
Econ 251 
Fall 2015 
Exam 1 Pink  Page 1 of 9 

Econ 251 
Fall 2015 

Exam 1 Pink 

 
1. Pete has three options to choose how to spend his day off.  He could spend the day doing 

yoga which he values at $100. Alternatively, he could spend the day playing video 
games, which he values at $50. His third option is to spend the day reading, which he 
values at $75. Regardless of which activity he chooses, he’ll have to spend $10 for lunch. 
Based on this information, what is the opportunity cost for Pete of doing yoga?  

a. $50, the value of playing video game  
b. $75, the value of reading  
c. $125, the combined value of playing video game and reading  
d. $10, the cost of his lunch 

 
2.  The $10 Pete spends on his lunch is called a(n) 

a. Sunk cost 
b. Lost cost 
c. Opportunity lost 
d. Implicit cost 

Jeff and Tom own a small factory. Jeff can make 12 pairs of shoes in an hour or 24 hats in an 
hour. Tom can make 16 pairs of shoes in an hour or 28 hats in an hour. Use this information to 
answer the following 4 questions. 

3. What is the marginal cost of a pair of shoes for Jeff? 
a. ½ a hat 
b. 1 hats 
c. 2 hats 
d. 4 hats 

 
4. ________ has the absolute advantage in making shoes and ________ has the comparative 

advantage in making shoes. 
a. Jeff; Jeff 
b. Jeff; Tom 
c. Tom; Jeff 
d. Tom; Tom 

 
5. If the number of hats is measured on the x axis, what would be the slope of Jeff’s PPF? 

a. 1/2                         
b. 2 
c. Negative 1/2         
d. Negative 2 
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6. If Tom and Jeff work together to produce hats and shoes, if they produce 12 pairs of 

shoes, what is the maximum number of hats they can make? 
a. 24 
b. 28 
c. 30 
d. 31 

 
The table below provides information on the combinations of tea and coffee that are on the 
production possibility frontier for a local café.  Use this table for the next 2 questions. 

 

Production Possibility Frontier 

Tea Coffee 
0 10 
1 9 
2 7 
3 4 
4 0 

 

7. What’s the marginal cost of the 3rd cup of tea in terms of coffee?   
a. 1 cup of coffee 
b. 2 cups of coffee 
c. 3 cups of coffee 
d. 4 cups of coffee 

 
8. As the production of tea increases in the table above, the marginal cost of tea 

a. Increases 
b. Decreases 
c. Is constant 
d. Is equal to the slope of the PPF 

 
9. Supply curves typically have a positive slope because 

a. Marginal costs tend to rise as production increases 
b. Increases in the sales price of a product reduce incentives for suppliers to produce 

that product 
c. The marginal benefit and marginal cost of a good are positively related 
d. Supply comes from production possibilities, and PPFs always have a positive 

slope 
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10. If cars are normal goods, a decrease in income will have what effect on equilibrium in the 

market for cars?  
a. Equilibrium price and quantity will fall 
b. Equilibrium price and quantity will rise 
c. Equilibrium price will rise, and equilibrium quantity will fall 
d. Equilibrium price will fall, and equilibrium quantity will rise 

 
11. Which of the following would increase the equilibrium price of Romaine lettuce? 

a. A decrease in the demand for Romaine lettuce 
b. An increase in the price of Boston lettuce, a substitute in consumption 
c. A decrease in the price of carrots, a substitute in production 
d. All of the above would increase the equilibrium price of Romaine lettuce 

 
12. If supply and demand for oranges both decrease, the equilibrium price of oranges 

__________ and the equilibrium quantity of oranges ________. 
a. Is indeterminate; increases 
b. Increases; is indeterminate 
c. Is indeterminate; decreases 
d. Decreases; is indeterminate 

 
13.  A decrease in the supply of oranges would be graphed as a 

a. Shift to the left of the supply curve 
b. Shift to the right of the supply curve 
c. Movement to the left along the supply curve 
d. Movement to the right along the supply curve 
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The graph below shows demand and supply in the market for apples.  Use the information in that 
graph for the next 4 questions. 

 
14. What is consumer surplus in the market for apples when the market reaches equilibrium? 

a. $80  
b. $40  
c. $90  
d. $120  

 
15. The _______ of the 15th apple is greater than the _______ of the 15th apple, so reaching 

allocative efficiency would require that _____________.   
a. Marginal cost; marginal benefit; fewer resources should be used to produce apples 
b. Marginal cost; marginal benefit; more resources should be used to produce apples 
c. Marginal benefit; marginal cost; more resources should be used to produce apples 
d. Marginal benefit; marginal cost; fewer resources should be used to produce apples 

 
16. What level of apple production satisfies allocative efficiency?  

a. 0  
b. 15  
c. 20  
d. 25  

 
17. If the demand for apples increases, which of the following would you expect?  

a. The marginal benefit of the 20th apple will increase  
b. The market price will fall  
c. The market equilibrium quantity will fall 
d. All of the above 

 

8 
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Use this information for the following 4 questions. Demand in the market for bicycles is given 
by the following equations: 

Qd=150-(1/2)P 

Qs=2P 

18.  Equilibrium, (Q*,P*), in the market for bicycles is 
a. (200, $100) 
b. (150, $300) 
c. (120, $60) 
d. (90, $45) 

 
19. Maximum total surplus in the market for bicycles is equal to  

a. $20,000 
b. $30,000 
c. $12,000 
d. $18,000 

 
20. If the government imposes a price floor of $200 in the market for bicycles, which of the 

following will result? 
a. There will be a surplus of 280 bicycles. 
b. There will be a surplus of 300 bicycles. 
c. There will be a surplus of 350 bicycles. 
d. The price floor will have no effect on this market. 

 
21. If the government buys any surplus as a result of the price floor at $200, the deadweight 

loss caused by a price floor of $200 is the result of  
a. An increase in consumer surplus 
b. Efficiency 
c. Underproduction 
d. Overproduction 

 
22. When Amir’s incomes increases by 8%, his consumption of chocolate increases by 2%.   

What is the income elasticity of demand of Chocolate for Amir? 
a. ¼ = 0.25 
b. 2 
c. 4 
d. 8 
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23. When Amir’s incomes increases by 8%, his consumption of chocolate increases by 2%.   

For Amir, chocolate is a(n) _______ good. 
a. Complement 
b. Substitute 
c. Inferior 
d. Normal  

 
24. When the market price of coal changes from $6 to $ 10, the market quantity demanded of 

coal changes from 5 tons to 3 tons.  The price elasticity of demand for coal is equal to 
____, implying that demand for coal is _____ in this price range.  

a. ½ ; inelastic 
b. 1; unit elastic 
c. 2; inelastic 
d. 4; elastic 

 
25. When the market price of coal changes from $6 to $ 10, the market quantity demanded of 

firewood changes from 3 tons to 5 tons.  The cross-price elasticity of demand for 
firewood with respect to coal is equal to ______ in this price range, implying that 
firewood and coal are ______.  

a. -1; substitutes in production 
b. -½ ; complements in consumption 
c. ½; substitutes in consumption 
d. 1; substitutes in consumption 

 
26. Which of the following would most likely reduce the price elasticity of demand for coal? 

a. An increase in the number of available substitutes for coal 
b. A decrease in the proportion of income it takes to purchase coal 
c. Both of the above 
d. None of the above 

 
27.  In general, an increase in the price of a good results in a decrease in revenues if 

a. Demand for the good is perfectly inelastic 
b. Demand for the good is elastic 
c. Demand for the good is inelastic 
d. Quantity demanded decreases in response to the increase in price 
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The table below gives the demand schedule and the supply schedule for housing in LollyVille. 
Use it to answer the following 4 questions. 
 

 
 
28. What quantity of apartments satisfies allocative efficiency?  

a. 35 
b. 45 
c. 50 
d. 55 

 
29. If a rent ceiling of $450 is imposed in the housing market, then which of the following 

statements is likely to happen to the housing market in LollyVille?  
a. There would be a surplus of housing in the market.  
b. There would be a shortage of housing in the market.  
c. There would be neither a shortage nor a surplus in the market.  
d. The quantity of housing demanded at every price will increase.  

 
30. Instead, suppose a rent ceiling of $250 is imposed in LollyVille’s housing market. Which 

of the following statements would be true?  
a. The new equilibrium rental price would be $250 and at that price 70 units would 

be rented. 
b. As a result of the ceiling, there would be a shortage of 20 apartments in the 

market.  
c. As a result of the ceiling, there would be a shortage of 10 apartments in the 

market.  
d. As a result of the ceiling, there would be a surplus of 10 apartments in the market. 
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31. If a rent ceiling of $250 is imposed in Lolly Ville’s housing market, what is the marginal 
benefit of the last apartment supplied at that price? 

a. $150 
b. $350 
c. $450 
d. $550 

 
Demand and supply in the market for cameras are given by the following equations: 

Qd=25-(1/10)P 
Qs=(1/5)P-20 

 
Use these equations to answer the following 5 questions. 

 
32. Revenue in the market for cameras is maximized at which of the following prices? 

a. $125 
b. $150 
c. $200 
d. $250 

 
33. At equilibrium in the market for cameras, which of the following is true? 

a. The quantity of cameras sold is equal to 12. 
b. The price of cameras is $150 
c. Consumer surplus is $1,000 
d. All of the above 

  
34. If the government imposes an excise tax of $15 per camera sold on the sellers of cameras, 

which of the following will occur? 
a. Quantity sold will fall to 7 
b. The price consumers pay will rise by $10 
c. The price sellers receive will fall by $15 
d. All of the above 

 
35. How much tax revenue will the government collect as a result of the tax?  

a. $125 
b. $135 
c. $145 
d. $150 

 
36. How much is the deadweight loss resulting from the tax? 

a. $2 
b. $3.50 
c. $7.50 
d. 15 
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37. In general, what is the connection between tax revenue and the deadweight loss of 
taxation? 

a. They are equal 
b. The difference between tax revenues and deadweight loss is equal to the loss in 

total surplus as a result of taxation 
c. The ratio of tax revenues to deadweight loss is equal to the ratio of the price 

elasticity of demand to the price elasticity of supply  
d. The sum of deadweight loss and tax revenues is equal to the loss in total surplus 

as a result of taxation 
 

38. In the market for soda, demand is perfectly elastic, and supply is perfectly inelastic. This 
implies that 

a. εd=0; εs=1 
b. εd=0; εs=0 
c. εd=0; εs=∞ 
d. εd=∞; εs=0 

 
39. In the market for soda, demand is perfectly elastic, and supply is perfectly inelastic.  At 

equilibrium in this market, what is consumer surplus? 
a. $0 
b. $1 
c. $1000 
d. Infinite 

 
40. In the market for soda, demand is perfectly elastic, and supply is perfectly inelastic.  If 

the government introduces a $0.50 excise tax on the sellers of soda, how is the burden of 
this tax divided? 

a. Consumers bear 100% of the burden of the tax. 
b. Producers bear 100% of the burden of the tax. 
c. Consumers and producers share the tax burden equally. 
d. The tax burden will be determined by whether the government taxes production or 

consumption of soda 

 


