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1. Mary used to consume 100 units of X and 50 units of Y when the price of X was 2 and the price of Y
was 4. If the price of X rose to 6 and the price of Y rose to 8, how much would Mary's income have to
rise so that he could still afford his original bundle?

(A)800 (B) 600 (C)400 (D) 1200

2. If there are only two goods, if more of good 1 is always preferred to less, and if less of good 2 is always
preferred to more, then:

(A) IC slope downwards. (B) IC slope upwards.

(C) IC may cross. (D) IC could take the form of ellipses.

3. If a price ceiling is not binding, then
(A) there will be a surplus in the market
(B) there will be a shortage in the market.
(C) there will be no effect on the market price or quantity sold.
(D) the market will be less efficient than it would be without the price ceiling.

4. Mary's utility functionis U(x,y) = x + 63y —3y?. Her income is 184. If the price of x is 1 and the price

of y is 33, how many units of good x will Wanda demand?
(A) 17. (B)22. (C) 24. D) 19.

5. If a profit-maximizing firm in a competitive market discovers that, at its current level of production, price
is greater than marginal cost, it should
(A) shut down (B) continue to produce at the current levels
(C) increase its output. (D) reduce its output but continue operating

6. Unlike the GDP deflator, the CPI includes the prices of:
(A)goods purchased by firms (B)goods purchased by governments
(C)exported goods (D)imported goods

7. The right of seigniorage is the right to -

(A) levy taxes on the public. (B) borrow money from the public.
(C) draft citizens into the armed forces. (D) print money.

8. Efficiency-wage theories suggest that a firm may pay workers more than the market-clearing wage for
all of the following reasons except to:
(A) reduce labor turnover (B) improve the quality of the firm’s labor force
(C) increase worker effort (D) reduce the firm’s wage bill

9. Suppose the U.S. dollar appreciates against the Japanese yen by 150%. How much did the yen depreciate

against the dollar?
(A) 150% (B) 100% (C)67% (D)60%
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10. If a great wave of immigration increased employment in the United States, this wave would:
(A) increase the marginal productivity of capital in the United States.
(B) decrease the marginal productivity of capital in the United States.
(C) leave the marginal productivity of capital in the United States unchanged.
(D) increase the marginal productivity of capital in the country from which the immigrants came.

= ~ You and Tom are assigned a project on which you will receive one combined grade. You each want to
receive a good grade, but you also want to avoid hard work. In particular, here is the situation :

» If both of you work hard, you both get an A, which gives you 40 units of happiness but give Tom|
80 units of happiness.

« If only one of you works hard, you both get a B, which gives you 30 units of happiness but give
Tom 50 units of happiness..

« If neither of you work hard, you both get a D, which gives each of you 10 units of happiness.

» Working hard costs 25 units of happiness.

What is likely outcome?  Explain your answer.  (20%)
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