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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 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

2. 
Which of the following statements is not an example of  the law of demand? 

A)
"The Internet has increased the amount of information I collect before making a purchase." 

B)
"I think I'll wait to leave for work at 9:30 a.m. so that traffic is not so heavy." 

C)
"The increase in apartment rents is causing me to consider renting out our spare bedroom." 

D)
"The local record store has all their CD's on sale; I'm going to buy some right now." 

E)
"With unemployment so high, I can't find a job.  I think I'll enroll at the local college." 
Use the following to answer question 3:
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3.
Based on their comparative advantages, Craig should specialize in producing __________ while Jenny should specialize in producing __________. 

A)
neither; both 

B)
both; neither 

C)
pants; shoes 

D)
pants; pants 

E)   shoes; pants

4.  
If the marginal costs of 1, 2, and 3 hours of talking on the phone are $50, $75, and $105, then the total costs are 

A)
$50, 125, and $230. 

B)
$50, $150, and $315. 

C)
impossible to calculate with information given. 

D)
$50, $175, and $405. 

E)
$50, $41.67, $115. 
5.  
If, as price falls from $10 to $9, quantity demanded rises from 7 to 12 units, demand is ______ (recall that % X=X/X). 

A)
inelastic 

B)
unit elastic 

C)
elastic 

D)
perfectly inelastic 

E)
perfectly elastic 
6. 
In general, it is true that 

A)
specialization imposes costs as well as benefits. 

B)
more specialization is always better. 

C)
less specialization is always better. 

D)
less specialization is always worse. 


E)
more specialization is always worse.

7.
  The average benefit of an activity is the 

A)
total benefit of the activity times the number of units. 

B)
number of units times the total benefit of the activity. 

C)
reciprocal of the total benefits of the activity. 

D)
number of units divided by the total benefit of the activity. 


E)   total benefit of the activity divided by the number of units.

8. 
In general, individuals and nations should specialize in producing those goods for which they 

A)
have the lowest opportunity cost compared to others. 

B)
have an average opportunity cost. 

C)
can produce less quickly than others. 

D)
have the highest opportunity cost compared to others. 

E)
can produce more quickly than others. 
9. 
A shift to either the left or right of a demand curve is called 

A)
a movement along a demand curve. 

B)
a change in quantity supplied. 

C)
a change in quantity demanded. 

D)
a change in supply. 

E)
a change in demand. 
10.
  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. 
11.  
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. 
Use the following to answer question 12:
Sharon, a marketing major, has an economics test and a finance test to take tomorrow and she has four hours tonight to allocate to studying the two subjects.  The data below show her scores on the two tests based on the time spend studying. (Hint: Studying economics for 0 hours means studying finance for 4 hours.)
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12.
To efficiently allocate her 4 hours of study time, Sharon should seek to maximize the 

A)
economics test score first and then the finance test score. 

B)
difference in the two test scores. 

C)
finance test score. 

D)
combined test scores. 

E)
economics test score. 
Use the following to answer question 13:
[image: image3.wmf]
13.  
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. 
14.  
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 15:
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15.  
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. 
16.  Pure monopoly exists when 

A)
a single firm produces a good with many close substitutes. 

B)
a single firm produces a good with no close substitutes. 

C)
a single firm is present in the market. 

D)
a few firms dominate an industry. 

E)
many firms produce a good with no close substitutes. 
Use the following to answer question 17:
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17.  
The total dollar value of the burden of the tax on consumers is equal to 

A)
½*(IH)*HC). 

B)
(EA)*(AH). 

C)
½*(ME)*(EI). 

D)
(EA)*(AH)+ ½ *(ME)*(EI). 

E)
½*(EA)*(AH). 
18.  
The efficient-market hypothesis indicates the stock price of 

A)
well managed companies will not necessarily rise faster than poorly managed companies. 

B)
well managed companies must rise faster than poorly managed companies. 

C)
well managed companies will rise faster than the average. 

D)
poorly managed companies are usually undervalued. 

E)
poorly managed companies will rise more slowly than the average. 
19.  
If a firm collects $100 in revenues when it sells 5 units and $114 when it sells 6 units, one can infer the firm is 

A)
a perfect competitor. 

B)
probably a perfect competitor. 

C)
either a perfect competitor or a monopolist. 

D)
a monopolist. 

E)
unknown; insufficient information. 
20.  
Suppose the government grants grain subsidies to poor farmers to raise farm family incomes.  Over time, 

A)
poor farm families are made permanently better off. 

B)
the quality of grains will rise. 

C)
as farm profits increase, new farmers will enter and drive down the  profits to zero. 

D)
the quality of grains will fall. 

E)
as new farmers enter, government will lessen the size of the subsidy. 

21.
  The demand for jeans in a country is given by: D = 100 - 0.6 P, where P is the price of a pair of jeans.  Supply by domestic producers is given by: S = 20 + 0.4P.  The world price of a pair of jeans equals 30.  When this economy is closed to trade,  the equilibrium quantity of jeans demanded domestically  equals ____, and when this economy opens to trade, the quantity of jeans demanded domestically  equals _____. 

A)
32; 36 

B)
32; 52 

C)
52; 82 

D)
52; 32 

E)
32; 82 
22.  
Autarky is a situation in which a country is: 

A)
economically self-sufficient. 

B)
an open economy. 

C)
producing a combination of goods and services inside the production possibility curve. 

D)
producing a combination of goods and services outside the production possibility curve. 

E)
consuming a combination of goods and services outside the production possibility curve. 
23.  
Which of the following statements about private and common property rights is false? 

A)
Private property rights prevent the rapid depletion of the resource. 

B)
Common property rights lead to rapid depletion of the resource. 

C)
Breathable air is available at a marginal cost of zero. 

D)
Air is available at a marginal cost of zero. 

E)
Animals with clear private property rights are not on the endangered species list. 
Use the following to answer question 24:
The table below shows the payoffs to the running of negative and clean political ads by two presidential candidates.  The payoffs are the change in the number of voters willing to vote for the candidate.
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24.  
Given the payoff matrix, the Nash equilibrium will be 

A)
Bush runs clean ads and McCain runs negative ads. 

B)
indeterminate. 

C)
Bush runs negative ads and McCain runs clean ads. 

D)
both Bush and McCain run negative ads. 

E)
both Bush and McCain run clean ads. 
25.
 For a game involving players A and B with strategies X and Z, which of the following is not a requirement for a prisoner's dilemma? 

A)
Player B must have a dominant strategy. 

B)
An Nash equilibrium must exist. 

C)
The payoff to playing their dominant strategies must be more than the payoff to their dominated strategies. 

D)
Player A must have a dominant strategy. 

E)  The payoff to playing their dominated strategies must be more than the payoff to their dominant strategies.

Use the following to answer question 26:
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26. 
Suppose an environmental activist described the EPA requirement for a $700 air pollution control device for all autos as being efficient, claiming the interests of the public had finally been served. In terms of the graph, for this to be true, it would have to be the case that 

A)
the marginal benefits are lower than MB. 

B)
the marginal cost are greater than MC. 

C)
the marginal benefits are the only issue to consider. 

D)
the marginal costs are lower than MC. 

E)
the marginal benefits are greater than MB. 
27.  
Marginal labor cost is 

A)
the extra labor cost associated with hiring an extra worker. 

B)
less than the wage rate. 

C)
less than the value of marginal product. 

D)
labor costs divided by the number of workers. 

E)
identical to the wage rate. 
28.  
The union wage premium refers to 

A)
the amount by which union wages are exceeded by nonunion wage. 

B)
the dues one must pay in order to join a union. 

C)
the deduction for union insurance. 

D)
the union wage rate minus union membership dues. 

E)
the amount by which union wages exceed nonunion wages. 
29.  
A copy of the movie Pulp Fiction at the video store is a __________ good; when it is shown on HBO it is a __________ good; and when it is shown on CBS it is a __________ good. 

A)
private; public; pure public 

B)
collective; private; public 

C)
private; private; collective 

D)
private; private; public 

E)
private; collective; public 
30.  
The size of the deadweight loss due to taxing a market without an externality can be minimized by choosing to tax 

A)
goods that are luxuries. 

B)
goods with inelastic demand or supply. 

C)
goods with elastic demand or supply. 

D)
goods that are sinful. 

E)
all goods equally. 
Problem 1 (30 Points)
On a sunny day it is possible to rent bicycles from Armstrong Velo Rental Corporation for use on the walkways along Boathouse Row in Fairmount Park.  The market for such rentals is described by 
P = 5 +.1 Q  _________________________________

P = 20 - .2 Q _________________________________

(a) On the lines next to the equations indicate which is the demand for bicycle rentals and which is the supply curve for bicycle rentals.

(b) What are the equilibrium price and quantity for bicycle rentals?





(c) At the equilibrium what is consumer surplus?





(d) At the equilibrium what is producer surplus?





(e) It is now recognized that the walkways are used by pedestrians as well as cyclists.  People on foot must maintain a constant vigil for maniacal cyclists on sunny days.  This vigilance imposes a cost on pedestrians of $3 per cyclist.  What is the socially optimal quantity of cyclists?






(f) What price would result in a quantity demanded equal to the socially optimal quantity?






(g) What is the marginal social cost of the last bicycle rental at the quantity you found in part (b)?






(h) What is the amount of the deadweight loss resulting from the negative externality imposed by cyclists on those on foot?





(i) How large a tax would be necessary to correct the problem of the externality?





(j) After the imposition of the tax what is the price of a rental to the consumer?





(k) Net of the tax, what is the price received by Armstrong Velo Rental Corporation?





(l) When the externality tax is imposed what is the amount of consumer surplus?





(m) When the externality tax is imposed what is the amount of producer surplus?

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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