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1.   A policy that increases total economic surplus

a. changes who gets the largest slice of the pie.

b. gives everyone a larger slice (percentage) of the pie.

c. increases the size of the pie.

d. redistributes a pie of equal size.

e. makes society better off (improves the taste of the pie).

2.   If the government places a tax on sellers in a market, who will pay the tax?

a. only sellers

b. more the sellers than buyers

c. buyers and sellers equally

d. only buyers

e. it depends on the situation in the market

3.  The purpose of a cartel agreement is to

a. avoid conflict.

b. cover up illegal behavior.

c. maximize risk.

d. decrease costs.
e. none of the above.
Refer to the following decision tree for the following question.
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4.   Which choice is dominant for you?

a. A

b. B

c. either A or B

d. neither A nor B

5.   A negative externality will result in an equilibrium quantity of an activity that is ____________ the socially optimal quantity.

a. above

b. below

c. above or below

d. equal to

e. it can not be determined without further information
6.   People can purchase and sell the right to perform activities that cause externalities to arrive at efficient solutions.  This describes

a. the Tragedy of the Commons.

b. a positional externality.

c. an external benefit.

d. the Coase Theorem.

e.   the problem of unpriced resources.
7.   The optimal amount of a negative externality is

a. zero.

b. where marginal benefits are zero.

c. where marginal costs are zero.

d. where marginal benefit equals marginal cost.

e. where price equals zero.

8.   Adam Smith's Invisible Hand Theory makes which assumption about information?

a. Information is costly.

b. Information provides benefits.

c. Buyers are ignorant.

d. Buyers are fully informed.

e. none of the above.
9.  The Lemons Model explains how

a. asymmetric information decreases the average quality of goods for sale.

b. people with lower quality goods are more likely to sell them.

c. reservation prices for used goods are lower.

d. there is a downward spiral in the average quality of used cars.

e. all of the above.
10.   The marginal product of labor is the

a. additional output a firm gets by hiring one more unit of labor.

b. dollar value of the additional output a firm gets by hiring one more unit of labor.

c. increase in the wage bill from hiring an additional worker.

d. total output produced as a result of hiring labor.

e. productivity of the least productive worker.

11.   In a market with a single buyer of labor, the firm should hire another worker as long as which of the following is true?

a. MP > VMP

b. VMP > wage

c. VMP > MP

d. VMP > marginal labor cost

e. MP > marginal labor cost

Refer to the following information for questions 12-15.

Consider the Farmers’ Market held on Library Walk at UCSD.

Assume that the following supply and demand relations correspond to a perfectly competitive market for fresh flowers at the Farmer’s Market. Let P be the price in dollars per bouquet and let Q be the number of bouquets sold per week.       
Supply: P = (0.4) *Q         Demand: P = 16 − (0.4) *Q
12.  The equilibrium price of a bouquet of flowers at the Market is
a. $16

b. $0.4

c. $8

d. $20

e. $5

13.  The value of consumer surplus when the market for flowers is in equilibrium is equal to 
a. $80

b. $40

c. $160

d. $20

e. $100

14.  To prevent “price gouging,” the University forbids any florist on Library

Walk from charging a price above $4.00 for a bouquet of flowers. What is the quantity sold?
a. 5

b. 10

c. 20

d. 4

e. 15

15. What is the loss in total surplus from the University’s “No-Price-Gouging” rule?
a. $40

b. $80

c. $160

d. $20

Refer to the following information for questions 16-17. 
Assume that a monopolist’s marginal cost curve is given by the equation MC = $4, and its demand curve is given by the equation P=20-50*Q. 

16. What is the profit maximizing level of quantity and price?
(a) 400; $4

(b) 400; $12

(c) 500; $6

(d) 500; $10

(e) 800; $6
17. What is the socially efficient output-price combination?
(a) 400; $4

(b) 400; $12

(c) 500; $10

(d) 800; $6

(e) 800; $4
18. Frank is considering moving to Denver. There is a 70% chance that he will find a job that pays $1,000 more than what he currently earns and a 30% chance he will find one that pays $3,000 less. What is the expected value of the income change from moving to Denver?
(a) −$200.

(b) $200.

(c) $700.

(d) $900.

(e) $1,000.
19. Given the total cost function, TC = 200 + 20*Q, what are the marginal costs for the firm?
(a) $20

(b) $200/Q + 20

(c) $200

(d) $200/Q

(e) Impossible to calculate with information provided
20. Let the monopolist’s demand curve be P = 90−3*Q. What is the price at which marginal revenues are zero?
(a) $90

(b) $45

(c) $30

(d) $10

(e) $3
Refer to the following figure for questions 21-23.
	
	
	Player 2
	

	
	
	U
	D

	Player1
	U
	5, 30
	10,12

	
	D
	(-2), 10
	8, 15


In each cell of the game, the first of the two payoffs corresponds to the row player (the one listed on the side of the matrix) and the second payoff belongs to the column player (the player listed on the top of the matrix). 

21. Does Player 2 have a dominated strategy?
a. Yes 

b. No 
22. Is this game a prisoner’s dilemma?
a. Yes 

b. No 

23. If a Nash equilibrium exists in this game, identify it; otherwise choose ‘none’. 
a. (Up, Left) 

b. (Up, Right) 

c. (Down, Left) 

d. (Down, Right) 

e. None 

Refer to the following information for questions 24–25. 
Mary is looking for an apartment. The distribution of apartments is as follows: 70% rent for $700 per month, 20% rent for $600 per month, and 10% rent for $500 per month.

Each search costs $20 and consists of looking at one randomly chosen apartment.

Assume that she can ultimately choose to rent any of the apartments that she has seen.
24. Assume that all of the apartments that Mary has seen so far rent for $700.

What is the expected value of an additional search?
(a) $660.

(b) $40.

(c) $20.

(d) $600.

(e) $30.
25. Assume that a search finally turns up an apartment that rents for $600.

Assume that Mary is risk-neutral. Should she conduct an additional search?
(a) Yes.

(b) No.
(c) Cannot be determined without more information.
26.  If the marginal cost of reducing pollution is positive, which of the following statements is true?
(a) Pollution should be reduced as much as technically feasible.

(b) The marginal benefit of pollution reduction is zero.

(c) The optimal amount of pollution is zero.

(d) A legislative solution is required.

(e) The optimal amount of pollution is greater than zero.
27. Assume that Consumers know that some fraction X of all new cars produced and sold in the market are defective. The defective ones cannot be identified except by those who own them. Assume for this problem that cars do not depreciate with use. Suppose the consumers are risk-neutral with a reservation price of $6000 for a used car of unknown quality. To their owners, good used cars are worth $8,000 and lemon used cars are worth $ 2,000. What is the fraction X?
(a) 0.25

(b) 0.33

(c) 0.5

(d) 0.67

(e) 0.75
Refer to the following information for questions 28–31. 
Mike and Todd are getting ready to go to Florida for spring break. They can rent a SUV together for $300 per week, or each can rent a coup separately for $200 per week. If the rent for both alternatives were the same, they would be indifferent between driving together or separately, except for one problem:

Mike likes to listen to music really loud. Mike would pay $125 for this privilege.

Todd, for his part, would pay up to $75 to not to listen to the loud music.
28. What is the gain in surplus from driving together?
(a) $200

(b) $125

(c) $75

(d) $50

(e) $25
29. What is the highest amount Todd would be willing to pay when he has to share the drive with Mike?
(a) $200

(b) $175

(c) $125

(d) $100

(e) $75
30. If Todd pays the maximum amount he is willing to pay to share the SUV with Mike, how much does Mike have to pay?
(a) $200

(b) $175

(c) $125

(d) $100

(e) $75

31. How much should Todd pay if they agree to split their economic surplus equally?

(a) $225
(b) $200
(c) $187.50

(d) $125.50

(e) $112.50

32. Is a company’s producer surplus the same as its profit? 
a. Yes 

b. No 

c. Can’t tell without further information 

33. With a perfectly inelastic demand curve for labor, the minimum wage would cause no reduction in economic surplus. 
a. True 

b. False 

c. Can’t tell without further information 

34. Which one of the following statements is not true? 

a. In a perfectly competitive industry, the industry demand curve is horizontal, whereas for a monopoly it is downward-sloping. 

b. Perfectly competitive firms have no control over the price they charge for their product. 

c. For a natural monopoly, average cost declines as the number of units produced increases over the relevant output range. 

35. A single-price, profit-maximizing monopolist: 

a. Causes excess demand, or shortages, by selling too few units of a good or service. 

b. Chooses the output level at which marginal revenue begins to increase. 

c. Always charges a price above the marginal cost of production. 

d. Also maximizes marginal revenue. 

e. None of the above statements is true. 

36. If a monopolist could perfectly price-discriminate: 
a. The marginal revenue curve and the demand curve would coincide. 

b. The marginal revenue curve and the marginal cost curve would coincide. 

c. Every consumer would pay a different price. 

d. Marginal revenue would become negative at some output level. 

e. The resulting pattern of exchange would still be socially inefficient. 

37. Which of the following could not be an explanation of where monopoly power comes from? 

a. network externalities 

b. the existence of high fixed costs 

c. government restrictions on the ability of new producers to enter the market 

d. a government-imposed price ceiling 

Refer to the following information for questions 38-39. 

Two airplane manufacturers are considering the production of a new product, a 150-passenger jet. Both are deciding whether to enter the market and produce the new planes. The payoff matrix is as follows (payoff values are in millions of dollars): 

	
	
	Airbus

	
	
	Produce
	Don’t Produce

	Boeing
	Produce
	-5 for each
	0 for Airbus

100 for Boeing

	
	Don’t Produce
	100 for Airbus

0 for Boeing
	0 for each


The implication of these payoffs is that the market demand is large enough to support only one manufacturer. If both firms enter, both will sustain a loss. 

38. The equilibrium outcome/s in this game is/are: 

a. (Up, Left)

b. (Up, Right)

c. (Down, Left)

d. (Down, Right)

e. (Up, Right) & (Down, Left) 

39. Consider the effect of a subsidy. Suppose the European Union decides to subsidize the European producer, Airbus, with a check for $25 million if it enters the market. Revise the payoff matrix to account for this subsidy. What is the new equilibrium outcome? 

a. (Up, Left)

b. (Up, Right)

c. (Down, Left)

d. (Down, Right)

e. (Up, Right) & (Down, Left) 
40. Assume the supply and demand curves for cars given below  
P = 15,000 - 2,500*Q


P = 10,000
where P is in dollars and Q is in millions of cars per month. 
The deadweight loss that results from a tax of $100 per car collected from sellers is equal to: 

a. 2 million dollars

b. 5 million dollars

c. 4 million dollars

d. 3 million dollars 

e. 8 million dollars

