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Instructions:

You have 45 minutes to complete this test, unless you arrive late.  Late arrival will lower the time available to you, and you must finish at the same time as all other students.

Please bubble in your Perm # and test form letter on your scantron.  Failure to do so may lower your grade.
Each multiple-choice question is worth 1 point.  Please fill in the bubbles on your scantron correctly for multiple-choice questions, since this is how you will be graded.

Questions that require you to write out your answer will be answered on the back of your scantron, on the side labeled “mini blue book.”  Show all work for these questions.  Any work that is not legible will not receive credit.

There is no penalty for guessing, so answering every question is encouraged.

Cheating will not be tolerated during any test.  Any suspected cheating will be reported to the relevant authorities on this issue.

If the correct answer does not match with one of the five answers on a multiple-choice question, pick the answer closest to the correct answer.

Unless otherwise specified, you can assume the following:

· Supply curves have positive slope and demand curves have negative slope.

· Negative quantities cannot be supplied or demanded.

You are welcome to keep this test when you leave, but you must turn in your scantron before you leave.  Note that any work and answers shown on this test will not be graded.

You are allowed to turn in your test early if there are at least 10 minutes remaining.  As a courtesy to your classmates, you will not be allowed to leave during the final 10 minutes of the test.

1.  If supply shifts to the left and demand shifts to the right, then which of the following will happen with certainty in equilibrium?


A.  Price will increase


B.  Price will decrease


C.  Quantity will increase


D.  Quantity will decrease


E.  Quantity will stay the same

Supply shift (  Price increases, quantity decreases

Demand shift ( Price and quantity both increase

Both shifts combined ( Price increases, quantity could increase, decrease, or stay the same.
2.  Suppose that the market for coffee cups only consists of two people, Bert and Ernie.  Bert’s demand for coffee cups is represented by the equation 10 – P.  Ernie’s demand for coffee cups is represented by the equation 30 – 4P.  How many coffee cups are demanded in this market if the price is $4?


A.  6

B.  10

C.  16

D.  20

E.  40

At P = 4, Bert demands 10 – 4, or 6, coffee cups.  Ernie demands 30 – 4(4), or 14, cups.  Total quantity demanded is then 20 cups.
3.  Jimmy has $40 available to purchase juice today.  Use the information in the following table to determine how many bottles of juice Jimmy should purchase today if he wants to maximize his total surplus.  Assume that the price of each bottle of juice is $2.

	Number of bottles of juice
	Average benefit

	1
	$20

	2
	$18

	3
	$16

	4
	$14

	5
	$12

	6
	$10

	7
	$8

	8
	$6

	9
	$4

	10
	$2

	11
	$0



A.  0

B.  2

C.  5

D.  6

E.  10
Purchase each bottle if MB > MC.  Note that total benefit of 4 bottles is 4(14), or $56; for 5 bottles, 5(12), or $60; for 6 bottles, 6(10), or $60.  MC is $2 per bottle.  MB is $4 for the 5th bottle; $0 for the 6th bottle.  Thus, purchase 5 bottles.
4.  If demand for books is represented by the equation P = 100 – Q, what is the price elasticity of demand for books (in absolute value) when the quantity is 40?


A.  0.025
B.  0.67
C.  1

D.  1.5

E.  60

One way price elasticity of demand can be determined is P / (Q * slope), in absolute value terms.  Note that slope is 1.  Finally, when Q = 40, P = 60 ( elasticity is

60 / (40 * 1), or 1.5.
5.  If you owned a bond that paid $1 a year forever with certainty, how much is the bond worth today?  Assume that the interest rate is 2 percent.


A.  $2

B.  $10

C.  $20

D.  $50

E.  infinity

PV = M / r.  Here M = $1 and r = 0.02 ( PV = 1 / 0.02 = 50.
6.  Suppose you travel to a desert resort with an owner who practices strange pricing practices.  The owner prices water as follows:

· You must purchase a whole number of liters.

· The total amount you pay for water (in dollars) is the square of the number of liters you purchase.  (Example, if you purchase 8 liters of water, you will pay $64).

At this resort, your willingness to pay for water is $8 per liter for each of the first 100 liters you consume.  You are not willing to consume more than 100 liters under any circumstances.  If you are trying to maximize your surplus for water, how many liters of water should you purchase?


A.  4

B.  6

C.  8

D.  10

E.  100

Here, MB is constant and MC is increasing.  TC of 2 liters is $4, TC of 3 liters is $9, TC of 4 liters is $16, TC of 5 liters is $25 ( MC of 3rd liter is $5, MC of 4th liter is $7, MC of 5th liter is $9 ( Buy up to the 4th liter of water and stop.
For the next three problems, assume the following information about the number of trees that can be planted today in a given area of Los Padres National Forest:

	Number of workers
	Output (trees planted)
	
	
	

	0
	0
	
	
	

	1
	100
	
	
	

	2
	250
	
	
	

	3
	350
	
	
	

	4
	400
	
	
	

	5
	420
	
	
	

	6
	435
	
	
	

	7
	445
	
	
	

	8
	450
	
	
	


You can also assume the following:

· The cost to plant a tree is $1 each.

· Each worker that you hire today costs $50.

· You will receive $3 for each tree that you plant.

· You have no fixed cost.

7.  What is the marginal cost per tree planted for the fourth worker hired?  (Hint:  You need to account for all costs when finding the marginal cost.)


A.  $1

B. $1.50
C.  $2

D.  $3

E.  $50

MC of 4th worker is $50 per day; 50 add’l trees planted ( The labor MC is $1 per tree.  Note that there is an add’l $1 cost to plant a tree.  ( $2 total MC to plant a tree.
8.  How much profit is earned if you hire exactly eight workers?


A.  $500
B.  $600
C.  $700
D.  $800
E.  $900

8 workers hired ( TR is $450(3), or $1350.  TC has two components:  Labor costs (50(8)) plus other tree-planting costs (450(1)).  Total is 400 + 450, or $850.  Profit is $1350 - $850, or $500.
9.  How many workers will be hired in order to maximize profits?


A.  2

B.  4

C.  6

D.  7

E.  8

Note that each tree planted leads to $3 revenue, $1 plant cost, and labor cost.  The difference in revenue and plant cost is $2 per plant.  Since each worker costs $50, you need marginal output of at least 25 tree for a worker to be profitable.  This occurs for the first 4 workers.

You can instead do the complete analysis (Marginal output, TR, TC, etc.).  You should reach the same answer.
10.  According to the theory presented in lecture, rent control set below the equilibrium price will lead to which of the following?


I.
The people living in rent-controlled apartments will have a higher willingness to pay for apartments than those that do not live in rent-controlled apartments.


II.
A market that is efficient.


III.
There will be an excess demand of housing units.


IV.
There will be an excess supply of housing units.


V.
Apartment managers will use other methods to increase revenue.

A.  I and II


B.  II and V

C.  I, IV, and V



D.  III and V


E.  IV and V

I is not guaranteed, since excess demand leads to ambiguity as to WTP of the people living in rent-controlled apartments.  II is clearly not true, since total surplus must be less than when no controls exist.  III is true, since a price ceiling set below equilibrium price leads to excess demand.  IV is not true, since III is true.  V is true for reasons we discussed in lecture.
For the following two questions, use the following information:

In the market for storage containers, assume that the supply is represented by the equation P = Q, and the demand is represented by the equation P = 8 – Q, where P is in dollars and Q is quantity of storage containers.

11.  How much is the total economic surplus (i.e. surplus for buyers and sellers combined) if there are no market controls?


A.  $4

B.  $6

C.  $8

D.  $12

E.  $16

You should find that the total surplus is a triangle with horizontal base of 4 units, and vertical distance of $8 per unit.  Area is then half of 32, or $16.
12.  What is the deadweight loss in this market if a $1 tax is imposed on sellers?


A.  $0.25
B.  $0.50
C.  $1

D.  $2

E.  $4

Quantity sold w/o tax is 4.  After tax, new supply is P = Q + 1.  Since demand function is still the same, this leads to quantity of 3.5 when the tax is implemented.  To find DWL, you should find a triangle with vertical distance 1 (which is the amount of the tax), and horizontal distance 4 – 3.5, or 0.5.  The area is half of 0.5, or $0.25. 
13.  Jolene Johnson owns and runs JoJo’s Clam Shack in Clamsville, USA.  Her annual revenue is $70,000.  Her annual expenses are as follows:

· Labor, $24,000

· Food and drink, $3,000

· Utilities, $4,000

· Rent, $10,000

· Interest on loan for equipment, $5,000

Jolene’s only other option to earn money is to work on a clam ship, which will pay her $20,000 per year.  Jolene’s annual economic profit is _____, which means that Jolene _____ stay in business.


A.  $50,000; should


B.  $24,000; should


C.  $4,000; should


D.  $4,000; should not


E.  $0; is indifferent whether or not she wants to

TR is $70,000 if Jolene stays in business.  Total explicit cost is the sum of bulleted items, or $46,000.  Implicit cost is working on the ship, or $20,000.  Economic profit is TR minus total explicit cost minus implicit cost, or $4,000.  Since economic profit is positive, Jolene should stay in business.
14.  Assume that there are 100 people that have to travel from point A to point B.  There are three routes to get from point A to point B, and there is no other traffic except for the 100 people that have to travel from point A to point B.  Two of the routes, Highways 1 and 2, do not get congested.  Highway 1 requires 30 minutes to travel from point A to point B, while Highway 2 requires 40 minutes.  The third route, the Expressway Bridge, is narrow.  Travel time on this route is 20 + 0.2 X, where X denotes the number of travelers on the Expressway Bridge.  In equilibrium, _____ people will travel the Expressway Bridge, and travel time for each person will be _____ minutes.

A.  100; 40

B.  50; 30

C.  0; 30

D.  0; 40

E.  None of the above answers is correct
Nobody should travel on Highway 2, since Highway 1 is always a better choice.  This becomes a problem like we did in lecture.  ( Equalize travel times on Highway 1 and Expressway Bridge for equilibrium.  ( Determine when travel time is 30 minutes on each of these two routes.  ( This occurs when X = 50.

Please answer the following question in your mini blue-book, on the back of your scantron.  Make sure that you circle your answers and make clear what you are answering.  This question is worth 3 points:  1 point for each of two correct answers, and one point for any correct work in your mini blue-book that is related to solving this problem.

Suppose that Shane’s marginal utility for diet cola and diet orange soda are as follows:

	Can of soda consumed
	Diet cola
	Diet orange soda

	1st
	50
	100

	2nd
	45
	80

	3rd
	40
	60

	4th
	35
	45

	5th
	30
	30

	6th
	25
	15

	7th
	20
	10

	8th
	15
	8

	9th
	10
	2

	10th
	5
	1


If Shane has $18 to spend on diet soda, the price of diet cola is $1 per can, and the price of diet orange soda is $2 per can, how many cans of diet cola and diet orange soda will Shane consume?

Consume the product with the highest MU per dollar.  The first 8 cans of diet cola and the first 5 cans of diet orange soda each have MU per dollar of 15 or higher.  So Shane’s consumption is 8 cans of diet cola and 5 cans of diet orange soda.

For the one point for showing correct work, you could show any of the following:  Talking about consuming at the highest MU/$, showing MU/$ for diet orange soda, finding utility for all affordable consumption possibilities, showing equal MU/$ for the 8th can of diet cola and 5th can of diet orange soda.
