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Directions: You have 2 hours to complete all parts of this exam.  This is a closed book exam.  All work must be your own.  You may neither give nor receive help. You may not use your cell phone as a calculator.

Multiple Choice (30 Points)
1. 
If the total benefits of watching 1,2, and 3 baseball games on TV are 100, 120, and 125 then the marginal benefits are 

A)
100, 240, and 375. 

B)
100, 609, and 41.67. 

C)
100,120, and 125. 

D)
100, 10, and -30. 

E)
100, 20, and 5. 
2. 
Macroeconomics is distinguished by its concentration on 

A)
choices. 

B)
individual markets. 

C)
the level of prices in specific markets. 

D)
abstract models. 

E)
the performance of national economies and ways to improve upon the performance. 
3.
With ATM machines it is possible to retrieve cash from the bank at any time.  One hundred years ago, one could only get cash from the bank during business hours, say, 9 am to 3 pm.  The difference is because 

A)
cash is a more popular means of making payments today. 

B)
flexibility was not valued 100 years ago. 

C)
the cost of providing 24 hour a day service is much lower today. 

D)
it was impossible to provide 24 hour a day service 100 years ago. 

E)
government forced banks to become more convenient. 
Use the following to answer question 4:
David finds he has one hour of time in the evening to allocate on the first day of the new semester.  He can do one of two things.  He can watch TV for one hour or he can open his economics textbook and read for an hour.  The benefit of watching TV is 30; the benefit of reading about economics is 20. 

4.
The net benefit of reading about economics is 

A)
20. 

B)
30. 

C)
0. 

D)
-10. 

E)
10. 
5. 
Jack has a ticket to see Smashmouth which he paid $30 for yesterday.  He takes an unpaid day off from work to get ready for the concert. When he arrives at the concert, 5 different people offer him $70 for his ticket.  The cost to Jack of seeing Smashmouth is 

A)
$30. 

B)
$40. 

C)
$70 plus his forgone earnings. 

D)
his forgone earnings. 

E)
$70. 
Use the following to answer question 6:
Smith and Jones comprise a two-person economy.  Their hourly rates of production are shown below.
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6.
By coordinating their production decisions, the maximum number of computers Smith and Jones can produce is 

A)
10. 

B)
6. 

C)
16. 

D)
100. 

E)
120. 

7.
If the demand for a good increases as consumers' incomes rise, the good is termed a(n) 

A)
typical good. 

B)
inferior good. 

C)
normal good. 

D)
complement good. 

E)
substitute good. 
8. 
Which of the following statements about total utility is false? 

A)
Total utility can't be measured. 

B)
At some point, the increase in total utility from consuming an extra unit begins to get smaller. 

C)
The increase in total utility from the first unit consumed exceeds the increase from the second unit consumed. 

D)
The increase in total utility from the second unit consumed exceeds the increase from the first unit consumed. 

E)
Total utility increases as more units of a good are consumed. 
9.
Assume both the demand and the supply of Athlon 700 Mhz processors increase. Which of the following outcomes is certain to occur? 

A)
The equilibrium price of Athlon 700 Mhz processors will rise. 

B)
Neither the equilibrium price nor the equilibrium quantity of Athlon 700 Mhz processors can be predicted. 

C)
The equilibrium price of Athlon 700 Mhz processors will fall. 

D)
The equilibrium quantity of Athlon 700 Mhz processors will fall. 

E)
The equilibrium quantity of Athlon 700 Mhz processors will rise. 
10.
Given that Chris' marginal utility from his 1st taco is 15 and his marginal utility for the 2nd taco is 12, one can infer that Chris' 

A)
average utility for 2 tacos is 24. 

B)
should eat 2 tacos. 

C)
total utility of 2 tacos is 27. 

D)
marginal utility for the 3rd taco will exceed 12. 

E)
should not eat 2 tacos. 
Use the following to answer question 1:
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11.  
If the output price for this good is 50 cents, the firm should produce 

A)
between 0 and 45 units. 

B)
more than 180 units but less than 225. 

C)
more than 225 units. 

D)
more than 135 units but less than 180 units. 

E)
between 90 and 45 units. 
12.  
Suppose the competitive firm knows that it is not going to shutdown but it is going to earn a loss.  It should pick the output level where 

A)
price is greater than marginal costs. 

B)
the costs of the variable factors of production are minimized. 

C)
price equals marginal costs. 

D)
total revenues are maximized. 

E)
total costs are minimized.

13.
  When some factors of production are fixed, equal sized increases in production will eventually require 

A)
larger increases in the variable factor. 

B)
smaller increases in the variable factor. 

C)
higher profits. 

D)
larger increases in the fixed factors. 

E)
equal sized increases in the variable factor. 
14.  
Congestion of the space and fixed factors of production at the firm explains 

A)
increased self employment. 

B)
decreased employee morale. 

C)
increased workplace violence. 

D)
the law of diminishing marginal returns. 

E)
high employee turnover.

15.  
The more inelastic demand is, the ______ the burden of the tax borne by ______. 

A)
larger; consumers 

B)
larger; consumers and producers 

C)
larger; producers 

D)
smaller; consumers and producers 

E)
smaller; consumers 
16.  
The fewer the number of alternative factors of production that can be used to produce a good, the ________  will be. 

A)
less inelastic supply 

B)
more elastic demand 

C)
less elastic demand 

D)
less elastic supply 

E)
more elastic supply 
Use the following to answer question 17:
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17.  
The total costs of the trades that do not occur after the tax equal to EG is represented by the area 

A)
JFBC. 

B)
0KCB 

C)
0GJF. 

D)
IFBC. 

E)
0LIF. 
18.  
Price ceilings always result in 

A)
too much production. 

B)
a surplus. 

C)
fewer mutually beneficial trades taking place. 

D)
quantity supplied exceeding quantity demanded. 

E)
increased access to price controlled goods. 

19.  The resulting reduction in the total economic surplus due to any price blocking policy is 

A)
conspicuous consumption. 

B)
deadweight loss. 

C)
total economic surplus. 

D)
consumer surplus. 

E)
producer surplus. 
Use the following to answer question 20:
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20.  
The cost to producers of producing the 12th unit through the 20th unit is 

A)
$18.64. 

B)
$48. 

C)
$8. 

D)
$56. 

E)
$10.64. 
21.  
The demand for shoes in a country is given by: D = 60 - 0.5 P, where P is the price of a pair of shoes.  Supply by domestic producers is given by: S = 20 + 0.5P.  The world price of a pair of shoes equals 30.  When this economy is closed to trade, equilibrium domestic shoe production equals ____, and when this economy opens to trade, domestic shoe production equals _____. 

A)
40; 35 

B)
40; 45 

C)
35; 40 

D)
45; 40 

E)
45; 35 
22.  
If the world price is greater than the domestic price of a commodity in a closed economy, when that economy begins to trade, the economy will  ______  the commodity. 

A)
stop consuming 

B)
stop producing 

C)
be self-sufficient in 

D)
become a net importer of 

E)
become a net exporter of 
Us the following Figure for question 23
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Intel is ready to introduce its new 64 bit microprocessor.  In chip manufacturing, as more chips are produced, production yields rise.  Thus, Intel can choose between a below cost pricing strategy (upper branch) to reach the higher yield zone more quickly or an above cost pricing strategy (lower branch) and move to the higher yield zone more slowly.  AMD will introduce its 64 bit microprocessor 2 months after Intel and face the same upper branches below cost and lower branch above cost.  Writing out the outcomes on the decision tree might prove helpful as you answer the following questions.
23.  
Point X represents 

A)
Intel choosing to price below cost. 

B)
Intel choosing to price above cost. 

C)
Intel choosing between above and below cost pricing. 

D)
AMD choosing between above and below cost pricing. 

E)
AMD choosing to price below cost. 
24.  
Which of the following problems would not require decision tree analysis? 

A)
Choosing a college to attend and major to pursue. 

B)
A manager of a rural, isolated gas station considering a price cut. 

C)
Negotiating the price of a new car. 

D)
A couple deciding between his job offer in Austin, Texas and hers in San Jose, California. 

E)
A free agent NBA player negotiating a new contract.

25.  
In the case of either an external cost or an external benefit, the invisible hand fails to generate the efficient outcome because 

A)
the model is not capable of incorporating externalities. 

B)
too little is produced. 

C)
buyers and sellers only take their self interests into account. 

D)
the environment is treated as a common property. 

E)
too much is produced. 
26.  
The existence of externalities results in 

A)
a greater than optional level of production. 

B)
harm to those indirectly involved. 

C)
a misallocation of resources. 

D)
a less than optimal level of production. 

E)
harm to those directly involved. 
27.  
In the labor market, a competitive firm must pay __________ wage to hire more workers whereas a monopsonist must pay __________ wage. 

A)
a higher; a higher 

B)
the same; the same 

C)
a higher; a lower 

D)
a lower; a higher 

E)
the same; a higher 
28.  
Using cars or other non-wage benefits as a recruiting inducement is 

A)
common in labor markets with excess supply. 

B)
restricted to labor markets in equilibrium. 

C)
growing in the labor markets for highly skilled workers. 

D)
growing in all sectors of the economy. 

E)
a passing fad.

29.  
To properly justify the governmental provision of a public good, it must be the case that the __________ and that __________. 

A)
benefits exceed the costs; is the only necessary requirement 

B)
benefits exceed the costs; no lower cost provider exists 

C)
good is indeed a public good; is the only necessary requirement 

D)
benefits exceed the costs; all voters value the good equally 

E)
voters desire the good; no new taxes will be needed 
30.  
A collective good is one that is 

A)
consumed by more than one person. 

B)
designed to benefit society collectively. 

C)
to a degree nonrival but is excludable. 

D)
to a degree both nonrival and nonexcludable. 

E)
rival but to a degree nonexcludable.

Problem 1 (30 Points)
The market for better burgundy wines in the United States is described by the following pair of equations:

P = 3600 – 3Q   ____________________________

P =  600 + 3Q  ___________________________

Where P is the price per pallet of one hundred bottles and Q is thousands of pallets of wine.  Such wines are produced in both California and France.

(a) On the lines next to the equations indicate which equation is domestic demand and which is domestic supply.


(b) Suppose that no wines are imported into the United States.  What will be the equilibrium price and quantity in the domestic market?

Price =  _____________________     Quantity =  _________________________

(c) What is consumer surplus when the market is closed to foreign trade?






(d) What is producer surplus when the market is closed to foreign trade?







(e) What is total domestic economic surplus?





(f) The U.S. wine market is opened to foreign trade.  There are no trade barriers.  The world price of burgundy is $1200.  Once U.S. consumers can purchase on the world market it is possible for them to buy all they want at the world price.  At the world price of wine how many pallets of wine will be supplied by U.S. vineyards?






(g) When the U.S. is open to trade and the world price is $1200, how many pallets of wine will be purchased from domestic and foreign wineries by U.S. consumers?




(h) How many pallets of wine are imported into the U.S.?




(i) When there is free trade what is consumer surplus?





(j) When there is free trade what is producer surplus for domestic producers?






(k) A tariff of $300 per pallet is imposed.  As a consequence the de facto world price to U.S. consumers rises to $1500.  What will be the number of pallets of wine supplied by U.S. producers at the new effective world price?







(l) At the new effective world price what number of pallets of wine will be purchased from domestic and foreign producers by U.S. consumers?






(m) After the tariff, how many pallets are imported into the U.S.?






(n) How much tariff revenue is collected?





(o) After the tariff, what is consumer surplus?





(p) After the tariff, what is domestic producer surplus?






(q) After the tariff, what is total domestic economic surplus?




(r) What is the deadweight loss that results from the imposition of the tariff?





Problem 2 (25 Points)
GM and Chrysler must both decide whether to invest in a new process.  The possible forms that the non-cooperative game between them might take are shown below:

	Game 1
	Chrysler

	
	Don’t Invest
	Invest

	GM
	Don’t Invest
	 10 for GM

 10 for Chrysler
	4 for GM

12 for Chrysler

	
	Invest
	12 for GM

4 for Chrysler
	5 for GM

5 for Chrysler


(a) Does GM have a dominant strategy in Game 1?  If so, what is it?



(b) Does Chrysler have dominant strategy in Game 1? If so, what is it?


(c) Does Game 1 have a solution? If so, what is it?


	Game 2
	Chrysler

	
	Don’t Invest
	Invest

	GM
	Don’t Invest
	 4 for GM

 12 for Chrysler
	5 for GM

5 for Chrysler

	
	Invest
	10 for GM

10 for Chrysler
	12 for GM

4 for Chrysler


(d) Does GM have a dominant strategy in Game 2?  If so, what is it?



(e) Does Chrysler have dominant strategy in Game 2? If so, what is it?



(f) Does Game 2 have a solution? If so, what is it?



(g) Of the two games, which is a Prisoner’s Dilemma?

Essay (15 Points)
You will be graded on your spelling, grammar and syntax as well as the content of your answer.  If your answer is not legible then it will not be read.  Be succinct.
Dee P. Wells is the monopoly provider of pumping equipment in Artesia.  It is observed that her output decision results in Price > Marginal Revenue = Marginal Cost.  From the perspective of economic efficiency why is this outcome a problem?
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