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MULTIPLE CHOICE (4 POINTS EACH)

1. Which of these statements best repreéfnts the law of demand?
a. When buyers’ tastes for a uym eftsef,”jthey purchase more of the
good. 0 |
b. When income levels 1ncreaserE§— s purchase more of most goods.
c. When the price of a good dﬁ/ Crease Jb ‘)];ers purchase more of the good.
d. When buyers’ demands for a goo Anc 'dase, the price of the good
increases,

2. If a good is normal, then an increase in income will result in a(n)
a. increase in the demand for the good.
b. decrease in the demand for the good.
c. movement down and to the right along the demand curve for the good.
d. movement up and to the le @' tﬁgde!mand curve for the good,
i

3. A market supply curve is deterr
a. 'vertically summing individ ‘

b. _

c. finding the average quantlty supphed by sellers at each possible price,

d. finding the average price at which sellers are willing and able to sell a
particular quantity of the good.

4. Elasticity of demand is closely related to the slope of the demand curve. The more

responsive buyers are to a change in prieg, the
a. steeper the demand cuwerw?ﬂzétg_r

b. flaiter the demand curve Willba—— [ “*j

c. further to the right the dengand— 1Il sit,

d. closer to the vertical axis @1 ma O\IIGITVG will sit.
) ‘1 ~NY

5. Which of the following is correct?

a. Consumer surplus refers to a situation in which there are more buyers
than sellers in a market.

b. Producer surplus refers to a situation in which there are more sellers
than buyers in a market.

¢. Total surplus is measured area below the demand curve and

TI_\‘.U:Q jLea be

above the supply curve, up t6theree Lﬂhﬁuum quantity.

d. All of the above are corre L

i_ m—|
6. When a tax is imposed on the é qregt@good, the
a. demand curve shifts dowh#ard-by Jess-than the amount of the tax.

b. demand curve shifts downward by the amount of the tax.
c. supply curve shifts upward by less than the amount of the tax.
d. supply curve shifts upward by the amount of the tax.
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7. When an externality is present, the market equilibrium is

a.

b.

‘society as a whole. 2

efficient, and the equilibrium maximizes the total benefit to society as
a whole,
efficient, but the equ111br1;ttn—1' dee

maximize the total benefit to

oy

inefficient, but the ethb'lmmm A i7es the total benefit to society as

a whole. { ‘f i
inefficient, and the equilibri \Lm ; o’es niot maximize the total benefit to
society as a whole.

8. Marginal cost tells us the

tad

value of all resources used in a production process.

b. marginal increment to profitability when price is constant.
C.
d. amount by which output 1ses.:,wl?ian_ailb]or is increased by one unit.

amount by which total cost rises when output is increased by one unit.

9. Which of the following is a chaf c-]:ﬁm;mc cjf a natural monopoly?

b,
c.

d.

Average cost exceeds margi a@t gver large regions of output.
Increasing the number of]f] rms-mplrg:ns s each firm’s average total cost.
One firm can supply outptit at a lower cost than two firms.

All of the above are correct.

10. If a monopolist is able to perfectly price discriminate,

a.
b.
C.

d.

consumer surplus is always increased.

total surplus is always decreased.

consumer surplus and d@%ﬂqﬁses are transformed into
monopoly profits, e

the price effect dommate_ﬂ’ra

1\effect on monopoly revenue.

11. One characteristic of an oli po mar é\ istructure is:

a.

b.
c.

d.

firms in the industry are fypically chafacterized by very diverse
product lines.

firms in the industry have some degree of market power.

products typically sell at a price equal to their marginal cost of
production.

the actions of one seller have no impact on the profitability of other
sellers.

12. When an oligopoly marketﬁi‘?ﬁe

a. the market price will be fifferen: wfer each firm.
b.

the firms will not have ;ha%d—as—pmﬁt maximizers.

a firm will have chosen its best strategy, given the strategies chosen by
other firms in the market.

a firm will not take into account the strategies of competing firms.
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13. Government programs that take money from high-income people and give it to
low-income people typically

14.

15.

16.

17.

a.
b.
c.

d.

‘have no effect on econo 164

improve economic efficiency by reducing poverty.

reduce economic efﬁcien _ M;c_ cause.-they distort incentives.
eney-because they both reduce

poverty and distort incentse. f"””‘ fm

sometimes improve, someji é"‘ S du g, and sometimes have no effect

¥4 b
on economic efficiency. f / / I

Transfer payments are

a.
b.

Which of the following is noticerrech?j
a,

b.

Productivity is the

a.

b.

In a closed economy, natio a- arm

included in GDP because they represent income to individuals.
included in GDP because they eventually will be spent on
consumption.

not included in GDP because they are not payments for currently
produced goods or servicgges= |
not included in GDP becapise
them.

i
Lml[ have to be raised to pay for

=

B [ i pd £
=
j i | z

The consumer price index gives economists a way of turning dollar
figures into meaningful measures of purchasing power.

The consumer price index is used to monitor changes in the cost of
living over time,

The consumer price index is used by economists to measure the
inflation rate.

The consumer price mdegﬁs:ué it_qg Faeasure the quantity of goods and
services that the economy Is preducing:

*key determinant of llvmg‘ s{fa]p ards; 14\(}1 growth in productivity is the
key determinant of growth in living standards.

key determinant of living standards, but growth in productivity is not
the key determinant of growth in living standards.

not the key determinant of living standards, but growth in productivity
is the key determinant of growth in living standards.

not the key determinant of 11v1ng standards, and growth in productivity

is not the key determlnanf I h:m’hvmg standards.
=
s, |
usually greater than invegthjent s
equal to investment. ~ / /™~ S
usually less than investment because of the leakage of taxes.

L

. always less than investment.
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18. The unemployment rate is computed as the number of unemployed
a. divided by the labor force, all times 100,
b. divided by the number of employed, all times 100.
c. divided by the aduit popurlz_t‘[i% all times 100.
d. times the labor-force parti 18?{} E’QE all times 100.
o
19. Which of the following is aﬁfe‘xg ﬂO% for the existence of frictional unemployment?

efficiency wages ,_,j

. . d
minimum-wage laws 4
unions

job search

\\..-

!
wd

S

20. An open-market purchase -
a. increases the number of dollars and the number of bonds in the hands
of the public.
b. increases the number of doffars [iffTf hands of the public and

decreases the number of bﬁ:“‘i #rthe hands of the public.
¢. decreases the number of d!ol a;ffgﬂid e number of bonds in the hands

of the public. e
d. decreases the number of'dollars ih/The hands of the public and
increases the number of bonds in the hands of the public.

21. If velocity and output were nearly constant, then
a. the inflation rate would be much higher than the money supply growth

rate.
b. the inflation rate would pe-about th: same as the money supply growth
rate, I AW

s oy |
c. the inflation rate would be-much bever than the money supply growth

e

[
rate. o L:(
d, any of the above wou]d'b&fﬁ' i g\\}\;
TN

22. Menu costs refers to
a. resources used by people to maintain lower money holdings when
inflation is high.
b. resources used to price shop during times of high inflation.
c. the distortion in incentives created by inflation when taxes do not
adjust for inflation. - —
d. the cost of more freque\‘}t@ckgrges induced by higher inflation.
|
23. According to classical magipetoicase theory, changes in the money supply affect
. . T
a. nominal variables and real Varigbles:.
b. nominal variables, but'nbt feat-variables.
c. real variables, but not nominal variables.
d. neither nominal nor real variables.
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24, The aggregate-demand curve shows that a decrease in the price level

d.

b.

decreases the dollar value of goods and services demanded in the
economy.,
decreases the real value of goods and-segvices demanded in the

economy. dfj—\j\’i L_

increases the dollar value —gp@i am setvices demanded in the

ol

economy. -
. 44,
increases the real value of qu»ﬁ\

economy. -

iy

f{ e}vices demanded in the
T

25. When taxes decrease, consumption

a.

b.

decreases as shown by a movement to the left along a given
aggregate-demand curve,

decreases as shown by a shift of the aggregate demand curve to the
left. | ] p—
increases as shown by a mqveme i&e:th? right along a given

aggregate-demand curve, gr—::;m ]
‘increases as shown by a shi ; E'f thesap rfegate demand curve to the

fremseiny

right. “ j\m_m,ﬂu _J
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