Principles of Microeconomics

Sample Final Examination

(Based on material in Chapters 1- 16)

Part A:
Multiple Choice Questions (30 questions @ 1 mark each = 30 Marks)

1.       When economists say there is no such thing as a free lunch, they mean that

1. we must pay money for everything we get.

1. it is against the law to accept goods or services without paying for them.

1. the more lunch a person eats the more weight the person will gain.

1. each day we decide to eat lunch is another day we must pay out money.

1. every choice we make involves a tradeoff.

2. 
Sonja is the sole owner of Words.com, providing translation services via the internet, where she earns an annual salary of $50,000 plus the potential for future profits. She is considering an offer for a top management position with another internet firm at a salary of $75,000 per year, but without profit sharing. 

A. She should accept the management position because she would earn more income with the other firm.

B. She should refuse the management position because, despite the higher salary, the future profits from her current business will be greater.

C. A cost-benefit analysis of her decision to retain her current position should include an opportunity cost of $75,000.

D. A cost-benefit analysis of her decision to retain her current position should not include an opportunity cost of $75,000 because her current salary plus future profits could be greater than the salary offered by the other firm.

E. A cost-benefit analysis of her decision to retain her current position should include an average cost of $75,000.

3.
Production possibilities curves are downward sloping, reflecting the principle of

A. scarcity.

B. comparative advantage.

C. increasing opportunity cost.

D. absolute advantage.

E. decreasing opportunity cost.

4.
The opportunity for a small nation to trade with an economic superpower will increase the consumption possibilities for the

A. small nation and the economic superpower.

B. small nation only.

C. economic superpower only.

D. economic superpower, but will decrease the consumption possibilities for the small nation.

E. small nation, but will decrease the consumption possibilities for the economic superpower.

5.
Minimum wage laws in Canada are a specific example of:

A. excess supply.

B. price ceilings. 

C. a price floor.

D. an equilibrium price.

E. a substitute.

6.
Suppose the demand curve for coffee is P = 10 – 2×Q and P is given as $6.  Calculate the absolute value of the price elasticity of demand at the $6 price.

A. 6.0

B. 1.5 

C. 1.0

D. 0.66

E. 0.16

7.
If the demand curve for espresso is P = 20 – 5×Q, what are total revenues when P = $5?

A. $15

B. $25

C. $30

D. $35

E. $50

8.
A profit-maximizing, perfectly-competitive firm must decide

A. only what price to charge, taking output as fixed.

B. both what price to charge and how much to produce.

C. only how much to produce, taking price as fixed.

D. only which industry to join, taking price and output as fixed.

E. only how much revenue it wishes to collect.

9. 
When a firm’s marginal product is rising,

A. marginal costs are rising.

B. marginal costs are constant

C. marginal costs are falling.

D. average variable costs are rising.

E. average total costs are rising.

10. 
Which of the following statements expresses the justification for making efficiency an important goal of economic interaction?

A. Efficiency gives the poor an incentive to improve their economic status.

B. Since consensus on what is a fair distribution of goods is impossible, efficiency is the next best goal.

C. People are not really concerned about the problems of the poor.

D. It is too difficult to pursue more than one goal at a time.

E. Efficiency maximizes total economics surplus and thereby allows other goals to be more fully achieved.

11. 
Given the relationship between the price elasticity of demand and the deadweight loss of a per-unit tax, it is best to tax items that

A. only the rich can afford.

B. are expensive.

C. have few substitutes.

D. are luxuries.

E. have many substitutes.

12. 
The reason economic profit is driven to zero by competition but economic rent is not stems from

A. an inability to produce more of the input earning the rent.

B. barriers to entry.

C. lack of antitrust legislation for input markets.

D. a failure of the invisible hand.

E. inefficient allocation of inputs.

13. 
The presence of constant returns to scale over a significant portion of output means that 

A. only identical firms can simultaneously earn normal profits.

B. only identical firms can simultaneously earn positive profits.

C. firms of different sizes can simultaneously earn normal profits.

D. firms of different sizes can simultaneously earn positive economic profits.

E. No firms can earn normal profits.

14. 
The perfectly competitive firm finds that price __________ marginal revenue while a monopolist finds that price __________ marginal revenue.

A. equals; equals

B. is greater than; equals

C. equals; is greater than

D. is less than; equals

E. equals; is less than

15. 
The nature of the social loss from monopoly is that

A. the marginal costs of the last unit the monopolist produces is greater than the marginal benefit.

B. the marginal benefit of the last unit the monopolist produces is greater than the marginal cost.

C. through the use of his market power, the monopolist can force consumers to pay higher prices.

D. the monopolist produces too much output.

E. the monopolist earns huge profits at the expense of the consumer, who has few alternatives.

16. 
The reason a monopolist has an incentive to price discriminate is because 

A. some consumers who are unwilling to pay the uniform monopoly price are willing to pay more than the marginal cost.

B. it can always use its market power to charge different price.
C. its marginal costs will be lower when it price discriminates.

D. it causes demand to become more inelastic.

E. some consumers, who are willing to pay the uniform monopoly price, are unwilling to pay more than the marginal costs.

17. 
A Nash equilibrium must result in 

A. both players being made better off.

B. both players being made worse off.

C. one payer being worse off and one being better off.

D. dominate strategies for both players.

E. neither player wishing to change his or her strategy.

18. 
The prisoner’s dilemma refers to games

A. involving criminals.

B. without dominant strategies.

C. without a Nash equilibrium.

D. with one dominant strategy.

E. where the playing of dominant strategies leads to a less-desirable equilibrium.

19. 
If an unregulated activity produces a negative externality, one can infer that

A. the equilibrium price is greater than the socially optimal price.

B. the demand for the activity is greater than the socially optimal demand.

C. the equilibrium quantity is greater than the socially optimal quantity.

D. the equilibrium quantity is less than the socially optimal quantity.

E. the supply of the activity is less than the socially optimal supply.

20. 
A resource that has private property rights is 

A. owned by everyone.

B. one that benefits no one.

C. used efficiently.

D. overutilized.

E. underutilized.

21.
Which of the following is an example of a governmental solution to an external benefit?

A. Requiring autos to meet minimum emissions regulation.

B. Building safety requirements for office buildings.

C. Regulation of food additives.

D. Public service ads encouraging exercise and good nutrition.

E. Public service ads discouraging smoking.

22. 
In a world of incomplete information, sales agents and other intermediaries

A. enjoy the benefits at the expense of others who do the real work.

B. ought to be avoided at all costs.

C. prefer to do business with companies rather than individuals.

D. accept a reduction in pay in exchange for lower hours.

E. add genuine economic value.

23. 
Mick is applying for a job and has provided his potential employer with his resume and references.  This is an example of 

A. symmetric information.

B. asymmetric information, with the employer having more information than Mick.

C. asymmetric information, with Mick having more information than the employer.

D. asymmetric information, with Mick knowing more about some things and the employer knowing more about other things.

E. parallel information.

24. 
If the value of the marginal product of the last worker hired is $10 and the wage rate is $12, then the firm

A. is experiencing an economic loss.

B. can do better by reducing employment and output.

C. needs to lower the wage rate.

D. needs to expand production.

E. is earning an economic profit.

25. 
An employer that practices an arbitrary preference for some group, e.g., males or whites, pays for his prejudice by 

A. charging a higher price.

B. producing less.

C. receiving lower profits.

D. cutting costs in other areas.

E. doing nothing; there is no cost to his discrimination.

26. 
Compared to an across-the-board reduction, taxing pollution emissions has the advantage of 

A. eliminating the need for enforcement.

B. raising tax revenue

C. concentrating the reduction in pollution among the firms that can do so at the lowest cost.

D. eliminating the need for government research into pollution-reduction technology.

E. reducing emission to nearly zero.

27. 
Supplier-induced demand in the health care sector is caused by

A. gate-keepers.

B. catastrophic health expenses.

C. higher administrative overhead.

D. informational asymmetry.

E. adverse selection.

28. 
In general,

A. government must always provide pure public goods.

B. government is best able to provide all public goods, pure and otherwise.

C. government should only provide public goods when private solutions fail and the benefits exceed the costs.

D. the benefits of public goods will necessarily be less than the costs so government must be relied upon to provide them.

E. the lack of a profit motive means government-provided public goods will be wasteful.

29. 
The primary factor that limits the ability of private firms to supply public goods is

A. the nonrival characteristic of public goods.

B. the lack of well-defined demand.

C. custom and tradition.

D. the nonexcludable characteristic of public goods.

E. diseconomies of scale.

30. 
The existence of poverty can reduce the size of the economic pie because 

A. of the progressive nature of income taxes.

B. the quality of the work force is reduced through a lack of investment in human capital.

C. of welfare transfers to the poor.

D. the effort expended on the administration of welfare programs is unproductive.

E. the poor do not save.

Part B:
Short-Answer Questions (50 Marks)

Answer FIVE of the following seven questions (10 marks each)

B1.
 SEQ CHAPTER \h \r 1Rational Spending Rule

David has two leisure activities – riding his new Triumph “Bonneville” motorcycle and growing award-winning orchids.  David estimates that an hour’s worth of riding his motorcycle costs him $15 while an hour’s worth of orchid growing costs him $5.  His marginal utilities spent on these two activities (measured in hours per month) are given in the following table:

	
Hours Per Month
	Marginal Utility of Motorcycle Riding
	Marginal Utility of 
Orchid Growing

	1
	2,250
	500

	2
	1,950
	475

	3
	1,650
	450

	4
	1,500
	425

	5
	1,200
	400

	6
	1,050
	375

	7
	900
	350

	8
	750
	325

	9
	600
	300

	10
	450
	275


(a) Assume David spends $100.00 per month on these two activities, “consuming” them in full hours only.  How many hours/month will he ride his motorcycle?  How many hours/month will he grow orchids?  Explain your answer.

(b) Suppose now that the price of motorcycle riding doubles to $30 per hour.  How many hours/month will he ride his motorcycle?  How many hours/month will he grow orchids?  Explain your answer.

(c) Sketch a demand curve showing David’s demand for riding his motorcycle based on your answers to (a) and (b).  You can assume that the demand curve is linear.  Be certain to clearly label your graph.

B2.
 SEQ CHAPTER \h \r 1Relationship between Productivity and Costs

 SEQ CHAPTER \h \r 1Foothills Refrigerators assembles refrigerators for retail sales and pays all their workers $10 per hour and incur $500 of fixed costs per week.  The following table indicates their weekly production function using labour as their only variable input:

	Labour (L)
	Output(Q)

	0
	0

	2
	10

	4
	18

	6
	24

	8
	28


(a) Using the above information, create a table and calculate the marginal product (MP) average product (AP), total cost (TC), and marginal cost (MC).

(b) Graph the marginal product (MP) and the average product (AP) on one graph.

(c) Do we observe increasing, constant, diminishing returns to labour or some combination of the three?  Explain.
B3.
Perfectly Competitive Markets.

 SEQ CHAPTER \h \r 1Given the following information about a firm under perfect competition:

	Q
	TC

	0
	50

	10
	125

	12
	135

	14
	140

	16
	150

	17
	160

	18
	175

	20
	215


(a) Calculate the firm’s MC, ATC, AFC, and AVC, for the given levels of output. 

(b) If the price of the product is $20, at what output will the firm maximize its profits?

(c) Calculate the profits at the above profit-maximizing output? 

(d) At what price should the firm shut down operations in the short run? 

B4.
 SEQ CHAPTER \h \r 1Taxes and Efficiency
The demand and supply functions of a good are given as:






P = 50 - 2QD 








P = 25 + 0.5QS 


where 
  
   P = price;




QD = quantity demanded; and




QS = quantity supplied.

(a) Calculate the equilibrium price and quantity.  

(b) Suppose the government decides to impose a $5 tax/unit on the suppliers.  What will be the new equilibrium price paid by consumers? Received by suppliers? 

(c) Sketch the graph illustrating both the original equilibrium and the new equilibrium.

(d) Calculate the dollar value of the deadweight loss caused by this tax. [Recall that the area of a triangle is ½ the height x base!]  Shade in this area in your graph.

B5.
Monopoly

 SEQ CHAPTER \h \r 1The Spoiled Bats are the only professional baseball team within several hundred kilometres.  The marginal cost of admitting another fan is $1.  Fixed costs, which include players’ salaries, are $100,000.  The linear demand curve is given by:

P = 10 – 0.00002Q 

where 
  P = price of admittance, and 

 Q = attendance at the games.

The following schedule identifies some points on this curve:

	Price
	Quantity
	Revenue
	Marginal Revenue

	$8
	100,000
	_________ SEQ CHAPTER \h \r 1
	

	
	
	
	_________                    

	7
	150,000
	_________                    
	

	
	
	
	_________                    

	6
	200,000
	_________                    
	

	
	
	
	_________                    

	5
	250,000
	_________                    
	

	
	
	
	_________                    

	4
	300,000
	_________                    
	

	
	
	
	_________                    

	3
	350,000
	_________                    
	

	
	
	
	_________                    

	2
	400,000
	_________                    
	


(a) Fill in the table.

(b) Find the profit-maximizing quantity and price.

(c) Calculate Spoiled Bat’s costs and profits at this price

(d) Suppose that the players win the right to negotiate with any team and the increase in salaries raises fixed costs to $150,000.  What is Spoiled Bat’s profit maximizing price and quantity, and how much profit does the team earn?

B6.
Labour Markets

Write a brief essay explaining why different people earn different salaries.

B7.
Labour Markets

Write a brief essay explaining the role of the “government” in modern society.
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