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Use the following general linear demand relation to answer questions 36 through 41:





where P is the price of good X, M is income, and  is the price of a related good, R.


1.	What is the demand function when M = $50,000 and  = $10?

a.	

b	
c. 

d. 

e. none of the above

2.	From the demand function it is apparent that related good R is
a.	normal.
b. inferior.
c. a substitute for good X.
d. a complement for good X.



3.	If M = $50,000 and  = $10 and the supply function is, market price and output are, respectively,
a.	P = $12 and Q = 150.
b.	P = $10 and Q = 200.
c. P = $12 and Q = 200.
d. P = $15 and Q = 175.
e. P = $15 and Q = 225.

4.	If income increases to $100,000 and the price of the related good is now $20, what is the demand function? 

a.	

b.	
c. 

d. 

e. none of the above
	
5.	Income is $100,000, the price of the related good is $20, and the supply function is Qs = 150 + 5P.  What is the equilibrium price?
a. $30
b. $25
c. $40
d. $35
e. $50


6.	If a demand curve goes through the point P = $6 and  = 400, then
a.	$6 is the highest price consumers will pay for 400 units.
b.	$6 is the lowest price consumers can be charged to induce them to buy 400 units.
c.	consumers will buy more than 400 if price is $6.
d.	both a and c

The next 3 questions refer to the following:

[image: ]
The price of Y is $10.

7.	If the price of X is $5, what combination of X and Y will a utility-maximizing consumer choose?
a.	80X, 20Y 
b.	120X, 620Y 
c.	120X, 250Y 
d.	200X, 620Y 
e.	none of the above

8.	The marginal rate of substitution of X for Y at point C is: 
a.	5 
b.	2 
c.	0.5 
d.	0.3 
e.	none of the above

9.	Which of the following are points on the consumer's demand curve for X? 
a. $2, 300 units 
b. $3, 120 units 
c. $5, 120 units 
d. both a and b
e. both c and d

The next 4 questions refer to the following figure that shows the effect of an INCREASE in the price of X.
[image: ]
10.	The substitution effect of the price change is the change in the consumption of X from
a.	5 to 3. 
b.	6 to 3. 
c.	6 to 5. 
d.	6 to 8. 
e.	none of the above
11.	The income effect of the price change is the change in the consumption of X from
a.	5 to 3. 
b.	6 to 3. 
c.	6 to 5. 
d.	6 to 8. 
e.	none of the above

12.	The total effect of the price change is the change in the consumption of X from
a.	5 to 3. 
b.	6 to 3. 
c.	6 to 5. 
d.	6 to 8. 
e.	none of the above

13.	Good X is
a.	normal. 
b.	inferior. 
c.	a Giffen good.
d.	both b and c

14.	If a demand curve slopes upward, then
a.	the good is inferior. 
b.	the income effect reinforces the substitution effect. 
c.	the income effect overwhelms the substitution effect. 
d.	both a and b
e.	both a and c

The next 4 questions refer to the following graphs of a consumer's indifference map and budget lines and possible demand curves:
[image: ]

The price of Y is $50.

15.	If the price of X is $10, what combination of X and Y will a utility-maximizing consumer choose?
a.	400X, 100Y 
b.	800X, 130Y 
c.	850X, 130Y 
d.	1,000X, 100Y 
e.	none of the above

16.	If U2 is the maximum attainable utility, the price of X is
a.	$10. 
b.	$15. 
c.	$20. 
d.	$25. 
e.	none of the above

17.	At point A,
a.	the consumer can exchange two units of X for one unit of Y and keep utility unchanged. 
b.	the consumer can exchange two units of X for one unit of Y and keep income unchanged. 
c.	the consumer receives twice as much marginal utility from X as from Y. 
d.	both a and b 

18.	The consumer's demand curve for X is
a.	D1.
b.	D2.
c.	D3.
d.	D4.

For the next 2 questions, assume James purchases only two goods, steak and chicken, with his weekly income of $60.  The price of steak is $10 and the price of chicken is $5.  The following table shows the marginal utility James obtains from each additional pound of steak and chicken:

	
Quantity
	Marginal utility of steak
	Marginal utility of chicken

	1

	70
	50

	2

	60
	40

	3

	50
	30

	4

	40
	20

	5

	32
	10

	6

	16
	5



19.	What quantities of steak and chicken should James purchase to maximize his utility?
a.	3 steak, 2 chicken
b.	5 steak, 2 chicken
c.	4 steak, 4 chicken
d.	2 steak, 5 chicken
e.	none of the above

20.	If the price of steak falls to $8, what quantities of steak and chicken should James purchase to maximize his utility?
a.	6 steak, 2 chicken
b.	5 steak, 3 chicken
c.	4 steak, 4 chicken
d.	5 steak, 4 chicken
e.	3 steak, 6 chicken
21.	If the price elasticity of demand for a good is 0.8 and quantity demanded decreases by 40%, price must have
a.	increased by 5%.
b.	increased by 32%.
c.	decreased by 20%.
d.	decreased by 32%.
e.	none of the above

22.	Demand is (more elastic / less elastic) in the short run than in the long run 
a.	(more elastic) because goods account for a larger percentage of the consumer's budget in the short run than in the long run.
b.	(less elastic) because goods account for a smaller percentage of the consumer's budget in the short run than in the long run.
c.	(more elastic) because consumers have less time to adapt to a price change in the short run than in the long run.
d.	(less elastic) because consumers have less time to adapt to a price change in the short run than in the long run.

23.	Total revenue increased for a firm operating in the elastic range of its demand curve.  Which of the following statements is correct?
a.	The firm must have raised price.
b.	The firm must have lowered price.
c.	Quantity demanded must have increased.
d.	both a and c
e.	both b and c

24.	When demand is elastic,
a.	marginal revenue is negative.
b.	the percentage change in price exceeds the percentage change in quantity.
c.	an increase in price causes total revenue to rise.
d.	both b and c
e.	none of the above

25.	When marginal revenue is zero,
a.	P < MR.
b.	P = MR.
c.	a small increase in price causes no change in total revenue.
d.	a small decrease in price causes no change in total revenue.
e.	both c and d

Then next 7 questions refer to the following figure:

[image: ]

26.	When price is $15 and quantity demanded is 1,000, what is the point elasticity of demand?
a. 3
b. 1/3
c. 1
d. 5
e. 2/3

27.	What is the equation for marginal revenue?
a.	MR = 4,000  0.005P
b.	MR = 4,000  200Q
c. MR = 4,000  200P
d. MR = 20  0.01Q
e. MR = 20  200Q
	
28.	When quantity demanded is 1,000, what is marginal revenue?
a. $15
b. $7.50
c. 0
d. $10
e. $10

29.	When price is $10 and quantity demanded is 2,000, what is the point elasticity of demand?
a. 3
b. 1/3
c. 1
d. 5
e. 2/3

30.	When quantity demanded is 2,000, what is marginal revenue?
a. $12 
b. $15
c. 0
d. $10
e. $10

31.	When price is $5 and quantity demanded is 3,000, what is the point elasticity of demand?
a. 3 
b. 1/3
c. 1
d. 5
e. 2/3

32.	When quantity demanded is 3,000, what is marginal revenue?
a. $12
b. $15
c. 0
d. $10
e. $10


The next 4 questions refer to the following:

The amount of total output produced from various combinations of labor and capital.

	
	
	Units of Capital

	
	
	1
	2
	3
	4

	
Units
of
Labor
	1
2
3
4
5
	 20
  38
 53
 63
 68
	 36
 68
 94
112
120
	 48
 88
122
148
164
	 53
 94
133
164
184



33.	If capital is fixed at three units, how much does the fourth unit of labor add to total output? 
a.	16 
b.	28 
c.	34 
d.	36 
e.	none of the above


34.	Which of the following input combinations can produce the same level of output?
a.	4K, 2L and 3K, 2L
b.	3K, 2L and 2K, 3L
c.	2K, 3L and 4K, 2L
d.	all of the above

The next 3 questions refer to the following:
[image: ]
[bookmark: ]Above is a firm's average product of labor and marginal product of labor curves.  The price of labor is $60 per unit.

35.	Diminishing returns set in with the  
a.	3rd unit of labor.
b.	6th unit of labor.
c.	10th unit of labor.
d.	12th unit of labor.
e.	14th unit of labor.

36.	When the firm uses 6 units of labor, what is marginal cost? 
a.	$0.25 
b.	$5
c.	$6.67
d.	$7.06 
e.	$10.25 

37.	When the firm uses 4 units of labor, what is AVERAGE variable cost? 
a.	$10 
b.	$24 
c.	$124 
d.	$240 


The next 6 questions refer to the following:

	Output
	Total Cost

	  0
 50
100
150
200
	$ 300
  800
 1050
 1650
 2400



38.	What is total variable cost when 100 units of output are produced? 
a.	$5 
b.	$10.50 
c.	$105 
d.	$1050 
e.	none of the above

39.	What is average fixed cost when 150 units of output are produced? 
a.	$2 
b.	$9 
c.	$11 
d.	$16.50 
e.	none of the above

40.	The additional cost of producing the 170th unit of output is: 
a.	$10.50 
b.	$11.50 
c.	$13 
d.	$15 
e.	none of the above

41.	What is average variable cost when output is 200?
a.	$2.00
b.	$12.00
c.	$10.50
d.	$240
e.		$210

42.	The additional cost of producing the 60th unit of output is:
a.	$5
b.	$250
c.	$8
d.	$120
e.	$80

43.	What is average fixed cost when 200 units of output are produced?
a.	$2.80
b.	$80
c.	$150
d.	$1.50
e.	none of the above


The next 2 questions refer to the following:

Suppose a firm is hiring 20 workers at a wage rate of $60.  The average product of labor is 30, the last worker added 12 units of output, and total fixed cost is $3,600.

44.	What is marginal cost? 
a.	$.20 
b.	$5 
c.	$240 
d.	$720 
e.	none of the above

45.	What is average total cost? 
a.	$2 
b.	$8 
c.	$600 
d.	$1800 
e.	none of the above


The next 3 questions refer to the following:

[image: TB08_03]

46.	In the above figure, what is the TOTAL cost of producing 5 units of output? 
a.	$10 
b.	$60 
c.	$100 
d.	$225
e.	$2,000

47.	In the above figure, what is the AVERAGE total cost of producing 10 units of output? 
a.	$4 
b.	$8 
c.	$12 
d.	$50
e.	$360


48.	In the above figure, what is the AVERAGE variable cost of producing 5 units of output?
a.	$12
b.	$20 
c.	$40
d.	$60
d. $80
The next 2 questions refer to the following:

"Ford built 18 vehicles per auto employee in North America last year, while GM could only manage 12."  (The Wall Street Journal)

49.	In comparison with GM, Ford had a higher
a.	average product of labor.
b.	average product of capital.
c.	marginal product of labor.
d.	marginal product of capital.
 
50.	In comparison with GM, Ford had 
a.	higher average variable cost. 
b.	lower average variable cost. 
c.	higher total variable cost. 
d.	both a and c 
e.	none of the above

The next 2 questions refer to the following:

"At Huffy's ... bicycle factory, 1,700 employees turn out 15,000 bicycles a day (in 1987).  Five years ago, it required 2,200 workers to make 10,000 bikes daily."  (The Wall Street Journal).

51.	In 1987, 
a.	total product was 15,000 bicycles per day. 
b.	the average product of labor was 0.11. 
c.	the marginal product of labor was 8.8. 
d.	both a and b
e.	both a and c

52.	Holding all else equal, we can conclude that, over the past five years, 
a.	Huffy's average variable cost decreased.
b.	Huffy's average variable cost increased.
c.	Huffy's marginal cost decreased.
d.	Huffy's marginal cost increased.
e.	both a and c

The next 7 questions refer to the following:

[image: ]
The price of capital (r) is $20.

53.	What is the price of labor (w)?
a.	$20
b.	$30
c.	$25
d.	$35
e.	none of the above

54.	What combination of labor (L) and capital (K) can produce 5,000 units of output at lowest cost?
a.	90K, 60L
b.	110K, 10L
c.	42K, 52L
d.	60K, 20L
e.	10K, 110L

55.	What is the lowest possible cost of producing 5,000 units of output?
a.	$1,800
b.	$2,400
c.	$2,600
d.	$1,400
e.	$3,000

56.	What is the lowest possible cost at which 14,000 units of output can be produced?
a.	$8,600
b.	$2,400
c.	$3,600
d.	$4,200
e.	none of the above

57.	What combination of K and L should the firm choose to produce 14,000 units of output at the 
lowest cost?
a.	180K, 120L
b.	180K, 0L
c.	60K, 120L
d.	90K, 60L
e.	none of the above

58.	At the optimal combination of inputs for producing 14,000 units of output, what is the marginal
 rate of technical substitution (K/L)?
a. 2.5
b. 0.67
c. 1.5
d. 0.80
e. impossible to tell from the graph

59.	If, at the optimal combination of inputs for producing 14,000 units of output, the marginal product of capital is 40, what is the marginal product of labor?
a.	60
b.	40
c.	27.67
d.	80
e.	impossible to tell from the graph
60.	Which of the following are characteristics of a typical isoquant? 
a.	All input combinations on the isoquant will produce the same level of output. 
b.	The marginal rate of technical substitution decreases as more labor is substituted for less capital. 
c.	A change in input prices shifts the isoquant map. 
d.	both a and b
e.	none of the above

61.	If a firm is producing the level of output at which shortrun average cost equals longrun average cost, then
a.	the firm has chosen the costminimizing combination of inputs to produce this level of output. 
b.	with a fixed amount of capital, shortrun average cost is greater than longrun average cost at any other level of output.
c.	the firm has chosen the profit-maximizing level of output. 
d.	both a and b 
e.	all of the above

62.	Economies of scale exist when
a.	fixed cost decreases as output increases.
b.	long-run average cost decreases as output increases.
c.	long-run marginal cost is less than long-run average cost.
d.	both a and b
e.		both b and c
image3.wmf
 

 

Q

d

=

3

5

0

-

5

P


oleObject4.bin

image4.wmf
 

 

Q

d

=

3

0

0

-

5

P


oleObject5.bin

image5.wmf
 

 

Q

d

=

2

0

0

-

5

P


oleObject6.bin

image6.wmf
 

 

Q

d

=

1

0

0

-

5

P


oleObject7.bin

oleObject8.bin

image7.wmf
 

 

Q

s

=

1

5

0

+

5

P


oleObject9.bin

oleObject10.bin

image8.wmf
 

 

Q

d

=

4

0

0

-

1

0

P


oleObject11.bin

image9.wmf
 

 

Q

d

=

1

0

0

-

1

0

P


oleObject12.bin

image10.wmf
 

 

Q

d

=

4

0

0

-

5

P


oleObject13.bin

image11.wmf
 

Q

d


oleObject14.bin

image12.wmf
Y 

60 

X 

300 

0

B 

A 

U

1 

U 

2

200 

26 

20 

U

3

C 

Units of good X

U

n

i

t

s

 

o

f

 

g

o

o

d

 

Y

120 


image13.wmf
Y 

X 

8 

0 

5 

II

3 

6 

I

U

n

i

t

s

 

o

f

 

g

o

o

d

 

Y

Units of good X


image14.wmf
P

X

 

600 

X 

1,500 

600 

B 

A 

U

1

1,000 

130 

U

2

D

C 

0 

100 

300 

25 

15 

10 

1,000 

1,500 

400 

0 

D

3

D

2

Y 

X 

D

1

U

3

D

4


image15.wmf
3,000

0

5

10

15

20

P

r

i

c

e

 

(

d

o

l

l

a

r

s

)

Quantity

D

1,000

4,000

2,000

P

Q


image16.wmf
AP, MP 

L 

6

AP 

MP 

0 

8

2

A

v

e

r

a

g

e

 

a

n

d

 

m

a

r

g

i

n

a

l

 

p

r

o

d

u

c

t

 

o

f

 

l

a

b

o

r

Labor

4

5

12

10

10


image17.jpeg
a
O
L
T
O
<
T
&
- _ ! _ _ _
o o
S S S 3 = I

(sJejjop) 1809

15

10

Output




image18.wmf
120 

60 

Q 

= 14,000

20 

20 

40 

80 

40 

120 

Units of labor 

U

n

i

t

s

 

o

f

 

c

a

p

i

t

a

l

100 

80 

60 

0 

100 

140 

140 

180 

160 

160 

180 

Q 

= 5,000

A 

B 

K

L


image1.wmf
 

 

Q

d

=

1

0

0

-

5

P

+

0

.

0

0

4

M

-

5

P

R


oleObject1.bin

image2.wmf
 

P

R


oleObject2.bin

oleObject3.bin

