the price of good x? 
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10) 


______ 

11) 


Marginal analysis  


11) 


______ 

A) 


compares the costs and benefits of all the units combined. 

B) 


compares the quality of the last unit of an activity. 

C) 


is rarely used in economics. 

D) 


compares the costs and benefits of the last unit of an activity, rather than all the units combined. 

E) 


compares the costs and benefits of the most desired alternative forgone. 

Use the Figure for the question(s) below.
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12) 


The PPF in the figure above shows  


12) 


______ 

A) 


an economy with constant opportunity costs. 

B) 


an inefficient economy. 

C) 


an economy with decreasing opportunity costs. 

D) 


an economy with increasing opportunity costs. 

E) 


None of the above. 

13) 


Joan, an employee of Enviro-matic, is asked by her boss to testify before Congress on the environmental impact of a large building project. Her compensation is considered to be an example of a 


13) 


______ 

A) 


transfer payment because no physical good is produced by her testimony. 

B) 


transfer payment because her testimony is not considered to be an economic exchange with the government. 

C) 


salary because she is testifying as an employee of the company. 

D) 


transfer payment because the responsibility for environmental protection has been transferred from the states to federal jurisdiction. 

E) 


None of the above is correct. 

14) 


Which chain of events is correct? An decrease in supply causes a  


14) 


______ 

A) 


shortage to occur at the original price, which leads to an increase in equilibrium price and a decrease in equilibrium quantity. 

B) 


shortage to occur at the original price, which leads to increases in equilibrium price and equilibrium quantity. 

C) 


surplus to occur at the original price, which leads to a decrease in equilibrium price and decrease in equilibrium quantity. 

D) 


shortage to occur at the original price, which leads to decreases in equilibrium price and equilibrium quantity. 

E) 


surplus to occur at the original price, which leads to increases in equilibrium price and equilibrium quantity. 

15) 


Items that are a significant part of earnings tend to have ________ demands. 


15) 


______ 

A) 


elastic 

B) 


unit elastic 

C) 


zero elasticity 

D) 


inelastic 

E) 


nonexistent 

16) 


Samantha is currently maximizing her utility buying coats and hats. If the price of hats falls, which of the following best describes the effect on her choice? 


16) 


______ 

A) 


Samantha's marginal utility will increase. 

B) 


The marginal utility per dollar spent on the last coat that Samantha bought will now exceed the marginal utility per dollar spent on the last hat that she bought. 

C) 


Samantha's demand for hats will increase. 

D) 


Samantha's income will increase. 

E) 


None of the above are correct statements. 

17) 


Macroeconomics differs from microeconomics in that 


17) 


______ 

A) 


microeconomics is more relevant to current issues than macroeconomics. 

B) 


macroeconomics focuses on the national level, microeconomics focuses on the individual level, and midieconomics focuses on the intermediate level. 

C) 


macroeconomics studies international trade. 

D) 


macroeconomics looks at the national economy and microeconomics looks at individual parts of the national economy 

E) 


microeconomics looks at overall unemployment, production, and inflation. 

18) 


Allocative efficiency differs from productive efficiency in that allocative efficiency 


18) 


______ 

A) 


means society is using its resources fully while productive efficiency means it produces goods and services it values most. 

B) 


is more important than productive efficiency. 

C) 


means society produces those goods and services it values most while productive efficiency means there is no economic waste. 

D) 


is less important than productive efficiency. 

E) 


means resources are allocated well while productive efficiency means the production runs are the optimal length. 

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.  Ethanol is an alcohol derived from corn.  It purportedly burns cleaner (less CO and CO2, both greenhouse gases) than gasoline without affecting engine performance.  The commonly held belief among scientists is that the warming is attributable to the increase in greenhouse gases in the atmosphere. In the past year even George Bush has acknowledged that the earth is warming, although he still disputes the alleged cause.  As a consequence of the public debate gasoline refiners will be increasing their use of ethanol as a gasoline additive.  At the same time the subsidies paid to farmers for growing corn, used in ethanol production, will increase.  What do you expect to happen to the equilibrium price and quantity of ethanol in the future?  Concomitantly, what do you expect to happen to the value of farm land?
There will be an increase in demand for ethanol.  There will be an increase in supply of ethanol as farmers shift production to corn in  order to earn the subsidies.  Unequivocally we can state that the market clearing quantity will increase. However, there is not enough information to state what will happen to price.  We can anticipate that quantity will increase sufficiently to induce an increase in farm revenue, thereby increasing the value of farm land.
Problem (40 points).  The market for ethanol is described by the following equations:
P = 100 – 7Q  ______Demand_______________________________
Q = P – 20  ________Supply_____________________________
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 the supply curve into the demand curve.

P = 100 -7(P – 20) 

P= 100  - 7P + 140
8P = 240

P = 30  ( Q = 10
c) What is the elasticity of demand at the equilibrium?

ε = (1/slope)(P/Q) = (1/-7)(30/10) = -3/7
d) Ethanol producers all increase their prices by 10%, by what percent will the quantity demanded decrease?

ε = %ΔQ / %ΔP 
-3/7 = %ΔQ/10
%ΔQ = -30/7
e)  As a consequence of the price increase we can expect total consumer expenditures on ethanol to increase / decrease.  Circle your answer. 
1) 


D 


2) 


A 


3) 


C 


4) 


A 


5) 


E 


6) 


C 


7) 


E 


8) 


C 


9) 


C 


10) 


A 


11) 


D 


12) 


D 


13) 


C 


14) 


A 


15) 


A 


16) 


E 


17) 


D 


18) 


C 
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