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Question 1: If the demand functionis Q° =30- 6P, then which point below has the unit price
elasticity of demand?

A. (Q°,P)=(15,25)
B. (Q°,P)=(18,2)
C. (Q°,P)=(21,15)
D. (Q°,P)=(6,4)

E. (Q°P)=(12,3)

Question 2: Thetotal utility you get from eating dlices of pizza on a given night

A. isthe marginal utility of the last slice times the total number of Slices eaten.

B. isthe sum of the difference in marginal utility as you increase the number of dices
eaten.

is the sum of the marginal utility for all dlices eaten.

is the sum of the marginal utility per dollar spent on al slices eaten.

isthe marginal utility per dollar times the total number of dlices eaten.
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Question 3: In 1803,Economist David Ricardo claimed that the nominal wage level in England
was £220 per month. He also knew that the value of the price index for 1803 was 110. Then we
can conclude that the monthly real wage in England was:

£110
£200
£220
£330
£380

moow>



Question 4: The price of HP printer rises from $60 to $80; Total revenue falls from $3,000 to
$2,400.We can conclude that price elasticity of demand is , which means that demand
is . (Use arc eadticity to solve this problem.)

A. -0.75, inelagtic
B. 0.75, elastic
C. =175, indlastic
D. -1.75, elastic
E. 1.75, elagtic

Question 5: The cross-price elasticity of demand between two goods X and Y is 0.07, while the
cross-price elasticity of demand between two goods A and B is —1.93, then we can conclude
that:

X and Y are complements, A and B are complements.

X and Y are substitutes, A and B are complements.
XandY aresubstitutes, A and B are substitutes.

X and Y are complements, A and B are substitutes.

X and Y areluxury goods, A and B are necessary goods.

moowy

Question 6: When price changes by 9%, the quantity supplied of the video tape “When Harry
met Sally” changes 11%. The supply of thistapeis and .

Upward sloping, inelastic
Upward sloping, elastic
Upward sloping, unit elastic
Downward sloping, inelastic
Downward sloping, elastic.

moow>



Question 7: The following statements describe the paradox of value between water and
diamonds. Which of the following is FALSE?

A.

B.

o 0O
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The paradox of value refers to the fact that necessities have low prices while luxuries
have high prices.

The marginal utility of water is always greater than the marginal utility of diamonds
snce water is a necessity.

Asthe total utility of diamonds increases, the marginal utility of diamonds eventually
decreases.

The paradox of value can be explained by distinguishing between total utility and
marginal utility.

The marginal utility per dollar spent on diamonds equals the marginal utility per
dollar spent on water.

Question 8: Suppose the Chinese government imposes a price ceiling on one bedroom apartment
rents. If this price ceiling is set above the equilibrium rent level, this will:

moow>

lead to a persistent shortage of one bedroom apartments.

lead to a persistent surplus of one bedroom apartments.

shift the supply curve for one bedroom apartments to the right.
shift the supply curve for one bedroom apartments to the left.
have no effect on the housing market.

Question 9: Suppose consumer income is $100 per month and the price of good X (Px) is $5 per
unit while the price of good Y (Pv) is $2 per unit. The equation for the consumer’s budget lineis

. If the consumer spends all his income on good X, he may purchase

units of good X.
A. Y=100- (5/2)X ;40
B. Y=50- (25X ;15
C. Y=100- (25X ;25
D. Y=50- (52X ;20
E Y=100- (52X ;10



Question 10: Suppose a consumer can purchase just two goods, books and CDs. Let the price of
books rise from $20 to $30 each, the price of CDs rise from $12 to $18 each, and the consumer’s
money income rise from $100 to $150 per week. The bundle of goods consumed now, as
compared to the bundle consumed before prices and income changed, will have

more books and more CDs.

fewer books and fewer CDs.
more books and fewer CDs.
fewer books and more CDs.
identical quantities of both goods.

Mmoo

Question 11: In the labor market, the market supply curveis Q° = 2P - 5 while the market

demand curveis Q° =5- P/2. Suppose that the government enacts a minimum wage (P) of

$5.17. Then, thisis an example of the government imposing a with the gap
between the minimum wage and the equilibrium wage equaling

Price ceiling, $1.17
Price ceiling, $5.17
Price floor, $1.17
Price floor, $5.17
Price floor, $3

moow»

Question 12: Oya consumes only chocolate bars and vanillaice cream and she is spending all of
her income. At her current consumption bundle, Oya s marginal utility of chocolate barsis 200
utils and her marginal utility of vanillaice cream is 200 utils. The price of a chocolate bar is
$1.00 and the price of a scoop of vanillaice cream is $2.00. To maximize her utility, Oya should

buy more chocolate bars and less vanillaice cream.

buy more vanillaice cream and fewer chocolate bars.

not change her purchases between chocolate bars and vanillaice cream.
buy only chocolate bars but no vanillaice cream.

buy only vanillaice cream but no chocolate bars.

moow>»



Question 13: Which of the following statementsis FALSE?

A.

O Ow

m

A change in consumer’s preferences for either of the two goods will cause a change
in the slopes of the consumer’ s indifference curves between the two goods.

The marginal rate of substitution is the slope of the indifference curve.

An equal percentage decrease in the prices of the two goods will cause a parallel shift
outward of consumer’ s indifference curves.

The additional utility you get from consuming the last unit of good X is called the
marginal utility of good X.

Any point below a given indifference curve isinferior to any point on the indifference
curve.

Question 14: Consider the market for jeans where the equilibrium price is $50 and the
equilibrium quantity is 30 pairs of jeans in the market. Suppose that the government implements
anexcisetax of $3 per pair of jeans. Assume that both the law of demand and the law of supply
hold. Which of the following statements is FALSE?
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The new market price is $53.

The supply curve will shit to the left.

The new market price is higher than the net price.

The consumers’ surplus decreases with the imposition of the excise tax.

The areaof producer and consumer surplusis larger before the tax than it is after the
imposition of the tax.

Question 15: Suppose consumer income is $400 per month, the price of good X is $5 per unit,
and the price of good Yis $4 per unit. Assume that the consumer’s utility function is given by

U = X.Y . When the consumer maximizes utility under her budget constraint, what is the utility
maximizing level of consumption, (X, Y)?

A.

B
C.
D
E

(20, 30)
(30, 40)
(40, 50)
(50, 60)

. (70, 80)



Question 16: The following table gives Smith’s total utility from CDs and marginal utility from

pizza. His margina utility of the third CD is and histotal utility from consuming 4
pizzasis
Quantity of Tota utility from Quantity of Marginal utility
CDs CDs (utils) pizza from pizza (utils)
0 0 0 0
1 240 1 500
2 400 2 450
3 520 3 400
4 620 4 300
5 680 5 150

520 utils; 500 utils
100 utils; 1650 utils
520 utils; 300 utils
120 utils ; 500 utils
120 utils ; 1650 utils

moowy

Question 17: Anindividua demand curve represents the consumer’ s optimal consumption
behavior at each price and quantity of the good. Thus, individual demand curves can be derived
by using and , When changes.

utility maximization ; total utility ; marginal utility ; income
utility maximization ; indifference curves ; budget line ; price
profit maximization ; indifference curves ; budget line : income
profit maximization ; opportunity costs ; budget line ; price

cost minimization ; opportunity costs ; indifference curves ; price

moow>

Question 18: A firm that has increasing returns to scale

has marginal costs which decline as output increases.

has short-run average costs which are constant as output increases.
has long-run average costs which increase as output increases.
obtains more than a doubling of output when al inputs are doubled.
both (C) and (D).

moow»



Use the following information to answer Question 19 and Question 20

Note: We consider Question 20 as the hardest question on the exam, answer al the questions on
the exam before answering these questions.

Consider the US automobile market. Suppose, for smplicity, there are only two automobile
producers: Toyota and Ford. The market demand curve for automobiles is givenby:

P=150- 2Q°
Theindividual supply curve for both Toyota and Ford are identical and each is given by:
P=30+2Q°

Suppose that the US government wants to discourage automobile imports from Japan. In order to
achieve this goal, the government decides to put a tariff on each Toyota car that is sold in the US
market. (Note: This tariff per unit is essentially an excise tax since it is aso atax levied per unit
of the good sold.) The amount of tariff proposed is $30 per Toyota.

Question 19: What is the market equilibrium price and quantity before the tariff on Toyotais
levied?

P=$90,Q=30
P=$80,Q=35
P =$70,Q=40
P=$60,Q=45
P = $50, Q=50

moowy»

Question 20: What is the consumer surplus after the tariff is levied?

$1225
$2450
$900
$625
$4900

moowy»



Question 21: Suppose that an individual consumes only two goods: good X and good Y and that
she maximizes her utility. Which of the following statements is TRUE?

A.

B.

moo

If both good X and good Y are normal goods, then the income-consumption line for
this individua is upward doping.

If good X or good Y isinferior, then the income-consumption line for this individual
is downward sloping.

Both good X and good Y cannot be inferior at the same time.

Both (A) and (B) aretrue.

(A), (B), and (C) aretrue.

Question 22: Which of the following statements about marginal product is TRUE?

A.

W

o 0O
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The law of diminishing marginal product states that as a firm doubles both labor and
capital, the return in output will be less than double.

The last worker added to a production process is just as effective as the first worker
added.

A farmer should add as much fertilizer to his crop as he wants in order to increase his
yield.

In a production process it is possible to have decreasing margina product in an input
and also constant returns to scale.

If total product is increasing, marginal product is increasing at an increasing rate.

Question 23: Which of the following statementsis TRUE?

A.

B.

moo

A change in relative prices, income being constant, will also cause a change in the
purchasing power of the consumer.

In order to find the substitution effect of a change in relative prices, first we need to
compensate the individual for the loss/gain in her purchasing power.

The income effect is always larger than the substitution effect.

Both (A) and (B)

(A), (B), and (C)



Use the following information to answer Question 24 and Question 25.

Consider the wheat market. The demand of wheat is given as P =60- QP and the supply of

wheat is given as P =30+ Q°®. Now, suppose that the government implements a price support
programwith the price floor set at $55.

Question 24: What correctly depicts the market situation?

A. Thereisan excess demand of 20 units and the direct cost of the support program to
the government is $1000.

B. Thereisan excess demand of 20 units and the direct cost of the support program to
the government is $1100.

C. Thereisan excess supply of 20 units and the direct cost of the support program to the
government is $1000.

D. Thereisan excess supply of 20 units and the direct cost of the support program to the
government is $1100.

E. Thereisan excess supply of 20 units and the direct cost of the support program to the
government is $1200.

Question 25: Suppose the government implements a price subsidy program instead of the price
support program Let the government target price be $55. What is the cost of the subsidy
program to the government?

$300
$400
$500
$600
$700

moow>»
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Question 26: Suppose Jill spends her entire income on two goods. CDs (C) and books (B).
Suppose also that Jill is a utility maximizer. Which of the following statements is TRUE?

A. Jill must be consuming abundle at which P, = P;.

B. JillI’stotal utility at her utility maximizing bundle is equa to the sum of the marginal
utility she gets from consuming the last CD and the marginal utility she gets from
consuming the last book.

C. Jill equalizes her margina utility per dollar she spends on CDs and her marginal
utility per dollar she spends on books to maximize her utility.

D. If JilI’'sincome increases, she will increase her consumption of CDs and books by an
equal amount.

E. All of the above.

Question 27: Which of the following statements about an effective price subsidy program is
TRUE?

A. The producers produce too much of the good from an alocatively efficient point of
view.

B. The government target price is lower than the market equilibrium price.

C. Inthe price subsidy program, there exists excess demand.

D. The government expenditure is aways greater in the price subsidy program than in
the price support system.

E. The higher the target price holding everything else constant, the lower the
government subsidy.

Question 28: Suppose that in order to produce stedl, a stedl factory uses two inputs: capital (K)
and labor (L). Which of the following statements is TRUE?

A.

B.

In the short run since al inputs are variable, the production function for the steel
company exhibits increasing returns to scale.

If the manager of the factory keeps on hiring workers without changing the amount of
capital, eventually the additional workers will start not to increase output.

In the past year, the manager realized that the production function exhibits increasing
returns to scale after observing that the output level more than doubles when the number
of workers and the amount of capital are doubled.

Both (B) and (C)

(A), (B), and (C)
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Question 29:

Popcorn A

20

BL> BL1

>
10 20 Movies

The graph above shows two different budget lines for Jack. Jack consumes only movies and
popcorn. Further, Jack is a utility maximizer. Whichof the following statements is TRUE?

A.
B.

C.

If Jack’ s income is $20, then the price of amovieis $1 on BL;.

If Jack is on BL,, the slope of Jack’s indifference curve at the point of utility
maximization must be —2.

If the price of amovie is $1 on both BL; and BL,, then it is possible that hisincome is
$10 and the price of abag of popcorn is $0.50 on BL..

In order to maximize his utility Jack must choose a consumption bundle that lies on his
budget line.

All of the above.
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