




Directions: Each of the questions or incomplete statements helow is followed by five suggested answers or
completions. Select the one that is best in each case and then fill in the corresponding circle on the answer sheet.

3. The diagram above shows Sally's utility function
for chocolate. Her utility function illustrates the

(C) Decrease the product price to increase sales.

6. Which of the following will increase the demand



short run, then marginal cost is always

(C) greater than or equal to average variable cost

(A) Consumers will increase their demand for

(B) Consumers will decrease their demand for

(D) The price of the good will decrease.



13. The table below lists the monthly individual
demand schedules for text messages for the only
three buyers in the market: Allison. Bill, and

(D) The average variable cost curve shifts upward

the marginal cost curve shifts downward.



returns to long-run equilibrium. what will happen
to the number of firms in the industry. the market
price. and the typical firm's quantity?

(A) it is best for each firm given what the other

(E) advertising is always the best strategy for



shown above, what is the opportunity cost of producing a book?



23. An art student spends all of her income on pencils
and drawing pads. The student currently buys

change her purchases of pencils and pads in which

24. Assume that the current market equilibrium price

gallons are sold per day. If the government sets

25. Which of the following is most likely to cause the
demand curve for nurses to shift to the right?

(A) The firm will increase its output to increase

(B) The firm will increase the price of its output



(D) earn economic profits as long as the price

(D) There will be an excess demand for workers.

income increases, which of the following will be



(E) there are fewer firms in oligopolistic markets

(D) the firm can maximize profit with any



process. The marginal product for the last unit

of hiring each unit of capital would the firm be
minimizing the cost of the current output?

(A) Marginal revenue equals marginal cost and
price is greater than average total cost.

(B) Marginal revenue equals marginal cost and

(E) Price is less than marginal revenue. but

41. Marginal analysis suggests that an individual will
consume one additional unit of a good if the



45. Max employs both labor and capital to produce
toy trains. Currently the last unit of labor

The last unit of capital employed has a marginal

should Max follow to use the least-cost

externalities, the private market will produce
(A) less than the socially optimum amount

(B) more than the socially optimum amount

47. What is the profit-maximizing price and quantity?

48. Is the firm in short-run or long-run equilibrium?
(A) Short run. because price is greater than



(C) It will increase its total revenue if it increases

(D) Its cost could be greatly reduced if it did not

(E) It sets the price of its product at the level at
which profits are maximized or losses are

53. When the marginal cost curve lies below the

have the least impact on the market equilibrium

the health care industry is likely to experience all

(A) an increase in demand for health care workers

55. The monopsonist's marginal factor (resource) cost

above where marginal cost equals marginal



58. The Lorenz curve is used to study the

and increase the total earnings of labor only if the

(E) produce the same level of output and increase





(a) Draw a correctly labeled graph for Joyce's gas station during February and show each of the following.

(b) What must have been true for Joyce to continue operating during the month of February even though she

(d) During the month of July, demand increases so that Joyce now earns a positive cconomic profit. However.
she realizes her profits would have been higher if she had reduced the price of gasoline.

(ii) Would the price decrease cause quantity demanded to increase, decrease. or stay the same?
(iii) Would the price decrease cause the total revenue to increase. decrease. or stay the same? Explain.





(a) Draw a correctly labeled graph for Joyce's gas station during February and show each of the following.

(b) What must have been true for Joyce to continue operating during the month of February even though she

(i) At the quantity sold in July, was marginal revenue greater than, equal to. or less than marginal cost?
(ii) Would the price decrease cause quantity demanded to increase. decrease, or stay the same?
(iii) Would the price decrease cause the total revenue to increase, decrease, or stay the same? Explain.









(c) What is Brody's profit-maximizing quantity? Use marginal analysis to explain your answer.
(d) At the profit-maximizing quantity you determined in part (c). calculate Brody's profit or loss.









3. The market supply and demand for a product are shown in the diagram below.

(a) Is the price elasticity of supply less than one, equal to one, or greater than one? Explain.
(b) Calculate consumer surplus at the equilibrium price. Show your work.

(ii) Will producer surplus increase, decrease, or stay the same?
(iii) Will total surplus increase. decrease. or stay the same? Explain.
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APPENDIX - ANSWERS

Matching multiple-choice answers and free-response scoring follow.





The following contains the scoring guidelines
for the free-response questions in this exam.



Note: All quantities and prices should be labeled on the axes and connected to the intersection
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Note: All quantities and prices should be labeled on the axes and connected to the intersection
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consumer surplus decreases by more than what is transferred to the government and
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