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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)
Use the following to answer question 1:
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.  
1.
 The net benefit of watching TV is 

A)
30. 

B)
-10. 

C)
20. 

D)
0. 

E)
10. 
2. 
Amy is thinking about going to the movies tonight to see Nutty Professor 2.  A ticket costs $7 and she will have to cancel her dog-sitting job that pays $30.  The cost of seeing the movie is 

A)
$7. 

B)
$30. 

C)
indeterminate. 

D)
$37 minus the benefit of seeing the movie. 

E)
$37. 
3. 
According to the textbook, VCR's were developed and initially produced in the U.S. but currently are produced abroad.  This is because 

A)
as VCR design stabilized and production became more automated, countries with low wage workers gained a comparative advantage. 

B)
the U.S. lost its absolute advantage in VCR's. 

C)
consumers fail to look for the "Made in the U.S.A" label. 

D)
foreign countries gained an absolute advantage in VCR's. 

E)
foreign countries encourage the "dumping" of VCR's on the U.S. 
Use the following to answer question 4:
In many cities, discount clubs are popular.  For a fixed annual fee, one can purchase goods at 95% of their listed price; otherwise, one pays the list price.  Suppose that the fee is $100 and the interest rate is 10%.  Finally, assume the discount club's list prices are the same as any other store. 
4.
Suppose the Jones family plans to spend $1000.  They __________ purchase the membership because __________. 

A)
will; it seems like a good deal. 

B)
will; the net benefit of membership is $60. 

C)
will not; the net benefit of membership is -$50. 

D)
will; the net benefit of membership is $50. 

E)
will not; the net benefit of membership is -$60. 
5.  
If Jane can produce 3 pairs of shoes hourly, while Bob can produce 2, then one can infer the __________ advantage belongs to __________. 

A)
comparative; either, neither, or both; insufficient information to say 

B)
absolute; Bob 

C)
comparative; Jane 

D)
comparative; both of them 


E)   comparative; Bob

6.
At the individual level, comparative advantage results from: 

A)
language differences. 

B)
amount of resources available. 

C)
differences in education or training. 

D)
cultural differences. 

E)
differences in natural resources. 
7. 
A university observes that when it raises the price of football tickets, total revenue from football games increases and when they lower ticket prices, total revenue falls. This suggests 

A)
there are many good substitutes for college football games 

B)
football fans act irrationally. 

C)
the demand for tickets to football games must be elastic. 

D)
the demand for tickets to football games is unit elastic. 

E)
the demand for tickets to football games must be inelastic. 
8. 
Assume both the demand and the supply of 128 MB memory chips decrease. Which of the following outcomes is certain to occur? 

A)
The equilibrium price of 128 MB memory chips will fall. 

B)
The equilibrium price of 128 MB memory chips will rise. 

C)
The equilibrium quantity of 128 MB memory chips will fall. 

D)
Neither the equilibrium price nor the equilibrium quantity of 128 MB memory chips can be predicted. 

E)
The equilibrium quantity of 128 MB memory chips will rise.
9. 
Assume the consumer is correctly applying the rational spending rule for goods X and Z.  The proper sequence of events is 

A)
MUX/PX falls, the price of X falls, purchases of X increase. 

B)
purchase of X increase, MUX/PX falls, the price of X falls. 

C)
the price of X falls, MUX/PX falls, purchases of X increase. 

D)
purchase of X increases, the price of X falls, MUX/PX falls. 

E)
the price of X falls, purchases of X increase, MUX/PX falls. 
10. 
If the absolute value of the percent change in quantity demanded is larger than the absolute value of the percent change in price, demand is classified as 

A)
elastic. 

B)
perfectly inelastic. 

C)
perfectly elastic. 

D)
unit elastic. 

E)
inelastic. 
Use the following to answer question 11:
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11. 
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. 
12.  
Economic rent is 

A)
the amount you pay for an apartment in a free market. 

B)
what a landlord receives from his tenants. 

C)
the difference between the payment made to the supplier of an input and the supplier's reservation price. 

D)
the same as the input supplier's reservation price. 

E)
the payment made to suppliers of an input. 
Use the following to answer question 13:
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13.  
An output level of 25 units results in 

A)
normal profits. 

B)
positive accounting profits. 

C)
accounting profits of -$8. 

D)
economic profits of zero. 

E)
an economic loss of $8. 
14.
  Given the total cost function, TC = a + b*Q with (a,b) > 0, average costs will 

A)
rise over the entire range of output. 

B)
fall over the entire range of output. 

C)
be approximately constant over most of the output range. 

D)
rise at first and then fall as output rises. 

E)
fall at first and then rise as output rises. 
15. 
The monopolist will maximize profits if she produces where 

A)
elasticity of demand is zero. 

B)
price equals marginal costs. 

C)
marginal revenue equals average total cost. 

D)
marginal revenue equals marginal cost. 

E)
price equals the minimum average total cost. 
16.  
If all firms in a perfectly competitive industry are earning a normal profit, then 

A)
firms are doing better than their next best alternative. 

B)
firms will be exiting the industry. 

C)
firms are doing worse than their next best alternative. 

D)
the number of firms is stable. 

E)
firms will be entering the industry. 
17.  
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. 
18.  
The reason economic profit is driven to zero by competition but economic rent is not stems from 

A)
an inability to produce more of the input earning the rent. 

B)
barriers to entry. 

C)
inefficient allocation of inputs. 

D)
a failure of the invisible hand. 

E)
lack of antitrust legislation for input markets. 
Use the following to answer question 19:
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19.  
Suppose a $1 per unit tax is imposed on sellers. The share of the tax burden borne by consumers is 

A)
20 cents. 

B)
$1. 

C)
80 cents. 

D)
60 cents 

E)
40 cents. 
20.  
Under the What'sAMatterU administration's first come, first served policy, instead of price determining who gets a parking space, ______ determines who gets a space. 

A)
income 

B)
car size 

C)
subject matter 

D)
SAT score 

E)
willingness to get to campus early. 
21.  
The demand for shoes in a country is given by: D = 60 - 0.5 P, where P is the price of a pair shoes.  Supply by domestic producers is given by: S = 20 + 0.5P.  The world price of a pair of shoes equals 30 and this economy is open to trade.  If a tariff of 4 per pair is placed on shoe imports,  the quantity of shoes demanded domestically will change from ____ pairs with trade, but no tariff, to ____ pairs with trade and a tariff. 

A)
40; 43 

B)
40; 45 

C)
43; 40 

D)
45; 40 

E)
45; 43 
22.  
A tariff on a good _____ the domestic price of the good, _____ domestic production of the good, and ____ domestic consumption of the good. 

A)
increases; increases; increases 

B)
increases; increases; decreases 

C)
increases; decreases; decreases 

D)
decreases; decreases; decreases 

E)
decreases; increases;  increases 
The table below shows the payoff matrix in the form of short term profits for two firms, A and B, for two different strategies, investing in new capital or not.
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23.  
An industrial spy comes to firm B and claims to know what firm A has decided.  How much would this information be worth to firm B? 

A)
$20 million. 

B)
$70 million. 

C)
$5 million. 

D)
$50 million. 

E)
0. 
24.  
Mary has just finished eating at an out of town restaurant she knows she will never visit again.  The food and service were excellent.  She leaves a 20% tip.  Mary's behavior is 

A)
a material solution to a commitment problem. 

B)
naïve. 

C)
consistent with narrowly defined self interest. 

D)
a psychological solution to a commitment problem. 

E)
quite uncommon.

25.
  The economist's view that complete elimination of pollution is undesirable stems from 

A)
a belief that pollution is desirable. 

B)
comparison of the marginal benefits and the marginal costs. 

C)
indifference to social problems. 

D)
too much emphasis on profit maximization. 

E)
an inability to model the problem. 
Use the following to answer question 26:
Figure 11.1
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26.  
Suppose the EPA requires that all automobiles have a certain air pollution technology that costs $700 per automobile.  The reduction in air pollution will be 

A)
70%. 

B)
100%. 

C)
45%. 

D)
50%. 

E)
0%.

27.  
All else remaining the same, an increase in the price firms receive for their output will 

A)
increase labor demand. 

B)
lower the equilibrium employment level. 

C)
decrease labor demand. 

D)
increase labor supply. 

E)
lower the equilibrium wage. 
28.  
Differences in wage rates associated with differences in working conditions are called 

A)
equalizing wage ratios. 

B)
conditional differentials. 

C)
compensating wage differentials. 

D)
equilibrium differentials. 

E)
compensating income differentials. 
29.
  The development of pay-per-view technology 

A)
has made all consumers worse off. 

B)
converted a collective good into a private good. 

C)
converted a private good into a public good. 

D)
allows consumers to see movies that were previously unavailable for several years. 

E)
converted a public good into a collective good. 
30.
 In general, 

A)
the lack of a profit motive means government provided public goods will be wasteful. 

B)
the benefits of public goods will necessarily be less than the costs so government must be relied upon to provide them. 

C)
government must always provide pure public goods. 

D)
government is best able to provide all public goods, pure and otherwise. 

E)  government should only provide public goods when private solutions fail and the benefits exceed the costs.

Problem 1 (30 Points)
There is a single employer of unskilled labor in town.  The Corvallis Corporation sells its output in a perfectly competitive market.  The market for unskilled labor in Corvallis is described by the following pair of equations:
VMP = 20 - .001 L  ____________________________

W = .0005 L  ______________________________

(a) On the lines next to the equations indicate which is the demand for labor and which is the supply of labor.

(b) What is the equation for the marginal labor cost for the Corvallis Corporation?




(c) What amount of labor will be hired by the Corvallis Corporation?




(d) What wage will be paid by the Corvallis Corporation?




(e) What is the marginal cost of the last unit of labor hired by the Corvallis Corporation?




(f) At the amount of labor hired by Corvallis Corpoation what is the surplus that accrues to the corporation as a result of its position as a monopsonist?





(g) At the amount of labor hired by Corvallis Corporation what is the surplus that accrues to workers?





(h) Suppose that the Corvallis Corporation could be compelled to operate as though it were just one firm in a competitive labor market.  What would be the equilibrium wage rate and amount of labor hired?







(i) At the competitive equilibrium what is the surplus that accrues to labor?






(j) When the Corvallis Corporation behaves as though it were in a competitive labor market what is the surplus that accrues to the corporation?







(k) What is the gain in surplus that results from compelling Corvallis Corporation to behave like a firm in a competitive labor market instead of as a monopsonist?




(l) A minimum wage of $8 is established.  At the minimum wage what quantity of labor will be employed by Corvallis Corporation?




(m)  At the minimum wage of $8 how much labor will be supplied to the market?





(n) At the minimum wage how much labor is offered to Corvallis Corporation but does not find employment?

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.

Per Simmons is the only employer of fruit packers in Cantown.  It is observed that Simmons’ level of employment results in Wage < Marginal Factor Cost = Value of marginal product.  From the perspective of economic efficiency, why is this outcome a problem?
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