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Multiple Choice (30 Points)
1.  
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. 
Use the following to answer question 2:
Smith and Jones comprise a two-person economy.  Their hourly rates of production are shown below.
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2.
 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. 
3. 
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 
Use the following to answer question 4:
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4.
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 
5.  
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. 
6. 
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. 
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. 
In the 1970's, OPEC increased the price of crude oil significantly.  This should have caused 

A)
the price of fuel efficient cars to fall. 

B)
a decrease in the demand for gasoline 

C)
an increase in the demand for automobiles with V8 engines. 

D)
the price of gasoline to fall. 

E)
the supply curves of firms using crude oil as an input to shift to the left. 
9.  
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. 
10.  
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. 
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.  
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. 
13.  
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. 
14.
  Economic profits are 

A)
the same as accounting profits. 

B)
equal to total revenue minus both explicit and implicit costs. 

C)
only important to economists. 

D)
equal to total revenue minus the sum of fixed and variable costs. 

E)
greater than accounting profits. 
Use the following to answer question 15:
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15.  
If rent increases from $75 to $100, the marginal cost of increasing output from 135 units to 180 units 

A)
rises to 94 cents. 

B)
remains constant at 62 cents. 

C)
rises to $1.03. 

D)
remains constant at 67 cents. 

E)
rises to 81 cents. 
16.
  An industry that features a few firms which produce close substitutes is termed 

A)
oligopoly. 

B)
pure monopoly. 

C)
competitive monopoly. 

D)
imperfect monopoly. 

E)
monopolistic competition. 
17.
  If the monopolist's demand curve is P=90-3*Q, then the price at which marginal revenues are zero is 

A)
$30. 

B)
$3. 

C)
$45. 

D)
$15. 

E)
$90. 
Use the following to answer question 18:
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18.  
The extent of total economic surplus with supply and demand curves S and D is represented by the points 

A)
AKC. 

B)
IJC. 

C)
MKC. 

D)
MLI. 

E)
MAC. 
19.  
The extra revenue collected by selling an extra unit of output is 

A)
equal to price for both perfect competitors and monopolists. 

B)
a concept useful only when studying monopoly. 

C)
less than price for both perfect competitors and monopolists. 

D)
calculated as total revenue divided by output. 

E)
equal to price for a perfect competitor but less than price for a monopolist. 
20.  
The demand for DVD players in a country is given by: D = 300 - 0.2 P, where P is the price of a DVD player.  Supply by domestic producers is given by: S = 100 + 0.8P.  The world price of a DVD player equals 100.  When this economy is closed to trade,  the equilibrium quantity of DVD players demanded domestically  equals ____, and when this economy opens to trade, the quantity of DVD players demanded domestically  equals _____. 

A)
180; 260 

B)
180; 280 

C)
260; 180 

D)
260; 280 

E)
280; 260 
21. 
The losers from trade are the ____ and the _____. 

A)
consumers of imported goods; producers of exported goods 

B)
consumers of imported goods; producers of imported goods 

C)
consumers of imported goods; consumers of exported goods 

D)
consumers of exported goods; producers of exported goods 

E)
consumers of exported goods; producers of imported goods 
Use the following to answer question 22: Joe is the owner of the Texaco Mini Mart, Sam is the owner of the Exxon Mini Mart and together they are the only gas stations in town.  At the current price of $1 per gallon both receive total revenues of $1,000.  Joe is considering cutting his price to 90 cents, which would increase his total revenue to $1,350. If Sam's price remains $1 after Joe cuts his price, Sam will collect $500 in revenues.  If Sam cuts his price to 90 cents, his total revenues would also rise to $1,350 if Joe continues to charge $1. Joe will collect $500 in revenues if he keeps his price at $1 while Sam lowers his to 90 cents. Joe and Sam will receive $900 each in total revenue if they both lower their price to 90 cents. You may find it easier to answer the following questions if you fill in the payoff matrix below.
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22.  
To Sam, cutting his price to 90 cents is a(n) 

A)
profit maximizing strategy. 

B)
submissive strategy. 

C)
dominant strategy. 

D)
dominated strategy. 

E)
disequilibrium. 
23.  
As described in the textbook, which of the following is not characteristic of an ultimatum bargaining game? 

A)
The second player will always reject the terms. 

B)
The offer is a take it or leave it offer. 

C)
The second player may accept the terms. 

D)
The first player establishes the terms. 

E)
The second player either accepts or rejects the terms.

Use the following to answer question 24:
Bob lives in a residential neighborhood that prides itself on well groomed lawns.  Bob's neighbors find that the marginal benefit of someone else's well groomed lawn is $10.  Bob, however, receives the same net benefit from an unkempt lawn as a well groomed lawn: zero (an unkempt lawn looks bad but costs nothing; a well groomed lawn looks nice but is costly). 
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24.  
For Bob to have an unkempt lawn results in __________ because the total economic surplus is __________. 

A)
inefficiency; negative 

B)
inefficiency; larger than it could have been 

C)
efficiency; nonnegative 

D)
efficiency; the same in either case 

E)
inefficiency; smaller than it could have been 
Use the following to answer question 25:
Paul owns a home on the top of a hill and enjoys an unobstructed view of a large wooded area.  The view was a large factor in his decision to buy the house and Paul values his view at $5,000 per month. Sid purchases the undeveloped wooded area with plans to build a retail shopping center.  Sid expects to earn $10,000 a month from the shopping center, which is $3,000 more than his next best alternative. 
25.  
The difference between the value Paul receives from the view and his payment for the view is 

A)
$3,000. 

B)
insufficient information to calculate. 

C)
$5,000. 

D)
0. 

E)
$10,000. 
26.  
It must always be the case that the value of the marginal product is __________ the marginal product. 

A)
less than or equal to. 

B)
equal to. 

C)
less than. 

D)
greater than. 

E)
greater than, equal to, or less than. 
27.  
In a competitive labor market, it is observed that the equilibrium wage rate and employment level have both risen.  One can infer that 

A)
the demand for labor has increased. 

B)
the price firms receive for their output has declined. 

C)
the supply of labor has increased. 

D)
the supply of labor has decreased. 

E)
the demand for labor has fallen. 
28.  
If the percentage of income paid in taxes falls as income rises, the tax is called 

A)
liberal. 

B)
proportional. 

C)
conservative. 

D)
regressive. 

E)
progressive. 
29.  
Which of the following items is an example of a nonrival but excludable good? 

A)
Corn. 

B)
Pay-per-view movies. 

C)
Access to the Internet. 

D)
National defense. 

E)
Broadcast TV. 
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)
Two consumers are resident in Smallville.  The two residents, Smith and Jones, have the following demand curves for hours of movie viewing on Sundays:
PS = 12 – Q

PJ = 12 – 2 Q

Where PS and PJ represent marginal willingness-to-pay values (reservation prices) for Smith and Jones, respectively, and Q represents the number of hours of movies they watch.  Smith and Jones are the only two consumers in the market.  Movies are made available each Sunday by Smallville Broadcast Company (SBC).

(a) At present movies are available in broadcast format.  If SBC broadcasts 1 hour of movies how much would Smith be willing to pay?



(b) When movies are available in broadcast format how much would Jones be willing to pay for one hour of viewing?



(c) When movies are available in broadcast format what is Smith’s and Jones’ combined willingness to pay for one hour of viewing?





(d) When movies are made available in broadcast format are they a private good, a public good, a collective good, or a public good?




(e) Given your earlier answers, what is the market demand curve for broadcast movies?





(f) If marginal cost of an hour of broadcast is $6 per hour what is the socially optimal number of hours of broadcast movies?





(g) What is consumer surplus given your previous answers?






(h) How much must SBC collect in advertising revenue in order to be willing to provide the socially optimal number of hours of broadcast? 






(i) As a function of her reservation price, what is the quantity of movies demanded by Smith?



(j) As a function of his reservation price, what is the quantity of movies demanded by Jones?





(k) Suppose that SBC lays fiber optic cable in Smallville and ceases broadcast operations. Now movies are only available via cable.  If one does not pay the cable fee then one cannot view the movie.  If Smith pays to view the movie it is still possible for Jones to view the same movie, and vice versa.  At a price of $6 per hour how many hours of movies will Smith purchase?  At a price of $6 how many hours of movies will Jones purchase?

Smith ____________________         Jones  ______________________




(l) At a price of $6 per hour how much consumer surplus is there when movies are supplied via cable?






(m) At a price of $6 per hour how many hours of movies are made available by SBC to its subscribers?





(n) Is consumer surplus greater when movies are provided in broadcast format or in cable format?


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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