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If the President declares a large part of Utah a national monument, to be available for
recreation and enjoyment for all Americans, the tradeoff is

nothing, because the land belongs to all Americans, not just to citizens of Utah.
nothing, because the land has no economic value.

the potential value of the land for grazing, mineral extraction, and other development.
the increased incomes of Utah businesses from increased tourism.

aoe o

Assume that your roommate is very messy (according to campus policy you have a right to
live in an uncluttered apartment). Suppose (s)he gets a $200 benefit from being messy but
imposes a $100 cost on you. The Coase Theorem would suggest an efficient solution where

a. your roommates stops (her)his messy habits or you force (her)him to move out.

b. your roommate pays you at least $100 but less than $200 to live with the clutter.

¢. you continue to live with your messy roommate until you are able to make other living
arrangements elsewhere.

d. you pay your roommate at least $100 but no more than $200 to clean up after
(her)himself.

If the supply of land is fixed, a tax on land would be paid

entirely by the landowners.

entirely by the renters or users of the land.
partly by landowners and partly by land users.
only by workers.
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Emission controls on automobiles is an example of

a Pigovian tax on automobiles, based on how much they pollute.

a command-and-control policy to increase social efficiency.

a policy which reduces pollution by allocating resources through market mechanisms.
a policy to reduce congestion on urban freeways.
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Gale decides that he would pay as much as $4,000 for a new laptop computer. He buys the
computer and realizes consumer surplus of $900. How much did Gale pay for his computer?

$900

$3,100

$4,000

$4,900

impossible to determine from the information given
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If the price of a substitute to good X increases, then

the demand for good X will increase.

. the market price of good X will decrease.
. the demand for good X will decrease.

. the demand for good X will not change.

oo o

If labor in Mexico is less productive than labor in the U.S. in all areas of production,

neither nation can benefit from trade.

Mexico can benefit from trade but the U.S. cannot.

Mexico will not have a comparative advantage in any good.

both nations can benefit by producing and exporting goods in which they have a
comparative advantage.
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Markets are often inefficient when negative production externalities are present because 3
*

private benefits exceed social costs at the private market solution.
externalities can never be corrected without government regulation.
social costs exceed private benefits at the private market solution.
production externalities lead to consumption externalities.

oo o

Suppose there is an early freeze in California that ruins the lemon crop. What happens to
consumer surplus in the market for lemons?

It increases.

It decreases.

It is not affected by this change in market forces.
It increases very briefly then decreases.
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A binding price floor causes

an excess demand.
a shortage.

an excess supply.
aandb

oo o

Which of the following is the most accurate statement about rent control?

The immediate shortage of housing caused by rent control is small.

The primary effect of rent control in the short run is to reduce rents.

The primary effect of rent control in the long run is a large shortage of housing.
All of the above are correct statements.

None of the above are correct statements.
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Price elasticity of demand measures

a. how much the price of a good changes when there is a change in the quantity demanded.
b. how much the quantity demanded responds to a change in the price.

¢. how much the price of a good changes when there is a change in the number of buyers.
d. how much the demand shifts for a given change in the price of the good.

Positive statements are

prescriptive, making a claim about how the world ought to be.
descriptive, making a claim about how the world is.
optimistic, putting the best possible interpretation on things.
affirmative, justifying existing economic policy.
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Beer T-shirts

Mexico 10 15

Canada 12 24
MeXico has a comparative advantage in and Canada has a comparative
advantage in .
a. beer, t-shirts
b. beer, neither good
c. neither good, both goods
d. t-shirts, beer
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If an economist develops a theory about international trade based on the assumption that "I,
there are only two countries and two goods,

a. the theory can be useful only in situations involving two countries and two goods.

b. the theory can be useful in helping economists to understand the complex world of
international trade involving many countries and many goods.

c. it is a total waste of time, since the actual world has many countries trading many goods.

d. the theory can be useful in the classroom, but has no use in the real world.

A professor decides to devote another hour to preparing lectures for his economics class
instead of working on his research project. His opportunity cost is

a. the greater probability of tenure, promotion, and a raise he would have received had he
spent the hour on his research project.

b. the increased learning of his students because of better lectures.

c. zero, because he felt preparing better lectures was more important than additional
research.

d. impossible to determine, because learning can't be measured.

If the United States exports automobiles to France, and imports wine from France,

a. the United States has a comparative advantage in producing automobiles, and France
has a comparative advantage in producing wine.

b. The United States has a comparative advantage in producing wine, and France has a
comparative advantage in producing automobiles.

c. comparative advantage cannot be determined without knowing relative prices.

d. comparative advantage cannot be determined without knowing absolute prices.

If the government raises the per gallon tax on, thus the price of, gasoline to increase tax
revenue, .

they are assuming that the demand for gasoline is price elastic.

they are assuming that the demand for gasoline is price inelastic.

they are assuming that the demand for gasoline is price unit-elastic.

they are making a mistake because raising the tax on gasoline will necessarily reduce
tax revenue.
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Countries usually impose restrictions on free foreign trade to

protect foreign producers.

. protect foreign consumers.

. protect domestic producers.
. protect domestic consumers.
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What would happen in the market for restaurant pizza if the price of flour increased and the
price of Chinese restaurant meals increased?

a. The equilibrium price of pizza would increase, but the impact on the amount of pizza
sold in the market would be ambiguous.

b. The equilibrium price of pizza would decrease, but the impact on the amount of pizza
sold in the market would be ambiguous.

c. Both equilibrium price of pizza and equilibrium quantity of pizza would increase.

d. Equilibrium quantity of pizza would increase, but the impact on equilibrium price of
pizza would be ambiguous. ’

e. Equilibrium quantity of pizza would decrease, but the impact on equilibrium price of
pizza would be ambiguous.



Part II. Short Answer Questions (5 points each)

1. Imposition of a minimum wage will make low-skilled inexperienced young workers better
off. True, False, Uncertain? Explain.

2. All other things equal, the deadweight loss from a given per-unit tax will be largerin a
market where demand is more elastic, but tax revenues to the government will be larger when

demand is less elastic. True, False, Uncertain? Explain.



3. All other things held constant, an increase in incomes will cause an increase in the
equilibrium price of Kraft Macaroni and Cheese Dinners and an increase in the number of

boxes bought and sold. True, False, Uncertain? Explain.

4. Suppose that farmer has some wet and low-lying land, most suitable to growing rice, and
some drier, rocky land most suitable to grazing sheep. What happens to the farmer’s
production possibility frontier, defined over rice and sheep, if the water table drops so that
the low-lying land becomes drier (perhaps due to excessive groundwater pumping)? Explain

using appropriate diagram(s).



5. Pigovian taxes, widely used in the United States as a means of controlling pollution from
factories, induce firms to internalize the negative production externality they create by
allowing pollutants to escape into the environment. Deadweight loss from these taxes can be
substantial, however. True, False, Uncertain? Explain.

6. The price elasticity of demand for a good is determined entirely by what happens to Total
Revenue as price changes. True, False, Uncertain? Explain.



7. Suppose that the country of Autarkia has a comparative disadvantage in the production of
Valentine chocolates. Furthermore, Autarkia’s production capacity for these chocolates is
small relative to world production capacity. A political action committee (PAC) consisting
of chocolate consumer groups lobbies the Autarkian government successfully for the opening
of free trade in Valentine chocolates. However, after one year, a second PAC convinces the
government that it is necessary to impose a tariff on imported chocolates because imports
represent “unfair competition” for domestic chocolate producers. The welfare of Autarkians
will be improved by such a tariff. True, False, Uncertain? Explain.



