Midterm Exam #3

11 April 2003


Econ sections 1 & 4
MULTIPLE CHOICE.  Choose the one alternative that best completes the statement or answers the question.
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1)  The above figure shows the demand and cost curves for a firm in monopolistic competition. The graph represents the firm's situation in 

A) neither the short run nor the long run. 

B)  only the short run. 

C) either the short run or the long run. 

D)  only the long run. 

2)  A regressive income tax is defined as a tax for which 

A) the average tax rate decreases with the level of income. 

B) total taxes paid are independent of the level of income. 

C) the average tax rate increases with the level of income. 

D) total taxes paid increase with the level of income. 

3)  Firms in monopolistic competition compete on the basis of .


I. product quality .

II. marketing 

A) II only 

B)  I only 

C)  both I and II 

D)  neither I nor II 

	Group
	Percent of income
	Percent of wealth

	Poorest 20%
	5
	0

	Poorest 40%
	15
	2

	Poorest 60%
	30
	5

	Poorest 80%
	55
	10


4)  The above table shows the distribution of wealth and income in Miseria. Ninety-three percent of the wealth is owned by what percent of the population? 

A) 60 percent 

B)  95 percent 

C)  20 percent 

D)  40 percent 

5)  A decrease in the wage rate will 

A) lead to a movement along the demand for labor curve but will not shift the curve. 

B) shift the firm's demand for labor curve rightward. 

C) shift the firm's demand for labor curve leftward. 

D) None of the above answers is correct. 
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6)  The above figure shows the Lorenz curves for four different countries. Which of the following statements is FALSE? 

A) Country D's income distribution is the most unequal of the four countries. 

B) Country A has an income distribution that is not perfectly equal. 

C) The distribution of income is more unequal in country D than in country C. 

D) The distribution of income is more unequal in country A than in country B. 

7)  If a worker receives a wage that exceeds his or her opportunity cost, then 

A) the worker is probably the owner of the firm. 

B) the worker is underpaid. 

C) the worker is earning economic rent. 

D) the employer is not a profit maximizer. 

Player A

	
	
	Confess
	Don’t Confess

	Player B
	Confess
	A: 3 years

B: 3 years
	A: 10 years

B: 1 year

	
	Don’t Confess
	A: 1 years

B: 10 years
	A: 2 years

B: 2 years


8)  The table above shows the payoff matrix for a prisoners' dilemma. In the Nash equilibrium, 

A) both prisoners get 3 years in jail. 
B)  both prisoners get 2 years in jail. 

C) both prisoners get 10 years in jail. 
D)  both prisoners get 1 year in jail. 

9)  A single-price monopolist is inefficient because 

A) it creates a deadweight loss. 

B) P>ATC. 

C) it increases producer surplus. 

D) MR=MC. 

10)  The value of things a household owns a point in time is known as its 

A) wealth. 
B)  income.
 
C)  Lorenz curve. 

D)  balance sheet. 

11)  The kinked demand curve model of oligopoly concludes that the firm's price ________ change in response to small changes in marginal cost and the firm's quantity ________ change in response to small changes in marginal cost. 

A) will not; will 

B)  will not; will not 

C) will; will not 

D)  will; will 

12)  The reservation wage is the 

A) wage for which a person is willing to work overtime. 

B) highest wage for which a person is willing to supply labor. 

C) wage for which a person is willing to work full time. 

D) lowest wage for which a person is willing to supply labor. 

13)  Rent seeking 

A) helps employ resources that would otherwise be unemployed. 

B) is an additional social cost of monopoly. 

C) is only a problem in the commercial real estate market. 

D) is beneficial to society. 

14)  Under which conditions is profit maximized? .


I. Marginal revenue product is maximized. .

II. Marginal revenue equals marginal cost. .

III. Marginal revenue product equals the wage rate. 

A) I and II 

B)  I, II, and III 

C)  I and III 

D)  II and III 

15)  If a decrease in price increases total revenue, then 

A) the law of demand is violated. 

B)  demand is inelastic. 

C) demand is unit elastic. 


D)  demand is elastic. 

16)  A cartel is a group of firms which agree to 

A) raise the price of their products. 

B)  behave competitively. 

C) increase the amount they produce. 
D)  lower the price of their product. 

17)  Over the last several years in the United States, wages and employment have both increased because 

A) labor demand has increased more than labor supply. 

B) labor demand has decreased because of technological breakthroughs that have caused labor supply to increase. 

C) labor supply has increased more than labor demand. 

D) labor demand has increased while labor supply decreased. 

18)  Which of the following is true about a perfect price discriminating monopolist? 

A) The firm earns only a normal profit. 

B) Price is greater than marginal revenue. 

C) The firm produces the efficient level of output. 

D) Price always exceeds marginal cost. 

19)  When a monopolist can price discriminate between two groups, it is profit maximizing to charge the lower price in the market with 

A) less perfect demand. 


B)  higher average willingness to pay. 

C) lower average willingness to pay. 
D)  more customers. 

20)  The biggest single factor affecting family income distribution is the 

A) householder's age. 


B)  household size. 

C) householder's education. 

D)  householder's marital status. 

21)  In the dominant firm oligopoly model, 

A) all firms set the market price. 

B) all firms are price takers. 

C) one firm has a large cost advantage over its competitors. 

D) there is a break in the firm's marginal revenue curve. 

22)  Which of the following is FALSE for a profit-maximizing single-price monopolist? 

A) MC=MR 

B) P=MC 

C) P>MR 

D) None of the above because they are all true. 

23)  A firm's demand for labor curve 

A) is always flatter than the marginal revenue product curve. 

B) shows how much labor it would hire at different wage rates. 

C) is always steeper than the marginal revenue product curve. 

D) is usually positively sloped. 

24)  When a person lobbies Congress to grant the person the exclusive right to sell a particular good, such lobbying activity is called 

A) revenue seeking. 

B)  rent seeking. 

C) profit recovery. 

D)  revenue abatement. 
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25)  The figure above shows the demand and cost curves for a single-price monopolist. What economic profit does this firm earn? 

A) zero 

B)  $600 

C)  $400 

D)  $200 
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26)  The above figure shows the Lorenz curve for wealth for the nation of Rusha. If the government were to confiscate all of the wealth from the poorest twenty percent of the population and give it to the wealthiest twenty percent, the Lorenz curve would 

A) shift farther away from the line of equality. 

B) shift closer to the line of equality. 

C) not change. 

D) flip above the line of equality. 

27)  In its long-run equilibrium, a firm in monopolistic competition 

A) makes zero economic profit and produces above capacity output. 

B) makes a positive economic profit and operates with excess capacity. 

C) makes zero economic profit and operates with excess capacity. 

D) makes a positive economic profit and produces above capacity output. 

28)  The key feature of an oligopoly is that there 

A) exists product differentiation. 

B)  is one seller. 

C) are only a few sellers. 


D)  are many buyers and sellers. 

29)  With respect to redistribution, one reason "The Big Tradeoff" exists is because 

A) government policymakers must choose between funding the various programs. 

B) government programs only employ resources that had no value to society otherwise. 

C) government programs employ resources that could have been productive elsewhere. 

D) government programs only pay workers their opportunity cost. 

30)  If an nonrenewable natural resource's price is expected to increase at a rate faster than the interest rate, then the 

A) owners will sell their entire supply. 

B) the current price will probably fall. 

C) owners will sell all that they can today. 

D) owners will sell nothing today. 

31)  Monopolistic competition differs from monopoly because in monopolistic competition 

A) firms are free to enter and exit. 

B) there are many firms. 

C) there are close substitutes for each firm's product. 

D) All of the above are differences between monopoly and monopolistically competitive firms. 

32)  If a firm finds that, at its current level of employment, , then it has 

A) hired too much labor. 


B)  not hired enough labor. 

C) reached maximum profits. 

D)  reached minimum profits. 

33)  Price discrimination 

A) converts deadweight loss into consumer surplus. 

B) converts producer surplus into economic profit. 

C) converts consumer surplus into economic profit. 

D) maximizes the difference between consumer surplus and producer surplus. 

TRUE/FALSE.  Write 'A' on answer sheet if the statement is true and 'B' if the statement is false.
34)  A proportional income tax is a tax that taxes income at a constant rate. 

35)  Excess capacity refers to any unsold output due to insufficient demand. 

36)  As a person's wage rate increases, the substitution effect motivates an increase in work and the income effect motivates a decrease in work. 

ESSAY.  (2 points each ) Write your answers in the space provided below and the back page.
37)  The interest rate is 5 percent. How does $500 to be received a year from today compare in value to $500 right now? 

38)  Two ways of showing income inequality in a country or subgroup of pa population are the Lorenz curve and the Gini index (or Gini coefficient). Demonstrate your understanding of these measures by answering the following: 

A. Draw a figure of a Lorenz curve for country Y and illustrate in this figure how to calculate the Gini index. 

B. If country Z has a more unequal income distribution than country Y, will the Gini index for country Z be higher or lower than the Gini index for country Y? Explain by drawing the Lorenz curve for country Z into the figure. 
MULTIPLE CHOICE.  Choose the one alternative that best completes the statement or answers the question.
1)  B 

2)  A 

3)  C 

4)  D 

5)  A 

6)  D 

7)  C 

8)  A 

9)  A 

10)  A 

11)  B 

12)  D 

13)  B 

14)  D 

15)  D 

16)  A 

17)  A 

18)  C 

19)  C 

20)  C 

21)  C 

22)  B 

23)  B 

24)  B 

25)  D 

26)  A 

27)  C 

28)  C 

29)  C 

30)  D 

31)  D 

32)  A 

33)  C 

TRUE/FALSE.  Write 'A' on answer sheet if the statement is true and 'B' if the statement is false.
34)  TRUE 

35)  FALSE 

36)  TRUE 

ESSAY.  (2 points each ) Write your answers in the space provided below and the back page.
37)  With an interest rate of 5 percent, $500 deposited in the bank right now will be worth $525 one year from today. (To calculate this amount, the future value is $500(1 + r) = $500(1+.05) = $525.) The $500 received one year from today, however, has a present value of $500/(1 + r) = $500/(1+.05) = $476.19. So, $500 today is worth more than $500 a year from now. 

 38) A. If the area between the diagonal (line of equality) and the Lorenz curve is area A and the area below the Lorenz curve (remaining area below the diagonal) is area B, then the Gini index is 100*A/(A+B). The Gini index will be larger for country Z, because the Lorenz curve for country Z lies below and to the right of the Lorenz curve for country Y and the area A is therefore larger. 
