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 (2pts each = 36 points).  Choose the one alternative that best completes the statement or answers the question. Circle your answer. 

1) 


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

A) 


Advertising expense is independent and quantity demanded is dependent. 

B) 


Quantity demanded is independent and advertising expense is dependent. 

C) 


Customer traffic is independent and advertising is dependent. 

D) 


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

E) 


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

2) 


A key problem with centrally planned economies is that they 


A) 


tend to face inflationary pressures. 

B) 


never reach an unemployment level of zero. 

C) 


are based on the principle of entropy. 

D) 


grow too fast for the government to control adequately. 

E) 


do not create the right incentives for firms to meet consumer desires and for workers to work hard.

3) 


The economist's assumption that consumers make choices in a way consistent with maximizing their satisfaction is called 


A) 


self-absorption theory. 

B) 


rational self-interest. 

C) 


psychological rationality. 

D) 


unfettered maximization. 

E) 


the market behavior model.

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


In the case illustrated in the figure above, 


A) 


Abigail has the comparative advantage in making pillows. 

B) 


both April and Abigail have comparative advantages in making pillows. 

C) 


comparative advantage cannot be deduced from the graph. 

D) 


neither April nor Abigail have comparative advantages in making quilts. 

E) 


April has the comparative advantage in making pillows. 

5) 


Human capital is 


A) 


the average amount of financial capital owned by individuals. 

B) 


only found in capitalist nations. 

C) 


not relevant to today's economy. 

D) 


the knowledge, experience, and innate ability that allow individuals to produce output. 

E) 


the average amount of physical capital owned by individuals. 

6) 


A reason companies incorporate is 


A) 


to reduce risks to the owners. 

B) 


to make future growth easier. 

C) 


to raise more funds. 

D) 


A and B are correct. 

E) 


All of the above are correct. 

7) 


Sales taxes are 


A) 


on last year's sales that have not been collected yet. 

B) 


in items imported from abroad. 

C) 


on items involved in interstate trade. 

D) 


on transactions between merchants and customers. 

E) 


on profits generated from sales. 

8) 


Market supply is the quantities that 


A) 


all sellers combined are willing and able to sell at various prices over a specific time period. 

B) 


sellers are neither willing nor able to sell at various prices over a specific time period good. 

C) 


sellers are willing and able to buy at various prices over a specific time period. 

D) 


buyers are willing and able to sell at various prices over a specific time period. 

E) 


an individual seller is willing and able to sell at various prices over a specific time period. 

9) 


Jim weighted 200 lbs. before Thanksgiving. He gained 10 lbs after eating Thanksgiving dinner and went on a diet to lose the 10 lbs. His weight gain using the traditional method of calculating percent change and the midpoint method are ________ and ________, respectively. 


A) 


190%; 10% 

B) 


20%; 1% 

C) 


5%; 4.9% 

D) 


10%; 10% 

E) 


200%; 10% 

10) 


Which of the following is a correct description of the income effect for a normal good? 


A) 


When the price of a good falls, the consumer will buy more of other goods, and thus quantity demanded falls. 

B) 


When the price of a good rises, the consumer will buy more of other goods, and thus quantity demanded falls. 

C) 


When the price of a good falls, the consumer's real income rises, and thus quantity demanded rises. 

D) 


When the price of a good falls, the consumer's real income falls, and thus quantity demanded rises. 

E) 


All of the above statements are correct descriptions of the income effect. 

11) 


Which is not a positive statement? 


A) 


This soup is too hot. 

B) 


My car gets 24 miles to the gallon. 

C) 


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

D) 


The price of bread is $1. 

E) 


It is -5 degrees today. 

12) 


Which best describes the gist of comparative advantage? 


A) 


A stitch in time saves nine. 

B) 


The early bird gets the worm. 

C) 


A penny saved is a penny earned. 

D) 


Do what you are best at and let others do what you are not so good at. 

E) 


The comparison shopper pays the lowest price. 

13) 


The example of a government agency providing a subsidy check for housing is an example of  


A) 


an indirect interaction between government and households. 

B) 


government and households interacting outside the circular flow. 

C) 


a direct interaction between government and households. 

D) 


money flows going the "wrong way" since households should pay money to the government in the form of taxes. 

E) 


a direct interaction between government and the housing construction industry. 

14) 


The Exploding Firecracker Company has facilities to produce a maximum of 500 firecrackers per day. At the current market price the manager is willing to produce only 300 firecrackers. An economist would conclude that the quantity supplied at the current price is  


A) 


500 because quantity supplied depends on plant capacity. 

B) 


300 because quantity supplied is the amount sellers are both able and willing to sell. 

C) 


300 because quantity supplied is in between maximum potential output of 500 and excess capacity of 200. 

D) 


200 because quantity supplied depends on excess capacity. 

E) 


unknown because not enough information is given on what the actual current price is. 

15) 


If price goes up on an inelastic demand curve, total revenue will 


A) 


fall. 

B) 


stay the same. 

C) 


first rise and then fall. 

D) 


rise. 

E) 


first fall and then rise. 

Use the figure for the question(s) below.
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16) 


Sam buys widgets and gadgets with his income of $500. Widgets cost $10 each, and gadgets cost $5. Identify his current utility-maximizing point on the figure above. 


A) 


A 


B) 


B 


C) 


C 


D) 


D 


E) 


E 

17) 


A mixed economy is one where 


A) 


employment results are mixed. 

B) 


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

C) 


a mix of military and consumer goods are produced. 

D) 


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

E) 


a mix of consumer and industrial goods are produced. 

18) 


A factory can produce a leather belt or a pair of leather shoes. The cost of making the shoes is $50 per pair and the cost of making a belt is $5. If society places a value of $40 for a new pair of shoes and $10 for a belt then 

A) 


the net benefit of the belt is positive. 

B) 


the net benefit of the shoes is positive. 

C) 


society values the belt more than the shoes. 

D) 


the production of shoes should be increased. 

E) 


the factory should not make any leather products. 

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.  In the last few years, as a consequence of their impressive economic growth, China and India have increased their purchases of oil on the world market and the total quantity of oil traded on the world market has increased.  At the same time, the price of a barrel of oil has increased sharply.  Are rising prices a sign that the world will run out of oil? (In your answer you can disregard the recent decline in the price of a barrel of oil.)
Increasing growth results in an increase in income that increases demand.  There is nothing in the statement of the question to lead us to believe that there has been a change in supply.  The result is that the demand curve has shifted out along the supply curve, resulting in a higher equilibrium price and a greater equilibrium quantity.  Hence the rise in price is NOT evidence that we are running out of oil.  Indeed, the market is doing what it is supposed to do; namely, rationing oil to those with the highest reservation price.  As a consequence of the higher price of oil we can expect to see the development of substitute energy sources, the result of which is that we will never run out of oil. 
Problem (40 points). The market for spinach is described by the following two equations:
P = 60 – Q  ________________________________
P = 10 +Q  _________________________________

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.

60 – Q = 10 + Q
2Q = 50

Q = 25  ( P = 35
c) What is the elasticity of demand at the equilibrium?

ε = (1/slope)(P/Q) = (1/-1)(35/25) = 7/5 = 1.4
d) Spinach farmers all raise their prices by 5%, by what percent will the quantity demanded decline?

ε = %ΔQ/%ΔP 
1.4 = %ΔQ/5
%ΔQ = 5(1.4) = 7%
e) As a consequence of the price increase we can expect total consumer expenditures on spinach to increase / decrease.  Circle your answer. 

1) 


A

2) 


E 


3) 


B 


4) 


A 


5) 


D 


6) 


E 


7) 


D 


8) 


A 


9) 


C 


10) 


C 


11) 


A 


12) 


D 


13) 


C 


14) 


B 


15) 


D 


16) 


D 


17) 


B 


18) 


A 
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