Instructor: Hirofumi Shimizu

Economics 101 Section 8

Third Midterm Exam Fall 1999

Exam 3A

Mark the one best answer to each of the following 30 multiple choice questions on the answer sheet.  

Be sure to mark the answer by the corresponding question number on the answer sheet.  Do not make any stray marks on your answer sheet.

1.

The marginal revenue product of labor (MRPL) is 

(a) the increase in total revenue resulting from selling one more unit of output.

(b) the average product of labor multiplied by product price.

(c) equal to the market price of the product.

(d) the increase in total revenue resulting from the use of one additional unit of labor.

2.

A profit-maximizing perfectly competitive firm should choose the level of labor so that

(a) marginal product of labor (MPL) = marginal revenue product of labor (MRPL).

(b) marginal product of labor (MPL) = wage.

(c) marginal revenue product of labor (MRPL) = wage.

(d) marginal revenue product of labor (MRPL) = the product's price.

3.

Marginal product of labor (MPL) multiplied by the product's price (P) equals

(a) marginal revenue product of labor.

(b) marginal physical product of labor.

(c) marginal revenue.

(d) marginal cost.

4.

Suppose that women are discouraged from being engineers, but face no barriers in becoming schoolteachers.  Then, it follows that

(a) the salaries of women and men engineers must be equal.

(b) men will earn higher salaries as engineers than they would with free access to engineering jobs by women.

(c) women will earn higher salaries than men as schoolteachers.

(d) the gap between salaries earned by men and women will narrow.

5.








The Lorenz curve for a hypothetical economy is given for two different years.  Between 1960 and 1990,

(a) the income distribution became more equal.

(b) the median income fell.

(c) the poverty rate rose.

(d) the income distribution became less equal.

6.

If there were complete equality of income, the Lorenz curve would be 

(a) close to the horizontal axis.

(b) the diagonal line.

(c) a curve close to the diagonal line.

(d) a curve substantially above the diagonal line.

7.

Households
Percentage of Total Income

Lowest fifth

(Lowest 20%)
4.0%

Second fifth

(Second 20%)
10.0%

Third fifth

(Third 20%)
18.0%

Fourth fifth

(Fourth 20%)
25.0%

Highest fifth

(Highest 20%)
43.0%

The above table provides hypothetical data for the percentage of total income earned by each fifth of the population.  Which of the following points would be on a Lorenz curve based on this data?

(a) 20 percent on the horizontal axis, 43 percent on the vertical axis.

(b) 40 percent on the horizontal axis, 10 percent on the vertical axis.

(c) 60 percent on the horizontal axis, 32 percent on the vertical axis.

(d) 4 percent on the horizontal axis, 20 percent on the vertical axis.

8.

The term present value refers to the 

(a) value that a capital good will have in the future.

(b) current interest rate.

(c) value today of a payment to be made in the future.

(d) value in the future of a payment made today. 

9.

When the interest rate is i, the present value of $X to be received a year from now is
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10.

If the interest rate is 10 percent, the present value of $100 received in two years is

(a) $75.25.

(b) $82.64.

(c) $90.90.

(d) $94.73.

11.

If the interest rate is 4 percent, the present value of $100 received each year forever is

(a) $96.15.

(b) $2,500.

(c) $4,000.

(d) $104.

12.

As a general profit-maximizing principle, it is worthwhile for a firm to buy a piece of capital if

(a) the present value of the stream of future MRPs falls below the purchase price.

(b) the present value of the stream of future MRPs exceeds the purchase price.

(c) the simple sum of the future MRPs exceeds the purchase price.

(d) the simple sum of the future MRPs falls below the purchase price.

13.

The present value of a capital asset will increase if

(a) the interest rate increases.

(b) the interest rate decreases.

(c) the purchase price of the capital asset increases.

(d) the purchase price of the capital asset decreases.

14.

The term market failure means

(a) that the income is not distributed equitably.

(b) that a market is allocatively inefficient.

(c) that externalities are present in the economy.

(d) that the government has intervened in the economy.

15.

Which of the following would NOT cause allocative inefficiencies to arise?

(a) public goods

(b) externalities

(c) perfect competition

(d) monopoly

16.

When production creates negative externalities,

(a) marginal private cost exceeds marginal social cost.

(b) marginal private cost exceeds marginal external cost.

(c) marginal social cost exceeds marginal external cost.

(d) marginal social cost exceeds marginal private cost.

17.

When production creates negative externalities, allocatively efficient output occurs when

(a) marginal benefit = marginal private cost.

(b) marginal benefit = marginal external cost.

(c) marginal benefit = marginal social cost + marginal private cost.

(d) marginal benefit = marginal social cost.

18.

If steel production generates negative externalities, profit maximization in steel production will result in

(a) too little steel at too low a price.

(b) too much steel at too low a price.

(c) the socially efficient output of steel, but at too low a price.

(d) too much steel at too high a price.

19.

When consumption creates positive externalities,

(a) marginal private benefit exceeds marginal social benefit.

(b) marginal private benefit exceeds marginal external benefit.

(c) marginal social benefit exceeds marginal external benefit.

(d) marginal social benefit exceeds marginal private benefit.

20.

When consumption creates positive externalities, perfectly competitive output occurs when

(a) marginal private benefit = marginal cost.

(b) marginal social benefit = marginal cost.

(c) marginal external benefit = marginal cost.

(d) marginal private benefit + marginal social benefit = marginal cost.

21.

When consumption creates positive externalities,

(a) a corrective tax could be imposed on the producer to achieve the socially optimal level of production.

(b) marginal social benefit is less than marginal private benefit.

(c) the market will produce too much of this good without government intervention.

(d) a subsidy to producers could increase production to the socially optimal level.

22.

The efficient level of air quality is

(a) achieved when the level of air pollution is zero.

(b) achieved when the marginal abatement cost equals the marginal benefit of cleaner air.

(c) achieved when the marginal benefit of cleaner air is zero.

(d) achieved when the marginal abatement cost is zero.

23.

Direct pollution controls are usually inefficient because, for any given amount of pollution reduction, they

(a) create new pollution as they eliminate existing pollution.

(b) take into account differing marginal costs among firms.

(c) are not complied with by firms.

(d) do not minimize the total cost of pollution abatement.

24.

Consider two firms, X and Y, that must engage in pollution abatement.  If currently Firm X has a lower marginal abatement cost than Firm Y, then

(a) reallocating abatement activity between Firm X and Firm Y won't reduce the total abatement cost to the society.

(b) reallocating some of Firm X's abatement activity to Firm Y will reduce the total abatement cost to the society.

(c) reallocating some of Firm Y's abatement activity to Firm X will reduce the total abatement cost to the society.

(d) reallocating all abatement activity to Firm Y will minimize the total abatement cost to the society.

25.

With multiple firms emitting a given pollutant, economic efficiency requires that

(a) marginal costs of abatement be equal for all emitters.

(b) all emitters reduce discharges by the same percentage.

(c) all emitters reduce discharges by the same absolute amount.

(d) there be zero emissions.

26.

If the government introduces tradable emissions permits into the private market,

(a) there will be more than the optimal amount of pollution.

(b) each firm will face identical costs of pollution abatement.

(c) all firms will use identical pollution abatement technologies.

(d) marginal abatement costs will be equalized across firms.

27.

All of the following are examples of public goods EXCEPT:

(a) broadcast TV program

(b) national defense

(c) insurance

(d) a flood control dams

28.

When a good is non-rival,

(a) many people can consume the same unit of the good simultaneously.

(b) a single individual consumes all the units of the good available to the society.

(c) it is impossible to exclude nonpaying people from receipt of the benefits of the good.

(d) everyone will consume more than they want.

29.

When a good is non-excludable,

(a) many people can consume the same unit of the good simultaneously.

(b) a single individual consumes all the units available to the society.

(c) it is impossible to exclude nonpaying people from receipt of the benefits of the good.

(d) everyone will consume more than they want.

30.

Public goods are

(a) "non-rival" and "non-excludable."

(b) "non-rival" and "excludable."

(c) "rival" and "excludable."

(d) "rival" and "non-excludable."
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