Multiple Choice
identify the letter of the choice that hest congsehe statement or answers the question.

Microeconomics primarily models:
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d.

the overall economy.

the behavior of firms but not households.

the behavior of households but not firms.

the behavior of both firms and households and how they interact in the marketplace.

how the government balances the federal budget.

2. Because of scarcity:

we must sacrifice valuable alternatives to obtain more goods and services we desire.
the opportunity cost of consumption is zero.
we can obtain more of a desirable good without sacrificing other goods and services.

shortages of goods prevail at current market prices.
both a) and d) are correct.

rent decides to spend an hour playing basketball rather than studying. His opportunity cost is:

nothing because he enjoys playing basketball more than studying.

the benefit to his grades from studying for an hour.
the increase in skill he obtains from playing basketball for that hour.

nothing because he had a free pass into the sports complex to play basketball.

4. The opportunity cost of going to college includes:

a

b.
c.
d.

both tuition and the value of the student's time.

tuition, but not the value of the student's time, which is a cash cost.

tuition, but not the value of the student's time, which is a monetary cost.

neither tuition nor the value of the student's time, since obtaining a college degree makes
one's income higher in the future.

neither tuition nor the value of the student's time, at least at state-supported universities
and colleges.

5. Marginal analysis involves:

a.

b.

comparing the total benefits of all actions to the total costs incurred as a result of those
actions.

abstract thinking, which is never actually utilized by consumers when making purchasing
decisions.

holding all other variables constant when isolating the relationship between two variables.

comparing the additional benefit from an action to the additional cost.



Use the diagram below answer the question.

Capital Goods

Consumption Goods

6. Refer to Diagram 3-1. A movement from Point ®tint B:

a.
b.
c.

d.
e.

involves sacrificing bread in order to produce eager quantity of wine.

involves sacrificing wine in order to produce aajeg quantity of bread.

involves no sacrifice of output, as the opportusitgt of production is zero everywhere
along the production possibilities curve.

will increase the level of unemployment in the emogy.

will decrease the level of unemployment in the econ

Use the following diagram to answer the question.

Wine

Bread



7. Refer to Diagram 3-2. Which point correspondarie@conomy experiencing significant unemploymeuter
producing inefficiently?

Point A

Point C

Point E

Point F

Point G
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Use the following diagram to answer the question.

Production possibilities curve

Clothing

Food



8. Refer to Diagram 3-4. In the diagram above, FDirs:

a. unattainable.

b. beyond the society's productive capability.
c. preferable to Point A.

d. inefficient.

e. none of the above.

Diagram 3-5

Use the following diagram to answer the question.

Classrooms
[o=]

Prison Cells

9. Refer to Diagram 3-5. The diagram above reptesetradeoff in an economy between prison cells an
classrooms. Which position represents the choiedldoate the greatest amount of resources to progu
classrooms?

a. Point A
b. PointB
c. PointC

d. None of the above are correct. Points on the feostiow the efficient combinations of
resources that produce equal quantities of bothubstt
10. In economics, the demand for a good refersg@mmount of the good people:
a. would like to have if the good were free.
b. will buy at various prices.
c. need to achieve a minimum standard of living.
d. will buy at alternative income levels.



11 When a demand schedule is drawn in a graph:
a. price is measured on the vertical axis.
b. quantity is measured on the horizontal axis.
c. theresulting curve has a negative slope.
d. other variables are held constant.
e. all of the above are correct.
12. The quantity a good demanded tends to increase as its prisebiadlause:

a. adecrease in price shifts the demand curve taghe
b. adecrease in price shifts the demand curve ttethe
c. adecrease in price shifts the supply curve toitie.
d. atlower prices, suppliers are willing to supplgraater quantity to the market.
e. adecrease in price leads consumers to substiwted this now relatively cheaper
product.
13. Which the following would not cause a change in the dehfancheese?
an increase in the price crackers, which are consumed with cheese
an increase in the income of cheese consumers
an increase in the population of cheese lovers
an increase in the price of cheese
a decrease in the price of crackers, which areurnad with cheese
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Diagram 4-2
Use the following diagram to answer the followingegtions.

Price

Quantity

14. Refer to Diagram 4-2. Using the graph abovelmginning on D,, a shift to Do would indicate a(n)
increasgn demand.

decrease in demand.

increase in quantity demanded.

decrease in quantity demanded.

increase in supply.

15. If an increase in the price of Product X cawsesicrease in the demand for Product Y, we caclade that:
Products X and Y are complements.

Products X and Y are substitutes.

Products X and Y are normal goods.

the price of Product Y will decrease.

Products X and Y are inferior goods.
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16. The difference between a change in quantityasheled and a change in demand is that a change in:

a. quantity demanded is caused by a change in a goed'price, while a change in demand is
caused by a change in some other variable, sucit@ase, tastes, or expectations.
b. demand is caused by a change in a good's own pitidle, a change in quantity demanded is
caused by a change in some other variable, suicicase, tastes, or expectations.
c. quantity demanded is a change in the amount pegpl@lly buy, while a change in
demand is a change in the amount they want to buy.
d. Thisis atrick question. A change in demand ankamge in quantity demanded are the
same thing.
17. When the price of automobile insurance increabarply, the likely impact on the market for ambbiles is:
a. anincrease in demand.
b. anincrease in quantity demanded.
c. adecrease in demand.
d. adecrease in quantity demanded.
e. no change in automobile sales.
18. Skateboards International of Long Beach, Catifp was able to sell 20,000 skateboards at & pfi&60 in
2000. In 2001, it is able to sell 30,000 of the sakateboards at a price of $60. Evidently, Skatebo
International has experienced a(n):
a. increase in quantity supplied.
b. increase in demand.
C. increase in supply.
d. decrease in demand.
e. increase in quantity demanded.
f new manufacturers enter the computer inglusitien(ceteris paribus):
a. some established manufacturers must exit the indust
b. the equilibrium price of computers must rise.
c. the supply curve shifts to the right.
d. the supply curve shifts to the left.
20. The supply curve of books (which are producgdgipaper made from trees) will shift to the Ieftesponse
to:
a. adecline in college tuition.
b. a sharp increase in the demand for and construcfimmod-frame homes.
c. anincrease in the supply of lumberjacks.
d. an end to government regulations that limit timis@rvesting in national forests.
21. Which of the following would be most likely tause a reduction in the supply of Nintendo videmes?
a. adecrease in the price of Nintendo video games
b. a decrease in the price of computer chips usedat@mlintendo games
c. anincrease in the demand for Nintendo video games
d. a decrease in the demand for Nintendo video games
e. anincrease in the price of computer chips usedake Nintendo games

22.In 1975 a pocket calculator cost more than 850990 a calculator of the same quality cost thas $10.
Which of the following explanations is most consigtwith these facts?
a. Intense competition in the calculator industry ealihe supply curve for calculators to
shift to the left, depressing the price.
b. Anincrease in the demand for calculators led éopttice drop.
c. Animprovement in technology caused the supplyatdidators to increase, depressing
their price.
d. As the population grew, fewer expensive calculatoese needed, causing prices to fall.
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Diag

ram 4-7

Use the table below to answer the following questio

PRICE per large pepperoni QUANTITY DEMANDED QUANTITY SUPPLIED of
pizze of large pepperoni pizzas large pepperoni pizzas
$10 1,000 units 5,500 units

9 2,000 units 5,000 units
8 3,000 unit 4,500 unit
7 4,000 units 4,000 units
6 5,000 unit 3,500 unit
5 6,000 units 3,000 units
4 7,000 units 2,500 units
3 8,000 units 2,000 units
2 9,000 units 1,500 units
1 10,000 units 1,000 units
23. Refer to Diagram 4-7. At a price of $10, thisra of pizzas.

a. shortage; 4,500

b. surplus; 4,500

c. shortage; 6,500

d. surplus; 6,500

a surplus; 5,500

Diagram 4-9

The diagram below represents the market for butteswer the following questions using the data pied.
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24. 1o Diagram 4-9. If a price ceiling of $4 is imposeg would expect that

units of butter

_ Referpe solg
a. 7,00(
b. 5,000
c. 4,00(
d. 3,00(C
e. 2,000



Microeconomic Principles
First Exam-Spring 2007
Schellberg

PART Il (40 points)

1. (12 points) Rent controls are place on apartments in Seattle. The ceiling on rents
is $1000/month.
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Complete the following:

a. A price ceiling of $1000/month will lead to a (pick one: surplus, shortage) of (fill
in an amount: thousand) apartments.

b. How many apartments are rented when the ceiling is in place?



c. Who would benefit and who would be hurt by the rent control? Discuss

2. (13 points) The following graph shows the production possibilities for the
republic of Malaria.

a. What is the opportunity cost of another million figs at point A?

b. What is the opportunity cost of another million figs at point B?



c. Complete the following: Because of (pick one: specialized, unspecialized)
resources, the opportunity cost of figs (pick one: increases, decreases) as
fig production increases.

d. Certain mountainous areas of Malaria are too cool for growing figs, so that
crop yields (of figs) per acre are very low. These areas are betest fri
raising dairy cattle, which prefer cooler weather. Suppose the Grand
Commissar of Malaria decrees that dairy cattle are to be raised in
the hotter areas and figs are to be grown in the cooler areas. On which of
the points (A, B, C, D, or E) on the graph is the country likely to be?

3. (15 points) In each of the following casehijft the appropriate curve. In each
caseJabel the new equilibrium price gPand quantity (Q).

a. The sales tax in Wyoming is raised to 6%, making goods in Wyoming
more expensive.



b. Lumber prices decrease, because of increased imports of Canadian timber.

c. Gasoline prices have fallen sharply in recent months.



