Review of Chapters 4 and 5. 
Econ 101 Sections 1 & 4

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

REMINDER: 1st Midterm Exam, Monday 10 February  

Covers all Materials from pgs. 1-120. Chapters 1,2,3,4,5.
MULTIPLE CHOICE.  Choose the one alternative that best completes the statement or answers the question.
1)  At the midpoint of a downward sloping straight-line demand curve, the demand 

A) is unit elastic. 



B)  is inelastic. 

C) has an elasticity exactly equal to zero. 
D)  is elastic. 

2)  If the cross elasticity of demand between two goods is -0.56, then a fall in the price of one good leads to a ________ shift in the ________ of the other good. 

A) leftward; demand 

B)  leftward; supply 

C) rightward; supply 

D)  rightward; demand 
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3)  In the above figure, if the price of good A increases from  to and the demand for good B decreases from  to , then goods A and B 

A) are substitute goods. 

B) are both price elastic but not perfectly price elastic. 

C) are inferior goods. 

D) will have a negative cross elasticity of demand. 

4)  You are the new vice president in charge of advertising at Taco Bell. In your upcoming advertising campaign, you plan to degrade the fast food competitor whose product is the closest substitute for Taco Bell's tacos. That would be the fast food chain whose cross elasticity of demand with your tacos is equal to 

A) negative 1.75. 
B)  negative 2.11. 
C)  positive 1.00. 
D)  positive 1.55. 

5)  Florida State University has just lowered the price of its season football tickets from $350.00 to $300.00. As a result, there was an increase in the number of season tickets purchased from 43,000 to 47,000. The price elasticity of demand for season tickets equals 

A) 0.58. 
B)  1.58. 
C)  1.71. 
D)  0.71. 

6)  Over time, the supply of a good or service 

A) initially becomes more elastic and then becomes less elastic. 

B) becomes less elastic. 

C) becomes more elastic. 

D) initially becomes less elastic and then becomes more elastic. 

7)  Many younger people eat peanut butter AND jelly, whereas many older people eat peanut butter OR jelly. This suggests that the cross elasticity of demand between peanut butter and jelly is 

A) positive for youngsters and negative for oldsters. 

B) positive for youngsters and zero for oldsters. 

C) negative for youngsters and zero for oldsters. 

D) negative for youngsters and positive for oldsters. 

8)  "Last October, due to an early frost, the average price for a pumpkin increased by 10 percent compared to the average pumpkin price in previous Halloween seasons. As a result, the quantity demanded county-wide decreased from 2 million to 1.5 million." Based on this statement, the 

A) demand for pumpkins is elastic. 

B) demand for pumpkins is inelastic. 

C) demand curve for pumpkins shifted rightward. 

D) demand for pumpkins is unit elastic. 

9)  A hot dog vendor on a street corner wants to increase the total revenue from selling hot dogs. The price elasticity of demand for the hot dogs is 1.1. Hence the vendor will 

A) raise the price of a hot dog as high as possible. 

B) work harder to reduce the costs of production. 

C) do whatever it takes to sell as many more hot dogs as possible. 

D) lower the price of a hot dog. 

10)  In 1973 and again in 1979, the Organization of Petroleum Exporting Countries (OPEC) raised the world price of crude oil and increased their revenue as well. Which of the following is a true statement regarding these OPEC price hikes? 

A) Their revenue increased because the demand for oil was income inelastic. 

B) Their revenue only increased because oil was already very expensive. 

C) Their revenue increased because the demand for oil was price inelastic. 

D) Their revenue would have increased regardless of income elasticity or price elasticity because oil is an imported product for most nations. 

11)  Duke increased his spending on steak from $7 to $11 per week because of a 12 percent salary increase, so his 

A) income elasticity of demand for steak is 1.37. 

B) price elasticity of demand for steak is 3.7. 

C) income elasticity of demand for steak is 3.7. 

D) price elasticity of demand for steak is 1.37. 

12)  About six months ago, Pat lost the job as vice president of a local bank. Since losing the job, Pat still has the Sunday newspaper delivered every week. For Pat, the Sunday newspaper is 

A) one of life's few remaining luxuries. 

B) income inelastic. 

C) price inelastic. 

D) a normal good because Pat still buys the paper even with a big loss of income. 

13)  Which of the following represents a price elastic supply? 

A) The quantity supplied increases by 21 percent as a result of an increase in the price of 12 percent. 

B) The price rises by 22 percent causing the quantity supplied to increase by 3 percent. 

C) The quantity demanded increases 18 percent as a result of a decrease in the price of 8 percent. 

D) The price rises by 8 percent causing the quantity demanded to fall by 10 percent. 

14)  The principle of decreasing marginal benefit implies that the 

A) additional benefit from obtaining one more of a good or service increases as more is consumed. 

B) total benefit from obtaining more of a good or service decreases as more is consumed. 

C) additional benefit from obtaining one more of a good or service decreases as more is consumed. 

D) total benefit from obtaining more of a good or service remains the same as more is consumed. 
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15)  The above figure shows the marginal benefit and marginal cost curves of chocolate in the nation of Kaffenia. When the marginal benefit is equal to the marginal cost of chocolate in Kaffenia, 

A) any quantity up to 150 pounds will be efficient. 

B) 150 pounds will be produced each day. 

C) then either 100 pounds or 250 pounds can be produced each day. 

D) then no chocolate is produced. 

16)  The demand curve also is a(n) 

A) marginal benefit curve. 
B)  opportunity cost curve. 

C) marginal cost curve. 

D)  consumer surplus curve. 

17)  The latest model car in the dealer's showroom has a sticker price of $35,000.00. Fred, the shopper, has decided that he would pay no more than $32,000.00 for the car. After two hours of bargaining with the saleswoman, Fred actually purchases the car for $31,000.00. Fred, therefore, has obtained a consumer surplus of 

A) $4,000.00. 
B)  $35,000.00.
 C)  $1,000.00. 
D)  $32,000.00. 

18)  Limits to the quantity that a firm is permitted to produce are called 

A) price ceilings. 
B)  subsidies. 
C)  price floors. 
D)  quotas. 
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19)  The above figure shows the marginal benefit and marginal cost curves of coffee in the nation of Kaffenia. For any citizen of Kaffenia who purchases coffee, which of the following is true? 

A) The marginal benefit of the pound of coffee being purchased is never less than the price of the pound of coffee. 

B) The marginal benefit of the pound of coffee being purchased is always less than the marginal benefit. 

C) The marginal benefit is always equal to the opportunity cost. 

D) The marginal benefit is always equal to the marginal cost. 

20)  The above figure shows the marginal benefit and marginal cost curves of coffee in the nation of Kaffenia. When marginal benefit is equal to the marginal cost of coffee in Kaffenia, 

A) any decrease in coffee consumption or production would result in a deadweight loss. 

B) three hundred pounds per day will be produced and consumed. 

C) the efficient quantity of coffee is being produced and consumed. 

D) All of the above are correct. 

21)  The demand curve for coffee is the same as the 

A) marginal benefit curve of coffee. 

B) opportunity cost curve of coffee. 

C) marginal benefit curve minus the marginal cost curve of coffee. 

D) marginal cost curve of coffee. 

22)  If the price of salt increases and the quantity demanded does not change, then 

A) demand is perfectly inelastic. 

B) the price elasticity of demand is equal to zero. 

C) the demand curve for salt is perfectly horizontal. 

D) Both answers A and B are correct. 

23)  If the price of a soda increases by 2 percent and as a result the quantity of sodas demanded decreases by 5 percent, the price elasticity of demand equals 

A) 1.00. 
B)  2.50. 
C)  0.40.

D)  1.50. 

24)  If the elasticity of supply of TV sets is equal to 3, then a 10 percent increase in the price of a TV will 

A) increase the quantity supplied by 0.33 percent. 

B) increase the quantity supplied by 3.33 percent. 

C) decrease the quantity supplied by 30.0 percent. 

D) increase the quantity supplied by 30.0 percent. 

25)  When a deadweight loss occurs in a market, we can be certain that 

A) taxes have been imposed in a market. 
B)  the entire society experiences a loss. 

C) there underproduction in the market. 
D)  the market is a monopoly. 

26)  If University of Nebraska increased its season football ticket sales from 43,000 to 47,000 when it lowered price from $350.00 to $300.00, then its demand for season tickets must be 

A) inelastic because total revenue decreased when the price was lowered. 

B) elastic because total revenue increased when the price was lowered. 

C) inelastic because total revenue increased when the price was lowered. 

D) elastic because total revenue decreased when the price was lowered. 

27)  Which of the following can prevent markets from reaching efficiency? .
decreasing marginal benefit.
taxes.
quotas 

A) II and III 
B)  I and III 
C)  I and II
 D)  I, II, and III 

28)  When Sam's annual income was only $15,000, she purchased 50 pounds of bananas a year. When her income rose to $18,000, she purchased 55 pounds a year. For Sam, therefore, 

A) bananas are an inferior good. 

B) her income elasticity of demand for bananas is negative. 

C) bananas are a normal good. 

D) her income elasticity and price elasticity of demand for bananas are both greater than one. 

TRUE/FALSE.  Write 'T' if the statement is true and 'F' if the statement is false.
29)  If a hot dog vendor on a street corner experiences an increase in total revenue after lowering the price of a hot dog, then the demand for the hot dogs must be elastic. 

30)  The cross elasticity of demand for substitutes is always positive. 

31)  Studies show that smoking is inversely related to income. Thus smoking is income inelastic. 

32)  The value of one more unit of a good or service is its marginal benefit. 

33)  Buyers receive a consumer surplus when the price exceeds the marginal benefit. 

34)  If the cross elasticity of demand between Jeep Cherokees and Chevy Lumina Vans is 1.55, then the two vehicles are not substitutes in the eyes of car buyers. 

35)  Although the efficient quantity to produce of any good is located where marginal benefit and marginal cost are equal, there will usually be other quantities where the sum of consumer and producer surplus are greater. 

ESSAY.  Write your answer in the space provided or on a separate sheet of paper.
36)  Is there any set of relationships between price elasticity of supply and total revenue similar to the relationships between price elasticity of demand and total revenue? 

37)  If a college wanted to increase its revenues from tuition payments, should it increase the tuition of day and evening students alike? 

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

2)  D 

3)  D 

4)  D 

5)  A 

6)  C 

7)  D 

8)  A 

9)  D 

10)  C 

11)  C 

12)  B 

13)  A 

14)  C 

15)  B 

16)  A 

17)  C 

18)  D 

19)  A 

20)  D 

21)  A 

22)  D 

23)  B 

24)  D 

25)  B 

26)  A 

27)  A 

28)  C 

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

30)  TRUE 

31)  FALSE 

32)  TRUE 

33)  FALSE 

34)  FALSE 

35)  FALSE 

ESSAY.  Write your answer in the space provided or on a separate sheet of paper.
36)  No. When the price increases along an upward sloping supply curve, total revenue will increase whether supply is elastic or inelastic. When price decreases along an upward sloping supply curve, total revenue will decrease whether supply is elastic or inelastic. 

37)  If the demand from each class of students is inelastic, then a tuition increase for each will increase the school's revenue. However, if either class had an elastic demand, then a tuition decrease would be needed to increase revenue. 
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