		Version B
Trading Countries:  Assume that Brazil and Chile can switch between producing beef and producing wheat at a constant rate.  The following table shows the pounds of beef or the bushels of wheat each country can produce in one hour.
	
	Output produced in one hour

	
	bushels of wheat
	pounds of beef

	Brazil
	16
	12

	Chile
	12
	11



1. Trading Countries:  Assume that Brazil and Chile can switch between producing beef and producing wheat at a constant rate.  The following table shows the pounds of beef or the bushels of wheat each country can produce in one hour.  Brazil has an absolute advantage in the production of
[a.] wheat and Chile has an absolute advantage in the production of beef.
[b.] beef and Chile has an absolute advantage in the production of wheat.
[c.] both goods and Chile has an absolute advantage in the production of neither good.
[d.] neither good and Chile has an absolute advantage in the production of both goods.

2. Trading Countries:  Assume that Brazil and Chile can switch between producing beef and producing wheat at a constant rate.  The following table shows the pounds of beef or the bushels of wheat each country can produce in one hour.   Brazil should specialize in the production of 
[a.] wheat and Chile should specialize in the production of beef.
[b.] beef and Chile should specialize in the production of wheat.
[c.] both goods and Chile should specialize in the production of neither good.
[d.] neither good and Chile should specialize in the production of both goods.

3. Trading Countries:  Assume that Brazil and Chile can switch between producing beef and producing wheat at a constant rate.  The following table shows the pounds of beef or the bushels of wheat each country can produce in one hour.  Which of the following prices would both Brazil and Chile gain from trade with each other?
[a.] 6 bushels of wheat for 3 pounds of beef.
[b.] 6 bushels of wheat for 4 pounds of beef.
[c.] 6 bushels of wheat for 5 pounds of beef.
[d.] 6 bushels of wheat for 6 pounds of beef.

4. Consider that after much lobbying by quite a few special interest individuals and groups, the government decides to increase the tariff on foreign-produced shoes.  As a result of this action,
[a.] one would expect that the domestic price of shoes would fall.
[b.] one would expect that the supply of foreign shoes to the domestic market would decline, causing the domestic shoe price to rise.
[c.] one would expect the number of unemployed workers in the domestic shoe industry would rise.
[d.] one would expect the demand for foreign-produced shoes would increase, causing the price of shoes to decrease in other nations.







5. A significant technology improvement occurred in the manufacturing sector near a small town about 25 miles west of Albany, New York.  This led to an increase in the supply of quite a few essential products such as laundry detergent.  As a result, the price of laundry detergent decreased from $12 to $8, and the quantity demanded increased from 90 to 110 cases.  Using the midpoint method, one can conclude that the price elasticity of demand (in absolute terms) for this price change is equal to 
[a.] 0.2
[b.] 0.5
[c.] 2
[d.] 5

6. Consider the market for apple fritters.  If the firms collectively produce a quantity smaller than the equilibrium of supply and demand, this quantity is inefficient because the marginal buyer’s willingness to pay is
[a.] negative
[b.] zero
[c.] positive but less than the marginal seller’s cost.
[d.] positive and greater than the marginal seller’s cost.

7. Over the past 4 years, the expenditures made have been greater than the tax revenue collected.  The local government seeks to raise tax revenue without causing a significant loss in welfare.  The economic advisors suggest that the government should consider implementing a sales tax on goods with__________ elasticities of demand and______________ elasticities of supply as a way to raise tax revenue while minimizing the deadweight loss.  
[a.] small, small
[b.] small. large
[c.] large, small
[d.] large, large

8. [bookmark: _Hlk40413685]On April 30, the Wall Street Journal reported that oil companies were shutting down operations in response to low oil prices to a much greater degree than analysts anticipated.  What must be the case?
[a.] The demand for oil is less elastic that analysts thought.
[b.] The demand for oil is more elastic than analysts thought.
[c.] The supply of oil is less elastic than analysts thought.
[d.] The supply of oil is more elastic than analysts thought.

9. Consider a market where the demand and supply for the good are described by the following equations: QD = 225 – 3P and QS = – 22.5 + 1.5P.  If the government implements a price floor of $60, this would result in 
[a.] a surplus of 45 units.  
[b.] a shortage of 45 units.
[c.] a surplus of 22.5 units.  
[d.] a shortage of 22.5 units.





10. Consider a market where the demand and supply for the good are described by the following equations: QD = 225 – 3P and QS = 22.5 + 1.5P.  If the market is perfectly competitive, the good is rival and excludable, and there are no externalities, the producer surplus is 
[a.] $600.
[b.] $1200.
[c.] $1800.
[d.] $1933.

11. Consider a market where the demand and supply for the good are described by the following equations: QD = 225 – 3P and QS = 22.5 + 1.5P.  If there is a $5 per unit tax on the good, what is the revenue collected from the tax?
[a.] $275.
[b.] $541.50.
[c.] $1083.
[d.] $171.

12. Which of the following could result in a higher price, with no change to quantity?
[a.] A decrease in demand and a decrease in supply.
[b.] An increase in demand and an increase in supply.
[c.] A decrease in demand and an increase in supply.
[d.] An increase in demand and a decrease in supply.

13. Consider that having a well-manicured lawn in a small residential community creates a positive externality equal to $40 per lawn.  Suppose the community manager offers a subsidy of $25 to home owners who maintain a well-manicured lawn.  Following this policy, which of the following is correct?
[a.] The current subsidy is the ideal corrective subsidy.
[b.] The equilibrium quantity is greater than the social optimal quantity.
[c.] The equilibrium quantity is less than the social optimal quantity.
[d.] The current subsidy is greater than the ideal corrective subsidy.

14. David works very hard.  On his days off, he loves to attend concerts or binge watch shows on Netflix.  For David, a ticket to Drake’s one-night concert at Madison Square Garden, and his subscription to Netflix, are examples of respectively:
[a.] a public good and a club good.
[b.] a public good and a private good.
[c.] a private good and a public good.
[d.] a private good and a club good.

15. Assume that you have a factory that produces frozen food and uses water from the river next to you. There is another plant that produces chemical waste and throws it to the river, such waste gets to you when you pull water from the river. Thus, you must pay for a very expensive process of cleaning the water. There are two possibilities to correct this externality: One is to engage into a contract with the other plant, such that they compensate you for how much you invest in cleaning the water. This contract has high transaction costs, that vary a lot and there is uncertainty about whether you can enforce such contract. The other one is for the government to tax them by the amount you need to pay to clean the water. What solution allows for the achievement of the socially optimal outcome?
[a.] The contract.
[b.] The tax.
[c.] Both deliver the same outcome.
[d.] None.

16. Which of the following is an example of a command-and-control policy placed on individual firms?
[a.] A restriction on pollution beyond a specific level.
[b.] A pollution tax.
[c.] A technology spillover.
[d.] A tax deduction for a contribution to the Sierra Club.

Textile Market:
[image: ]
17. Refer to Textile Market:  The marginal external costs are measured by
[a.] $6 and a tax of $6 would improve economic efficiency in the market.
[b.] $6 and a subsidy of $6 would improve economic efficiency in the market.
[c.] $4 and a tax of $4 would improve economic efficiency in the market.
[d.] $4 and a subsidy of $4 would improve economic efficiency in the market.

Market with External Cost:  The table below indicate the private value, private cost, and external cost associated with the market for a particular good.
	Quantity               (units)
	Private Value        ($)
	Private Cost         ($)
	External Cost                  ($)

	1
	14
	10
	2

	2
	13
	11
	2

	3
	12
	12
	2

	4
	11
	13
	2

	5
	10
	14
	2

	6
	9
	15
	2

	7
	8
	16
	2



18. Refer to Market with External Cost: Which of the following statements is correct?
[a.] If the external cost per unit of output was $0 instead of $2, then the socially efficient quantity of output would be 4 units.
[b.] A tax of $4 per unit would enable this market to move from the equilibrium quantity of output to the socially optimal level of output.
[c.] Taking the external cost into account, total surplus declines when the 3rd unit of output is produced and consumed.
[d.] The market for flu shots is a market to which the concepts in this table apply very well.

19. David, Edward, and Frank are three cousins who own neighboring vacation homes in Conway, New Hampshire.  They often meet for vacations with their families.  The backyard to their properties is considered a common area and they would like to install an inground hot tub as a nice addition to their property. Inground hot tubs can be custom made and the table below shows their individual willingness to pay for installing an additional cubic yard.

	Size of the Hot Tub (cubic yard)
	David             ($)
	Edward           ($)
	Frank                    ($)

	1
	340
	480
	420

	2
	260
	380
	400

	3
	160
	260
	340

	4
	40
	130
	240

	5
	0
	50
	100

	6
	0
	0
	20




Suppose the cost of one square yard is $360 and the cousins are going to split the cost evenly.  To maximize their own surplus, how many cubic yards would Anthony like to be built?
 
[a.] 0.
[b.] 1.
[c.] 2.
[d.] 3.

20. Tangy Business:  Tangy tangerines is a monopolistic firm in the market for tangerines.  The following equations describe the demand for, and the cost of producing tangerines, where Q is output measured in thousand pounds, and P is price per pound.  

Demand: P = 59 – 3Q   	Marginal Cost:   MC = 3 + Q	    Total Cost: 	TC = 4 + 3Q + 0.5Q2

The monopolist will charge what price and earn what profit?

[a.] P = $19 and Profit = $53 thousand.
[b.] Price = $8 and Profit = $220 thousand.
[c.] Price = $19 and Profit = $14 thousand.
[d.] Price = $35 and Profit = $220 thousand.

21. Tangy Business:  Tangy Tangerines is a monopolistic firm in the market for tangerines.  The following equations describe the demand for, and the cost of producing tangerines, where Q is output in thousand pounds, and P is price per pound.  

Demand: P = 59 – 3Q   	Marginal Cost:   MC = 3 + Q	    Total Cost: 	TC = 4 + 3Q + 0.5Q2

Consider that after filing for bankruptcy and engaging in a legal battle with neighboring landowners, the government decides to dissolve the monopolist, and the market becomes perfectly competitive.  As a perfectly competitive market, the price charged and the quantity produced are

[a.] P = $4 and Q = 19 thousand pounds.
[b.] P = $7 and Q = 10 thousand pounds.
[c.] P = $10 and Q = 7 thousand pounds.
[d.] P = $17 and Q = 14 thousand pounds.

22. Tangy Business:  Tangy Tangerines is a monopolistic firm in the market for tangerines.  The following equations describe the demand for, and the cost of producing tangerines, where Q is output in thousand pounds, and P is price per pound.  

Demand: P = 59 – 3Q   	Marginal Cost:   MC = 3 + Q	    Total Cost: 	TC = 4 + 3Q + 0.5Q2

Consider that after filing for bankruptcy and engaging in a legal battle with neighboring landowners, the government decides to dissolve the monopolist, and the market becomes perfectly competitive.  Given the current perfectly competitive market outcome, one would expect that in the long run, 

[a.] the market price and the number of firms in the market will both increase.
[b.] the market price and the number of firms in the market will both decrease.
[c.] the market price will decrease but the number of firms will increase.
[d.] the market price will increase but the number of firms will decrease.

23. Tangy Business:  Tangy Tangerines is a monopolistic firm in the market for tangerines.  The following equations describe the demand for, and the cost of producing tangerines, where Q is output in thousand pounds, and P is price per pound.  

Demand: P = 59 – 3Q   	Marginal Cost:   MC = 3 + Q	    Total Cost: 	TC = 4 + 3Q + 0.5Q2

When Tangy Tangerines was in operation as a monopolist in this market, instead of having a perfectly competitive market, what was the resulting deadweight loss?

[a.] $45 thousand.
[b.] $18 thousand.
[c.] $72 thousand.
[d.] $53 thousand.

24. If marginal cost is less than average cost, average cost will be 
[a.] falling.
[b.] rising.
[c.] constant.
[d.] changing in a direction that cannot be determined without more information.




25. Consider the following table which provides the revenue and cost schedules for a competitive firm.  

	Quantity
(units)
	Total Revenue
($)
	Total Cost
($)

	0
	0
	30

	1
	80
	50

	2
	160
	80

	3
	240
	120

	4
	320
	170

	5
	400
	230

	6
	480
	300

	7
	560
	380

	8
	640
	470



What is the average variable cost at the profit-maximizing quantity?
[a.] $54.30.
[b.] $4.28.
[c.] $50.
[d.] $80.

26. Peter's Car Wash has average variable costs of $2 and average fixed costs of $3 when it produces 300 units of output (car washes). The firm's total cost is
[a.] $600.
[b.] $900.
[c.] $300.
[d.] $1,500.

27. Consider a perfectly competitive market where a firm faces the following revenues and costs.

	Quantity
(units)
	Marginal Cost
($)
	Marginal Revenue
($)

	12
	6
	7

	13
	7
	7

	14
	8
	7

	15
	9
	7

	16
	10
	7

	17
	11
	7




What production advice would you give to the owner if the firm is currently producing 14 units?
[a.] Decrease the quantity to 13 units.
[b.] Increase the quantity to 15 units.
[c.] Continue to operate at 14 units.
[d.] Increase the quantity to 16 units.

28. The graph below shows the market in which a monopoly operates. 

[image: ]

When the monopoly maximizes profit, how much is the amount of profit?
[a.] $3.
[b.] $4.
[c.] $5.
[d.] $6.

29. The graph below shows the market in which a monopoly operates.

[image: ]

What is the deadweight loss associated with the monopoly’s profit maximizing behavior?
[a.] $1.
[b.] $3.
[c.] $4.
[d.] $6.



30.  Which of the following conditions is characteristic of a monopolistically competitive firm in short-run equilibrium?
[a.] P = AR and MR = MC.
[b.] MR = MC and P > AR.
[c.] P > MC and P > AR.
[d.] MR = MC and P = MC.

31. The following graph shows the current market outcome for a monopolistically competitive firm.


[image: ]


From the graph, we can conclude that the firm is in
[a.] short-run equilibrium and we would expect this firm’s profit to move from its current value toward zero.
[b.] a long-run equilibrium and we would expect some of the firms that are currently in the market to exit.
[c.] a short-run equilibrium and we would expect some new firms to enter the market.
[d.] a long-run equilibrium and we would expect some new firms to enter the market.


32. Consider that Custom Cakes is a bakery that produces special event cakes.  Located in a mid-sized Southern town, the bakery has the following cost structure where output is the number of cakes per day:

	Output  (cakes per day)
	2
	4
	6
	8
	10
	12
	14

	Total Cost ($)
	60
	70
	80
	90
	110
	128
	154




If Custom Cakes is in a typically monopolistically competitive market, in the long run it will likely produce 
[a.] 10 or fewer cakes.
[b.] 12 cakes.
[c.] more than 12 cakes per day.
[d.] none of the above are necessarily correct because there is not enough information to tell.

33. Consider that two bottled beverage manufacturers (Firm A and Firm B) determine that they could lower their costs, and thus increase their profits, if they reduced their advertising budgets. But for the plan to work, each firm must agree to refrain from advertising. Each firm believes that advertising works by increasing the demand for the firm’s product, but each firm also believes that if neither firm advertises, the costs savings will outweigh the lost sales. Listed in the table below are the individual profits for each firm.
	
	
	Firm B

	
	
	Breaks the agreement
and advertises
	Maintains the agreement and
does not advertise

	Firm A
	Breaks the agreement
and advertises
	Firm A profit = $10,000
Firm B profit = $4,500
	Firm A profit = $9,000
Firm B profit = $6,000

	
	Maintains the agreement
and does not advertise
	Firm A profit = $11,500
Firm B profit = $2,500
	Firm A profit = $9,500
Firm B profit = $4,000



      At the Nash equilibrium, how much profit will Firm B earn?
[a.] $6,000 because firm B will maintain the agreement not to advertise, but firm A will break the agreement and choose to advertise.
[b.] $4,500 because each firm will break the agreement and choose to advertise.
[c.] $4,000 because each firm will maintain the agreement and choose not to advertise.
[d.] $2,500 because firm A will maintain the agreement not to advertise, but firm B will break the agreement and choose to advertise.

34. Which of the following is false of perfect price discrimination?
[a.] Consumer surplus is zero.
[b.] There is a deadweight loss.
[c.] Total surplus is maximized.
[d.] The quantity produced is different than the single-price monopoly outcome.

35. Natural monopolies face
[a.] increasing average total costs.
[b.] diseconomies of scale.
[c.] constant average total costs.
[d.] decreasing average total costs.

36. Which of the following is true of both a monopoly and a firm in a perfectly competitive market?
[a.] Both produce where P > MR.
[b.] Both produce the same quantity of output.
[c.] Both make long-run profits.
[d.] Both produce where MR = MC.

37. Happy Hands:  Happy Hands is a monopolistically competitive firm that faces the following demand schedule for its gloves.  The firm has a fixed cost of $10 and a constant zero marginal cost.

	Price
($)
	Quantity
(pairs of gloves)

	30
	1

	20
	2

	18
	3

	16
	4

	12
	5

	8
	6

	5
	7




To maximize profit, how many pairs of gloves per day should Happy Hands produce?
[a.] 3 pairs .
[b.] 4 pairs
[c.] 5 pairs.
[d.] We do not have enough information to determine the quantity.

38. Happy Hands:  Happy Hands is a monopolistically competitive firm that faces the following demand schedule for its gloves.  The firm has a fixed cost of $10 and a constant zero marginal cost.

	Price
($)
	Quantity
(pairs of gloves)

	30
	1

	20
	2

	18
	3

	16
	4

	12
	5

	8
	6

	5
	7




Which of the following statements about the market outcome is correct?
[a.] At the profit-maximizing quantity, the firm has zero economic profit.
[b.] At the profit-maximizing quantity, the firm is sustaining a loss of $4.
[c.] At the profit-maximizing quantity, the firm earns a positive profit of $24.
[d.] At the profit-maximizing quantity, the firm earns a positive profit of $54.

39. Happy Hands:  Happy Hands is a monopolistically competitive firm that faces the following demand schedule for its gloves.  The firm has a fixed cost of $10 and a constant zero marginal cost.

	Price
($)
	Quantity
(pairs of gloves)

	30
	1

	20
	2

	18
	3

	16
	4

	12
	5

	8
	6

	5
	7




In the long run, what is the likely outcome for Happy Hands? 
[a.] Happy Hands will not have any excess capacity.
[b.] Happy Hands will not charge a price that is exactly equal to the marginal cost.
[c.] Happy Hands will face lower demand and reach a long-run equilibrium at a lower price. 
[d.] Happy Hands firm will not have any markup to its price. 

40. Suppose there is a duopoly of gas companies, Energy X and Energy Y.  The following is the market demand for gas.  There are no marginal or fixed cost.

	Price
($)
	Quantity
	Total Revenue
($)

	12
	1000
	12,000

	15
	900
	13,500

	18
	800
	14,400

	21
	700
	14,700

	24
	600
	14,400

	27
	500
	13,500

	30
	400
	12,000

	33
	300
	9,900

	36
	200
	7,200




[bookmark: _Hlk40099058]Consider that Energy X and Energy Y have a collusion to produce the same quantity.  If Energy X broke the collusion and Energy Y finds out about it, what will be price when the two companies reach a Nash Equilibrium?
[a.] $15
[b.] $21
[c.] $27
[d.] $30
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