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1) Look at the diagram showing a pure monopoly. Which of the following pricing models would allow
the monopolist to earn positive economic profits?

MC

0 0, 0,0, o

A) profit- B) both profit- C) both fair-return D) all three: profit-
maximizing price maximizing price and  price and the socially maximizing, fair return, and
only fair-return prices optimal prices socially optimal prices

2) Which one of the following statements is incorrect?
A) Different economic  B) We use different C) Using the same D) The economy
models help us see how  macroeconomic models  model to study the behaves differently
government and central  because the economy acts different stages in a over time because
bank policies can have  differently depending on  demand shock prices are totally
different effects in the how much time has gone  process givesus  stuck right after a
short run (when prices by since a demand shock  much better insight shock, but become

don't change much) hit. than using different fully flexible in the
compared to the long run models for the short long run.

(when prices can adjust run and long run.

freely).

3) Which of the following combinations is plausible, as it relates to a nation’s balance of payments?

A) Current account=  B) Current account= ) Current account= D) Current account =
+$30 billion; capital ~ +$10 billion; capital ~ +$50 billion; capital ~ +$40 billion; capital
account = —$20 billion; account = +$40 billion; account =—$20 billion; account = —$10 billion;
financial account = financial account = [inancial account = financial account =
—$10 billion. +$50 billion. +$30 billion. —$50 billion.

4) Looking at the diagram showing a non-collusive oligopolist. We assume that the firm is initially in
equilibrium at point E, where the equilibrium price and quantity are P and Q. If the firm’s rivals will
match any price increase but ignore any price reduction, the firm’s marginal revenue curve will be
(reading from left to right)
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Dollars

Quantity of Coffee

g MR,
0 @ \WMR,
Quantity
AYyMRIbBMRI. B) MR2abMR]1. C) MR2aMR2. D) MR1baMR2.

5) The graph shows part of a consumer’s indifference map for units of coffee and tea, where I and I
represent indifference curves. Suppose this consumer’s budget line passes through points B and C.
Based on this information, what can we conclude about what combination this consumer will choose?

h

o Quantity of Tea
B) This consumer will be
unable to maximize their
utility, regardless of which

A) The consumer is
indifferent between
points B and C, and

goods that soon become
affordable to everyone
else because of
economies of scale.

size of the national
meome.

could therefore choose combination they choose.  or F. preferred to point B.
either one.

6} The basic argument for income inequality is that
A) the rich buy luxury  B) inequality C) income D) the very rich establish

undermines incentives inequality is

and tends to reduce the essential to
maintain incentives society to emulate.

to produce.

7) A city uses 30 megawatts of electricity during off-peak hours and 50 megawatts during peak times. Up
until now, the city has been buying power from an outside company, but it has decided to build its own
power plants to cover all of its electricity needs. The city can build one or more plants, choosing from
three options: coal, natural gas, or hydroelectric. The costs for each type are shown in the table.

Assuming the city’s electricity demand stays the same for the foreseeable future, what
combination of plants should it build to minimize the total cost of generating power?

C) The D) The actual consumption
consumer will point is uncertain, but
choose point E combination C would be

consumption patterns that
are desirable for the rest of
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Energy Source Maximum Cost of Building [Operating Cost at 'Operating Cost at
Capacity (per Power Plant (in |One-Half Capacity [Full Capacity (per
plant) millions) (per kwh) lkwh)

Coal 30 Megawatts $ 50 $0.20 $ 0.05
Natuoral Gas 20 Megawatts $ 30 $ 0.30 $0.15
Hydroelectric |10 Megawatts $ 15 $0.50 $0.20

A) two coal- B)two natural gas plants and C) one coal-fired and two D) one coal-fired plant

- fired plants.  one hydroelectric plant. hydroelectric plants. and one natural gas
plant.

8) Amanda buys a ruby for $200 for which she was willing to pay $340. The minimum acceptable price
to the seller, Tony, was $190. Amanda experiences

C) a producer

surplus of $140

and Tony

experiences a

consumer surplus
of $190.

E) a producer
surplus of $200
and Tony
experiences a
consumer surplus
of $140.

D) a consumer
surplus of $140
and Tony
experiences a

consumer surpius
of $150.

B) a consumer
surplus of $540
and Tony
experiences a
producer surplus
of $200.

A) a consumer
surplus of $140
and Tony
experiences a
producer surplus
of $10.

9) Guaranteed contracts for professional athletes may reduce the quality of their performance. This
statement reflects
A) moral hazard. B) a positive externality. C) personal information. D) a negative externality.

10) In comparing a tariff and an import quota, we find that

A) the quota generates B) the tariff generates  C) neither the tariff nor D) the tariff and quota
revenue for the U.S.  revenue for the U.S.  the quota generates  both generate the same
Treasury, but the tariff Treasury, but the quota revenue for the U.S.  amount of revenue for the
does not. does not. Treasury. U.S. Treasury.

11) Suppose that salsa manufacturers sell 4 million bottles at $5 in one year and 3 million bottles at $4.50
in the next year. Based on this information, we can conclude that the

A) quantity demanded  B) quantity supplied () demand for salsa
must have decreased. must have increased.  must have decreased.

D) demand for salsa
must have increased.

12) A profit-maximizing firm operates in purely competitive product and resource markets, with the
resource and production schedules shown in the table.
Workers Total Production
8 440
410
370
320
260
180
110
55
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The product price is $10 per unit and the cost per worker is $540. How many workers will the firm
employ?
A)6 B) 4 C)5 D)7

13) Which of the following statements about the federal funds market since the 2007-2009 financial crisis

1s accurate?

A) The federal funds B) The federal funds  C) Federal funds market D) All of the
market is a highly ~ market is a competitive participants include banks and above are
constrained and market in which supply thrifts, branches of foreign banks, accurate
aggressively and demand determine savings and loan organizations,  statements.
managed market. an cquilibrium price.  securities firms, and agencies of

the federal government.

14) Suppose that a monopolistically competitive firm is currently selling 300 units of output at a price of]
$200 per unit. At 300 units of output, the firm’s marginal revenue is $120, its marginal cost is $90, and
its average total cost is $105. Based on this information,

A) the monopolistis ~ B) the monopolistis ~ C) the monopolistis D) the monopolist is
incurring economic garning economic garning economic incurring economic
losses that could be profits that could be  profits that could be  losses that could be
reduced by lowering  increased by raising  increased by lowering reduced by raising
price and increasing  price and reducing price and increasing  price and reducing
output. output. output. output.

15) At the beginning of the year, one developing country (DVC) has a real income per capita of $4,220. In
a developed country (IAC), the real income per capita is $14,000. Both countries experience a 5 percent
growth rate for the year. At the end of the year, the absolute income gap between these two countries

will have increased from $9,780 to
A) $4,431. B) $14,700. C) $10,269. D) $9,780.

116) The marginal utility of the last unit of movie downloads consumed is 80, and the marginal utility of]
the last unit of music downloads consumed is 10. What set of prices for movie downloads and music
downloads, respectively, would be consistent with consumer equilibrium?

A) $8 and $64 B) $15 and $20 C) $20 and $15 D) $64 and $8

17)If the economy is operating in the relatively steep (upper) portion of its aggregate supply curve, a
reduction in the money supply will

A) reduce the B) reduce the interest C) increase the interest rate D) increase the interest
interest rate and  rate and increase and reduce the price level,  rate and increase
increase the price employment. assuming it is flexible employment.

level. downward.

18) If a monopolist can perfectly price discriminate—charging every customer their maximum willingness

to pay—then which of the following is true?

AYP=MC B} The firm will necessarily C) Marginal cost must equal D) P=MR
for all units mininize its production costs.  average total cost for all units sold. for all units
sold. sold.
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19) Answer the question based on the payoff matrix for a duopoly in which the numbers indicate the profit
in millions of dollars for each firm. Assume that firm B adopts a high-price strategy; firm A maintains

a low-price strategy. Compared to the results from a high-price strategy for both firms, firm B will now
Firnt: A

Migh Price | Low Price
g| A=$280 | A=$325
o
&

m |F B=$250 B=$200
E
K| en-
w1 A=$200 A=$175
&
% B $
e = $325 B=%475

A) gain $75 million in B) lose $25 million in  C) gain $75 millionin D) lose $50 million in
profit and firm A will profit and firm A will  profit and firm A will profit and firm A will
lose $75 million in gain $150 miilionin  lose $50 million in lose §75 million in
profit. profit. profit. profit.

20) Refer to the diagram. In the P; to P2 price range, we can say

Demand
0 T Quantty
A) that consumer purchases B) nothing concerning C) that demandis D) that demand is
are relatively insensitiveto  price elasticity of inelastic with respect elastic with respect
price changes. demand, to price. to price.

21) Assume that a 3 percent increase in income across the economy produces a 1 percent decline in the
quantity demanded of Good X. The coefficient of income elasticity of demand for Good X is

A) negative, and B) positive, and C) negative, and D) positive and
therefore X is a normal therefore X is an therefore X is an therefore X is a normal
good. inferior good. inferior good. good.

22) An economy is employing 2 units of capital, 5 units of raw materials, and 8 units of labor to produce
its total output of 640 units. Each unit of capital costs $10; each unit of raw materials, $4; and each unit
of labor, $3. If the per-unit price of raw materials rises from $4 to $8 and all else remains constant, the
per-unit cost of production will rise by about

A} 50 percent. B) 30 percent. C) 40 percent. D) 100 percent.
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23) Marginal cost is calculated as the
A) total cost divided B) change in total C) total variable cost D) change in average
by the quantity of  variable cost divided by ~ divided by the quantity variable cost divided
output. the change in output. of output. by the change in
output.

24) The given equations describe consumption and investment for a private closed economy.

C=80+0.5Y
I=1=55
In this economy, the equilibrium level of income () is
A) 405. B) 270. C)245. . - D) 135.
25) What are the primary effects of cost-push inflation?
A) It raises real output, B) It raises real output C) It reduces real D) It reduces real
increases employment, but redistributes a output but redistributes output, reduces
and redistributes decreased level of real an increased level of  employment, and
income. income. real income. redistributes income.

26) Refer to the accompanying data. Disposable income is

Gross Investment $18
National Income 100
Net Exports 2
Personal Income 85
Personal Consumption Expenditures 70
Saving 5
Government Purchases 20
Net Domestic Product 105
Statistical Discrepancy 0
A) §77. B) $75. C) $73. D) $83.
27) If government uses its stabilization policies to maintain full employment under conditions of cost-push
inflation, ‘
A) a deflationary spiral is B) even higher inflation C) the Phillips Curve is D) stagflation is
likely to occur. is likely to occur. likely to shift inward.  likely to occur.

28) “Since what one industry produces often becomes the raw material for another, if just one industry
failed to meet its production target under the central plan, it set off a chain reaction that hurt production
across the board.” This quotation best identifies the

A) incentive B) self-sufficiency C) resource overcommitment D) coordination
problem under dilemma under problem under communism. problem under central
central planning.  communism. planning.

29) Which of the following is one of the simplifying assumptions made in constructing a production

possibilities curve?
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A) A wide B) Resources are fully C) Quantities of available D) The state of
variety of employed and are used in  resources in the economy vary technology is
products are least-cost methods of as we move from one point on constantly
produced. production. the curve to another. changing.

30) If the price index rises from 100 to 120, the purchasing power value of the dollar

A) will rise by 20 B) will rise by one- C) will fall by one- D) may either rise or
percent. sixth. sixth. fall.

31} A firm decides to make a $20 million expenditure on research and development that will create a new
product. This product is expected to generate a one-time increase in the firm’s revenues by a total of!
$40 million a year later. The firm also estimates that the production cost of the new product will be $18
million, also realized one year after the initial R&D expenditure. What is the expected rate of return on
this research and development expenditure?

A} 11.1 percent. B) 10 percent. C) 5 percent. D) 20 percent.
32) A given reduction in government spending will dampen demand-pull inflation by a greater amount
when the
A) unemployment rate B) economy’s () economy’s aggregate D) economy’s aggregate
is high. MPS is large. supply curve is flat. supply curve is steep.
33) Which of the following adverse supply shocks contributed to the stagflation in the mid-1970s?
A) The U.S. Department of B) A greatly C) A decrease in D) An appreciating
Agriculture making a substantial ~depreciated dollar. tax rates. dollar.
purchase of domestic agricultural
products.

34) Other things equal, a tariff is

A) inferior to an import B) superior to an C) inferior to an import D} superior to an
quota for Americans  import quota for quota for Americans import quota for
because a tariff Americans because a  because a tariff generates Americans because a
increases the profits of tariff generates revenue revenue for the U.S. tariff increases the
domestic producers. for the U.S. Treasury. Treasury. profits of foreign

‘ producers.

35) Refer to the table, in which the values for columns (2) through (5) are in acres. Positive land rent will
occur if the relevant columns are

(1) (2) Quantity | (3) Quantity | (4) Quantity | (5) Quantity
Land Rent Supplied Demanded Demanded Demanded
$ 400 60 40 30 | 10
300 60 50 40 20
200 60 60 50 30
100 60 70 6(} 40
0 60 80 70 50
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A)(1), (2),and #)and  B)(1),(2),and 3)and  C) (1), (2),and D) (1), (2), and (3) and
(1), (2), and (5). (1}, (2), and (5). (3) only. (1), (2), and (4).

36)If a purely competitive constant-cost industry is realizing economic profits, we can expect industry

supply to
A) increase, output to  B) increase, output to  C) increase, output to D) decrease, output to
rise, price to rise, and  fall, price to fall, and  rise, price to fall, and  fall, price to rise, and
profits to fall. profits to fall. profits to fall. profits to falt.

37) A company gives each employee a fixed budget to choose their own insurance benefits. Mary, who has
five kids with dental problems, chooses the dental insurance plan. This is an example of the

A) principal-agent B) free-rider C) adverse selection D) moral hazard
problem. problem. problem. problem.

38) Which of the following is not a reason for the stability of the consumption and saving schedules?

A) Major tax B) Consumption— C) Changes inthe non- D) Consumption-saving
changes occur so saving decisions are income determinants of  decisions are strongly
frequently their influenced by the consumption and saving influenced by long-term
effect on need to save for frequently work in considerations such as
consumption and  retirement. opposite directions and  saving to meet
saving is mitigated. therefore may be self- emergencies.

canceling.

39) The equations for the demand and supply curves for a particular product are =10 — 0.4Q and P =2
+0.40, where P is price and Q is quantity expressed in units of 100. After an excise tax is imposed on
- the product, the supply equation is £ =3 + 0.40Q. The excise tax on each unit of the product
A)is $3. B)is$1. C) cannot be determined with the information given. D)is $2.

40) A horizontal Security Market Line would imply that investors

A) view all B) greatly dislike risk and C) prefer D) are unconcerned about risk and
financial assets as  must be compensated for assets with require no additional
equally risky. it greater risk.  compensation for risk.

Ao EiM BAE 05 204 (THRXEEET HALERELES)

Part A: Behavioral Economics (10%)
Fill in each blank with the appropriate term or concept. (2 points each)
1. According to “Prospect Theory”, people feel the pain of losing $100 more strongly than the pleasure
of gaining $100. This asymmetry 1s known as
2. When people spend a $1,000 bonus more freely than §1, OOO from their regular salary, even though
money is fungible, they are engaging in
3. The phenomenon where people value an object more hlghiy simply because they own it is called
the effect.
4, When investors believe they can beat the market because they overestimate their own abilities and
knowledge, they are exhibiting .
5. After seeing news coverage of a plane crash, people tend to overestimate the likelihood of dying in

a flight. This is an example of the heuristic.
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1.

2.

3.

Part B: Public Goods and Externalities (10%)
Fill in each blank with the appropriate term or concept. (2 points each)

A swimming pool that charges admission but can become overcrowded during peak hours is an

example of a good.

The tendency for individuals to benefit from a public good without contributing to its cost is known

as the problem.

According to the theorem, private bargaining can achieve an efficient outcome when

property rights are clear and transaction costs are zero.

When too many fishermen catch fish from the same ocean and the fish population declines, this

problem is called the :

Because people can enjoy national defense without paying for it, the private market will
this type of good relative to the socially optimal level.
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