




1. The study of economics exists because people are



5. The diagram above depicts the demand and supply

from the producers. The cost of this program to



9. Bruce is a talented writer and graphic artist who
enjoys both types of work equally. Instead of

profit from choosing to work as a graphic artist?

(D) products are identical for all firms

(E) Earning positive long-run economic profit

(B) above the average variable cost curve
(C) above the minimum average fixed cost curve

(E) between the average fixed cost curve and the

(C) The seller can separate consumers according

(E) Buyers are aware of prices charged to other

14. Which of the following would cause the wage for

(B) marginal social cost equals marginal social

(C) total private cost equals total social benefit

17. In the rental housing market, what would be the
effect of a rent control that was set at the market



19. All of the following cause a rightward shift in the



capital, and the marginal product of the last unit

23. Catering, Inc., which provides catering services

(A) Increasing output until the marginal cost

(B) Increasing output until the average total cost

(D) Increasing the wage rate paid to its workers

(A) price equals the marginal value to the buyer

25. North Springs and South Springs are two firms
that serve the local market for bottled water. Each
firm must choose to either maintain or increase



(B) the same as its marginal revenue curve

28. When the demand for new homes decreases, the



five apple pies or ten gallons of ice cream while
Amy makes fifteen apple pies or fifteen gallons of
ice cream. Based on the above information, one

(A) Brad has an absolute advantage in making ice
cream and will sell ice cream to Amy

(C) Brad does not have a comparative advantage
in making either good and will not trade

33. If the government imposes a per-unit tax on

(B) decrease, because there will be more personal

(D) increase, because consumers will buy more

(E) not change because the demand is unit elastic

total utility from consuming ice cream?



(A) an increasing short-run marginal cost curve

(B) a decreasing short-run average total cost

(C) a downward-sloping long-run supply curve

continue to hire workers until the marginal

(D) is less than marginal factor (resource) cost,

(E) is less than marginal factor (resource) cost,

(A) Total revenue is maximized when the firm

(D) Marginal cost is minimized when the firm

(E) Average total cost is minimized when the

a monopoly. If one of the firms violates the
agreement and charges a lower price or sells
a larger quantity than what was agreed to, what

(A) The firm that cheats will earn higher profits,

(B) The firm that cheats will earn higher profits,

(C) The firm that cheats will earn lower profits,

(D) The firm that cheats will earn lower profits,

(E) The firms that do not cheat will earn higher

40. Which of the following can give a firm market

(A) reduce a firm's short-run average total cost

(D) make a firm's demand curve less elastic
(E) shift a firm's demand curve to the left



imposition of a new per-unit tax on the production

(A) have no effect on the price of the good

(E) increase the quantity sold of the good

43. How many units of labor should the firm employ



45. The Lorenz curves in the graph above show the

Which of the following statements must be true?

below the poverty level, and after the tax,

(B) The tax redistributed income only from the

47. Assume that the market for beef is perfectly

following would most likely result in an increase
in both the equilibrium price and the equilibrium

that consumption of beef increases the risk

48. Assume that more corn is used to produce

49. The absolute value of the price elasticity of

(D) the price of an input used to produce the good



(A) Mickey's plan will maximize her utility.
(B) Mickey can increase utility by buying more

(C) Mickey can increase utility by buying more

(D) Since games are twice as expensive as songs,

Mickey should buy twice as many games.

51. Max Company produces electronic gadgets using
labor and capital. If Max increases labor and
decreases capital to produce the same quantity of



cost, and it earns zero economic profits.

cost, and it utilizes all excess capacity.

efficient quantity, and the price is greater

(A) The marginal product of the last barber hired

(B) The marginal product of the last barber hired

(C) The marginal revenue product curve will shift

57. In a market with two firms, a firm that has a
dominant strategy will do which of the following?

(B) Adjust its strategies based on the strategies

(C) Make the first move, and wait to see whether

(D) Keep its competitor guessing about its



58. Antitrust policies are put in place to limit which

output, it will require the monopolist to set a price

(A) equal to its marginal cost and grant a subsidy

while private goods are available to all
(B) public goods are inferior goods, while private





writing your responses before the reading period is over. It is suggested that you spend approximately half
your time on the first question and divide the remaining time equally between the next two questions.

diagram must have all axes and curves clearly labeled and must show directional changes. Use a pen with



1. Assume that pencils are manufactured in a perfectly competitive market that is in long-run equilibrium.
(a) Draw correctly labeled side-by-side graphs for the pencil market and for a representative firm and show

(c) Rent on the factory building is an important fixed cost in the production of pencils, and the industry

(i) What will happen to the firm's profit-maximizing quantity in the short run? Explain.
(li) On your graph in part (a), show the impact of the rent increase and completely shade the area

representing the firm's profit or loss in the short run.
(d) As a result of the rent increase, what will happen to each of the following in the long run?

(i) The number of firms in the market. Explain.





1. Assume that pencils are manufactured in a perfectly competitive market that is in long-run equilibrium.
(a) Draw correctly labeled side-by-side graphs for the pencil market and for a representative firm and show

(c) Rent on the factory building is an important fixed cost in the production of pencils, and the industry

(i) What will happen to the firm's profit-maximizing quantity in the short run? Explain.

presenting the firm's profit or loss in the short rur

(d) As a result of the rent increase, what will happen to each of the following in the long run?
(i) The number of firms in the market. Explain.









(a) What two potential sources of market failure exist in the market for Zhao's zizzles? Explain each
potential source of market failure using the information in the graph.

support the policy of no government intervention? Explain.









3. Assume milk is produced and sold in a perfectly competitive market. To help milk producers, the government
imposes an effective price floor on milk. Assume milk producers continue to sell milk only to households after

(b) Is the market for milk allocatively efficient after the price floor is imposed? Explain.
(c) On your graph from part (a), shade the area that represents total producer surplus after the price floor is

(e) Assume the price floor in the milk market caused the equilibrium price of eggs, a related consumption good,

(ii) What economic term describes the relationship between milk and egg?
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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.
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