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SAMPLE FIRST EXAM

ECON 123








NAME __________________________

Please read all instructions carefully.  Put your name on the scantron as well as on this sheet.  Good luck!  TOTAL POINTS = 100.

PART I. MULTIPLE CHOICE.  Answer all multiple choice questions on a SCANTRON sheet.  Using a #2 pencil, darken the circle by the letter which best answers each question on the BLUE SIDE of the scantron. 

1.
Economics is concerned with:

a. Earning as much money as possible.

b. Limiting individuals’ wants so that our limited resources will not be used up.

c. Using limited resources to satisfy virtually limitless material wants and needs.

d. Using the maximum amount of workers to produce any given level of output.

2.
To an economist, SCARCITY means that:

a. The number of resources at our disposal is numerically small.

b. Resources are scarce compared to the goods and services people want and need.

c. Resources are hard to locate, and resource suppliers are unwilling to sell their resources.

d. All of the above.

3.
The cost of a purchase or decision measured by what is given up is its:

a. Sunk cost.

b. Hidden cost.

c. Overhead cost.

d. Opportunity cost.

4.
The opportunity cost to a student of preparing for an examination is:

a. Impossible to measure.

b. The alternative use of the time required to prepare for the exam.

c. High for a student with a high GPA and low for a student with a low GPA.

d. Zero since the tuition has already been paid for the course and there is not an extra fee to take the exam.

5.
If all goods and services were produced efficiently:

a. There would no longer be a problem with scarcity.

b. There would be no more opportunity costs.

c. The largest attainable output would be produced from available resources.\

d. All of the above.

6.
The factor of production that organizes economic activity and bears the risk in a productive venture is:

a. Labor.

b. Capital.

c. Entrepreneurship.

d. All of the above.

7.
A steel mill, a corn field, and an owner of a small business are, respectively, examples of:

a. Land, capital, and labor.

b. Capital, land, and labor.

c. Land, capital, and entrepreneurship.

d. Capital, land, and entrepreneurship.

8.
Whether a distribution of goods and services is fair or just is a question of:

a. Equity.

b. Efficiency.

c. How to produce at minimum cost.

d. Maximizing the employment of limited resources.

9.
Which of the following in NOT a basic economic choice or decision that must be made by every society?

a. What goods and services will be produced.

b. What goods and services consumers need.

c. Who will receive the goods and services that are produced.

d. What factors of production and methods will be used in producing goods and services.

10.
Economic theories are:

a. Always expressed in terms of mathematical equations.

b. Actions, such as tax cuts, to change economic conditions.

c. Formal explanations of the relationships among economic variables.

d. All of the above.

11.
An economist develops a theory about the relationship between people’s income levels and the frequency with which leukemia occurs.  To illustrate the relationship, the economist constructs the following hypothetical numerical example:

	HOUSEHOLD INCOME LEVEL
	NUMBER OF CASES OF LEUKEMIA

	$30,000
	1000

	$80,000
	700

	$130,000
	400


If we graphed this relationship we would find that the resulting curve is:

a. Downward-sloping.

b. Upward-sloping.

c. Vertical.

d. Horizontal.

12.
A production possibilities curve shows:

a. The two goods that are in the best interest of an economy to produce.

b. The most desirable amounts of two goods that an economy can produce.

c. The different amounts of two goods that an economy can produce when it is at full-employment with fixed resources and technology.

d. All of the above.

13.
Which of the following will shift the entire production possibilities curve outward?

a. An increase in the amount of capital available for production.

b. A decrease in unemployment.

c. Consumers’ desire to buy more goods.

d. All of the above will shift the curve outward.
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The production possibilities curve (PPC) below shows the combinations of consumer goods and capital goods that a nation can produce this year.

USE THE PPC ABOVE TO HELP YOU ANSWER QUESTIONS 14, 15, AND 16.

14.
According to the above PPC, the opportunity cost of going from 30 to 40 million units of consumer goods is:

a. 4 million units of capital goods.

b. 5 million units of capital goods.

c. 9 million units of capital goods.

d. 10 million units of capital goods.

15.
Based on the information in the above PPC, the opportunity cost of going from 0 to 10 million units of consumer goods is:

a. The same as the opportunity cost of going from 10 to 20 million units of consumer goods.

b. Greater than the opportunity cost of going from 10 to 20 million units of consumer goods.

c. Less than the opportunity cost of going from 10 to 20 million units of consumer goods.

d. Not enough information to answer the question.

16.
According to this PPC, an increase in production of capital goods from 12 to 14 million units would:

a. Cost 20 million units of consumer goods.

b. Signal that the economy is experiencing unemployment.

c. Be impossible given available resources and technology.

d. Increase the likelihood the economy would grow in the future.

17.
The U.S. can increase growth in the long-run by:

a. Spending less and saving more today.

b. Restricting the immigration of workers from other countries.

c. Encouraging women to stay home and raise families rather than entering the work force.

d. All of the above will increase long-run growth.

18.
The Law of Demand focuses on changes in the amounts of a good or service demanded that are caused by changes in:

a. The price of the good or service.

b. Non-price factors such as buyers’ income or substitute products.

c. The time period under consideration; for example, week or a month.

d. All of the above.

19.
For which of the events below can we say that there will be an INCREASE IN DEMAND?

a. The price of the product decreases.

b. Producers adopt a new technology that lowers production costs.

c. Buyers’ income increases.

d. All of the above will increase demand.

20.
The reason sellers offer more goods or services for sale when price increases is:

a. Costs of production fall.

b. Greater ability to earn a profit.

c. Both of the above.

d. None of the above.

USE THE DEMAND AND SUPPLY SCHEDULES BELOW TO ANSWER QUESTIONS 21 AND 22.

	QUANTITY DEMANDED
	PRICE
	QUANTITY SUPPLIED

	4
	$7
	10

	5
	6
	9

	6
	5
	8

	7
	4
	7

	8
	3
	6

	9
	2
	5


21.
The equilibrium price in this market is:

a. $2

b. $4

c. $6

d. The market cannot reach equilibrium.

22.
A surplus will develop in this market when the price is:

a. $2

b. $3

c. $4

d. $5

USE THE DIAGRAM OF THE MARKET FOR WIDGETS BELOW TO ANSWER QUESTIONS 23 AND 24.
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23.
At a price of $60 in the widget market, there will be:

a. A shortage.

b. A surplus.

c. Neither a shortage nor a surplus.

d. Not enough information to answer.

24.
A surplus will develop in the widget market at a price of:

a. $20

b. $40

c. $60

d. $80

25.
If supply in a market decreases at the same time as demand increases:

a. Equilibrium price will increase, but we cannot tell for sure what will happen to equilibrium quantity.

b. Equilibrium price will decrease, but we cannot tell for sure what will happen to equilibrium quantity.

c. Equilibrium quantity will increase, but we cannot tell for sure what will happen to equilibrium price.

d. Equilibrium quantity will decrease, but we cannot tell for sure what will happen to equilibrium price.

PART II.  PROBLEMS.  Answer these questions on the examination sheet.

1.
a.
In the diagram below, illustrate an increase in supply.
(3 points)

[image: image3.wmf]0

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

0

10

20

30

40

50

60

Consumer Goods (millions)

Capital Goods (millions)


Price (P)








    S












Quantity (Q)


b.
List TWO factors that will increase supply (shift the curve as you drew 

above).







(6 points)

2.
Suppose that a freeze in Florida damages some orange trees.  Illustrate the impact of this event on the following markets:

· The Market for Oranges

· The Market for Orange Juice

· The Market for Apple Juice.

For each market:

· Graphically shift the appropriate curve and briefly explain why you shifted that curve (points off if no explanation).

· Clearly label the new equilibrium price and quantity in the market.

(21 points)

a.
The Market for Oranges —

Price (P)
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Quantity (Q)

b.
The Market for Orange Juice (HINT:  Oranges are used to make orange 

juice) –-

Price (P)
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    P1
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Q1



Quantity (Q)

c.
The Market for Apple Juice (HINT: Apple juice can be purchased by 

consumers instead of orange juice).  

Price (P)
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Quantity (Q)
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