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ECON 251 

Final Exam Pink 

Spring 2012 

 

1. Robert just graduated from Purdue.  He has three options:  He can work at an investment 

bank for $60,000 a year, he can play professional basketball in Europe for $100,000 a 

year, or he could work as a researcher at the Department of Education for $35,000 a year. 

What is the opportunity cost for Robert of playing professional basketball? 

a. $35,000 

b. $40,000 

c. $60,000 

d. $95,000 

Katie and John produce tennis racquets and brownies.  In one hour, Katie can produce 3 tennis 

racquets or 10 brownies.  In one hour, John can produce 4 tennis racquets or 12 brownies. Use 

this information to answer the following X questions. 

2. What is the opportunity cost for Katie of producing 1 brownie? 

a. 3 tennis racquets 

b. 1 tennis racquet 

c. 3/10= 0.3 of a tennis racquet 

d. 1/10= 0.1 of a tennis racquet 

 

3. _________ has an absolute advantage in producing brownies, and _________ has a 

comparative advantage in producing brownies. 

a. Katie; Katie 

b. Katie; John 

c. John; Katie 

d. Katie; Katie 

 

4. If John and Katie work together to produce brownies and tennis racquets which of the 

following points would be on their economy wide PPF? 

a. 22 brownies and 7 tennis racquets 

b. 12 brownies and 3 tennis racquets 

c. 10 brownies and 4 tennis racquets 

d. Both b and c  
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5. What is the slope of John’s individual PPF if the quantity of tennis racquets produced is 

measured on the x axis? 

a. -3/10 

b. -3 

c. -1/3 

d. -10/3 

 

6.  Which of the following would you expect to decrease the demand for tennis racquets? 

a. A decrease in the price of tennis balls which are complements in consumption of 

tennis racquets 

b. An increase in the supply of tennis racquets 

c. An increase in the price of tennis racquets 

d. None of the above would decrease the demand for tennis racquets 

 

7. How will the equilibrium price and quantity of tennis racquets be affected by a decrease 

in the demand for tennis racquets? 

a. Equilibrium price will fall, and equilibrium quantity will rise. 

b. Equilibrium price will rise, and equilibrium quantity will rise. 

c. Equilibrium price will fall, and equilibrium quantity will fall. 

d. Equilibrium price will rise, and equilibrium quantity will fall. 

 

8.  Tennis racquets and tennis balls are complements in consumption, while tennis racquets 

and racquetball racquets are substitutes in production.  If the price of tennis balls 

increases at the same time that the price of racquetball racquets increases, how will 

equilibrium in the market for tennis racquets be affected? 

a. Equilibrium price will fall, and equilibrium quantity will fall. 

b. Equilibrium price will be indeterminate, and equilibrium quantity will fall. 

c. Equilibrium price will rise, and equilibrium quantity will be indeterminate. 

d. Equilibrium price will be indeterminate, and equilibrium quantity will rise. 
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Consider the market for pop.  Use the demand and supply equations below to answer the 

following 5 questions. 

Q
d
=100-20P 

Q
s
=5P 

9. What is the marginal benefit of the 10
th

 can of pop? 

a. $1.50 

b. $3.75 

c. $4.50 

d. $10.00 

 

10. What is the equilibrium price of a can of pop? 

a. $1 

b. $2 

c. $3 

d. $4 

 

11. If the government imposes a price ceiling of $2 in the market for pop, which of the 

following will occur? 

a. There will be a shortage of 50 cans of pop. 

b. There will be a shortage of 40 cans of pop. 

c. There will be a surplus of 10 cans of pop. 

d. There will be neither a surplus nor a shortage because the price ceiling is 

ineffective. 

 

12. What deadweight loss will result from a price ceiling of $2 in the market for pop? 

a. $12.50 

b. $37.50 

c. $50.00 

d. $45.25 

 

13. Starting from equilibrium in the market for pop, suppose the government imposes a tax of 

$1 per can on pop.  What is the new price that consumers pay for a can of pop after the 

tax is imposed? 

a. $3.80 

b. $4.00 

c. $4.20 

d. $5.00 
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14. Based on the tax incidence found in the previous questions we know that demand for pop 

was ________ elastic than supply of pop. 

a. more 

b. less 

c. equally 

d. indeterminate 

 

15. How much tax revenue is generated from the $1 tax on a can of pop? 

a. $1 

b. $12 

c. $16 

d. $20 

 

16. The demand for widgets is given by: Q
d
 = 10 – (1/2)*P.  If the price changes from $12 to 

$14, what is the price elasticity of demand? 

a. 13/7 = 1.86 

b. 52/7 = 7.43 

c. 13/3 = 4.33 

d. -2 

 

17. Ronaldo has a store which sells soccer balls. The price elasticity of demand for his soccer 

balls is equal to 4.2.  Based on this information, which of the following is true? 

a. The demand for soccer balls is inelastic.   

b. The slope of the demand curve for Ronaldo’s soccer balls is -4.2. 

c. If Ronaldo increases the price of soccer balls by 10%, the quantity demanded of 

soccer balls will increase by 42%. 

d. If Ronaldo increases the price of soccer balls, the revenue Ronaldo earns from 

soccer ball sales will decrease. 

 

18. Across the street from Ronaldo, Rafael has a store which sells tennis balls.  Ronaldo and 

Rafael have found that the cross-price elasticity between tennis balls and soccer balls is 

equal to 2.  This implies that tennis balls and soccer balls are 

a. Complements in consumption 

b. Complements in production 

c. Substitutes in consumption 

d. Substitutes in production 

  



Econ 251 Spring 2012   

Final Exam PINK  Page 5 of 13 

 

 

Princess Emu has a $140 weekly allowance to spend on sparkly headbands and dresses.  The 

price of a sparkly headband is $20 and the price of a dress is $40.  Use the table below to 

answer the following 4 questions.  Her utility from headbands and dresses is below.   

 

Quantity 

Total Utility 

from 

Headbands 

Total Utility 

from dresses 

1 300 640 

2 550 1120 

3 750 1440 

4 900 1600 

5 1000 1620 

 

19. If the quantity of headbands purchased is measured on the x axis, what is the slope of 

Princess Emu’s budget line? 

a. -1/4 

b. -1/2 

c. -1 

d. -2 

 

20. What is her marginal utility per dollar spent on the 4
th

 headband? 

a. 7.5 

b. 15 

c. 35 

d. 45 

 

21. Given her $140 income, to maximize her utility Princess Emu should purchase _______ 

headbands and ______ dresses. 

a. 1; 3 

b. 2; 2 

c. 3; 2 

d. 5; 1 
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22. Assume headbands and dresses are normal goods.  If the price of headbands increases, 

the income effect of the price change would lead Princess Emu to purchase _________ 

headbands, and the substitution effect of the price change would lead Princess Emu to 

purchase __________ headbands. 

a. More; more 

b. Fewer; fewer  

c. More; less 

d. Fewer; more 

 

23.  When a consumer’s budget line is tangent to an indifference curve, which of the 

following occurs? 

a. Marginal utility is maximized 

b. The consumer is spending less than total income 

c. Utility is maximized given the consumer’s limited budget 

d. The marginal rate of substitution is maximized 

Consider the table of output and cost information below.  All costs are calculated in dollars. 

Q AFC AVC ATC MC 

10 2 8   

20    4 

30   12  

40 0.50    

 

24.  The marginal cost of producing the 30
th

 unit of output is ________, and the average 

variable cost of producing 30 units is equal to _________. 

a. $220; $330 

b. $22;  $11.33 

c. $10; $10 

d. $12; $0.50 
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Use the table below for the following five questions: 

Quantity (Skillets) Total Costs ($) 

0 10 

2 15 

4 18 

6 25 

8 33 

10 43 

12 55 

 

25. Fixed Costs for this firm are 

a. $8 

b. $10 

c. $5 

d. $0 

 

26. The firm above would shut down if price fell below 

a. $10 

b. $4.50 

c. $3.75 

d. $2 

 

27. Assume that the firm with costs above is in a perfectly competitive market and can sell 

each skillet for $4 in the market. What quantity would it choose to produce to maximize 

profit? 

a. 0 

b. 4 

c. 8 

d. 10 

 

28. What would the firm’s resulting profits be after the choice above? 

a. $0 

b. -$1 

c. $37 

d. $47 

 

29. In the long run in the market of skillets above, firms would ____ until profits were ____. 

a. Enter, $0 

b. Exit, $0 

c. Enter, positive 

d. Exit, positive 
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The following graph below depicts the firm ABC corp. ABC is in Perfect Competition with 

other firms over the production of alphabet soup. 

 

 

30. ABC Corp. is operating in the ______________, and if ABC Corp. produces 4,000 units 

of output, _________ 

a. Long Run, Profit = 0 

b. Short Run, Profit = 0 

c. Short Run, Profit = -$100,000 

d. Short Run, Profit = -$80,000 

 

The table below provides information regarding the demand curve facing a single price 

monopolist.  Use this information for the following two questions. 

Price Quantity Demanded 

20 0 

15 2 

10 4 

5 6 

0 8 

 

31. What is the marginal revenue of the 2
nd

 unit sold for the monopolist? 

a. 0 

b. -$5 

c. $5 

d. $15 

 

  

MC 
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32. Based on your answer above, what must be true about the price elasticity of demand at 

the quantity of 2? 

a. Demand is inelastic 

b. Demand is elastic 

c. Demand is unit elastic 

d. Demand is perfectly elastic 

Current market demand is given by the equation:  Q
d
 = 1000 – 0.5P 

Suppose a single-price monopolist faces this demand and has marginal cost given by the 

equation: MC = 80.  Use this information for the following three questions. 

33. The marginal revenue equation is  

a. MR = 500 – Q 

b. MR = 500 - .125Q 

c. MR = 2000 –  4Q 

d. MR =  2000 – 8Q 

 

34. What is the monopoly’s price and quantity choice to maximize profits? 

a. P= $1040, Q= 240 

b. P= $80, Q= 240 

c. P= $1040, Q = 480 

d. P= $80, Q = 480 

 

35. What deadweight loss is created by this monopoly? 

a. $460,800 

b. $230,400 

c. $115,200 

d. $0 

 

36.  If this monopoly could practice perfect price discrimination, it would maximize profit by 

producing _______units of output, and deadweight loss would be equal to ______. 

a.  480; $0 

b. 960; $0 

c. 240; $0 

d. 960; $115,200 

 

37.  If a natural monopoly is regulated to produce a level of output where economic profit is 

zero, what is this type of regulation called? 

a. Marginal cost pricing 

b. Average cost pricing 

c. Perfect price discrimination 

d. Natural regulation 
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38. Which of the following is a characteristic of monopolistic competition? 

a. Products produced by firms in the industry are slightly differentiated 

b. There are significant barriers to entry in the industry 

c. There is a small number of firms in the industry 

d. Demand facing an individual firm in the industry is perfectly elastic 

  

39. A monopolistically competitive firm maximizes profit in the long run where 

a. Marginal revenue equals marginal cost 

b. Average total cost is minimized 

c. Price equals marginal revenue 

d. All of the above 

 

40. Based on the payoff matrix below, player ___ has a dominant strategy to choose ______. 

 
a. 1; low 

b. 1; high 

c. 2; right 

d. Both b and c 

 

41. What is the Nash Equilibrium for the following game? 

 
 

a. Player 1 chooses “High” and Player 2 chooses “Left” 

b. Player 1 chooses “Low” and Player 2 chooses “Left” 

c. Player 1 chooses “High” and Player 2 chooses “Right” 

d. Player 1 chooses “Low” and Player 2 chooses “Right” 

 

42. According to the Prisoner’s Dilemma, 

a. There is no dominant strategy equilibrium involving crime suspects confessing 

b. The dominant strategy equilibrium results in a payoff to suspects that is less than 

it would be if they were able to collude 

c. Each suspect has an incentive to confess only if the other suspect also confesses. 

d. All of the above 

 



Econ 251 Spring 2012   

Final Exam PINK  Page 11 of 13 

 

43. When there is a negative production externality, the quantity produced by the market will 

be ___________ the efficient quantity 

a. the same as 

b. less than 

c. greater than 

d. not enough information 

 

44.  The graph below shows the marginal cost and benefits associated with the production of 

steel.  What Pigovian tax could be imposed to encourage producers to produce the 

efficient level of steel? 

 
a. $5 

b. $12 

c. $15 

d. $22 

  

MSC 

MC 

D 

Q steel 

$ 

60 50 

20 

40 

50 

55 

62 
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Assume space exploration is a public good.  The table below shows the marginal benefit of an 

exploration trip into space for each individual in a three-person economy. Assume the marginal 

cost of producing an exploration trip is constant at $1 billion. 

# of 

Trips 

Tom's Marginal 

Benefit 

Drew's 

Marginal 

Benefit 

Peyton's 

Marginal 

Benefit 

1 $350 Million $400 Million $600 Million 

2 $300 Million $300 Million $500 Million 

3 $200 Million $200 Million $100 Million 

4 $150 Million $100 Million $50 Million 

5 $100 Million $0  $25 Million 

45. What is the marginal social benefit of the second space exploration trip? 

a. $500 Million 

b. $1 Billion 

c. $1.1 Billion 

d. $2.45 Billion 

 

46. What is the socially optimal number of space exploration trips in the economy? 

a. 1 

b. 2 

c. 3 

d. 4 

The table below lists income levels for the 10-person economy of Directionville.  

Person Income 

Grace $4,000 

Harry $40,000 

Sarah $18,000 

Liam $12,000 

Taylor $32,000 

Abigail $60,000 

Niall $90,000 

Zayn $9,000 

Louis $55,000 

Caroline $180,000 

47. Based on these numbers, who will be in the bottom quintile of household income? 

a. Louis and Caroline 

b. Liam and Niall 

c. Niall and Caroline 

d. Zayn and Grace 
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48. Which of the following points would be on the Lorenz curve for the economy? 

a. (20, 10) 

b. (40, 15) 

c. (60, 23) 

d. (80, 80) 

 

49. The Gini coefficient for the US in 1970 was 0.394.  In 2009 the Gini coefficient for the 

U.S. was 0.468.  We can conclude that income inequality in the US has _________ over 

time. 

a. decreased 

b. increased 

c. remained constant 

d. none of the above 

 

50.  Which of the following best explains why the Gini ratio has increased in the U.S. over 

the last several years? 

a. The demand for college graduates has increased, resulting in an increase in the 

wages of college graduates relative to high school graduates. 

b. The supply of college graduates has increased, resulting in a decrease in the 

wages of college graduates relative to high school graduates. 

c. The incidence of discrimination in labor markets has decreased over time. 

d. All of the above explain why the Gini ratio has increased in the U.S. over the last 

several years. 


