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The following exam consists of 25 multiple-choice questions. Each question is worth 4 points for a total of 100 points. Please answer each question by picking the option that you think represents the best answer. Enter the relevant alphabet on the answer sheet provided. If you write more than one alphabet I will automatically mark it wrong. 

Questions (1) through (7) refer to the following information dealing with demand and supply

Consider the following numbers for a demand equation and supply equation
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1. The equation for the demand curve is:

a. P = 16 - 2Q**

b. P = 32 + 4Q

c. P = 32 - 4Q

d. P = 32 - 2Q

2. The equation for the supply curve is 

a. P = 4 + Q**

b. P = 4 - Q

c. P = 2 + 2Q

d. P = 2 + 4Q

3. The equilibrium price and quantity in this market is given by

a. P=$8; Q=8

b. P=$8; Q=6

c. P=$8; Q=4**

d. P=$6; Q=6

4. Suppose a tax of $3 per unit of output is imposed on the BUYERS of this good. The new  equilibrium quantity will be

a. Q=12

b. Q=5

c. Q=6

d. Q=3**

5. The price paid by buyers after the tax is $ ____, while the price received by sellers is $____.

a. 5, 5

b. 10, 7**

c. 7, 10

d. 8, 8

6.   Out of the $3 tax that is imposed consumers will pay

a. $4

b. $3

c. $2**

d. $1

7. Out of the $5 tax that is imposed sellers will pay

a. $4

b. $3

c. $2

d. $1**
8.
Suppose the demand for good Z goes up when the price of good Y goes down.  We can say that goods Y and Z are :

a. complements**

b. substitutes 

c. unrelated goods

d. inferior goods

9. If the cross-price elasticity of two goods X and Y is positive then the two goods must be

a. complements

b. substitutes**

c. normal goods

d. inferior goods

10.
The round-trip train fare charged by NJ Transit from New Brunswick, NJ to New York is $ 15.50 during the morning rush hour. from 6:00 am to 9:00 am, but drops to $11.50 after 9:00 am.  This is because the demand for train rides from New Brunswick to New York is :


a. Elastic in the rush hour, but inelastic later in the day.


b. Unit elastic at all times of the day.


c. Inelastic in the rush hour, but elastic later in the day.**


d. Unit elastic in the rush hour, but inelastic later in the day.

11.
Total revenue in the market will FALL if :


a. Price rises on the elastic portion of the demand curve.**


b. Price falls on the elastic portion of the demand curve.


c. Price rises on the inelastic portion of the demand curve.


d. Price falls on the elastic portion, but stops at the mid-point of the demand curve.

12
The price of a newspaper increases by 10% and as a result the demand for that newspaper declines by more than 10%.  From this you can conclude that the demand for this newspaper is :


a. elastic **


b. inelastic


c. unit elastic


d. highly elastic

13. The State Government is considering raising the minimum wage by 10%. The price elasticity of demand for labor vis-à-vis wages is 1/2. Given this information you should expect a ___% loss in jobs.

a. 2.5

b. 10

c. 5**

d. 0

14. Consumer Surplus is

a. the total value that consumers receive from the consumption of a particular good

b. the total amount that consumers pay for a particular good

c. the difference between what the consumer is willing to pay and what the consumer actually has to pay**

d. a measure of the excess supply at the prevailing price

15. An Engel Curve shows the relationship between 

a. price and quantity demanded of a good

b. consumption of a good an the level of income**

c. consumption of the good and the price of substitutes

d. income and price of goods

16. Suppose that the demand function is given by P = 16 – 2Q. We then would estimate the marginal revenue function as 

a. MR = 16 – 2Q

b. MR = 32 – 2Q

c. MR = 32 - Q

d. MR = 16 – 4Q**

17. Given the relationship between Price, MR and Elasticity that we derived in class, when price is $8, and elasticity is 2 (in absolute value) then MR must be equal to

a. $4**

b. $16

c. $8

d. $10

18. At the price and quantity that correspond to the MIDPOINT of a linear demand function, total revenue is _______ and marginal revenue is ________.

a. maximum, zero**

b. zero, maximum

c. maximum, maximum

d. zero, zero

19. Which of the following are likely to have a NEGATIVE cross-price elasticity?

a. jelly beans and licorice sticks

b. domestically produced steel and imported Japanese steel

c. movie tickets and popcorn sold in the theater**

d. Coke and Pepsi

20. Luxuries are distinguished from necessities by

a. number of substitutes available for each

b. the fact that luxuries have high prices and necessities have low prices

c. high price elasticity of demand for luxuries and low price elasticity of demand for necessities

d. high income elasticity of demand for luxuries and low income elasticity of demand for necessities**

21. If a demand curve is negatively sloped linear (straight line) then

a. it is unit elastic throughout

b. it is elastic throughout

c. it is inelastic throughout

d. its elasticity varies throughout**

22. A municipal mass transit system tentatively decides to increase its fare when the system starts to lose money as a result of higher cost. An outside economic consultant suggests that the transit system would do better if it lowered its fares. On the basis of this information, which of the following must be true?

a. If the demand is elastic then higher price will lead to higher revenue

b. If the demand is inelastic then lower price will lead to lower revenue

c. The municipal transit system believes the demand to be inelastic while the consultant believes demand to be elastic**

d. The municipal transit system believes the demand to be elastic while the consultant believes demand to be inelastic

23. Fred prefers A to B and B to C. Fred is indifferent between A and D. Then he must

a. prefer C to D

b. prefer D to C**

c. prefer B to D

d. be indifferent between B and D

24. An indifference curve is a 

a. collection of market baskets that are equally desirable to the consumer**

b. collection of market baskets that a consumer can buy

c. curve whose elasticity is constant at all prices

d. collection of market baskets that cost the same amount

25. As long as all prices remain constant, an increase in money income

a. shifts the budget constraint outwards parallel to itself**

b. shifts the budget constraint inward parallel to itself

c. leaves the budget constraint unchanged

d. forces the consumer on to a lower indifference curve
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