Econ 3020-01 Final Exam
May 2nd, 2006
You have 120 minutes to finish the test. 
Please use the bubble sheet for Part I and blue book for Part II.
Make sure all graphs are clearly marked. If I cannot read your answer, you are wrong. 

For essay questions in Part II, you are supposed to show me all your work. If I cannot see how you get the solutions, you won’t get full points. 
Please write down the optional question numbers you choose in Part II on the first page. 

Please put down your name on every page.
Good Luck.

PART I : Multiple Choice Questions (35%*2)
1. The price of peanut butter rises due to a blight on the peanut crop; peanut butter and jelly are complements. What happens to the equilibrium quantity and price of jelly? 

A)
Equilibrium price falls, equilibrium quantity increases. 

B)
Equilibrium price rises, equilibrium quantity falls. 

C)
Equilibrium price falls, equilibrium quantity falls. 

D)
Equilibrium price rises, equilibrium quantity rises. 

2.
A profit maximizing monopolist faces the following information:  P = $10, MR = $5, ATC = $6, MC = $5. The firm should 

A)
shut down. 
C)
decrease output. 

B)
increase output. 
D)
stay at its current level of output. 

3.
The profit maximizing markup (over MC) is given by 

A)
1 /elasticity.    B)  elasticity.    C)  elasticity2.    D)  none of the above. 

4.
If the consumer's budget constraint is given by 10F + 5S = 100 where F is food and S is shelter, how much food can he buy if he purchases 2 units of shelter? 

A)
10    B)  5    C)  20    D)  9    E)  none of the above 
5. A profit maximizing monopolist sets output where 

A)
MC=MR. 

B)
MC=P. 

C)
MC = demand. 

D)
any one of the above depending on the average costs in each case. 

6.
An increase in income with no changes in the price of either good will cause 

A)
an inward shift of the budget curve. 
C)
no change in the budget curve. 

B)
an outward shift of the budget curve. 
D)
none of the above. 
7.
I prefer 10 apples and 6 oranges to 9 apples and 3 oranges. This is an example of 

A)
transitivity.    B)  completeness.    C)  more is better.    D)  none of the above. 

8.
The budget constraint shown below is consistent with a pricing strategy that involves 
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A)
price of x reduction for large quantities purchased. 

B)
price of x increase for large quantities. 

C)
a constant price of x for all quantities purchased. 

D)
a price change of x and a nominal income increase for the consumer. 

9.
Producer surplus is given by 

A)
the area above the supply curve but below the price. 

B)
the area below the supply curve. 

C)
the area below the demand curve but above the price. 

D)
none of the above. 

10.
Which of the following is not a source of monopoly power? 

A)
exclusive control over inputs 

B)
economies of scale 

C)
patents 

D)
government licenses 

E)
rapid low cost technological change in the industry 

11.
The output where MC = AVC is called the 

A)
shutdown point. 
C)
profit maximizing point. 

B)
break-even point. 
D)
none of the above. 

12.
Perfect substitutes will have indifference curves which are 

A)
concave. 
D)
L - shaped. 

B)
convex. 
E)
none of the above. 

C)
linear (a straight line). 
13.
 When someone optimally chooses a consumption bundle, the MRS equals 

A)
the ratio of the prices of the goods. 

B)
the opportunity cost of one good in terms of the other. 

C)
the slope of the indifference curve. 

D)
all of the above. 

E)
none of the above. 

14.
If the consumer is willing to give up 3 units of food (vertical axis) in exchange for one unit of shelter (horizontal axis) and food is priced at 10 and shelter at 20, then the consumer is 

A)
purchasing too much food for utility maximization. 

B)
purchasing too much shelter for utility maximization. 

C)
Purchasing just the right amount of each good for utility maximization. 

D)
Purchasing less than the budget would allow. 

15.
For demand function P = 24 - 6Q 

A)
demand is elastic at price 16. 

B)
demand is elastic at price 12. 

C)
demand is elastic at price 2. 

D)
demand has unitary elasticity at all points on the function. 

16.
An Engel curve 

A)
always slopes up for an inferior good. 

B)
always slopes down for an inferior good. 

C)
may slope up or down for a normal good 

D)
does not relate to the normal or inferior good concepts. 

17.
For a Giffen good 

A)
the income effect is greater than the substitution effect. 

B)
the income effect is less than the substitution effect. 

C)
the income effect is in the opposite direction of the substitution effect. 

D)
a and c. 

E)
b and c. 

18.
If the demand curve falls below the ATC curve but lies above AVC, then the firm should 

A)
should shut down. 

B)
operate in the short run but not the long run. 

C)
set price = marginal cost. 

D)
do none of the above should be done. 

19.
If the demand for widgets is inelastic, revenues will ______if the price of widgets increases. 

A)
increase 

B)
fall 

C)
remain the same 

D)
one cannot tell what will happen to revenues without specific elasticity numbers. 

20.
The point on a linear demand curve where revenue is maximized is 

A)
where elasticity equals 1. 
C)
where elasticity equals infinity. 

B)
where elasticity equals 0. 
D)
where the price is the highest. 

21.
A vertical demand curve is 

A)
perfectly elastic.    B)  perfectly inelastic.    C)  unit elastic.    D)  none of the above. 

22.
The cross-price elasticity of demand for complements is 

A)
is positive. 

B)
is negative. 

C)
is zero. 

D)
can not be specified without more information. 

23.
Which of the following goods are likely to have a positive cross-price elasticity? 

A)
butter and margarine 
C)
Pepsi and pizza 

B)
tires and automobiles 
D)
all of the above 
24.  In a battle of Boeing and Airbus a Nash equilibrium will exist if 

A)
they both have agreed to a monopoly pricing structure. 

B)
They are presently operating at a point where neither one would benefit by unilaterally changing strategies. 

C)
Boeing has the power to drive Airbus out of business with a predatory pricing strategy. 

D)
Both pass up profit opportunities because they fear retaliation. 

25.
A gamble in which you win D dollars if the coin comes up heads, but lose D dollars if the coin comes up tails has an expected value of 

A)
1/2D.    B)  -1 /2D.    C)  D.    D)  0. 
26. Let the TC curve be given by the equation TC(Q) = 20 + 5Q. The variable cost curve can be expressed as 

A)
20 + 5Q. 

B)
20. 

C)
5Q. 

D)
5. 

E)
it cannot be determined from the information given. 

27.
When the marginal product curve lies above the average product curve 

A)
the average product curve must be falling. 

B)
the total product curve must be falling. 

C)
the average product curve must be rising. 

D)
the marginal product curve must be rising. 

E)
both c and d are correct. 
Use the following to answer questions 28-31:
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28.
In the graph above at a price of P*, in the above graph, the profit maximizing level of output is 

A)
Q*.    B)  above Q*.    C)  below Q* but above zero.    D)  zero. 

29.
In the graph above at P*, the firm is making __________economic profits. 

A)
positive    B)  negative    C)  zero    D)  an indeterminate level of 

30.
Which statement is true of the graph shown? 

A)
The marginal cost curve should not cross the AFC while it is falling. 

B)
If an ATC curve was drawn in the graph it would intersect the MC curve but not any other curve. 

C)
The shut down point of the firm would be at an output less than Q*. 

D)
Both b and c are correct. 

E)
None of the above are correct. 

31.
In the graph above if the price persists at P*, the profit maximizing firm will 

A)
shut down immediately. 

B)
shut down in the long run. 

C)
operate indefinitely. 

D)
has a strategy that can not be predicted without an ATC curve. 
32.
 Which of the following production functions exhibits increasing returns to scale? 

A)
Q = K1/2Ll/2    B)  Q = Kl/2L2/3    C)  Q = Kl/4Ll/3    D)  Q = K/L 

33.
Given input prices and the usual strategy of a profit maximizing firm, efficient production occurs at 

A)
the highest isoquant Q for a given isocost C. 

B)
the lowest isoquant Q for a given isocost C. 

C)
the highest isocost C for a given isoquant Q. 

D)
the lowest isocost C for a given isoquant Q.. 

34.
Total cost is broken down into two components: 

A)
average cost and marginal cost. 
C)
variable cost and marginal cost. 

B)
average cost and fixed cost. 
D)
variable cost and fixed cost. 

35.
Output for a simple production process is given by Q = 2KL, where K denotes capital, and L denotes labor. The price of capital is $25 per unit and capital is fixed at 8 units in the short run. The price of labor is $5 per unit. What is the variable cost of producing 80 units of output? 

A)
$200    B)  $33    C)  $25    D)  $85 
PART II (10%*3)
Choose 3 problems out of the following 4 problems.

Make sure that you write down the numbers of the problems you choose to solve on the first page. Otherwise, I will grade problem 1, 2, and 3 and you won’t get points for problem 4 and 5 even if you don’t solve problem 1, 2, or 3, and you do well on problem 4 or 5.

Show all work when you solve the problems. You won’t get full point if you fail to show me how you get the solutions.
1. You are a manager in a perfectly competitive market. The price in your market is $35. 

Your total cost function is  
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with marginal cost function  
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(a) What level of output should you produce in the short run?

(b) Will you make any profits in the short run?
2.
 A single price monopolist has a demand curve: P = 500 - 50Q. It has the total cost curve: TC = 1000 + 100Q. MC=100. 
a) If the firm is a profit maximizer or loss minimizer, what output and price should it plan for? 
b) What is the profit (loss) of the firm?
3.  The market demand for a gallon of mineral water is P = 10 - .05Q. The producer wants to produce where the elasticity of demand is unity. 
a) What price should she charge and what quantity should be sold to achieve that goal?
b) One of the management group is arguing for a price reduction as a way to sell more gallons and increase income. Is this a good suggestion?
c) If there are no costs in selling mineral water what price should a profit maximizer charge?
4. This question refers to the payoff matrix below where profits for United Airlines and American airlines are shown for alternative pricing strategies. The airlines can either hold prices where they are or engage in price cutting activity.
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a) Does either airline have a dominant strategy?  Explain. 
b) Is there a Nash equilibrium?
c) If the lower right cell has 85's for each company instead of 70's, would either have a dominant strategy then?
5. Max has the utility function U(x, y) = xy. This implies that the marginal utilities for the two goods are: MUx = y and MUy = x . The price of y is $1 and the price of x is $2. Income is $10. What are the optimal levels of consumption for good x and for good y given the above information?
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