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I. Answer the following multiple choice questions on your scantron.  





1. "I left early to study econ rather than stay a long time at the party last night." You are describing the concept of


1.unlimited wants. 


2.unlimited resources. 


3.opportunity cost. 


4.accounting cost. 





2. The fundamental issue of economics is


to allow everyone to have five yachts and two automobiles. 


to redistribute income and eliminate poverty. 


to reduce unemployment so that welfare payments can be lowered. 


to learn to slope with the scarcity of virtually all resources. 





3. A shift in the supply curve of bicycles resulting from higher steel prices will lead to 


higher prices. 


lower prices. 


shift in the demand curve. 


larger output. 





4. Which of the following statements best describes the relationship between scarcity , choice, and opportunity cost?


when a resource is scarce, a choice must be made as to the use of that resource. What is given up when the choice is made is the opportunity cost of the choice. 


If scarce resources are used efficiently, no choices need be made and thus there is no opportunity cost. 


The opportunity cost involved in making a choice causes scarce resources. 


Scarce resources as a result of too high an opportunity cost when an incorrect choice is made. 





5. Changes in the quantity supplied occur when


producers find present output unprofitable, due to higher production costs. 


new firms with new equipment take the place of old firms with old equipment. 


producers increase or decrease the quantity supplied at an given price. 


demanders switch brands and start buying other products. 





6. Usually anything which causes the demand curve to shift but does not affect the supply curve will result in a change in 


quantity demanded but no change in quantity supplied or price. 


quantity demanded and quantity supplied but no change in price. 


quantity supplied but no change in quantity demanded or price. 


price but no change in quantity demanded or quantity supplied. 


price, demand, and quantity supplied. 





7. One list below contains only items which are likely to cause the DEMAND CURVE FOR ORANGES TO SHIFT, it includes changes in


consumer incomes, grapefruit prices, and consumer preferences. 


grapefruit prices, orange prices, and consumer preferences. 


consumer incomes, grapfruit prices, orange prices. 


orange prices, consumer preferences, and consumer incomes. 


consumer tastes, advertising by the Florida Citrus commission, and orange prices. 





8. Frozen orange concentrate sold for $.95 a pound in March 1980 and for $1.28 a pound in March 1981, and the amount of concentrate bought was nearly 50% less on March 1981 than in March 1980. Plausible interpretation of these figures is that the supply curve


shifted to the left from 1980 to 1981 and there was a movement to the right along the demand curve. 


and the demand curve both shifted to the left from 1980 to 1981 by equal magnitudes. 


shifted to the right and there was a much stronger leftward shift of the demand curve from 1980 to 1981. 


and the demand curve both shifted to the left from 1980 to 1981 by equal magnitudes. 


shifted to the left from 1980 to 1981 and there was a movement to the left along the demand curve. 





9. If at a price of $25 per pair, the quantity demanded of jogging shoes is 25,000 pairs and the quantity supplied at this price is 27,000, we can say that


there is a surplus of 2,000 pairs of jogging shoes on the market. 


the price must be below the equilbrium. 


there is a shortage of 2000 pairs of jogging shoes. 


people would be willing to pay more. 





10. In the case of New York city rent controls, the governement determined that rents were too high. As a result, they


set a price floor to keep the price low, which caused a surplus of rental units. 


controlled price with a price ceiling, which caused a surplus of rental units. 


set a price ceiling, which kept rents above the equilbrium and caused a shortage of rental units. 


set a price ceiling, which kept rents below the equilbrium and caused a shortage of rental units. 





11. If students experience a decrease in income and the price of gasoline rises unexpectedly, what will happen in the market for vacations in South Padre over Spring Break?


the demand will decrease, the supply will decrease, and the prices will fall. 


the quantity demanded will increase, the supply will increase, and the price will rise. 


the demand will decrease, the supply will remain the same, and the price will fall. 


the demand will increase and the supply and price will be indeterminate. 





For questions 12-14, suppose that the price of cotton used in shirts rise and simultaneously peoples' incomes rise.  Shirts are a normal good.





12. The rise in the price of cotton shifts the 


demand curve for shirts rightward. 


demand curve for shirts leftward. 


supply curve for shirts rightward. 


supply curve for shirts leftward. 





13. The equilbrium quantity of shirts 


definitely increases. 


definitely does not change. 


definitely decreases. 


might increase, not change, or decrease.





14. The equilbrium price of a shirt 


definitely rises. 


definitely does not change. 


definitely falls. 


might rise, not change, or fall. 





15.  Economic scarcity arises basically from:


 inefficient production


 exploration


 limited resources and expanding wants


 limited wants and limitless resources





16.  If demand is downward sloping, a decrease in the supply of a product will cause, other things equal:


 a surplus


 a fall in price


 an increase in consumption


 an increase in price





17.  Quantity demanded is:


 the total amount of a commodity that all households actually purchase during a given period of time


 the amount exchanged between consumer and producer at all possible prices


 the total amount of a commodity that households are willing and able to purchase at a given price for a given time period


 higher, the higher the prices people are willing and able to pay.





18.  When one speaks of "demand" in a particular market, one is referring to:


 a particular quantity actually demanded at the moment


 only one point on the entire demand curve


 only one entry in a demand schedule


 the whole demand curve





19.  A good suddenly becomes fashionable.  As a result there will be a:


movement down this good's demand curve, thus indicating an increase in quantity demanded of the good


movement up this demand curve, because a good must be reasonably rare in order for it to be chic


rightward shift of the demand curve for the good


leftward shift in the demand curve coupled with a movement down this curve





20.  At a price higher than the equilibrium price, market forces will cause the price to fall because:


 demand will decrease because of the high price


 the shortage of the commodity will lead purchasers to drop out of the market


 the surplus of the commodity will lead sellers to cut their price


 supply will increase because of the high price





21.  Price elasticity of demand measures


 the extent to which quantity demanded will change when there is a change in quantity supplied


 the extent to which quantity demanded is influenced by factor costs


 the relationship between the current market price and the equilibrium price of a good


 the responsiveness of quantity demanded to changes in price





22.  The quantity of a good demanded rises from 90 units to 110 units when the price falls from $1.20 to $.80 per unit.  The price elasticity of demand for this product approximates:


 0.5


 1.0


 2.0


 4.0





23.  Suppose that the Board of Directors of the local symphony proposes that the admission price to hear the orchestra be raised as a means of raising additional funds to support music programs.  Its members are implicitly assuming that the price elasticity of demand for a ticket is:


 less than unity


 greater than unity


 unity


 it really says nothing about price elasticity





24.  Moving down a downward sloping straight-line demand curve, price elasticity is:


 constant


 decreasing continuously


 rising continuously


 increasing to the midpoint of the demand curve and then decreasing





25. For a given difference between the controlled price and the equilibrium price of rental housing, the shortage of housing at the controlled price will be greater:


 the more recently the controlled price went into effect


 the sooner rent control is expected to be lifted


 the more elastic the demand for rental housing


 the less elastic the supply of rental housing





26. The market demand curve is:


 the horizontal sum of the demand curves of the individual households


 the vertical sum of the demand curves of the individual households


 the vertical sum of quantities demanded at a given price


 the horizontal sum of an individual household's demand over several time periods





27.  Goods whose income elasticities are negative are called


normal goods


superior goods


inferior goods


substitute goods


surplus goods





28. The elasticity of demand for a commidity is 0.5.  The approximate effect on total expenditure with a 10% increase in price is:


total expenditure falls to 0.


total expenditure falls by 5%.


total expenditure falls by 20%.


total expenditure increases by 5%





29. A demand curve is described as perfectly inelastic if:


the same quantity is purchased regardless of the price.


the same price is charged regardless of the quantity sold.


neither price nor quantity demanded ever change.


only quantity demanded can change.





30. A price cut will increase the amount of money a firm receives only if demand for its product is


perfectly elastic


elastic


unitary


inelastic


perfectly inelastic





II. Answer the following questions in the spaces provided.  





1. Demand and Supply schedules for "Tickle me Elbow " (a child's soft toy) are as follows:





Price


$/Elbow�
Quantity Demanded Per Week


(000)�
Quantity Supplied Per Week


(000)�
Increased Quantity Demanded�
�
10�
200�
0�
�
�
20�
180�
30�
�
�
30�
160�
60�
�
�
40�
140�
90�
�
�
50�
120�
120�
�
�
60�
100�
140�
�
�
70�
80�
160�
�
�
80�
60�
170�
�
�
90�
40�
180�
�
�



Draw the demand and supply curves for "Tickle me Elbow" in the space below, using the above information.  What is the equilibrium price?  What is the equilibrium quantity supplied?  What is the equilibrium quantity demanded? 



































At Christmas the demand for 'Tickle me Elbow" doubles. 


complete the table above showing the new quantity of "Tickle me Elbow's" demanded each week.  


plot the information on the same axis as b).  What is the new equilibrium price and quantity of "Tickle me Elbow"?_________________________________________


Has there been a shift in the demand curve or a movement along the demand curve?  ____________________________________________________________


Has there been a shift in the supply curve or a movement along the supply curve?  


__________________________________________________________________





Vital equipment in the "Tickle me Elbow" plant becomes jammed with red fur, rendering the equipment useless. The malfunction reduces the number of "Tickle me Elbows" that the plant can manufacture to a maximum of 90,000 per week. 


draw the new supply curve for "Tickle me Elbow". 


what is the new equilibrium price for "Tickle me Elbow"? (use the demand curve from bii)  __________________________________________________________


what is the new equilibrium quantity?  ___________________________________








2. You have been hired as an economic consultant by OPEC and given the following schedule showing the world demand for oil.





Price


($/barrel)�
Quantity Demanded per day


(millions)�
�
10�
35,000�
�
20�
30,000�
�
30�
25,000�
�
40�
20,000�
�
50�
15,000�
�



If the supply of oil is cut back so that the price rises from $10 to $20 a barrel, will the total revenue from oil sales rise or fall?  _____________________________________


What will happen to total revenue if the supply of oil is cut back further and the price rises to $30 per barrel?  _________________________________________________


What will happen to total revenue if the supply of oil is cut back still further so that price rises to $40 per barrel?  _____________________________________________


What is the price that will achieve the highest total revenue?  ____________________


What quantity of oil will be sold at the price that answers d)?  ___________________


What are the values of the price elasticity of demand for price changes of $10 per barrel at average prices of $20, $30 and $40 a barrel?  _________________________





3. What is the concept of laissez-faire as related to economics?


