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st
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Name (Please PRINT):  

 

 

Last Name First Name 

Student ID  #:  

 

 

Place a checkmark next to your section number then record the 4-digit section number on the 

scantron. 

 

 0101 Monday/Wednesday/Friday 3:30 a.m. – 4:20 a.m. 

    

 0201 Monday/Wednesday/Friday 4:30 a.m. – 5:20 a.m. 

 

 

 No graphing calculators are allowed.  

 

 No brimmed hats are allowed.  If you are wearing a hat with a brim, turn the brim to the back. 

 

 All cell phones are to be turned off and put away.  You will be in danger of receiving a zero on the 

exam if your cell phone is on or not put away 

 

 Do not begin the exam until the instructor tells you to.  While waiting, fill out your scantron 

completely and accurately and read the remaining instructions on this page. 
 

 If any suspicious behavior is noted, you will be moved and may also receive a zero on the exam.  

Cheating will not be tolerated. 

 

 Exam 1 contains 40 questions on 8 pages.  Please be sure that you have 8 

pages in your test booklet.  If not, please inform the instructor before you 

begin the exam. 
 
 Please mark all answers on BOTH the test booklet and the scantron. 
 

 Once you are finished, please take both your test booklet AND answer sheet to the proper station.  
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Consider the production possibilities frontiers shown below, depicting baskets of Wine and Cheese that 

may be produced by England and France: 

 

1. Consider a basket of Wine and Cheese that includes 12 million pounds of cheese and 5 million 

bottles of wine.   This level of joint production: 

      * a)  cannot be reached by England and France even if each country uses its resources efficiently.  

 b)  can be reached by England and France even if there are unemployed resources in one or both 

      countries. 

        c)  can be reached through specialization in production and trade. 

 d)  This question cannot be answered without further information. 

 

2. We would expect opposition to a free trade agreement between these countries to come from: 

 a)  consumers of wine in France.        * c)  producers of wine in England. 

 b)  producers of cheese in England.          d)  None of the above.   

 

3. When trade opens between these two countries we would expect the terms of trade to lie between 

____ and _____ Pounds of Cheese per Bottle of Wine. 

       * a)  3/8; 5/4  b)  3/8; 4/5         c)  4/5; 8/3  d)  5/4; 8/3 
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4. If the rate of inflation in Japan is greater than the rate of inflation in the United States we would 

expect the U.S. Dollar price of the Yen to _______ over time.  The Dollar will ________ against 

the Yen. 

 a)  increase;  appreciate   c)  decrease; depreciate 

 b)  increase;  depreciate          * d)  decrease;  appreciate 

 

5. Ceteris paribus, a fall in interest rates in England will cause the U.S. Dollar price of the British 

Pound to _______.    The Dollar will ________ against the Pound. 

 a)  increase;  appreciate   c)  decrease; depreciate 

        b)  increase;  depreciate          *  d)  decrease;  appreciate 

 

6. Suppose goods X and Y are considered by consumers to be substitute goods.   A fall in the price of 

X will cause the equilibrium price of good Y to ___ and the quantity exchanged of Y to ___. 

        a)  increase;  increase    c)  decrease;  increase 

 b)  increase;  decrease          *  d)  decrease;  decrease 

 

7. Suppose goods X and Y are jointly produced goods.   A fall in the price of X will cause the 

equilibrium price of good Y to ___ and the quantity exchanged of Y to ___. 

 a)  increase;  increase            c)  decrease;  increase 

        * b)  increase;  decrease    d)  decrease;  decrease 

 

8. Suppose goods X and Y are considered by consumers to be complementary goods.   A fall in the 

price of X will cause the equilibrium price of good Y to ___ and the quantity exchanged of Y to 

___. 

       * a)  increase;  increase    c)  decrease;  increase 

 b)  increase;  decrease            d)  decrease;  decrease 

 

9. Suppose goods X and Y are alternative goods that can be produced with the same productive 

resources available to firms.   A fall in the price of X will cause the equilibrium price of good Y to 

___ and the quantity exchanged of Y to ___. 

 a)  increase;  increase           * c)  decrease;  increase 

       b)  increase;  decrease    d)  decrease;  decrease 

 

10. Following an increase in expected future income, we would expect the equilibrium prices of 

normal goods to ______ and the quantities exchanged of such goods to ________. 

       * a)  increase;  increase    c)  decrease;  increase 

 b)  increase;  decrease            d)  decrease;  decrease 

 

11. Improved technology in production of a good will cause its equilibrium price to _____ and the 

equilibrium quantity exchanged to ______. 

 a)  increase;  increase           * c)  decrease;  increase 

 b)  increase;  decrease    d)  decrease;  decrease 
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12. An decrease in the price of intermediate goods used to produce a particular final good will cause 

its equilibrium price to ____ and the quantity exchanged to ____. 

 a)  increase;  increase           * c)  decrease;  increase 

         b)  increase;  decrease    d)  decrease;  decrease 

 

Consider the labor requirements to produce Wine and Cheese in Italy and Germany shown in the table 

below: 

 

 Wine 

(Hours/Bottle) 

Cheese 

(Hours/Pound) 

Italy 4 6 

Germany 2 4 

 

13. Germany has an absolute advantage in production of _______ . 

       *  a)  Wine and Cheese   c)  Wine 

 b)  Cheese            d)  Neither Wine nor Cheese. 

 

14. Italy has a comparative advantage in production of _____.    

 a)  Wine and Cheese          c)  Wine 

       * b)  Cheese    d)  Neither Wine nor Cheese. 

 

15. We would expect opposition to a free trade agreement between these two countries to come from: 

      * a)  producers of Wine in Italy.  c)  producers of Cheese in Italy. 

 b)  consumers in both countries.  d)  None of the above. 

 

16. When trade opens between these two countries, we would expect the terms of trade to lie between 

_____ and _____ bottles of wine per pound of cheese.. 

       a)  1/2; 2/3  b)  2/3;  2        *  c)  3/2; 2  d)  1/2; 3/2 

 

17. Bagels and Cream Cheese are considered by consumers to be complementary goods.  Which of the 

events below would cause an increase in the price of Bagels and a decrease in the quantity 

exchanged of Cream Cheese? 

 a)  A rise in the price of milk.           c)  A fall in the price of flour. 

 b)  A fall in the price of milk.         *  d)  A rise in the price of flour. 

 

18. Beer and Wine are considered by consumers to be substitute goods.   Which of the events below 

would cause an increase in the price of Wine and an increase in the quantity exchanged of Beer? 

       *  a)  A rise in the price of grapes.  c)  A fall in the price of Hops. 

 b)  A fall in the price of grapes.          d)  A rise in the price of Hops. 

 

19. Consider the market for gasoline.   If the price of petroleum crude oil rises and average household 

income rises we can conclude: 

         a)  the price of gasoline will fall, but we cannot predict how quantity sold will change. 

       * b)  the price of gasoline will rise, but we cannot predict how quantity sold will change. 

 c)  the quantity sold of gasoline will fall, but we cannot predict how its price will change. 

        d)  the quantity sold of gasoline will rise, but we cannot predict how its price will change. 

 e)  we cannot predict how either the price or quantity sold of gasoline will change. 
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20. If the price of good X falls and the quantity sold of good X falls, we would suspect that: 

       *  a)  the Demand for X has decreased.          c)  the Supply of X has increased.  

 b)  the Demand for X has increased.  d)  the Supply of X has decreased. 

 

The country of Economia produces two goods:  Wine and Cheese.   Quantities produced and prices of 

these two goods in the years 2000 and 2005 are shown in the table below: 

 

 

Year 

Quantity of Wine 

(Millions of Bottles) 

Quantity of Cheese 

(Millions of Pounds) 

Price of Wine 

($/Bottle) 

Price of Cheese 

($/Pound) 

2000 100 100 3.00 2.00 

2005 200 150 4.00 4.00 

 

The Base Year for relevant calculations below is the year 2000. 

 

21. GDP for Economia in the year 2005 equals ______ million dollars. 

 a)  500  b)  600  c)  900  d)  1200       * e)  1400 

 

22. Real GDP for Economia in the year 2000 equals ______ million dollars. 

      *  a)  500          b)  600          c)  900  d)  1200 e)  1400 

 

23. The GDP Deflator for Economia in the year 2005 equals _____.   

        a)  100  b)  120.00 c)  133.33    * d)  155.56 e)  233.33 

 

24. The annual rate of growth in GDP in Economia from 2000 to 2005 was _____ percent. 

 a)  10.76        b)  12.48 c)  13.33 d) 18.65       * e)  22.87  

 

25. The annual rate of inflation in Economia from 2000 to 2005 was ____ percent. 

       * a)  9.24 b)  10.42 c)  11.11 d) 12.46 e)  16.00 

 

26. Gross Domestic Product (GDP) is: 

 a)  the market value of all goods and services produced by citizens of a country during a given 

     period of time. 

 b)  the market value of all final goods and services sold within a country during a given period of 

     time. 

      *  c)  the market value of all final goods and services produced within a country during a given  

     period of time. 

 d)  the market value of all final goods and services produced by citizens of a country during a 

     given period of time. 

 

27. Suppose we discover that two variables, X and Y, are negatively correlated.   We conclude from 

this information that: 

 a)  A rise in X will cause a fall in Y or a rise in Y will cause a fall in X 

 b)  X and Y are indirectly or negatively related variables. 

       * c)  On average, if the outcome of X is above its mean the outcome of Y will be below its mean. 

 d)  All of the above are correct. 
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28. A medical study concludes that consumption of Ramen noodles can be hazardous to your health.   

Also, the average income of households rises.   If consumers consider Ramen noodles to be 

inferior goods we can conclude, following these two events, that in the market for Ramen noodles: 

       * a)  the price and quantity sold will fall. 

 b)  the quantity sold will fall, but we cannot predict how the price will be affected.  

 c)  the price will fall, but we cannot predict how quantity sold will change. 

         d)  We cannot predict how quantity sold or the price will be affected. 

 

Consider the Production Possibilities Frontier shown here: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

29. The concept of scarcity is best represented by basket: 

 a)  A  b)  B         * c)  C  d)  D 

 

30. The opportunity cost of Guns in production is greatest at basket: 

 a)  A        *  b)  B  c)  C          d)  D 

 

31. The opportunity cost of Guns is smallest at basket: 

       * a)  A  b)  B  c)  C  d)  D 
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32. The impact of an increase in human or physical capital on the production possibilities frontier is 

best represented by: 

       a)        c) 

 

 

 

 

 

 

 

 

 

       * b)      d)   

 

 

 

 

 

 

 

 

 

 

33. Suppose Real GDP is growing at a rate of 3.2 percent per year and GDP is growing at a rate of 3.0 

percent per year.   We can conclude that this economy is: 

 a)  in a recession. 

       * b)  experiencing deflation. 

 c)  inside its production possibilities frontier. 

 d)  All of the above are correct. 

 

34. The Consumer Price Index _______ true inflation because _______. 

 a)  understates;  it fails to consider changes in the prices of imports. 

 b)  understates;  the basket of goods changes each year with changes in consumer demand. 

     *   c)  overstates;  it fails to consider consumer substitution away from relatively more expensive 

     goods. 

 d)  overstates;  it considers nominal rather than real interest rates in financial markets. 
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35. The impact on the production possibilities frontier of an economy entering a recession is best 

represented by: 

 a)        c) 

 

 

 

 

 

 

 

 

 

b)           * d)   

 

 

 

 

 

 

 

 

 

36. The real interest rate (r) is related to the nominal, or market, interest rate (i) and the rate of 

inflation () as follows. 

        * a)  i = r +   b)   = i + r         c)  i = r -   d)  r = i/ 

 

37. In recent history, the real interest rate has been greater than the nominal interest rate in: 

 a)  the U.S.         * b)  Japan  c)  China          d)  Italy 

 

38. In a given year farmers produce wheat which is sold to bakers for $1 million dollars.  With this 

wheat bakers produce $2 million dollars worth of bread, which is sold to supermarkets.   

Supermarkets sell the bread to households for $3 million.   The total contributions of these 

transactions to GDP equal _____ million dollars. 

 a)  1  b) 2        * c)  3  d) 5  e)  6 

 

39. Based upon percentage of total expenditure, the largest category of spending included in the CPI is 

spending on: 

       * a)  Housing    c)  Transportation 

 b)  Medical Care          d)   Food and Beverages 

 

40. The truth of the statement “There is no such thing is a free lunch” is revealed by understanding of:  

        a)  comparative advantage         * c)  opportunity costs 

 b)  scarcity     d)  marginal analysis 
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