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1. The definition of opportunity cost of an item or ticket or property


A.  How much money and time you gave up in order to acquire the item originally


B.  How much money it cost?


C. How much money you would get and time you could used elsewhere, etc, if you could sell or rent it instead of using it yourself?


D. The suggested manufactures retail price?


E. The difference between what you paid for it and the amount you could sell it for today.

2. Which of the statements about the market price are (is) false?


A. If the market prices too high, too much is produced.  


B  If the market price is too low, quantity demanded is greater than the quantity supplied.


C. If the market-clearing price is reached, buyers will complain that the price is too high and the 


sellers will complain price is too low. 


 D. At the market clearing price the quantity demanded is equal to the quantity supplied.

3.  Here are four responses to a doubling of wages relative to capital and land in producing rice. Which are true if  
that the firm is producing 100 units at the cost minimizing combination of L and K before the wage increase and 
need to continue to produce 100 units to fulfill a contract.


A. Substitute capital for labor so that costs will actually fall.


B. They use less labor, more capital, but costs will still rise but by less
     than if they used the same amount of labor and capital as before.


C. Use the same amount of labor and capital, and just let costs rise


D. The switch to capital when the cost of labor goes up.


4. Show the new Isoquant line on the graph with an isocost line of $200.


   How many units could they produce with $200 with of inputs and the new higher price of labor.

5. Economies is of scale producing a product.  Which is (are)True (T) and false (F) ?


a.  If you double the inputs in these industries, you more than double the output.


b. The average costs of production will always fall as long as there are economies of scale for the firm.


c. It is the result of spreading fixed costs over more and more units of output, reducing average costs.


f. The economies of scale can cause a firm to grow until it becomes an imperfect competitor because the average costs continue to fall permitting the firm to offer lower and lower prices to drive out the competitors.


g. It Give a large economic advantage to be the first firm entering this industry.


h. Could result from the Adam Smith’s division of labor. 


i. The average costs of production will rise because is also means doubling of fixed costs.

How can economist make a statement that in perfect competition, the marginal product MPPL at hired by any firm( or (  producing a homogeneous product such as sugar sold at the same price by all firms everywhere is equal to the MPPL  of the last worker hired by any other sugar producer provided all the wages “w” of sugar workers were the same.   

Prove with either graphs or equations.  The first marginal product curve is give:  Remember MRP = MPP x P of product, marginal factor cost here just = the wage “w”.






The social cost of producing more than the quantity needed for simple market clearing equilibrium such as results with a price support policy where the government pays the difference between the support price and price at which the production is sold.

(Check off the best  two correct answers = 4 pts)


A.   more people will be able to buy at the lower price so that society real income goes up. .


B.   excess supply will drive the price  down and make it affordable to the poor people.


C    social surplus because buyer are getting a low price and seller getting a high price


D    exists even if sold at a low price because society uses more resources to produce the goods than people were willing to 
                 pay for those extra units.

E.   deadweight loss because at that higher output point, MSC>MSB.


Problem 2A Competition


These are the industry long-run revenue

and cost curves for producing milk on dairy

farms.  Initially, this is a perfectly competitive

industry with hundreds of farmers.

2.1 What is the equilibrium price and quantity in 

this industry .


P =  $_________                Q = ________liter.


2.2 What is the marginal benefit to society of having

one more liter of milk at equilibrium? MB = _______

2.3 What is the marginal cost to society of producing one more liter of milk at equilibrium? MC=_______
2.4 If the demand curve shifts outward, what will be the long-run price? _______
Problem 2 B And Monopoly

Dairy Farmers Association (DFA) a monopoly

Dairy farms have grown to be very large in size because of economies of scale in milking machines and transport

The few remaining dairy farmers get together to form the Dairy Farmers Association and meet secretly to set the price of milk to maximize net income of its 40 members. (MR = MC->Q)


2.5 What quantity will the DFA trade association “recommend” to its members to produce and at what price?  How much will DFA as whole sell? 


P= _______   Q=_______

2.6 What are the DFA’s total revenues $________?  Total costs $_______.   Total economic profit $_______.

2.7  What is the marginal benefit now to society of having one more liter of milk at the new monopoly price and quantity? . MB = $_____   
And marginal costs to society of producing one more liter of milk.   MC = ______

2.8  Show by shading in the diagram the loss in social welfare (the deadweight loss to society) from centralization of the milk industry.    

2.9  Now calculate the deadweight loss = $_________
Problem 3  Monopoly
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VIP Questions 14 points

Use these long run supply and demand curves about 
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Cable Maxa to answer these questions.


2 pts.   ____3.1 CableMine, your local cable company 

         has the only local franchise. It is best described as:



a.

perfect competitor 

   

b. 
monopolistic competitor



c. 
oligopolist



d. 
natural monopoly   

2 pts.
 3.2 If the owner of CableMine, could set its own number of  

   customers and monthly price levels, it would choose to 

    maximize economic profit.

_____ number of customers (based on marginal cost to add)
_____ monthly price 

4 pts.     3.3.  Shade and label the rectangles on the graph and write below



the total revenue her company would earn if not regulated



her total costs



and her economic profit, if any, when unregulated.

2 pts.     3.4.   What are socially most efficient output level and price. with Q* and P* for CableMine. Hint: P=MSB=MSC

_____socially most efficient output level 

_____socially most efficient price
2 pts.     3.5.  Shade in the deadweight loss to society caused by CableMine’s profit maximizing (rent seeking behavior).  

2 pts.     3.6  Even though CableMine is a good corporate citizen and supports local charities, explain in a paragraph and with the above graph, why, nevertheless, there is a deadweight loss to society        Explanation:

2 pts.       3.7.  If CableMine was regulated to allow only a normal rate of return of capital, then the lowest regulated price (ceiling) that should be imposed on Maxa’s firm (measured along the vertical axis) would be about_______.

3.8. Evaluate the new regulated price in term of economic efficiency.  Is there any new type of deadweight loss associated with the new price and quantity. Why.  Show.+ 4 pt.

3.9. If Verizland put up all new fiber optic cable to all  its customers, and the internet and satellites start offering similar services as Cablevision.  Which of the following statements are true?

_____ 1. The price will go up

_____ 2. The price will go down

_____ 3. The public utility commission has much less need to regulate prices

_____ 4. The demand curve will shift inward and become more horizontal.

Problem 1  Shifts in supply and demand curves 

8 pt    . Assume you are a commodity analyst in a Wall Street firm.  Your job is to predict what will happen to the price and production and demand for corn (a grain) in the USA.  Corn is used: 1) for feed (fodder) for cattle and pigs,  2) to make corn syrup, an important sweetener substitute for sugar, and 3) to make corn oil, one of several vegetable oils used for cooking and baking.  It is grown throughout the USA, but primarily in the Midwest along with wheat, soybeans, and other grains.  It requires adequate rain, fertilizers, herbicides, tractors and special hybrid seeds to maximize yields per acre. 

a. Illustrate the impact of the following events on the corn market by showing a new supply or a demand curve.

b. Indicate with up and down arrows, (and (, (or “0” for no change) what happens to the equilibrium price and quantity of corn.

c. Explain the reason (price of a substitute changes, higher or lower costs, etc.). (1 pt each).   

Remember, this is the market for corn

 

	World Commission on Global warming forbids the use of any fuels in internal combustion engines including biofuels such as ethanol 
	The price of an Ipod download falls from .50 to .05.
	
	It rains all summer in the mid-west washing away fields and causing flooding.
	Cold Spring Harbor Labs breeds a new hybrid corn seed that has more protein and less sugar and oil. It is healthier 


P______ Q______
P______ Q______
P______ Q______ 
P______ Q_____

	Because


	Because
	Because
	Because


	The price of sugar falls 30% on world markets because of the new rules of the World Commission on Global Warming 
	Restaurant and fast food sales fall due to concerns about trans fats and e coli.
	
	Large areas of corn growing land turn into dust bowls as the water supplies run out.
	
	World oil prices fall sharply lowering the price of petro fertilizers and gasoline.


 

P______ Q______
P______ Q______
P______ Q______ 
P______ Q_____

	Because


	Because
	Because
	Because


Problem 2 

Consider the NY state market for heating oil.  Assume the following demand and supply functions (P =  price in dollars per gallon, Q = millions of gallons/month) for heating oil.


Qd = 50 - 5P (demand)



Qs = -10+ 10P (supply)


2pts 5a.1  Fill in the schedule below for Qs and Qd.

	P
	Q od  
	Q os
	
	new Q 1d

	0
	
	
	
	

	1
	
	
	
	

	2
	
	
	
	

	3
	
	
	
	

	4
	
	
	
	

	5
	
	
	
	

	6
	
	
	
	

	7
	
	
	
	

	8
	
	
	
	

	9
	
	
	
	

	10
	
	
	
	

	12
	
	
	
	



3 pts 5a.2.  Plot neatly and label the dd and ss graphs for Qs and Qd.
On the graph find and label the equilibrium price P*  On the graph find and label the equilibrium quantity with Q*

  4 pts 5a.3.  Find the equilibrium price and quantity algebraically.      Show your work: Write your answers in the boxes:


P* =


Q*=

2 pts 5b.1. The winter turns very cold after a warm fall despite global warming because the Gulf Stream moved 500 miles east.  Homeowners and industry buy much more heating oil -per month at each and every price. They buy  60 million more gallons per month.  What would happen to the equilibrium price and quantity of fuel oil delivered in the New York market?  Calculate and show work. 


P* =


Q*= 

Show your work :

1 pts 5b.2.  Show the new curve on the above graph and label the new equilibrium supply and demand. 

Problem 3.  Production Possibility Frontiers


8 pt.   A simple economy produces only two goods, consumer goods (shoes) and capital goods (machinery).  For the production of these goods, it has only three resources, a fixed number of sewing machines for clothing, a fixed number of steel mills for making machinery, and a labor force of 6 persons (six) which can work in either industry. The table below indicates the combinations of clothing and machinery that it can produce daily when various quantities of labor are used with the specialized resources.

	 L in Clothing
	0
	1
	2
	3
	4
	5
	6
	7

	Clothing
	0
	50
	90
	120
	140
	150
	155
	155

	20% increase
	
	
	
	
	
	
	
	


	L in Machinery
	0
	1
	2
	3
	4
	5
	6
	7

	Machinery
	0
	30
	55
	75
	90
	100
	105
	105


3 pt   Given this production possibility frontier showing the eco-

            nomic relationship between the output of these two products that can be produced by six workers 





a.  Given that they are on their production possibility frontier at point A and are producing exactly 55 units of machinery, what is the opportunity cost of obtaining 20 more units of machinery? 1 pt.
            b. If they are producing 55 units of machinery and only
 90 of clothing, what is the society’s opportunity cost of obtaining 20 more units of machinery? 1 pt  .

c. Explain your answer .

d.. If they are producing 30 units of machinery and 150 units of clothing, how much does it cost society to obtain 25 more units of machinery.___________.  Now if they were producing 75 units of machinery  and 120 units of clothing, what is society’s opportunity cost of obtaining another 25 units of machinery?___________
c. Explain the fact that it cost society more to get the another 25 units of machinery when they were already producing 75 units of machinery than when they were only producing 30 units.  What is this law called and what are some of the reasons for it.  .


d. If a new technology is developed for producing clothing that increases the productivity of labor only in the clothing industry by 20 percent, show & label the new production possibility frontier on your graph. 1 pt

e.   If a vicious strain of avian influenza struck this labor force and 2 persons in the labor force died, show and label the new production possibility frontier on your graph starting with the original PPF. 1 pt.

Problem 4 Extra Credit
The Winery Problem to illustrate The Demand for inputs (14 pts )
Le Bon Gout Vineyards in Chile, which 

is owned by a nasty landlord who only interest is 

his maximizing his version economic profit competing in

 perfectly   competitive labor and wine markets. 

He owns his land, some better land, some worse land is not always used for grape because of poor productivity.


To the right are the average revenue product and 

marginal  revenue product curves for labor picking

grapes in Le Bon Gout Vineyards. In dollars.


.  The wage is $10 per worker.


7.1 
How much labor will the landlord hire to 



pick grapes to maximize his profit. 2 pts.____
7.2 At the profit maximizing amount of L, calculate his total revenues  (TR = P*L) =_________ (where P = Average 
Revenue product) total costs (TC=wage (AVC)*L) ________ and economic profit  =(ARP-Wage)*L ________.  

7.3 Show the total revenues as a  rectangle using a heavy dark line.  


7.4    Shade and label his total labor costs             and the total economic profit            that he is earning (net income 
left after paying labor). 2 pts.

7. 5   Why won’t he hire more 10 more laborers ?

Calculate and explain and illustrate/explain in terms of impact on economic profit.) 2 pts.
7.6    Why won’t  he hire 10 fewer laborers?  

Calculate and explain and illustrate/explain in terms of impact on economic profit. 2 pts.

If the wage fell to $5 dollars, how many  workers will be hired. ______ 4 pts. Show on graph, caluculate approximate revenue _______, approximae costs____ approximate profit._____ 
What would he lose if he still just hired  the same amount of laborers as before the wages fell. Caculate_______.

If the wage rose to $20 dollars, how many  workers will be hired. 2 pts. Show on graph.) 1 pt

  Going back to the original questions (10.1-10.5), if the price of grapes rose to $2/pound, how many  workers will now be 
hired by this profit maximizing landlord.. 2 pts. 

Sketch in new MRP and ARP curves on graph.) where you can.  Rember MRP  = MPPL * Price of Output 1 pt

This landlord is not actually earning economic profit.  What is he actually earning ubove the normal rate of 
return on is capital and land and labor.  Explain  )think Ricardo)

Problem 5  Externalities, Excise Taxes and Efficient Prices  Extra Credit

The market demand for gasoline is Qd=21,000 - 40Pb  where  Pb is the price paid by the buyer in cents per gallon.

The market supply of gasoline is Qs = - 3000+60Ps where  Ps is the price received by the seller in cents per gallon.


The original equilibrium price in cents and quantity in millions of gallons per day before any addition taxes  
  150 =Ps = Pb (no tax)

6000 = Qs= Qd
These are the the original S & D curves on the graph to the right

Dealing with externalities,

The Environmental Protection Agency is concerned about the external costs of driving on the environmental (pollution from the engine.) which costs smog and global warming.

Researchers estimate the external costs are about $1.00/gallon (100 cents per gallon).  

Draw8.1 Sketch in the total social cost curve (SMC) from driving which would reflect the actual cost to society.

8.2 Describe the loss to society.  Do we consume too much or too little.

8.3 Identify the optimal price and quantity of gasoline consumption from the viewpoint of society.

_______Optimal price

_______Optimal quantity

8.4 Show on graph and shade in the loss on the graph incurred by society. 
The concerned Congress vote to impose an excise tax on the sellers of 100 cents per gallon of gasoline.

8.5.  Calculate the new equilibrium price to the buyer (Pb) and to the seller (Ps) and equilibrium quantity after this tax is imposed. Show your algebraic solution. Hint:  Ps + tax = Pb. 

 Ps = _______,     Pb=_________,       Q= __________

Draw8.6 Plot the new supply curve (including the tax). Hint: You may have already plotted it in an earlier part of the question
________8.8.  How much of the tax is paid by drivers.

_______8.9..  How much of the tax is paid by the oil companies.

8.6.  Explain the fact that the consumers paid part of the tax even though the tax was imposed on the seller.

8.8  Explain in what sense is this a socially efficient price?

Problem 6 Public Goods

Consider a simple demand curve for Microsoft’s XP operating system  which has ZERO marginal costs for downloading and installing in PCs.   Q= 100-2P.   The MR curve is MR= 50-Q.

1. Plot the demand and marginal revenue curves.

2,  What price would Microsoft charge to maximize profits.

3.  What is the profit, the consumer surplus and the

 deadweight lost from monopoly pricing.  SHOW.

4. What, in static analysis, is the socially optimal price given the fact that downloads cost zero extra real resources to society.

5, What is the problem with this price in the long run (dynamic analysis) and innovation



29 One of the following statements about oligopolies is NOT TRUE


a. Oligopolies can produce either homogeneous products (aluminum) or closely related differentiated products (cars) 


b. Oligopolists decision-makers usually know the pricing and output behavior of their competitors.


c. The kinked demand curve of some oligopolists assumes that competitors won’t raise prices if they raise their own prices but will cut prices to meet any price cuts.


d. Oligopolies have a great incentive to form cartels and behave like a monopolies.


e. The price of the oligopolist is above the marginal cost. 



30. The popularity of restaurants and shopping in center Flushing grows rapidly.  Who will benefit most?

a. 
the restaurant owners who lease buildings for their restaurants.

   
b. 
the restaurant workers working in these restaurants because wages go up.


c. 
the owner of the buildings and land on which the restaurants and shops are located because rents rise.


d. 
the customers because prices will fall from competition.


e. 
the suppliers of food to the restaurants. 

In Problem 2, How much would a “rent-seeking trade association” be willing to spend (lobbying, etc.) in order to be granted the right to represent milk producers and to set “fair” prices? $_________

	0.  Anwer not on this table.
	1.   total revenue greater than total variable costs

	A1.  The “non differens est” concept
	2.   normal profits

	A2.  The “ex post ergo propter hoc” concept
	3.   economic profits

	A3.  The “ceteris paribus” concept
	4.   enough to cover sunk cost plus all current costs

	A4.  The “whole is bigger then the parts” concept.
	11.  excess supply requiring the government to buy the surplus

	B1.  will be paid entirely by the firms
	

	B2.   will be paid partly by smoker and party by firm
	

	B3.   should all be paid by the firm producing cigarettes
	

	B4.   will all be shifted to the smoker in higher prices
	

	
	



F.  The increase in total revenue from an increase in sales of one unit ((TR/(Q) is called ________


H.  Every  firm in an perfectly competitive market faces ______ even if the industry demand curve is very inelastic.

____  J.  The supply curve of a competitive small industry, such as tomato farming with no barriers to entry, well-known    technologies,  no unique factors of production and no economies of scale to the firm will probably have a ______


G.  An industry  with several large producers (relative to market size) who usually have some control over the selling price.


 L.  Many small producers selling slightly different products in a market (pizza) are _____

	A4.  
marginal product
	A9. monopolistic competitors   
	A13   vertical supply industry supply curve

	A5.  marginal revenue
	A10  monopoly
	A14. rising industry supply curve

	A6.  marginal revenue product
	A11. oligopoly
	A15. perfectly elastic (horizontal) supply curve

	A8. horizontal demand curve
	A12. perfect competitors.
	A7. downward sloping demand curve.


____ K.  The slope of a line drawn just tangent to a point on the total cost curve measures_______


M. Rent controls in New York City are a form of a ____________


N.  Costs to society that are not considered by decision-makers in deciding how much to produce or consume are called ___.


O.  Examples of “social or public goods”, which if supplied to one person, can be used/enjoyed by others at nominal cost, are_


P.  Phrase which describes the benefits foregone (lost) by not using scarce resources in the next best alternative use of a resource.


Q.  Three basically different types of real inputs into the economy.


R.   If minimum wages are raised above the equilibrium wage, then in the short run we probably will have___


S.   If the price of A goes up and the demand for B goes up, these two products are _____________


T.   If real income goes up and the demand for a good goes down, we call this good a(n) __________


U.  Primary function of changes in prices in a market system in response to changes in supply & demand is__________ 


  V.  A rule to choose the rate of an activity (such as production or sales)  so as to maximize the net benefits from an activity.
	40. price ceiling
	49. opportunity costs
	57. goods such as public schools and public housing

	41. price support
	50.  socially just price.
	58. television broadcasts & light houses, software, inventions

	42 .complements in consumption or use
	51. market clearing price 
	59. cash, capital paid in (shares of common stock), land 

	43. substitutes in consumption or use
	52. excess supply of labor
	60. land, labor and capital

	44. marginal cost
	53. excess demand of labor
	61. buildings & equipment, residential buildings, inventory

	45.  sunk costs
	54.  an inferior good
	62. up to the point where marginal benefit just = marginal cost of activity

	46.  fixed costs
	55.  a normal good
	63. up to the point where total benefit of activity is maximized.

	47  external cost
	56.  bad good
	64. to create large short-term profits for firms so that they produce more.

	48. private costs
	average variable cost
	65. to ration scarce goods to those willing to pay for them



W.  The amount consumers would be willing to pay above the market price is called ______.


X.  The additional utility from consuming another unit of a good or service ((TU/(Q) is called ________


Y. When sellers charge each buyer a different price, according to their willingness to pay (airlines, theaters), this is called ___


Z.  The additional revenue earned from selling the output of one additional unit of labor.

	71. 
price discrimination
	74. marginal utility
	77. consumer profit
	80. marginal product

	72. 
price ceilings
	75. marginal consumer surplus
	78. consumer surplus
	81. the average revenue product

	73.  
differentiated costing
	76. the opportunity cost
	79   differentiated surplus
	82. marginal revenue product



AA.**   Marginal rate of substitution in consumption of clothing for food by a consumer (= (C/(F ) measures __


BB.**   The tradeoffs (choices) facing the consumer with a given income in the market place are determined by_____


CC.  When the income effect is greater than the substitution effect for wage increases, a wage increase could_____

	91. the slope of the indifference curves
	94. MUclothing/Pclothing
	97.  shift the supply curve of labor outward

	92. ratio of marginal products
	95 . MUfood/Muclothing 
	98. cause the supply curve of labor to bend backward

	93  ratios of prices of goods
	96. MUclothing/MUfood
	99.  increase the supply of labor



EE.  The demand for labor in an industry is___


FF.  If the supply of an input (factor of production) does not change with the price, then this factor is earning _____ 

	B13. derived from demand for its final products
	B16. a competitive rent
	

	B14. a fixed amount called the “lump of labor?
	B17. a pure rent or a pure economic rent
	

	B15. depends on the cost of living
	B18.  monopsony profit
	


II. MULTIPLE CHOICE (1 point each unless otherwise noted) 

Place the correct answer in the space next to the number.  Hint: sketch curves.

*

1. A profit-maximizing monopolist, which is producing where MC is less than MR, should


a. 
increase production.

d. 
produce where price is equal to marginal cost.

   
b. 
reduce price.


e.
lobby for exclusive gov’t franchise to supply his product.


c. 
reduce production

**

2. A monopolist is currently producing at a level of output to maximize profits.  We can conclude that


a. 
he is maximizing total revenue and minimizing total cost.

   
b. 
he has maximized the difference between marginal revenue and marginal cost.


c. 
he is maximizing total revenue and marginal revenue.


d.
he is producing where marginal cost equals price. 


e.

if he produces and sells more, the marginal cost will exceed marginal revenue. 



3.
The market demand curve for pizza is given by Qd = 400 - 25P, where P is the price of pizza in dollars.  If the price of pizza is $10. The consumer surplus is.


a.
 $6 
b. $150

c. $450 

d. $800



4. Based on the firm’s total cost curve shown on the right, their marginal cost is


a. 
upward sloping as output increase.

   
b. 
downward sloping as output increases.


c. 
horizontal.


d. 
horizontal and equal to zero.



5. In the short run, profits in a perfectly competitive industry will be maximized at the output level where 


a. 
price is equal to marginal revenue.

   
b. 
marginal cost is equal to average variable cost (which is when AVC is minimized).


c. 
average total cost is minimized (and is equal to marginal cost).


d. 
marginal cost is equal to price (which is equal to marginal revenue).



6.  Marginal cost can be defined as


a. 
the value of total cost divided by the value of quantity produced.

   
b. 
the change in total variable cost divided by the change in quantity produced


c. 
the change in average total cost divided by the change in quantity produced.


d. 
the change in average variable cost divided by the change in quantity produced.



7. A perfectly competitive firm sells its output for $60 per unit.  Its current output is 1,000 units.  At that level, its marginal cost is $50 and increasing, average variable cost is $35, and average total cost is $60.  To maximize short-run profits, the firm should


a. not change production levels.

c. decrease production


b. increase production.


d. shut down


e. increase price



8. In the short run, a perfectly competitive firm incurring losses should still produce if it can cover its


a. average costs.


d. economic costs.

   
b. variable costs.


e. marginal costs


c. fixed costs.

**

9.
The price of beans rises sharply.  Which of the following cannot be true? (Hint:  sketch S&D curves.)


a. The supply of beans may have decreased with no change in the demand for beans. 

   
b. The demand for beans may have increased with no change in the supply of beans.


c. The demand for beans may have increased with an increase in the quantity supplied of beans.


d. The supply of beans may have increased with an increase in the quantity demanded of beans.


e. The demand for beans may have increased and the supply of beans may have decreased.

**

10.
Which one of the following is false (not true) about elasticity of demand? (Hint: draw different curves)


a. If demand is elastic, a price cut increases total revenue.


b. If demand is unitary elastic, a small price cut does not change total revenue.


c. If demand is absolutely inelastic, a large price increase always increases revenue.


d. If demand is perfectly elastic, a small price cut raises revenue.


e. If demand is inelastic, a price increase reduces revenue.



 11. A product of private industry has large external costs, either in its consumption or its production 


a. The market clearing price accurately reflects the all social marginal benefits and social marginal costs.


b. Too little of this product is produced and consumed because the price is too low.


c. Too much of this product is produced and consumed because the price is too low relative to social marginal costs.


d. Corporations producing the good should be forced to pay for the external costs, but the prices should not be raised.


e. We should stop the production of any good with large external costs, such as cigarettes and  snow mobiles..



12.  When we say that a price in a competitive market is "too low" for equilibrium", we mean that (given upward‑sloping supply curves)  :


a. Too little profit is being earned by the producer. 

    
b. The government will have to set a price support to keep prices up.

    
c. The quantity supplied is less than the quantity demanded at that price. 

    
d. Producers are saving money by reducing the quality of the goods offered to the consumer.


e. None of the above.




13.  UPS raised their real hourly wages as a result of a strike.  Therefore, all labor leaders urge their workers to demand higher wages as a way of raising their real wage:  They are guilty of committing



a.  ceteris paribus fallacy


d.  the fallacy of correlation



b.  the fallacy of composition


e.  the fallacy of a lump sum of labor



c.  the fallacy of post hoc, ergo propter hoc. 

______ 14.  The “price of a product” is important information for the consumer because



a.  a price represents how much of his income he must give up.



b.  a price represents the opportunity cost in terms of other goods the consumer must give up.



c.  a price reflects the value the consumer will get from the product.



d.  a price can be measured in money, not in abstract “utils”.



e.  it is not important because the price a consumer pays does not measure the benefit he receives.

***______ 15.  Right now Tom is getting an extra 20 units of utility from buying one more compact disk and 10 extra units of utility from buying one hamburger deluxe for lunch.  A compact disk cost $10 and a hamburger deluxe costs $5.  In order to increase his satisfaction, Tom should.



a. Buy less hamburgers and more compact disks because he gets more utility from a compact disk.



b. Buy less hamburgers and more compact disks the additional utility of CD’s is greater than the price.



c. Buy more hamburgers and fewer compact disks because hamburgers are cheaper than CD’s.



d. Not change his purchases of  either product.



e. Not enough information to answer question.

_____ 16.  **Yesterday Joanne, a self-employed business consultant, was completely satisfied with the way she was spending her income on computers {C} and vacation {V}.   Today, Dell Computer announced a deep price cut in the new 2.800 GHz 3 lb. laptop computer.  Now she wants to change her purchases because


a. MUc/Pc < Muv/Pv, 
b. MUc/Pc > MUv/Pv
 c. MUc/Pc = MUv/Pv, 
d. Pc now less than Pv.

             17***.   I feel that   Mutea     <      Ptea        This implies that 





                    Mucoffee       Pcoffee    

a. switching some funds from coffee to tea will increase my utility.


b. switching some funds from tea to coffee will increase my utility.


c. coffee is more expensive than tea.


d. tea is more expensive than coffee.

**______18. Which of the following is NOT TRUE about the impact of an increase of the income tax on your wages


a. It reduces the opportunity cost of taking more leisure.


b. It increases the marginal utility of income because you have less income.


c. It may actually increase the amount of labor you offer because of the income effect.


d. It may actually increase the amount of labor you offer because of the substitution effect.


e. It will reduce your real income.

**______19. Px  is $12 and Py  is $6.  These prices indicate that the individual can


a. trade 2 units of Good X for 1 unit of Good Y


b.
trade 12 units of Good X for 6 of Good Y


c. trade 1 unit of Good X for 2 of Good Y.


d. increase his utility by buying more units of the cheaper Good Y.


e. increase his utility by buying more of the more highly-valued Good X.



20. A farmer is working his own land with his own tractors and his own labor.  In calculating his economic profit, you must subtract from his total revenue the following items.


a. 
just his direct expenses on fertilizer, supplies, hired labor, etc. He owns everything else.


b. 
the wage he could have earned with his labor in the next best job.


c.  the return he could have earned on his investment in tractors, land, and farm equipment


d.  a and b above.


e.  a, b, and c above.



21. Given that all other inputs, such as capital and land are fixed in the short run, each additional unit of the variable input will


a. reduce total output because of the law of diminishing marginal returns.


b. increase total output at an increasing rate because of economies of scale 


c. increase total output at a diminishing rate because of internal diseconomies of scale.


d. increase total output at a diminishing rate because of the law of (eventually) diminishing returns.


e. not change total output because all other inputs are fixed.



22.
If the price of machinery such as computers declines and the price of labor remains constant, then ceteris paribus, 


a. the isoquant curve shifts outward along the capital axis.


b. the isocost line shifts outward along the labor axis.


c. the manager will substitute computers for labor and become more labor intensive.


d. the manager will substitute computers for labor and become more capital intensive.


e. the manager will probably spend more in labor because it is relatively more expensive.



23 If the economy does not meet the conditions of Pareto efficiency, then we could conclude that

a. the marginal costs of all firms producing a specific good is equal.


b. it is possible to make one person better off (more utility) without making another person worse off.


c. the marginal revenue product in producing any good is equal to the wage


d. the ratio of the marginal utility/price is equal for all products


e. prices of all goods equals their social marginal cost.



24 In monopolistic competition in long run equilibrium, one of the following is NOT TRUE


a. they are all selling differentiated but similar products which may actually create more consumer surplus.


b. they are all earning an economic profit.


c. they are all earning a normal profit.


d. they are producing at a higher than and to the left of minimum average cost


e. their marginal revenue equals marginal cost and is less than the price



25. ABC Corp. increases usage of all inputs by 50%.  Production increases by more than 50%. This firm is experiencing


a.
 external economies of scale. 

c. 
increasing returns to scale.

   
b. 
external diseconomies of scale. 
d. 
decreasing returns to scale.

PROBLEMS
Problem 1. Curves representing economic variables

Which of the curves best describe the following:  ½  point  each. (5 points total)

	
possible supply curve for labor
	
short-run demand curve for oil products

	
long-run supply curve for land in Manhattan
	
long-run demand curve for oil products

	
long-run supply curve for tomatoes
	
long-run demand curve for table salt

	
long-run supply curve for wine
	
long-run demand curve for Pizza Hut pizza

	
short-run supply curve for fish in the Fulton 
           fish market today
	
demand curve facing the individual farmer 
            selling corn







Problem 2A Competition


These are the industry long-run revenue

and cost curves for producing milk on dairy

farms.  Initially, this is a perfectly competitive

industry with hundreds of farmers.

2.1 What is the equilibrium price and quantity in 

this industry .


P =  $_________                Q = ________liter.


2.2 What is the marginal benefit to society of having

one more liter of milk at equilibrium? MB = _______

2.3 What is the marginal cost to society of producing one more liter of milk at equilibrium? MC=_______
Problem 2 B And Monopoly

Dairy Farmers Association (DFA)  a monopoly

Dairy farms have grown to be very large in size because of economies of scale in milking machines and transport

The few remaining dairy farmers get together to form the Dairy Farmers Association and meet secretly to set the price of milk to maximize net income of its 40 members.


2.4  What price will the DFA trade association “recommend” to its members and how much will DFA as whole sell? 


P= _______   Q=_______

2.5 What are the DFA’s total revenues $________?  Total costs $_______.   Total economic profit $_______.

2.7  What is the marginal benefit now to society of having one more liter of milk at the new monopoly price and quantity? . MB = $_____   
And marginal costs to society of producing one more liter of milk.   MC = ______

2.8  Show by shading in the diagram the loss in social welfare (the deadweight loss to society) from centralization of the milk industry.    

2.9  Now calculate the deadweight loss = $_________
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Hint for question below:  Remember that land in center Flushing is limited.  Any one can start a restaurant.
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