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1. 	 Suppose there are two goods, X and Y, with X measured on the horizontal axis and Y measured 

on the vertical axis. Which of the following statements about a budget line relating the two goods is 

incorrect? 

(a) The budget line shows all the possible combinations of X and Ya consumer can buy, given the 

income and prices assumed and zero savings. 

(b) 	 The slope of the budget line is minus PylPx. 

(c) 	 The slope of the budget line reflects the trade-off of one good for another. 

(d) 	 Drawing the budget line as a smooth line reflects the assumption of continuous divisibility. 

2. 	 Perfect complements are associated with 

(a) U-shaped indifference curves. 

(b) straight-line indifference curves. 

(c) V-shaped indifference curves. 

(d) L-shaped indifference curves. 

3. 	 If the prices of two goods, X and Y, increase by 50 percent, and the consumer's income rises by 100 

percent, 

(a) the slope of the consumer's budget line will change, becoming flatter to indicate that X and Y are now 

relatively less expensive. 

(b) 	 the consumer's budget line will shift out from the origin, with its slope unchanged. 

(c) the consumer's budget line will shift out from the origin and its slope will also change, reflecting the 

lower prices for X and Y. 

(d) 	 the consumer's budget line will remain unchanged. 

4. 	 For the same fall in price, the increase in consumer surplus is if the 

good is normal than if it is inferior. 

A) less 

8) greater 

C) the same 

D) need more information 

5. 	 The demand function for C derived from a Cobb-Douglas utility function, U CM" 

depends upon 

A) income and the prices of C and M. 

B) income and the price ofe. 

C) income and the price of M. 

D) the prices of both C and M, but not income. 

6. 	 If the price-consumption curve is horizontal, then demand elasticity 

A) may be between 0 and 0.5. 

8) must be between 0 and 0.5. 
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C) is greater than 1. 


D) equals I. 


7. 	 If the price of X increases and the demand for Y decreases, then 

A) X and Y are complements. 

B) X and Y are substitutes. 

C) X is a normal good and Y is a Giffen good. 

D) X is a normal good and Y is an inferior good. 

8. 	 The indifference curve approach to measuring consumer surplus will yield the same answer 

as the approach using areas under the demand curve if 

A) the substitution effect of a price change is zero. 

B) the substitution effect of a price change is larger than the income effect. 

C) the income effect of a price change is larger than the income effect. 

D) the income effect of a price change is zero. 

9. 	 A subsidy can actually cause the consumption of subsidized goods to fall if 

A) the consumer has concave indifference curves. 

B) the government prohibits resale of the good. 

C) it is very difficult for the consumer to buy more of the subsidized good. 

D) none of the above. 

10. 	 Two goods are allocated efficiently between consumers when 

A) all items owned by someone. 

B) there are no trades that will make anyone strictly worse off. 

C) one party is as well off as possible, given the welfare of the other party. 

D) both parties are maximizing utility. 

II. 	Assume that Jeff and Jane both consume only two goods: burgers and soft drinks. Suppose that 

Jeff would be willing to trade three soft drinks for one more burger, while Jane is willing to trade only two 

soft drinks for one more burger. Under these conditions, if Jeff and Jane are going to trade then 

A) Jeff should trade soft drinks for burgers. 

B) Jeff should trade burgers for soft drinks. 

C) Jeff should be willing to trade, but Jane should not. 

D) Jane should be willing to trade, but Jeff should not. 

12. 	 The slope of the total product curve measures 


A) the marginal rate of technical substitution. 


B) marginal product. 


C) average product. 


D) the maximum output. 
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13. 	 Ifisoquants are drawn as right angles, it implies 

A) that the two inputs are perfect substitutes for each other. 

B) that the MRTS is constant. 

C) that the inputs must be used in fixed proportions. 

D) none of the above. 

14. 	 Which ofthe following statements about marginal cost is incorrect? 

A) A V-shaped marginal cost curve implies the existence ofdiminishing returns over all ranges of output. 

B) When marginal cost equals average cost, average cost is at its minimum. 

C) In the short-run, the marginal cost curve is parallel to the average fixed cost curve. 

D) When marginal cost is falling, total cost is rising at a decreasing rate. 

15. 	 If there are no fixed costs and variab Ie costs are constant at $1.00 per unit over the relevant 

range of output, what will the average total cost be after 1 unit is produced? 


A) $0 


B) $1 


C) $1.50 


D) $2 


16. 	 The law of diminishing marginal returns 

A) is relevant in both the short and long-run. 

B) says that increasing fixed inputs eventually results in smaller and smaller increases in total output. 

C) says that increasing variable inputs eventually results in smaller and smaller increases in total output. 

D) says that increasing variable inputs eventually results in smaller and smaller increases in total cost. 

17. 	 The demand curve of a perfectly competitive fmn is determined by 

A) the level of the quality of the good the fmn produces. 

B) the intersection of the market demand and supply curves. 

C) the reputation of the fmn. 

D) the price the firm chooses to charge. 

18. 	 In the short-run, if a competitive firm finds itself operating at a loss, it will 

A) shut down. 

B) continue to operate as long as price is greater than average variable cost. 

C) raise the price of its product. 

D) reduce the size of its plant to lower fixed costs. 

19. 	 After a significant decrease in the price of a variable input, at the initial output level 

A) marginal revenue is higher than at the final output level. 

B) marginal cost is higher than marginal revenue. 

C) marginal cost is lower than average revenue. 

D) marginal cost is still equal to marginal revenue. 

20. 	 When a price ceiling is imposed on a competitive market at a level below the equilibrium price 

A) the gain to producers outweighs the loss to consumers. 
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B) market efficiency is reduced. 


C) market efficiency is not altered. 


D) producer surplus is increased. 


21. 	 The monopolist's demand curve slopes downward because 

A) the monopolist faces the market demand curve which is the horizontal summation of all individual 

consumer demands. 

B) the monopolist is a large ftnn and can force people to buy their product at whatever price they desire. 

C) all firms face downward-sloping demand curves. 

D) the marginal product oflabor is diminishing. 

22. A monopoly will never operate in the inelastic segment of its demand curve because 

A) average revenues are negative. 

B) it would imply a marginal cost greater than marginal revenue. 

C) total revenue is still rising. 

D) none of the above. 

23. 	A perfectly price-discriminating monopolist 

A) restricts output more than an ordinary monopolist does. 

B) sell the last unit of output where price equals marginal cost. 

C) charges all consumers the same price but sells each different quantities. 

D) has less producer surplus than does an ordinary monopolist. 

24. The monopolistically competitive fum is in many ways like the competitive fum. However, it is 

unlike the competitive fum in that: 


A) it might make a profit in the short-run, but not in the long-run. 


B) it might make a profit in the long-run and the short-run. 


C) entry into the industry is not unrestricted. 


D) it sells a differentiated product, whereas the competitive fum does not. 


25. Most economists would not advocate government intervention in monopolistically competitive 

industries because 

A) monopolistically competitive industries are efficient. 

B) fums earn zero profits in the long run just as perfectly competitive fums do. 

C) the product variety produced by monopolistic competition is a benefit that helps offset its relatively 

small welfare costs. 

D) these fums tend to be important exporters. 

(A) 14 ~~~iJm: (B) 14 ,=.=.......... (C) 14 ~~~1ti (D) 1.4 ~~~iJ~ 
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(A) 	aif.~~IEnx:l5t 
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