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I. Answer the following on your Scan-Tron.  



1. If the amount of education (vertical axis) and annual income (horizontal axis) are plotted on a graph, we observe a positive relationship. Thus we can conclude that



as you become more educated, you are likely to earn a higher annual income. 

increasing the amount of income you have will allow you to purchase larger amounts if education. 

if you obtain more education your income will most likely decline. 

the graph is based on invalid data since no relationship exists. 

answers a and b are valid interpretations of the graph. 



2. An increase in the tariff (tax) on foreign autos will ______ the price of domestic autos and _______ the quantity of domestically produced autos. 



raise; increase 

lower; increase 

not change; increase 

raise; change in an unknown direction.



3.  From the information below, it can be concluded that



      alternative outputs				    US		  Japan

      from one year of		Food    	350 units	50 units

      labor inputs		Clothing    	175 units 	10 units



the US has an absolute advantage in both products and a comparative advantage in clothing.

the US has an absolute and a comparative advantage in producing both products.

trade will be profitable if the US exports food and imports cloth.

there is no possibility of mutually advantageous trade.

both b and d are correct.



4.  If a nation does not have an absolute advantage in producing anything, then



it has no comparative advantage either.

it will have a comparative advantage in the activity in which it is least inefficient.

it will try to get along without trade.

it will export raw materials and import finished products.



5. When the full effects are considered, tariffs



reduce imports and increase exports.

reduce imports but do not affect exports.

reduce both imports and exports.

do not affect either imports or exports.

          

6.  When price controls are binding, the quantity exchanged is determined by:

the intersection of supply and demand

the lesser of the quantity supplied and the quantity demanded

the quantity supplied

the lesser of the quantity supplied and the intersection of supply and demand



7.  Goods whose income elasticities are negative are called

normal goods

superior goods

inferior goods

substitute goods

surplus goods



8. The marginal cost (MC) curve cuts the average cost (AC) curve from below when



MC is at its minimum. 

MC is at its maximum

AC is at its minimum. 

AC is at its maximum.



9.  In the short run, a competitive firm should not produce if the price of the good it produces is less than



average fixed cost.

marginal cost.

average variable cost. 

average revenue.

 

10. If competitive firms are earning economic profits in the short run, then we should expect to see



new firms enter the industry and prices and profits fall.

new firms enter the industry and prices and profits rise.

firms leave the industry and prices and profits fall.

firms leave the industry and prices and profits rise.

 

11.  The profit maximizing price for a monopoly will exceed MC because the monopoly



faces a upward sloping demand curve.

faces an downward sloping demand curve.

doesn't produce where MC = MR.

faces a downward sloping supply curve.



12. Compared to a no-trade situation, international trade according to comparative advantage allows each country to consume



more of the goods it exports but less of the goods it imports.

more of the goods it imports but less of the goods it exports.

more of both goods it exports and the goods it imports.

less of both goods it exports and goods it imports.

none of the above

 

13. If country A has an absolute advantage over country B in the production of everything,



no trade will take place between A and B because country A will have a comparative advantage in everything.

no trade will take place between A and B because no country will have a comparative in anything.

trade will take place between A and B and both countries will gain.

trade will take place between A and B but country A will not gain.

 

14.  In a perfectly competitive industry, the market price of the product is $12.  Firm A is producing the output at which average total cost equals marginal cost, both of which are $10.  To maximize its profits, firm A should:



contract output

expand output

leave output unchanged

increase its selling price



15.  Which of the following is ”not a prediction of the theory of monopolistic competition?



the equilibrium price will be greater than the marginal cost

the equilibrium price will be greater than the minimum of ATC

the consumer will be offered a wider variety of brands of goods than under perfect competition

it never pays the firm in monopolistic competition to engage in advertising



16. The cost of the CPU chips used in manufacturing computers falls. As a result, the equilibrium relative price of a computer ____ and the equilibrium quantity ____. 



rises; increases

rises; decreases

falls; decreases

falls; increases



17. The point that people often are willing to pay more for a product than the amount they actually have to pay reflects the idea of 



elasticity.

equilibrium.

opportunity cost.

consumer surplus.



18. A rightward shift in the demand curve for pizza might be caused by 



the price of pizza rising.

the price of pizza falling.

income increasing if pizza is a normal good.

the price of a taco, a substitute for pizza, falling.



19. The cost of producing turnips rises. The larger the price elasticity of demand, the 



greater the increase in the price of a turnip.

smaller the increase in the price of a turnip.

smaller the decrease in the quantity of turnips consumed.

None of the above answers are correct.



20. The government imposes a 40¢ per gallon tax on gasoline. Neither the demand nor supply of gasoline is perfectly elastic nor inelastic. As a result of the tax, the equilibrium price of a gallon of gasoline rises by 



more than 40¢.

exactly 40¢.

less than 40¢.

an amount that cannot be calculated without more information.



21. The demand curve for a product is vertical. Hence, the demand for the product is 



perfectly elastic.

perfectly inelastic.

equal to 1.00.

None of the above.



22. The owners of Leonardo's pizza determine that when they raise the price of a slice of pizza 10%, the quantity demanded decreases by 5%. Hence the elasticity of demand for Leonardo's pizza equals ____ and a 10% increase in price ____ Leonardo's total revenue. 



a)  5; increases

b)  10; decreases

c)  0.5; increases

d)  None of the above answers is correct.



23. Which of the following statements is correct? 



When the demand curve does not shift, the lower the price of a product, the greater the elasticity of demand. 

When the demand curve does not shift, the lower the price of a product, the more the consumer surplus from the product.

The total surplus from diamonds must exceed that from water because the price of a diamond exceeds that of water.

The more the consumer surplus from a product, the more the producer surplus from the product.



24. More pizza restaurants open. As a result, the equilibrium relative price of a pizza ____ and the equilibrium quantity of pizza ____. 



rises; increases

rises; decreases.

falls; decreases.

falls; increases.



25. The price elasticity of demand for clothing is 0.5 Hence a 10% increase in the price of clothing causes a 



a)  50% decrease in the quantity of clothing demanded.

b)  20% decrease in the quantity of clothing demanded.

c)  5% decrease in the quantity of clothing demanded.

d)  None of the above.



26. The cost of cotton used to make cotton clothing falls. Simultaneously, people come to believe that wearing clothing is less stylish. As a result of these changes, the equilibrium price of cotton clothing ____ and the equilibrium quantity ____. 



rises; increases.

rises; decreases.

probably changes but in an ambiguous direction; decreases.

falls; probably changes but in an ambiguous direction.



27.The price of a bushel of corn falls. As a result, the demand curve for corn 



shifts rightward.

does not shift.

shifts leftward.

will shift rightward if corn is a normal good and will shift leftward if corn is an inferior good.



28. Video games and video game players are complements. Suppose that technological advances lower the price of a video game player. As a result, the equilibrium relative price of a video game ____ and the equilibrium quantity ____. 



rises; increases.

does not change; increases.

falls; increases.

falls; decreases.



29. It is possible for a nation to have 



a comparative advantage in all products. 

a comparative disadvantage in all products. 

an absolute advantage in all products. 

All of the above are possible. 



30. A monopoly firm discovers that the wage it must pay its workers is less than the marginal revenue product (MRP) of hiring another worker and, if it fires a worker, the wage is less than the marginal revenue product of the fired worker. Then, in order to increase its profits, the firm should 



hire another worker. 

hire a worker. 

neither hire nor fire a worker. 

It is impossible to tell because the effect on the firm's profit depends on the price of the output the worker produces. 



31. The following describes a firm in what type of industry structure? P = MR, MR = MC, and P > ATC. 



Perfect competition in the short run. 

Perfect competition in the long run. 

Monopolistic competition in the long run. 

Monopoly in the short run. 

None of the above.  



32. More health professionals become aware that wearing latex gloves can protect them from injury. At the same time, the price of oil used to produce the gloves falls. Then, the equilibrium relative price of latex gloves ____ and equilibrium quantity produced ____. 



rises; increases. 

falls; decreases 

probably changes, but in an ambiguous direction; probably changes, but in an ambiguous direction 

probably changes, but in an ambiguous direction; increases. 



33. Suppose that the cost of acquiring a skill rises. As a result, the wage rate paid people with that skill will 



rise. 

not change. 

fall. 

probably change but in an ambiguous direction. 



34. If a monopoly industry is broken up so that it becomes a perfectly competitive industry, the price of the product ____ and the quantity produced ____. 



rises; increases 

rises; decreases 

falls; decreases 

falls; increases 



35. In the long run, firms in what type of industry structure can earn an economic profit? 



Perfectly competitive. 

Monopolistically competitive. 

Monopoly. 

Both monopolistically competitive and monopoly. 



36. The owners of Leonardo's Pizza discover that the elasticity of demand for their pizza equals 1.3. Hence, if they raise the price of their pizza 



the quantity demanded of their pizza increases. 

their total revenue rises. 

their total revenue falls. 

the demand curve for their pizza shifts leftward. 



37. Which of the following statements is correct? 



Oligopolistic firms face horizontal (perfectly elastic) demand curves for their products. 

MR = P for monopolistic competitive firms but not for oligopolies. 

Monopolistic competitive firms generally earn higher profits in the long run than oligopolistic firms. 

The barriers to entry are lower in monopolistic competitive industries than in oligopolistic industries. 



38. If a firm finds that P < ATC and P > AVC, the firm should 



continue to operate as it is making an economic profit 

shut down immediately as it is enduring an economic loss 

continue to operate even though it is enduring an economic loss 

without further information, it is not possible to tell if the firm should shut down or continue to operate 



39. New houses are a normal good. If the country enters an expansion so that people's incomes rise, then the demand curve for new houses will ____ and the equilibrium quantity of new houses produced will _____. 



shift rightward; increase 

not shift; not change 

not shift; increase 

d .shift leftward; decrease 



40. Suppose that people suddenly decide eating hot dogs is unhealthy while at the same time the government imposes a tax on hot dogs that the producers of hot dogs must send to the government. As a result, the equilibrium relative price of hot dogs ____ and the equilibrium quantity produced ____. 



falls; falls 

does not change; falls 

probably changes, but in an ambiguous direction; falls 

rises; probably changes, but in an ambiguous direction 



41. A severe freeze kills a substantial portion of the nation's orange trees. As a result of the freeze, the supply curve of oranges ____ and the demand curve for oranges ____. 



shifts rightward; shifts leftward 

shifts leftward; shifts leftward 

shifts rightward; shifts rightward 

shifts leftward; does not shift 



42. The demand for mainframe computers decreases, so that the price and marginal revenue of mainframe computers fall. This change ____ the wages paid workers who manufacture mainframe computers.  



raises 

b does not change 

lowers 

perhaps raises, lowers, or does not change the wage rate depending on how the demand for labor is affected. 



43. Which of the following statements is true? 



The demand for labor curve is positively sloped. 

The demand for labor curve shifts leftward when the marginal product of labor increases. 

The demand for labor curve does not shift when the marginal product of labor increases. 

In order to maximize its profit, a firm should hire enough workers so that the cost of hiring a worker (the wage rate) equals the marginal revenue product. 



44. If nations specialize according to their comparative advantage, it is ____ for the production of all goods to increase and for ____ nations to be made better off. 



possible; all 

not possible; all 

possible; larger and richer 

not possible; larger and richer 



45. The price elasticity of demand for diamonds is 2.00. Hence, a 10% increase in the price of diamonds causes the quantity demanded to decrease by 



a)  5.0%. 

b)  10.0%. 

c)  20.0% 

d)  None of the above. 



46. The cost of news print used in making newspapers rises, while simultaneously more people decide to read newspapers.  As a result, the equilibrium relative price of a newspaper ____ and the equilibrium quantity ____. 



rises; increases 

rises; does not change. 

probably changes, but in an ambiguous direction; decreases 

rises; probably changes, but in an ambiguous direction 



47. An increase in the tariff on automobiles will ____ the price of a domestic automobile and ____ the quantity of domestically produced automobiles. 



raise; increase 

lower; increase 

not change; increase 

raise; change, but in an ambiguous direction 



48. If the MC of another unit of output is greater than the ATC, producing the unit ____ the ATC; if the MP (marginal product) of another worker is greater than the AP (average product), hiring the worker ____ the AP. 



increases; increases 

increases; probably changes, but in an ambiguous direction 

probably changes, but in an ambiguous direction; probably changes, but in an ambiguous direction 

decreases; decreases 



49. A decrease in the price of a product raises the total revenue from the product when the ____ curve is ____. 



supply; elastic 

supply; inelastic 

demand; elastic 

demand; inelastic 



50. For any profit-maximizing firm, which of the following is true? 



P = ATC 

P > ATC 

MC = MR 

None of the above because there is no general principle that applies to all profit-maximizing firms. 





�II. Answer the following questions in the spaces provided below.  



1. Most types of health insurance substantially reduces medical costs to the patient, sometimes to zero.  

   a. What would you predict the impact of the availability of insurance on hospital use to be?  Why? 

















   b. Now answer the argument that health insurance does not affect hospital use at all because “No one gets sick just because hospitals are cheap or avoids getting sick because they are expensive.”  













2. List what you consider to be the five most important economic concepts we studied this semester.  Define or describe each one.  Choose any one of the concepts and give a brief example of how it is used in studying real-world behavior.  



















3. What makes the demand for a good more, rather than less, price elastic?  For full credit, you must come up with two valid reasons.  



















4. A driver always buys a car wash with gasoline.  The car wash costs $1.00 is the driver buys 10 or fewer gallons of gas at $1.10 per gallon.  However, if she buys more than 10 gallons, the car wash is free.  What is the driver’s marginal cost of the 11th gallon of gasoline?  Why?  



















5. Since the 1974 U.S. Supreme Court decision (Roe v. Wade) liberalizing abortion laws, the number of children adopted in the U.S. has fallen considerably.  Also, the price adopting parents must pay for a healthy native-born infant is now around $25,000, up from $1,000 twenty-five years ago.  

   a. Can you explain what happened?  Use a diagram.  

























   b. Many people have been surprised at the readiness of U.S. families recently to adopt babies of different races, in particular, orphan children from Eastern Europe.  These children, as well as other types—non-infant children and children with mental and physical handicaps—were formerly considered unadoptable.  Have the attitudes of adoptive parents changed or is there another reason for the recent behavior?  Use a diagram to explain your answer.  


