Practice True False Quiz  Spring 2009
Part of First  Old Mid-Term for Eco. 101  Prof. Dohan, Queens College

Based on Lectures and Chapters in Baumol and Blinder about  the US economy, production, efficient allocation of resources, supply and demand and market failure.
Read carefully. There are some tricks in here.  Look out for words such as “always”, “never”, etc.
                                                       True  = T     False = X



A. The law of diminishing marginal product states that: if at least one input is fixed, then eventually the total output will always decline when adding another unit of the variable input .



B.  In a perfectly competitive small industry, using commonly available inputs, a well know technology, and no barriers to entry, such as tomato farming, the industry supply curve will usually be horizontal in the long run.

  
C1.  The American economy has among the highest tax rates of all industrialized economies.



C2
The American economy is an open economy with a high % of foreign trade compared to other       industrialized or advanced economies.



C3. The American economy is basically a post-industrial economy where a large fraction of GDP is “services”.



C4. The American economy is basically a industrial economy where a big fraction of GDP is “manufacturing”.



D.
If we are producing more than the equilibrium price and quantity, society is worse off because the marginal cost of producing one more unit is more than the extra benefit.



E.
If we are producing at a Q less than the equilibrium P and Q, society is better off because the marginal benefit from the extra unit of output is much greater than the marginal cost at that lower Q.



F.  The social optimal price for any good that has public good characteristics (CDs, DVDs, textbook, movies) should be much lower than the prices that are normally charged by the seller if they are able to exclude the buyer legally (patents & copy rights) or technically (cablevision decoding boxes) because the real resources used for one additional user is very small.



I.   When a new very effective drug is finally approved by the FDA, drug companies should be able to set a high price for the drug even though it is a public type of good. This could be a good policy in the long run.



M.
In theory the social optimum price to charge for using a very expensive highway or bridge should be zero at off peak hours when there is unused capacity.  



N. 
Since drivers pay for highways from their gasoline taxes, there is no justification for charging a toll at any time including peak hours of congestion. 



N. 
If a privately producted product or service like electricity or driving creates lots of CO2. and other pollution (external costs) for which they are not taxed or have to pay for, then the private price is below the optimal price and too much is produced.


N. 
If a privately property like a wetland creates lots of external benefits for society (habitat, fish breeding, water purification and storm protection, the private market will ignor these benefits in favor of privately profitable uses (development).



G.
Fisheries are a renewable resource. Therefore there is no danger of over fishing  species such as whales.



H.  Since smokers know that they are going to die an earlier death, have more health problems, and could set their homes on fire,.thus, they themselves are bearing all the social costs of smoking and do not create any external costs to society in general. . 



K.  Price ceilings on gasoline is an efficient way for society  to reduce gas prices. 



L. The recent increase in minimum wages from $6.15 to $7.15 in New York State will probably increase all wages of hourly workers and may cause inflation or loss of jobs to foreign countries. 



O. Even though you paid $200 for your Super Bowl Ticket because you were a season ticket holder, the opportunity cost of your actually attending the Super Bowl could be thousands of dollars. 

