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ECONOMICS 232

Exam #1

PART 1 (10 Points): Circle the letter corresponding to the answer that best answers the question, or completes the phrase:

1)
If production of two goods is currently at levels such that we are inside the production possibilities frontier

A)
it is not possible to produce more of both goods

B)
production is inefficient.

C)
in order to produce more of one good, we must produce less of the other.

D)
we are in the “unattainable” region.

2)
When the production possibilities frontier is bowed outwards, the opportunity cost of producing more of one good

A)
increases in terms of the amount foregone of the other good.

B)
decreases in terms of the amount foregone of the other good.

C)
remains constant.

D)
cannot be determined.

3)
Marginal cost is

A)
the cost of producing the first unit of a good or service.

B)
the total cost, less the production of the other good or service.

C)
greater than the opportunity cost.

D)
equal to the opportunity cost of producing one more unit of a good or service.

4)
Allocative efficiency occurs when

A)
we cannot produce more of any good without giving up some other good that we value more highly.

B)
we cannot produce more of any one good without giving up some other good.

C)
marginal benefit exceeds marginal cost.

D)
opportunity costs are decreasing.

5)
A person has an absolute advantage in an activity if that person can

A)
produce more goods in a given amount of time than another person.

B)
produce fewer goods in a given amount of time than another person.

C)
perform the activity at a lower opportunity cost than anyone else.

D)
perform that activity at a higher opportunity cost than anyone else.
6)
A person has a comparative advantage in an activity if that person can 

A)
produce more goods in a given amount of time than another person.

B)
produce fewer goods in a given amount of time than another person.

C)
perform the activity at a lower opportunity cost than anyone else.

D)
perform that activity at a higher opportunity cost than anyone else.

7)
The “income effect” in the market for aspirin means that

A)
aspirin are generally taken by people with higher than average incomes. 

B)
a decrease in the price of a substitute good like acetaminophen will make aspirin takers feel a little poorer than they were before.

C)
an increase in the price of aspirin will reduce the total purchasing power of aspirin takers, making them able to afford fewer aspirin.

D)
an increase in the price of aspirin will cause headache sufferers to look for a lower priced remedy.

8)
Which of the following explains why supply curves slope upward?

A)
Prices and income

B)
Increasing marginal cost

C)
Resources and technology

D)
Substitutes in production and complements in production

9)
If a market is NOT in equilibrium, then which of the following is likely to occur?

A)
The demand curve will shift to bring the market to equilibrium.

B)
The supply curve will shift to bring the market to equilibrium.

C)
The price will adjust to bring the market to equilibrium.

D)
Both A and B are correct.

10)
If the quantity demanded changes by a relatively small amount for a given change in price, then demand is

A)
perfectly inelastic.

B)
perfectly elastic.

C)
elastic.

D)
inelastic.

PART 2  (40 Points): Answer each part of each question, being careful to show your work.

1. a.) Agree or disagree with the following statement and explain your answer in one/two sentences: “Marginal Benefit is always increasing because individuals are always happier with more goods.”
b.) Agree or disagree with the following statement and explain your answer in one/two sentences: “Every point along a production possibilities frontier (PPF) is productively efficient.”

2. a.)On the axes below, draw a Supply and Demand curve for the market for Coffee.  Carefully label the supply curve (S), the demand curve (D) and the equilibrium price and quantity (P*, Q*).  

[image: image1]
b.) On the above graph, carefully label a shortage in the market.
c.) Now suppose that the price of donuts increases.  Donuts and coffee are complements.  On the axes below show what happens in the market for coffee.  

[image: image2]
What happens to equilibrium price and quantity?

d.) Now suppose that simultaneously both the price of donuts increases and the price of coffee beans (an input in the production process of making coffee) also increases.  Show what happens graphically on the axes below.   


[image: image3]
Can you say with certainty what happens to equilibrium price?  Can you say with certainty what happens to equilibrium quantity?  
3.) a.) Suppose supply and demand for a market can be represented with the two equations below.  Solve for equilibrium price and quantity.  

P= -Q+7
P= 1+2Q
b.) Explain in your own words what a price elasticity of demand of 3.45 means.
c.) Agree or disagree with the following statement and explain your answer in one sentence:  “If a firm sells a larger quantity by reducing its price, total revenue must rise.”
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