Econ 1








John Hartman

Test 2








February 27, 2008

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.  Suppose you are a monopolist supplier of special rocks from your back yard.  You have no costs, and you know that the demand curve for your special rocks is represented by the equation P = 20 – Q.  What price will you charge to maximize profit?


A.  0

B.  10

C.  12

D.  15

E.  20

2.  Four of the five consumption possibilities below are efficient.  Pick the answer that is NOT efficient.

A.  6 balls, 6 bats

B.  12 balls, 4 bats

C.  14 balls, 0 bats


D.  0 balls, 8 bats

E.  6 balls, 4 bats

For the following three questions, use the following information:  Pat takes 3 hours to replace an automobile clutch and 1 hour to sew a dress.  Shannon takes 4 hours to replace an automobile clutch and 2 hours to sew a dress. 

3.  Pat has 100 hours available to replace automobile clutches and sew dresses.  Within the 100 hours available, Pat must replace at least 10 automobile clutches.  What is the greatest number of dresses that Pat can sew given these constraints?
A.  10

B.  30

C.  50

D.  60

E.  70

4.  It is true that _____ has an absolute advantage at replacing automobile clutches and _____ has an absolute advantage at sewing dresses.

A.  Pat; Pat


B.  Shannon; Shannon

C.  Pat; Shannon

D.  Shannon; Pat

E.  Neither person; Neither person
5.  It is true that _____ has a comparative advantage at replacing automobile clutches and _____ has a comparative advantage at sewing dresses.

A.  Pat; Pat


B.  Shannon; Shannon

C.  Pat; Shannon

D.  Shannon; Pat

E.  Neither person; Neither person

Assume that the market for model SUVs is as follows for the next three questions:  The demand of model SUVs is denoted by P = 200 – Q.  The domestic supplier has a cost function such that supply of model SUVs is denoted by P = Q.  There is also a foreign producer of model SUVs that makes the model SUVs at a constant marginal cost of 50.
6.  If foreign imports are not possible, then _____ model SUVs will be purchased, and total surplus for consumers and producers will be _____.

A.  50; 3,750


B.  200; 20,000

C.  100; 10,000

D.  200; 10,000

E.  100; 5,000
7.  What will the price of model SUVs be if trade is completely open?

A.  25

B.  50

C.  100

D.  125

E.  150

8.  How many model SUVs will be imported if trade is completely open?


A.  25

B.  50

C.  100

D.  125

E.  150

9.  You have a copyright for a music album with the following demand table:

	Price
	Quantity demanded

	$10
	0

	$9
	1

	$8
	2

	$7
	3

	$6
	4

	$5
	5

	$4
	6

	$3
	7

	$2
	8

	$1
	9

	$0
	10


.  Also note the following:

· You have no fixed costs.

· Your MC per unit is $0.75.
· You must charge the same price to all people you sell the album to.

If you are trying to maximize profit, your profit will be closest to _____.

A.  $0

B.  $5

C.  $10

D.  $15

E. $20

10.  For the following problem, use the following information:

· Assume the same supply and demand, whether or not there is monopoly power.

· Positive quantities are sold in both a monopoly situation and a perfectly competitive situation.

Profits by a monopoly firm would be _____ than total firm profits in a competitive environment.  Consumer surplus in a monopoly market is _____ than in a competitive environment.  Deadweight loss in a monopoly market is _____ than in a competitive environment.
A.  higher; higher; higher

B.  lower; lower; lower

C.  higher; lower; lower

D.  higher; lower; higher
E.  lower; lower; higher

11.  You go to the county fair to find a monopoly supplier of Pet Trees.  Each Pet Tree is made specifically for the customer.  Any buying of selling of Pet Trees that does not involve the monopolist seller will result in the Pet Tree to instantly shrivel up, causing the Pet Tree to have no value.  The monopoly supplier has an interesting way of pricing Pet Trees.  The per-unit price charged is equal to the number of Pet Trees you purchase.  (For example, if you purchase 8 Pet Trees, you will pay $64).  If your willingness to pay for each Pet Tree is $10, how many Pet Trees will you purchase?


A.  3

B.  5

C.  7

D.  10

E.  20

12.  Recall the LUPI game from lecture.  Suppose 10 people play this game, choosing the numbers 0, 0, 0, 1, 1, 2, 3, 3, 4, and 10.  Then the winner is a person that picked the number _____.


A.  0

B.  1

C.  2

D.  4

E.  10

13.  Suppose that you are about to spend a day at the racetrack and you are figuring which of three lots to park in.  You can park in the Valet lot at a cost of $10, the Preferred lot for $4, or the Dirt lot for $3.  Your willingness to pay is $12 for the Valet lot, $9 for the Preferred lot, and $4 for the Dirt lot.  Based on this information, you will park in the _____ lot to maximize your consumer surplus.  Your consumer surplus based off your choice is _____.


A.  Valet; $12

B.  Valet; $2

C.  Preferred; $5


D.  Dirt; $7

E.  Dirt; $1

Please answer the following question in your mini blue-book, on the back of your scantron.  Make clear what you are answering, or else you will not receive credit for that part of the question.  This question is worth 4 points.

There are two players in a game.  Player 1 can choose either “up” or “down,” while Player 2 can choose either “left” or “right.”
· If Player 1 chooses up and Player 2 chooses left, both players receive a payment of 15.

· If Player 1 chooses down and Player 2 chooses left, Player 1 receives a payment of 0 and Player 2 receives a payment of 20.

· If Player 1 chooses up and Player 2 chooses right, Player 1 receives a payment of 20 and Player 2 receives a payment of 0.
· If Player 1 chooses down and Player 2 chooses right, both players receive a payment of 19.

A.  (1 point) Draw a payoff matrix as follows:  Make Player 1’s decisions on the left side of the payoff matrix.  Make Player 2’s decisions on the top of the payoff matrix.  Make sure that payoffs are clear in the payoff matrix.  The grader will assume that the first payoff in each box is for Player 1 and the second payoff is for Player 2.

B.  (1 point) In the payoff matrix, draw an underline under each “best payout, given the choice of the other player,” as we did in lecture.

C.  (1 point) Determine any Nash equilibria.  Please circle and clearly label your answer.

D.  (1 point) Determine any dominant strategies by these players.  If neither player has a dominant strategy, state in capital letters “NO DOMINANT STRATEGIES.”  Please circle and clearly label your answer.

