Review of Chapters 14 and 15. 
Econ 101 Sections 1 & 4

This is for your Exam preparation. Answers are attached on the last two pages.

REMINDER: 3rd Midterm Exam, Friday, 11 April 2003  

Covers all Materials from pgs. 257 - 368. Chapters 12, 13, 14, and 15.
MULTIPLE CHOICE.  Choose the one alternative that best completes the statement or answers the question.
1)  The process of converting a future amount of money into its value today is called 

A) trending. 
B)  depreciation.
 C)  compounding.
 D)  discounting. 

2)  Meredith receives a wage hike. If Meredith decides to work an extra hour, 

A) her reservation wage rate exceeds her marginal revenue product. 

B) her opportunity cost of leisure is high. 

C) she operates on the backward-bending portion of her labor supply curve. 

D) her substitution effect is greater than her income effect. 
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3)  The figure above shows the total product curve for a local lawn cutting service. What is the marginal product of the fifth worker? 

A) 30 acres per day 

B)  5 acres per day 

C) 6 acres per day 

D)  2 acres per day 

4)  Whenever you discount a future sum of money into its present value, you must know .

I. the interest rate. .


II. the number of years in the future in which the money will be received. 

A) neither I not II

 B)  both I and II 

C)  only I

 D)  only II 

5)  A professional tennis player enters fewer tournaments each year as the prize money she won increased. This observations suggests that the tennis player 

A) is not very good. 

B) has a backward bending supply curve. 

C) has shifted her supply curve rightward. 

D) is irrational. 

6)  A decrease in the wage rate will 

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

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

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

D) None of the above answers is correct. 

7)  The demand for labor is a derived demand because it is derived from 

A) natural law. 

B) the supply of labor. 

C) the demand for the output the labor produces. 

D) union pressure. 

8)  If a factor has a perfectly inelastic supply, as is the case for land, then the income received by the factor's owner is 

A) rent free. 

B)  all economic rent. 

C) all normal profit. 
D)  just covering opportunity cost. 

[image: image2.png]Acres cut (per day)

3 4 5 6
Labor (workers per wesK)




9)  The figure above shows the total product curve for a local lawn cutting service. The firm is a perfect competitor. If the market wage for workers is $100 per day, and the price of the output is $50 per acre cut, how many workers will the profit maximizing firm hire? 

A) 3 workers 

B)  5 workers 

C)  1 worker 

D)  2 workers 

10)  Which correctly describes the relationship between the demand curve and the marginal revenue product curve? 

A) The marginal revenue product curve lies to the left of the demand curve. 

B) The marginal revenue product curve lies to the right and above the demand curve. 

C) The curves are the same. 

D) The curves intersect to determine the equilibrium quantity of labor. 

11)  Rick's firm produces videos. Which of the following will affect Rick's elasticity of demand for labor? 

I. the intensity with which Rick uses labor.


II. the elasticity of demand for videos.

III. how easily Rick can switch between using capital versus labor 

A) I and III 

B)  I, II, and III 

C)  I and II 

D)  II and III 

12)  As the interest rate rises, a firm will 

A) decrease the quantity of capital it demands. 

B) increase the quantity of capital it demands. 

C) shift its demand for capital curve rightward. 

D) shift its demand for capital curve leftward. 

13)  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, II, and III 

B)  I and III 

C)  II and III 

D)  I and II 

14)  If a firm is a monopoly, then a decrease in the marginal revenue of the firm's output will 

A) increase the firm's demand for labor. 

B) increase the firm's supply of jobs. 

C) decrease the firm's demand for labor. 

D) not change the firm's demand for labor. 

15)  If a firm finds that, at its current level of employment, MRP > W , it will 

A) be minimizing profits. 

B)  increase the amount of labor it hires. 

C) be maximizing profits. 

D)  decrease the amount of labor it hires. 

16)  If Sam decides to work, his 

A) reservation wage is less than his wage rate. 

B) marginal revenue product equals his wage rate. 

C) reservation wage is greater than his wage rate. 

D) marginal revenue product is greater than his wage rate. 

17)  Relative to the demand curve for low-skilled workers, the demand curve for high-skilled workers lies 

A) below. 


B)  to the right. 

C) in the same place. 

D)  to the left. 

18)  The income earned by a resource equals 

A) an economic profit. 

B)  its price times the quantity used. 

C) a normal profit. 

D)  the interest rate. 

19)  With respect to the labor supply curve, the income effect 

A) makes a person work less as the wage rate increases. 

B) reinforces the substitution effect. 

C) raises the opportunity cost of labor. 

D) lowers the opportunity cost of labor. 
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20)  The above figure shows the Lorenz curves for four different countries. Which of the following statements CANNOT be made on the basis of the graph? 

A) Incomes are distributed unequally in all four countries. 

B) Income distribution is more equal in country B than in country D. 

C) Incomes are higher in country A than in country B. 

D) Income distribution in country D is the most unequal among the four countries. 

21)  The demand curve for high-skilled labor lies to the right of the demand curve for low-skilled labor because 

A) high-skilled labor is more productive than low-skilled labor. 

B) high-skilled workers require more compensation to convince them to work than do low-skilled workers. 

C) firms need not be concerned with the minimum wage in the market for high-skilled labor. 

D) there are more high-skilled workers than low-skilled workers. 

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

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

B) labor demand has increased while labor supply decreased. 

C) labor supply has increased more than labor demand. 

D) labor demand has increased more than labor supply. 

23)  The more inelastic the supply of a productive factor, the more 

A) elastic will be the demand for that factor. 

B) its income is economic rent. 

C) its income is opportunity cost. 

D) inelastic will be the demand for that factor. 
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24)  The above figure shows the Lorenz curve for wealth for the nation of Rusha. What percent of wealth is owned by the poorest quintile? 

A) 5 percent 

B)  0 percent 

C)  35 percent 

D)  20 percent 

25)  The above figure shows the Lorenz curve for wealth for the nation of Rusha. The poorest forty percent of the population own what percent of wealth? 

A) 20 percent 

B)  40 percent 

C)  0 percent 

D)  10 percent 

26)  In the figure above, the lowest 20 percent of all households own ________ of all wealth, the next lowest 20 percent own ________ of all wealth and the richest 20 percent own ________ of all wealth. 

A) 5; 15; 40 

B)  20; 20; 20 

C)  20; 40; 100 

D)  5; 20; 60 

27)  State colleges are an example of 

A) income maintenance programs. 

B)  welfare programs. 

C) social security. 


D)  subsidized services. 

28)  The term "The Big Tradeoff" refers to the tradeoff between 

A) equity and equality. 

B)  race and gender. 

C) efficiency and equity. 

D)  efficiency and cost. 

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

A) the current price will probably fall. 

B) owners will sell their entire supply. 

C) owners will sell nothing today. 

D) owners will sell all that they can today. 
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30)  The above figure shows the supply and demand curves for high-skilled and low-skilled labor. What is the marginal revenue product of the skill? 

A) $15 per hour 

B)  $6 per hour 

C)  $12 per hour 

D)  $9 per hour 
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31)  The above figure shows the Lorenz curves for four different countries. If country C implemented a policy of redistribution from rich to poor, its Lorenz curve would 

A) move above the line of equality. 

B)  become positively sloped. 

C) move toward country B's. 


D)  move toward country D's. 
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32)  The above figure shows two Lorenz curves. Suppose both Lorenz curves measure wealth. Then, the curves show that wealth is 

A) greater along Lorenz curve B. 

B) greater along Lorenz curve A. 

C) distributed more equally along Lorenz curve B. 

D) distributed more equally along Lorenz curve A. 

TRUE/FALSE.  Write 'T' if the statement is true and 'F' if the statement is false.
33)  The biggest single factor affecting household income is the householder's age. 

34)  A Lorenz curve graphs the difference between money income and market income. 

35)  The data show that an individual's wealth tends to first increase and then to decrease over the person's lifetime. 

36)  As a firm increases the quantity of capital employed, other things remaining the same, the marginal revenue product of capital eventually diminishes. 

ESSAY.  Write your answer in the space provided or on a separate sheet of paper.
37)  Why and how does the interest rate affect the demand for capital? 

38)  Why is the flow supply of a nonrenewable natural resource perfectly elastic? 

39)  What are the three main tools employed by the U.S. government to redistribute income? 

40)  Wage rates in the United States differ between jobs. Use demand and supply to explain the distribution. 

MULTIPLE CHOICE.  Choose the one alternative that best completes the statement or answers the question.
1)  D 

2)  D 

3)  D 

4)  B 

5)  B 

6)  B 

7)  C 

8)  B 

9)  B 

10)  C 

11)  B 

12)  A 

13)  C 

14)  C 

15)  B 

16)  A 

17)  B 

18)  B 

19)  A 

20)  C 

21)  A 

22)  D 

23)  B 

24)  A 

25)  A 

26)  A 

27)  D 

28)  C 

29)  C 

30)  C 

31)  C 

32)  D 

TRUE/FALSE.  Write 'T' if the statement is true and 'F' if the statement is false.
33)  FALSE 

34)  FALSE 

35)  TRUE 

36)  TRUE 

ESSAY.  Write your answer in the space provided or on a separate sheet of paper.
37)  The decision to buy a unit of capital is based upon the present value of the future marginal revenue products generated by the capital equipment. The interest rate is used to discount those future marginal revenue products. An increase in the interest rate means that the future marginal revenue project projections are more heavily discounted. This effect decreases the present value of that future stream and hence decreases the quantity of capital demanded. 

38)  The flow supply of an nonrenewable natural resource is perfectly elastic at the present value of next year's expected price. If today's price is below that, the owner is better off storing his or her current supply and bringing it to market next year. Why? If the owner sells the resource this year and saves the proceeds, the owner will have less next year than if the owner waited and sold the resource next year at the higher price. 

39)  The three main tools are: income taxes which are typically progressive; income maintenance programs like unemployment compensation; and subsidized services like Medicaid and Medicare. 

40)  The supply of qualified labor for some occupations is very limited, such as athletes, actors/actresses, or scientists. This limited supply will result in a high market equilibrium wage rate. In addition, the demand for these skilled workers is quite high, which also results in an increase in the equilibrium wage rate. On the other hand, the supply of labor in other occupations is readily available, especially when fewer skills are required. The result of this effect is low market equilibrium wage rates for the low-skilled workers. In addition, the demand for low-skilled workers is not great, which further reinforces the low wage rate these workers are paid. 

