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.

 Multiple choice answers at the end.

1) 


Which is not a positive statement? 


1) 


_______ 

A) 


It is -5 degrees today. 

B) 


This soup is too hot. 

C) 


My car gets 24 miles to the gallon. 

D) 


The price of bread is $1. 

E) 


If interest rates rise, then fewer people will apply for loans. 

2) 


In analyzing the sales of a retail store, which are plausible dependent and independent variable combination? 


2) 


_______ 

A) 


Distance from a major highway is independent and utility expense is dependent. 

B) 


Last month's sales are independent and store square footage is dependent. 

C) 


Customer traffic is independent and advertising is dependent. 

D) 


Advertising expense is independent and quantity demanded is dependent. 

E) 


Quantity demanded is independent and advertising expense is dependent. 

3) 


Things and activities that consumers, firms, and the government consider valuable are called 


3) 


_______ 

A) 


resources. 

B) 


depletable activities. 

C) 


goods and services. 

D) 


factories. 

E) 


inputs into production. 

Use the Figure for the question(s) below.
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4) 


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


4) 


_______ 

A) 


efficient production. 

B) 


unemployed resources. 

C) 


fully employed resources. 

D) 


most socially desired output. 

E) 


an unattainable output level. 

5) 


On the production possibilities frontier, ________ economics tells us what output combinations are possible while ________ economics tells us which output combinations should be produced 


5) 


_______ 

A) 


value-laden; value-less 

B) 


macro; micro 

C) 


hard; soft 

D) 


normative; positive 

E) 


positive; normative 

6) 


A company whose stock can be bought and sold by the public at large is called a ________ held company. 


6) 


_______ 

A) 


publicly 


B) 


loosely 


C) 


closely 


D) 


privately 


E) 


poorly 

7) 


An economy in which households and firms do not engage in international trade is called 

a(n) ________ economy. 


7) 


_______ 

A) 


self-centered 

B) 


looped 

C) 


circular 

D) 


closed 

E) 


truncated 

8) 


James can afford to buy two pairs of shoes but is interested in buying only one pair. In estimating his demand, the relevant number is 


8) 


_______ 

A) 


two pairs, because demand represents the maximum amount a demander can buy. 

B) 


two pairs, because demand represents the maximum amount a seller is willing to sell. 

C) 


one pair, because demand represents what the buyer is both willing and able to buy. 

D) 


one pair, because demand represents the minimum amount a seller is willing to sell. 

E) 


one pair, because effective demand is the difference between what the buyer can afford to buy and that the demander wants to buy. 

Use the table for the question(s) below.
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9) 


According to the midpoint formula, the percent changes in price and quantity demanded in the table above are ________ and ________, respectively. 


9) 


_______ 

A) 


-20%; 10% 

B) 


150%; -100% 

C) 


-100%; 150% 

D) 


100%; 20% 

E) 


10%; -20% 

10) 


An indifference curve represents a set of consumption choices that 


10) 


______ 

A) 


represent increasing levels of utility. 

B) 


the consumer can afford at the current level of income. 

C) 


all represent the same amount of utility. 

D) 


all cost the same amount of money. 

E) 


represent decreasing levels of utility. 

11) 


The two main types of economic careers are 


11) 


______ 

A) 


theoretical and applied work. 

B) 


government and sub-government. 

C) 


new theory and old theory. 

D) 


high paying and low paying. 

E) 


international and supra-national. 

12) 


Water is included in the economists' definition of land because 


12) 


______ 

A) 


it falls as precipitation to the land. 

B) 


it is a natural resource. 

C) 


it is needed for irrigation and, therefore, to make land productive. 

D) 


water is indispensable for life. 

E) 


any body of water rests on land. 

13) 


In 2003, rent accounted for approximately ________ of total income in the United States. 


13) 


______ 

A) 


32% 


B) 


8% 


C) 


50% 


D) 


2% 


E) 


15% 

Use the figure for the question(s) below.
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14) 


The supply curve in the figures above represents 


14) 


______ 

A) 


market supply. 

B) 


Supplier A. 

C) 


Supplier B. 

D) 


Supplier C. 

E) 


None of the above. 

15) 


Total revenue is expected to rise when price goes 


15) 


______ 

A) 


down and demand is inelastic. 

B) 


up and demand is inelastic. 

C) 


up and demand is elastic. 

D) 


up and demand is unit elastic. 

E) 


down and demand is unit elastic. 

16) 


As based on the "solution" to the diamond/water paradox, which of the following would you expect to be largest? 


16) 


______ 

A) 


Total consumer surplus from diamonds 

B) 


The price of diamonds 

C) 


Total consumer surplus from water 

D) 


The marginal utility of the last diamond 

E) 


The price of water 

17) 


In the equation Y = -3 + 5X, 


17) 


______ 

A) 


the intercept is -3. 

B) 


the slope is -3/5. 

C) 


the slope is -3. 

D) 


the slope is 5. 

E) 


None of the above is correct. 

18) 


A chef's knowledge of a recipe is considered to be part of 


18) 


______ 

A) 


land. 

B) 


labor. 

C) 


human capital. 

D) 


financial capital. 

E) 


physical capital. 

Problem (40 points).  The market for audio CD’s is described by the following equations:

P = 20 + 3Q   ______Supply________________________

P = 100 – Q   ________Demand______________________

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

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

20 + 3Q = 100 – Q
4Q = 80

Q = 20 

( P = 100 – 20 = 80

c) What is the elasticity of demand at the equilibrium?

ε = (1/slope)(P/Q) = (1/(-1))(80/20) = -4 

d) Music recording studios all decrease their prices by 15%, by what percent will the quantity demanded increase?

ε = % ΔQ / % ΔP
4 = % ΔQ / 15 ( % ΔQ  = 60%
e)  As a consequence of the price decrease we can expect total consumer expenditures on CD’s to increase / decrease.  Circle your answer.
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.  Americans are becoming acutely aware of the deleterious health effects of eating foods high in fat and refined sweeteners.  This month Krispy Kreme and Dunkin’ Donuts have both announced plans to increase their respective number of retail outlets in the United States.  What do you expect to happen to the equilibrium price and quantity of donuts sold in the U.S. in the future?  On the basis of your answer, what do you expect to happen to the value of either a Krispy Kreme or Dunkin’ Donuts franchise?

Deleterious means really bad for you!  It is reasonable to believe that there will be a decrease in demand.  Increasing the number of outlets is equivalent to an increase in supply.
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The consequence of the decrease in demand is that equilibrium price will surely decline, although we cannot make a definitive statement about equilibrium quantity.  The decline in price and the small change in quantity means that revenue will decline for franchisees, hence the value of their business will decline.  

1) 


B 


2) 


D 


3) 


C 


4) 


B 


5) 


E 


6) 


A 


7) 


D 


8) 


C 


9) 


B 


10) 


C 


11) 


A 


12) 


B 


13) 


D 


14) 


A 


15) 


B 


16) 


C 


17) 


A 


18) 


C 
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