Econ 2: Elements of Economics II
Fall Quarter 2006

First Midterm 

Instructor: Deniz KEBABCI

October 9, 2006

1.
Pareto efficiency is a situation in which 


A)
no one is made better off. 


B)
trades that make some better off without harming others exist. 


C)
trades have benefited some and harmed others. 


D)
any further trades will harm someone. 


E)
all trades have harmed someone. 

Use the following to answer questions 2-5:
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2.
If the market is unregulated, the value of producer surplus is 


A)  $16    B)  $24    C)  $32   D)  $48    E)  $84
3.
Suppose a price ceiling is imposed at $4.  The value of the consumer surplus is 


A)  $16    B)  $20    C)  $24    D)  $28   E)  $32 

4.
The total economic surplus after the $4 price ceiling is imposed is 


A)  $18    B)  $20    C)  $24    D)  $32    E)  $48
5.
The deadweight loss due to the $4 price ceiling is 


A)  $4    B)  $8    C)  $12    D)  $16    E)  $20 

Use the following to answer questions 6-10:

[image: image2.wmf]2

4

6

8

14

16

18

20

500

1000

1500

2000

2500

3000

Domestic price

with subsidy

D

S

Quantity

(ton/day)

Sugar Market

World price

Price of Sugar

   ($/ton)


6.
With no subsidy, the equilibrium price of sugar is _____ and the equilibrium quantity is ______ tons per day. 


A)  $1000; 14    B)  $1000; 10    C)  $1500; 14    D)  $1500; 10    E)  $2000; 6 

7.
With no subsidy, what is the producer surplus? 


A)  $0    B)  $6,000    C)  $7,500    D)  $17,000    E)  $17,500 

8.
With the subsidy, the equilibrium price of sugar is _____ and the equilibrium quantity is ______ tons per day. 


A)  $1000; 14    B)  $1000; 10    C)  $1500; 14    D)  $1500; 10    E)  $2000; 6 

9.
With the subsidy, what is the consumer surplus? 


A)  $1000    B)  $7500    C)  $10,100    D)  $14,000    E)  $24,000 

10.
The cost of subsidy, which must be borne by taxpayers, is 


A)  $500    B)  $3000    C)  $5500    D)  $7000    E)  $15000 

11.
A first come, first served allocation mechanism results in a(n) 


A)
efficient outcome. 
       D) inefficient outcome if you don't get served. 


B)
efficient outcome if you get served. 
       E)
fair and efficient outcome. 


C)
inefficient outcome. 
Use the following to answer questions 12-13:
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12.
Suppose a $1 per unit tax is imposed on sellers. The share of the tax burden borne by consumers is 


A)  $1.    B)  80 cents.    C)  60 cents    D)  40 cents.    E)  20 cents. 

13.
Suppose a $1 per unit tax is imposed on sellers. The share of the tax burden borne by producers is 


A)  $1.    B)  60 cents.    C)  50 cents.    D)  40 cents.    E)  20 cents. 

14.
Except in the extreme cases of perfectly inelastic or elastic demand and/or supply curves, the burden of a per unit tax imposed on sellers falls 


A)
equally on consumers and producers. 


B)
partially on consumers and partially on producers. 


C)
entirely on producers. 


D)
entirely on consumers. 


E)
mostly on producers. 

15.
Pure monopoly exists when 


A)
many firms produce a good with no close substitutes. 


B)
a single firm produces a good with no close substitutes. 


C)
a single firm is present in the market. 


D)
a single firm produces a good with many close substitutes. 


E)
a few firms dominate an industry. 

16.
The significant difference between perfect competitors and imperfect competitors

is 

A)  the firms' objective. 
D)  the relationship of price to marginal revenues. 

B)  the structure of their costs. 
E)  the relationship of total costs to average costs. 

C)  the relationship of marginal costs to total costs. 

17.
To sell an extra unit of output, a perfect competitor __________ while an imperfect competitor __________. 


A)
does not alter price; must lower price 


B)
must hope the market price falls; must lower price 


C)
does not alter price; does not alter price either 


D)
must lower price; must lower price 


E)
must lower price; must offer discounts 

Use the following to answer questions 18-21:

Imagine that you are an entrepreneur, making designer T-shirts in your garage.  Your accountant has estimated that your firm's total costs are TC=300+10*Q. 

18.
Your fixed costs are _______.


A)  $300   B)  $300/Q   C)  $10   D)  $300/Q + 10   E)  $300/10 = $30

19.
As you increase production of T-shirts your average fixed costs _____ and your marginal costs ________. 


A)
decrease; increase 
D)
stay the same; increase 


B)
increase; decrease 
E)
decrease; stay the same 


C)
stay the same; stay the same 

20.
Your marginal costs are _______.

A)  less than 10 when quantity is greater than 30 
D)  always 30 

B)  10 times quantity 
                                                E)  always less than 10 

C)  always 10 

21.
Your average total costs are _______.
A)  300 + 10/Qty                     B)  300/Qty + 10           C)  310/Qty    
D)  300Qty/10 = 30Qty           E)  300/Qty 

22.
For perfectly competitive firms price _____ marginal revenue; for monopolists price ____ marginal revenue. 


A)
equals; equals 
            D)
equals; is greater than 


B)
equals; is less than 
E)
is greater than; equals 


C)
is less than; equals 

Refer to the following figure for questions 23-25.

	
	
	Player 2
	

	
	
	U
	D

	Player1
	U
	5, 30
	10,12

	
	D
	(-2), 10
	8, 15


In each cell of the game, the first of the two payoffs corresponds to the row player (the one listed on the side of the matrix) and the second payoff belongs to the column player (the player listed on the top of the matrix). 

23. Does Player 2 have a dominated strategy?

a. Yes 

b. No 

24. Is this game a prisoner’s dilemma?

a. Yes 

b. No 

25. If a Nash equilibrium exists in this game, identify it; otherwise choose ‘none’. 

a. (Up, Left) 

b. (Up, Right) 

c. (Down, Left) 

d. (Down, Right) 

e. None 

26.   A policy that increases total economic surplus

a)  changes who gets the largest slice of the pie.

b)  gives everyone a larger slice (percentage) of the pie.

c)  increases the size of the pie.

d)  redistributes a pie of equal size.

e)  makes society better off (improves the taste of the pie).

27.   If the government places a tax on sellers in a market, who will pay the tax?

a)  only sellers

b)  more the sellers than buyers

c)  buyers and sellers equally

d)  only buyers

e)  it depends on the situation in the market

28.  The purpose of a cartel agreement is to

a)  avoid conflict.

b)  cover up illegal behavior.

c)  maximize risk.

d)  decrease costs.

e)  none of the above.

Refer to the following information for questions 29-30. 

Assume that a monopolist’s marginal cost curve is given by the equation MC = $4, and its demand curve is given by the equation P=20-(1/50)*Q. 

29. What is the profit maximizing level of quantity and price?

(a)  400; $4

(b)  400; $12

(c)  500; $6

(d)  500; $10

(e)  800; $6

30. What is the socially efficient output-price combination?

(a)  400; $4

(b)  400; $12

(c)  500; $10

(d)  800; $6

(e)  800; $4

