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#1: Supply and Demand The Demand Curve SD-1) A good example of “substitution” is when a consumer a. buys a BMW car instead of a Ford as her income rises b. buys a generic brand of peanut butter when her income falls c. buys more apples when the price of apples fall d. pays more for a pair Uggs boots on eBay because they’re not available in the store e. buys a new memory card for a new digital camera SD-2) The Demand Curve slopes down demonstrating that as price increases, a. quantity demanded increases b. quantity demanded decreases c. demand increases d. demand decreases e. none of the above SD-3) The two reasons the demand curve slopes downward is a. price effect and quantity effect b. income effect and substitution c. slope effect and equilibrium d. people will buy more when price falls and buy less when price rises e. marginal benefit and marginal cost SD-4) The income effect suggests that as the price of a good rises, a. people can’t afford as much of the good and will buy less b. suppliers will make more income off of a good c. consumers will buy less of that good and buy other goods instead d. consumer surplus rises e. producer surplus rises SD-5) As the price of oranges rise, people buy apples instead of oranges. This is an example of a. marginal benefit b. substitution c. income effect d. equilibrium e. complementary effect SD-6) Which of the following would cause an increase in quantity demanded? a. An increase in income for an inferior good b. An increase in the price of a complement c. A decrease in the price of a complement d. An increase in quantity supplied e. A decrease in the price of the good



SD-7) Which of the following would not increase demand for roses, a normal good? a. It’s Valentine’s Day b. Consumers income rises c. Roses are on sale d. The price of carnations rises e. The price of vases, a complement to roses, falls Changes in Demand SD-8) Which of the following would decrease demand for toothpaste, a normal good? a. An increase in the price of toothpaste b. A decrease in the price of toothpaste c. A decrease in income d. An increase in the price baking soda e. An increase in the price of toothpaste tube caps SD-9) In the market for playing golf, which of the following would cause the demand curve to shift to the left? a. The price of golf balls increases b. Income of golfers rises c. Real estate prices rise d. Real estate prices fall e. The price of playing tennis increases SD-10) Which of the following would not increase demand? a. A decrease in income if the good is inferior b. A decrease in the price of a complement c. An increase in technology d. New, positive information is revealed e. An increase in the price of a substitute SD-11) Which of the following is most likely a complement to automobiles a. bicycles b. car engines c. gasoline d. the price of automobiles e. car pollution SD-12) Consumers’ income increases while their demand for some good increases. This good would be called a. Normal b. Inferior c. Complement d. Substitute e. Superior



SD-13) Consumers’ income increases while their demand for some good decreases. Which of the following is most likely this good: a. Exxon gasoline b. The bus c. Fur coats in winter d. Diamonds e. Wine SD-14) In the market for Hybrid Cars, gasoline is a. a complement because Hybrid cars use gasoline b. a resource or input because Hybrid cars use gasoline c. a substitute because as the price of gasoline rises, the demand for Hybrid cars rises d. a production substitute because people want hybrids to be produced instead of gasoline e. an inferior good because if more people drove Hybrids, they’d demand less gasoline



SD-19) In the market for coffee mugs, which of the following would cause the supply curve to shift to the left a. Increased preference for drinking coffee b. Decrease in the price of clay c. New technology d. Increase in the price of natural gas which is used to fire (heat) kilns e. A decrease in the price of flower vases that firms could produce instead of mugs SD-20) In the market for pencils, an inferior good, which of the following would cause a change in supply? a. An increase in the price of pencils b. An increase in the price of graphite c. An increase in the price of pens d. An increase in consumer income e. A shift in demand Equilibrium



The Supply Curve SD-15) The supply curve slopes a. Up because of substitution b. Down because suppliers can use mass production to lower costs c. Up because suppliers can use mass production to lower costs d. Down because bulk purchases are always cheaper, like at the Costco store e. Up because suppliers use more expensive methods of production to increase quantity SD-16) When the price of the good rises, a. supply increases b. supply decreases c. quantity supplied increases d. quantity supplied decreases e. there is no change in supply or quantity supplied SD-17) Which of the following would not increase supply? a. Low cost of a resource b. More firms in the industry c. Improved technology d. Higher price of the good itself e. Lower price of a good the firm could produce instead Changes in Supply SD-18) Which of the following would increase the supply of a deck of playing cards a. Casino owner Steve Wynn starts producing and marketing his own brand of playing cards b. Increased popularity of poker c. High cost of paper and ink d. Increase in the price of playing cards e. An increase in the price of baseball cards, which firms could produce instead of playing cards



SD-21) There’s an excess of demand over supply. Economic theory predicts a. Demand will decrease b. Supply will increase c. Price will rise d. Price will fall e. The government will call for the use of a “price ceiling” SD-22) If price is falling, then the market is reacting to a. excess demand b. a potential shortage c. a potential surplus d. greed e. consumer power SD-23) If the market is in equilibrium a. Consumers have the price they most want b. Producers have the price they most want c. The government functioned efficiently at setting the price d. Prices have no reason to increase or decrease e. All of the above Changes in Equilibrium SD-24) What would cause price and quantity of a good to rise? a. An increase in demand b. A decrease in demand c. An increase in supply d. A decrease in supply e. An increase in demand or a decrease in supply SD-25) Saffron, a spice, is very expensive and there is very small quantity that is sold. What would best explain this? a. Excess demand over supply b. A large demand



c. d. e.



A small demand A large supply A small supply



SD-26) The price of a good falls, and the quantity sold increases. This would be explained by a. An increase in demand which causes an increase in supply b. An increase in demand which causes an increase in quantity supplied c. An increase in supply which causes an increase in demand d. An increase in supply which causes an increase in quantity demanded e. A decrease in demand which causes an increase in supply SD-27) If there’s an increase in the price of a substitute to a good, then theory predicts for that good a. price will increase, quantity will increase b. price will increase, quantity will decrease c. price will decrease, quantity will increase d. price will decrease, quantity will decrease e. price will increase, quantity may increase or decrease SD-28) If there’s an increase in income, in the market for an inferior good, we would expect to see a. price will decrease, quantity will stay the same b. price will increase, quantity will decrease c. price will decrease, quantity will increase d. price will increase, quantity may increase or decrease e. price will decrease, quantity will decrease SD-29) Which of the following would not be caused by an increase in demand? a. A decrease in supply b. A potential shortage c. An increase in price d. An increase in quantity e. An increase in quantity supplied SD-30) Which of the following would result from a decrease in supply? a. An increase in demand b. A decrease in demand c. An increase in quantity demanded d. A decrease in quantity demanded e. None of the above
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SD-31) In figure 1, a move from C to B would be described as a. An increase in supply and an increase in demand b. An increase in supply and a decrease in demand c. A decrease in supply and an increase in demand d. A decrease in supply and a decrease in demand e. An increase in quantity supplied and an increase in quantity demanded SD-32) In figure 1, a move from D to C would be described as a. A decrease in demand and a decrease in supply b. A decrease in demand and a decrease in quantity supplied c. A decrease in quantity demanded and a decrease in supply d. A decrease in quantity demanded and a decrease in quantity supplied e. A decrease in quantity demanded and an increase in supply SD-33) In figure 1, if this is the market for Apple I-Pods, a normal good, what could cause a movement from D to C? a. An increase in the price of electronic components b. A decrease in the price of I-Tunes c. An increase in income d. A decrease in the price of non-Apple MP3 players e. Sony begins to produce and sell their Sony-Pod. SD-34) In figure 1, a move from C to A, would be describe a. An increase in demand and an increase in supply b. An increase in demand and an increase in quantity supplied c. An increase in quantity demanded and an increase in supply d. An increase in quantity demanded and an increase in quantity supplied e. A decrease in quantity demanded and an increase in supply



SD-35) In figure 1, if this is the market for Apple I-Pods, a normal good, what could cause a movement from C to A? a. New Technology b. Lower cost of electronic components c. Lower wages of assembly workers d. Expansion of the I-Pod factory in China e. All of the above SD-36) In figure 1, a move from A to D, would be describe a. An increase in supply and an increase in quantity demanded b. An increase in demand and decrease in quantity supplied c. A decrease in demand and a decrease in supply d. An increase in demand and a decrease in supply e. An increase in demand and a decrease in quantity supplied SD-37) In the market for a bag of socks, what happens if the price of cotton falls? a. price of a bag of socks will increase, quantity will increase b. price of a bag of socks will increase, quantity will decrease c. price of a bag of socks will decrease, quantity will decrease d. price of a bag of socks will decrease, quantity will increase e. price of a bag of socks will increase, quantity may increase or decrease Supply and Demand, Changes in Equilibrium For the next set of scenarios, use the following answers to describe what happens. All questions concern the market for entry level Electric Guitars. An answer may be used more than once, and not all answers may be used: a. There’s an increase in demand b. There’s an increase in supply c. There’s a decrease in demand d. There’s a decrease in supply e. There’s no change in supply or demand



For next set of scenarios, use the following answers to describe what happens. All questions concern the market for entry level Electric Guitars. An answer may be used more than once, and not all answers may be used: a. There’s an increase in price and quantity b. There’s an increase in price and a decrease in quantity c. There’s a decrease in price and an increase in quantity d. There’s a decrease in price and quantity e. There’s almost certainly no change in price or quantity SD-44) The price of accessories (tuners, amps, cases, etc) decreases SD-45) There’s an increase in the number of teenagers SD-46) The wage of guitar makers increase SD-47) The price of acoustic guitars falls SD-48) New guitar factories open in China SD-49) The price of tropical fish increases For next set of scenarios, use the following answers to describe what happens. All questions concern the market for entry level Electric Guitars. An answer may be used more than once, and not all answers may be used: a. There’s an increase in quantity supply b. There’s a decrease in quantity supply c. There’s an increase in supply d. There’s a decrease in supply e. There’s no change SD-50) There’s an increase in the number of teenagers SD-51) The wage of guitar makers increase SD-52) The price of accessories (tuners, amps, cases, etc) decreases SD-53) New guitar factories open in China



SD-38) The wage of guitar makers increase



SD-54) The price of acoustic guitars falls



SD-39) The price of accessories (tuners, amps, cases, etc) decreases



For the next set of scenarios, use the following answers to describe what happens. All questions concern the market for entry level Electric Guitars. An answer may be used more than once, and not all answers may be used: a. There’s a potential shortage and the price falls b. There’s a potential shortage and the price rises c. There’s a potential surplus and the price falls d. There’s a potential surplus and the price rises e. There’s no potential shortage or surplus



SD-40) There’s an increase in the number of teenagers SD-41) The price of pizza increases SD-42) The price of acoustic guitars falls SD-43) New guitar factories open in China



SD-55) The wage of guitar makers increase



SD-56) The price of accessories (tuners, amps, cases, etc) decreases SD-57) The price of acoustic guitars falls SD-58) New guitar factories open in China The next series of questions concern DayPlanners/Organizers (those small binder-like devices that you write in to organize and schedule). They are a normal good. SD-59) The price of PDA’s (electronic devices Personal Digital Assistants) falls. In the market for Day-Planners a. Demand increases b. Demand decreases c. Supply increases d. Supply decreases e. Nothing changes SD-60) The price of PDA’s (electronic devices Personal Digital Assistants) falls. In the market for Day-Planners a. Price rises, quantity rises b. Price rises, quantity falls c. Price falls, quantity rises d. Price falls, quantity falls e. Nothing changes SD-61) The price of PDA’s (electronic devices Personal Digital Assistants) falls. In the market for Day-Planners there is a. An increase in quantity demanded b. A decrease in quantity demanded c. An increase in quantity supplied d. A decrease in quantity supplied e. No change SD-62) The cost of mass production printing falls. In the market for Day-Planners a. Demand increases b. Demand decreases c. Supply increases d. Supply decreases e. Nothing changes SD-63) The cost of mass production printing falls. In the market for Day-Planners a. Price rises, quantity rises b. Price rises, quantity falls c. Price falls, quantity rises d. Price falls, quantity falls e. Nothing changes



SD-64) The cost of mass production printing falls. In the market for Day-Planners, there is a. An increase in quantity demanded b. A decrease in quantity demanded c. An increase in quantity supplied d. A decrease in quantity supplied e. No change SD-65) The price of planner expansion sets and refills falls. In the market for Day-Planners a. Demand increases b. Demand decreases c. Supply increases d. Supply decreases e. Nothing changes SD-66) The price of planner expansion sets and refills falls. In the market for Day-Planners a. Price rises, quantity rises b. Price rises, quantity falls c. Price falls, quantity rises d. Price falls, quantity falls e. Nothing changes SD-67) The price of planner expansion sets and refills falls. In the market for Day-Planners, there is a. An increase in quantity demanded b. A decrease in quantity demanded c. An increase in quantity supplied d. A decrease in quantity supplied e. No change SD-68) Instead of publishing Day-Planners, firms could easily produce personal diaries instead. The price of diaries falls. In the market for Day-Planners a. Demand increases b. Demand decreases c. Supply increases d. Supply decreases e. Nothing changes SD-69) If PDAs and Day-Planners are substitute goods, then they would have a. Negative income elasticity b. Negative cross-price elasticity c. Positive cross-price elasticity d. Cross-price elasticity greater than one e. Positive price elasticity of demand SD-70) Which of the following does not belong with the others a. Increase in Demand b. Increase in the price of a complement c. Increase in income if it’s a normal good d. Increase in the price of a substitute e. Increase in population



SD-71) Which of the following does not belong with the others a. Increase in Demand b. Increase in Supply c. Increase in price d. Increase in quantity e. Potential shortage SD-72) Which of the following does not belong with the others a. Increase in Demand b. Increase in the number of firms c. Increase in technology d. Decrease in the cost of inputs (or resources) e. Decrease in the price of a production-substitute SD-73) Which of the following does not belong with the others a. complements b. substitutes c. inputs (or resources) d. income e. information SD-74) Which of the following does not belong with the others a. decrease in the cost of inputs (or resources) b. decrease in price c. increase in supply d. decrease in quantity e. potential surplus SD-75) Which of the following does not belong with the others a. increase in cost of inputs (or resources) b. increase in the number of firms c. increase in productivity d. increase in technology e. decrease in the price of a production-substitute SD-76) Which of the following does not belong with the others a. Decrease in Demand b. Decrease in price c. Decrease in the price of a substitute good d. Decrease in quantity e. Potential shortage



#2: Causes of Changes in Supply and Demand What would cause an increase in demand? SD_C-1) The price of a substitute good goes ______ SD_C-2) The price of a complementary good goes ______ SD_C-3) Consumers’ incomes go up for a ________ good. SD_C-4) Consumers’ incomes go down for a ________ good. SD_C-5) Consumers’ expected future price of the good goes ________ SD_C-6) Consumers’ ________ for the good increase. SD_C-7) An increase in _________ SD_C-8) Consumer acquires new beneficial _________ about the good. What would cause a decrease in demand? SD_C-9) The price of a substitute good goes ______ SD_C-10) The price of a complementary good goes ______ SD_C-11) Consumers’ incomes go up for a ________ good. SD_C-12) Consumers’ incomes go down for a ________ good. SD_C-13) Consumers’ expected future price of the good goes ________ SD_C-14) Consumers’ ________ for the good decrease. SD_C-15) A decrease in _________ SD_C-16) Consumer acquires new detrimental _________ about the good. What would cause an increase in supply? SD_C-17) The cost of resources / production goes ________ SD_C-18) An increase in the number of ________ SD_C-19) Productivity goes _______ SD_C-20) The price of a production-substitute goes _______ SD_C-21) Producers’ expected future price of the good goes ________ What would cause a decrease in supply? SD_C-22) The cost of resources / production goes ________ SD_C-23) A decrease in the number of ________ SD_C-24) Productivity goes _______ SD_C-25) The price of a production-substitute goes _______ SD_C-26) Producers’ expected future price of the good goes ________ All of the following questions concern the market for airline travel from San Jose to San Diego, SD_C-27) Demand would increase if income went ______ (assuming the good is ______ ) SD_C-28) Supply would increase if another airlines _______



SD_C-29) Supply would increase if the cost of jet fuel went ________ SD_C-30) Demand would increase if the price of hotels in San Diego went ______ SD_C-31) Demand would decrease if the population of San Jose went _______ SD_C-32) Supply would decrease if the production-substitute of flying from San Jose to Denver went _______ SD_C-33) Demand would decrease if consumers expected the future price of air travel to go _____ SD_C-34) New technology allows jets to travel more directly from destination to destination thus reducing costs. This would cause ________ to __________ SD_C-35) A study shows the most romantic place to spend a weekend in California is La Jolla. This would cause __________ to ___________ SD_C-36) Southwest Airlines buys a large number of new jets. This will cause ________ to _________ SD_C-37) The price of gasoline decreases. This causes _________ to _________ (Note: jet fuel is referred to as “kerosene” not gasoline).



#3: The Effects of a Change in Supply or Demand SD_Ef-1) An increase in demand will cause which of the following (more than one answer may be correct): a. A decrease in demand b. A decrease in quantity demanded c. An increase in demand d. An increase in quantity demanded e. A decrease in supply f. A decrease in quantity supplied g. An increase in supply h. An increase in quantity supplied i. An increase in price j. A decrease in price k. An increase in quantity l. A decrease in quantity m. A potential surplus n. A potential shortage



SD_Ef-3) A decrease in demand will cause which of the following (more than one answer may be correct): a. A decrease in demand b. A decrease in quantity demanded c. An increase in demand d. An increase in quantity demanded e. A decrease in supply f. A decrease in quantity supplied g. An increase in supply h. An increase in quantity supplied i. An increase in price j. A decrease in price k. An increase in quantity l. A decrease in quantity m. A potential surplus n. A potential shortage



SD_Ef-2) An increase in supply will cause which of the following (more than one answer may be correct): a. A decrease in demand b. A decrease in quantity demanded c. An increase in demand d. An increase in quantity demanded e. A decrease in supply f. A decrease in quantity supplied g. An increase in supply h. An increase in quantity supplied i. An increase in price j. A decrease in price k. An increase in quantity l. A decrease in quantity m. A potential surplus n. A potential shortage



SD_Ef-4) A decrease in supply will cause which of the following (more than one answer may be correct): a. A decrease in demand b. A decrease in quantity demanded c. An increase in demand d. An increase in quantity demanded e. A decrease in supply f. A decrease in quantity supplied g. An increase in supply h. An increase in quantity supplied i. An increase in price j. A decrease in price k. An increase in quantity l. A decrease in quantity m. A potential surplus n. A potential shortage



SD_Ef-5)
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b This is an example of: ____________ a: _________



This is an example of: ____________ a: _________



b: _________



b: _________



c: _________



c: _________



d: _________



d: _________



SD_Ef-7)
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This is an example of: ____________ a: _________



This is an example of: ____________ a: _________



b: _________



b: _________



c: _________



c: _________



d: _________



d: _________



#4 “Double Shifts” – When Supply and Demand BOTH change at the same time. Predict: Q P Increase in Demand Increase in Supply Total



Predict: Q P Decrease in Demand Increase in Supply Total



Predict: Q P Increase in Demand Decrease in Supply Total



Predict: Q P Decrease in Demand Decrease in Supply Total



In the four examples above, do you see any pattern?



Draw an increase in supply and an increase in demand where price rises.



Draw an increase in supply and an increase in demand where price falls .



DS-1) Smart phones, a substitute to cell phones, become cheaper. Costs of production of cell phones drop. In the market for cell phones, economics would predict: a. Price will rise and quantity will fall b. Price will fall and quantity will rise c. Price will fall and quantity is indeterminate d. Price is indeterminate and quantity will decrease e. Price is indeterminate and quantity will increase DS-2) The cost of cell phone service decreases. Sony starts producing cell phones called “walk-phones”. In the market for cell phones, economics would predict: a. Price will rise and quantity will fall b. Price will fall and quantity will rise c. Price will rise and quantity is indeterminate d. Price is indeterminate and quantity will decrease e. Price is indeterminate and quantity will increase



DS-3) With the recession, Nokia shuts down and no longer produces cell phones. With the recession, incomes drop. In the market for cell phones, economics would predict: a. Price will rise and quantity is indeterminate b. Price will fall and quantity is indeterminate c. Quantity will rise and price is indeterminate d. Quantity will fall and price is indeterminate e. Price and quantity are both indeterminate DS-4) It’s proven that people who use cell phones have an improved sex life. New technology increases the productivity of cell phone makers. In the market for cell phones, economics would predict: a. Price will rise and quantity is indeterminate b. Price will fall and quantity is indeterminate c. Quantity will rise and price is indeterminate d. Quantity will fall and price is indeterminate e. Price and quantity are both indeterminate



#5: Government Price Controls 13 1
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PC-1) If demand is D1 and Supply is S1, the equilibrium price and quantity is: a. $3 and 14 b. $5 and 18 c. $6 and 8 d. $8 and 12 e. $10 and 2



PC-5) If demand is D1 and Supply is S1 and the government sets a price ceiling of $5, the result is a. A surplus of 12 goods b. A surplus of 4 goods c. A shortage of 12 goods d. A shortage of 4 goods e. No change



PC-2) If demand is D1 and Supply is S2 and price is $7, a. the market is in equilibrium b. there’s a surplus of 4 c. there’s a surplus of 8 d. there’s a shortage of 4 e. there’s a shortage of 2



PC-6) If demand is D2 and Supply is S2 and the government sets a price ceiling of $2, the result is a. A surplus of 12 goods b. A surplus of 4 goods c. A shortage of 12 goods d. A shortage of 4 goods e. No change



PC-3) What would cause demand to move from D1 to D2 a. An increase in the price of the good b. A decrease in the price of the good c. An increase in the price of a substitute d. An increase in the price of a complement e. And increase in the price of a resource PC-4) If demand is D2 and Supply is S2 and the government sets a price ceiling of $5, the result is a. A surplus of 8 goods b. A surplus of 10 goods c. A shortage of 18 goods d. A shortage of 8 goods e. No change



PC-7) Demand is D2 and Supply is S2, and the market is in equilibrium. Then supply moves to S1. The market will experience: a. A potential surplus and price will rise b. A potential surplus and price will fall c. A potential shortage and price will rise d. A potential shortage and price will fall e. No change PC-8) A price ceiling is a. The highest price the market will set b. The highest price consumers will pay c. A legally set maximum price d. The highest price producers can charge e. An equilibrium price that is fair



PC-9) If a price ceiling is set above the market equilibrium price, then economists predict a. nothing will happen b. there will be excess demand c. there will be a shortage d. there will be a surplus e. good rationing will be by rationing or other non-price means PC-10) If the government sets an effective price ceiling it must set the price a. fairly b. at the equilibrium level c. above the equilibrium level d. below the equilibrium level e. none of the above PC-11) The result of an effective price ceiling is a. shortages b. surpluses c. excess supply d. high prices e. more goods PC-12) The government believes that the prices of text books are too high and it sets a price ceiling below the current market price. The effect will be a. A surplus of text books b. A reduced quantity of text books produced c. A decrease in quantity demanded of text books d. Excess supply e. Students having more text books PC-13) A government price floor set above the equilibrium price will cause a. an excess of demand b. a shortage of goods c. a decrease in demand d. an increase in supply e. a surplus of goods



#6: Consumer Surplus, Producer Surplus, and Efficiency Eff-1) A consumer is willing to pay $20 for a good. It costs $8 for the firm to produce the good. The price of the good is $15. In this case, consumer surplus would be: a. $5 b. $7 c. $8 d. $12 e. $20 Eff-2) A consumer is willing to pay $20 for a good. It costs $8 for the firm to produce the good. The price of the good is $15. In this case, producer surplus would be: a. $5 b. $7 c. $8 d. $12 e. $20 Eff-3) A consumer is willing to pay $9 for a good. It costs $10 for the firm to produce the good. The price of the good is $12. In this case, consumer surplus would be: a. $-3 b. $-2 c. $0 d. $3 e. $9 Eff-4) “Marginal Benefit” means a. The total benefit of consuming a bunch of goods b. The total cost of acquiring a bunch of goods c. The additional benefit of consuming one more good. d. The benefit or profit to a company of making a good e. The benefit of producing fewer goods Eff-5) A demand curve represents a. The total value of the good to consumers b. The marginal benefit of the good to consumers c. The total cost of producing the good to firms d. The marginal cost of producing the good to firms e. None of the above Eff-6) The lowest amount that firm needs to receive in order to produce a good is a. The marginal cost of producing that good b. The market price of the good c. The marginal benefit of the good d. The producer surplus of the good e. The marginal mark-up
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Eff-7) Using Figure 1, if the price is currently P 2, then consumer surplus will be a. D b. B+D c. B+D+E d. A+D e. E Eff-8) Using Figure 1, if the price is currently P2, then producer surplus will be a. A b. A+D c. B+C d. A+C e. A+B+C+D+E Eff-9) Using Figure 1, if the price is currently P 1, then consumer surplus will be a. D b. B+D c. B+D+E d. A+D e. E Eff-10) Using Figure 1, if the price is currently P 1, then producer surplus will be a. A b. A+D c. B+C d. A+C e. A+B+C+D+E Eff-11) Using Figure 1, if the price is currently P 1, then compared to P2, the economy will experience a. A loss of A+D b. A gain of B c. A gain of B+C d. A loss of B e. A loss of E



Eff-12) An economy is “efficient” if a. There is no deadweight loss b. Competitive equilibrium where Supply = Demand c. Marginal Cost = Marginal Benefit d. Economic Surplus is maximized e. All of the above Eff-13) An economy is efficient when a. Consumer surplus is maximized b. Producer surplus is maximized c. Producer and consumer surplus combined is maximized d. Production cost is minimized e. All of the above Eff-14) Using Figure 1, the efficient price and quantity is a. Q1 & P1 b. Q1 & P2 c. Q2 & P1 d. Q2 & P2 e. Not enough information to know Eff-15) A competitive equilibrium will tend to create a result which a. Maximizes quantity b. Maximizes consumer surplus c. Maximizes producer surplus d. Achieves economic efficiency e. Maximizes producer profit Eff-16) Government price controls, if effective, will a. Create a deadweight loss b. Promote economic efficiency c. Maximize producer surplus d. Minimize producer surplus e. Maximize consumer surplus Eff-17) An effective price ceiling that lowers the price below the equilibrium will a. Benefit all consumers b. Harm all consumers c. Benefit some consumers while harming others d. Increase producer surplus e. Make the economy more efficient. Eff-18) Which of the following does not create an economic inefficiency? a. Competitive equilibrium with an externality b. Competitive equilibrium without an externality c. Monopolistic manipulation of higher prices d. Effective government price ceiling e. Public Good



Eff-19) The decrease in total economic surplus value that occurs when the economy is inefficient is called a. consumer surplus b. producer surplus c. deadweight loss d. externality e. profit Eff-20) Competitive market economies will tend to a. Maximize consumer surplus b. Maximize producer surplus c. Maximize economic surplus d. Minimize consumer surplus e. Equalize consumer surplus to producer surplus Producer and Consumer Surplus Eff-21) The area that represents consumer surplus in a supply and demand graph is bounded at the bottom by a. Marginal Cost b. Horizontal axis c. Demand Curve d. Price e. Quantity Eff-22) The area that represents producer surplus in a supply and demand graph is bounded at the bottom by the supply curve because this also represents a. The least that producers will accept to supply the good b. The most that producers will accept to supply the good c. Price d. Marginal Benefit e. Economic Efficiency Eff-23) The area that represents consumer surplus in a supply and demand graph is bounded at the right by a. Equilibrium b. Quantity consumed c. Vertical axis d. Where price intersects Demand e. Marginal Benefit The next several questions concern the following scenario: Your instructor bought a ticket to the World Series of Baseball for $50. The value of going to the game for him is $150. A fanatical fan desperately wants to go to the game and is willing to pay as much as $400 for a ticket. Eff-24) If your instructor sells the ticket to the fan for $375, the instructor’s producer surplus will be a. $50 b. $100 c. $150 d. $225 e. $325



Eff-25) If your instructor sells the ticket to the fan for $375, the fan’s consumer surplus will be a. $0 b. $25 c. $50 d. $75 e. $375



Eff-30) Using Figure 2, if price is P3 and quantity consumed is Q2, the consumer surplus is a. A b. A+B+C+D+E+F c. A+B+C+D+E d. D+E+F e. F



Eff-26) If your instructor sells the ticket to the fan for $375, the total economic surplus is a. $0 b. $150 c. $250 d. $350 e. $400



Eff-31) Using Figure 2, if price is P2 and quantity consumed is Q2, the consumer surplus is a. A b. A+B+D c. D+E d. A+B+C+D+E+F e. D+E+F



Eff-27) If your instructor sells the ticket to the fan for $275, the total economic surplus is a. $0 b. $150 c. $250 d. $350 e. $400



Eff-32) Using Figure 2, if price is P1 and quantity consumed is Q1, the consumer surplus is a. A b. A+B+D c. B+D d. A+B+C+D+E+F e. C+E+F



Eff-28) If the government does not allow the resale of tickets so the instructor cannot sell the ticket to the fan, the government created a. A more efficient economy b. A more inefficient economy c. An public good d. An equilibrium e. An economic surplus Figure 2
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Eff-29) Using Figure 2, if price is P3 and quantity consumed is Q3, the consumer surplus is a. A b. A+B+D c. B+D d. A+B+C+D+E+F e. C+E+F



#7: Elasticity Formula: Doing the Math In each of the following, solve for the missing variable: b Formula 1: a  c Frm-1) Frm-2) Frm-3) Frm-4) Frm-5) Frm-6)



b = 40%, c = 15% b = 2/5, c = 3/4 a = -3, c = -8% a = -1.5, c = 12% a = -3, b = -15% a = -0.8, b = 20%



Formula 2:  D 



%QD %P



Frm-7) %∆QD = -24%, %∆P = 18% Frm-8) %∆QD = 3/7, %∆P = -6/11 Frm-9) %∆QD = -4/5, %∆P = 3/2 Frm-10) εD = -2, %∆P = 6.5% Frm-11) εD = -1/7, %∆P = 30% Frm-12) εD = -1.4, %∆P = -20% Frm-13) εD = -5, %∆QD = -15% Frm-14) εD = -0.5, %∆QD = 11% Frm-15) Price elasticity of demand is -2.5. Price falls by 5%. Formula 3:  I  Frm-16) Frm-17) Frm-18) Frm-19) Frm-20) Frm-21) Frm-22) Frm-23)



%Q %I



%∆Q = 6%, %∆I = -4% %∆Q = 3/8, %∆I = 1/4 %∆Q = 1 2/5, %∆I = 1 1/4 εI = 1.3, %∆I = 4% εI = .75, %∆I = -8% εI = 2, %∆Q = -15% εI = -0.5, %∆Q = 3.5% Income rises by 10% and income elasticity is 0.78.



Calculating Percent Change: Frm-24) P1 = $6, P2 = $10, what is %∆P? Frm-25) Q1 = 48, Q2 = 40 what is %∆Q?



#8: Elasticity Price Elasticity of Demand El-1) The definition of price elasticity of demand is a. Change in quantity demanded divided by change in price b. Change in price divided by change in quantity demanded c. Change in quantity demanded divided by price d. Percentage change in quantity demanded divided by percentage change in price e. Percentage change in price divided by percentage change in quantity demanded El-2) Price elasticity of demand measures a. how demand will increase when price falls b. how sensitive quantity demanded is to a change in price c. the slope of the demand curve d. the size of demand curve changes e. none of the above El-3) If ED = -2, then if price of a good goes up by 4%, quantity demanded a. increases by 4% b. decreases by 4% c. decreases by 2% d. decreases by 6% e. decreases by 8% El-4) If E D = -1/6, then if price of a good goes up by 6%, quantity demanded a. increases by 6% b. decreases by 1/6% c. decreases by 1% d. decreases by 6% e. decreases by 36% El-5) If E D = -3, then if quantity demanded needs to fall by 9%, price needs to a. increase by 1% b. increase by 3% c. increase by 9% d. decrease by 1% e. decrease by 3% El-6) If Q1 = 50 with P1 = $5, and Q2 = 70 with P2 = $3, then the price elasticity of demand will be a. -1/2 b. -2/3 c. -1.5 d. -3 e. -10



El-7) If | E D| > 1 then a. people are insensitive to price changes b. demand is inelastic c. demand curve slopes up d. small price changes lead to large quantity changes e. all of the above El-8) As price falls, people increase their quantity demanded very little. Then a. Demand is inelastic b. | E D| < 1 c. People are insensitive to price changes d. The demand curve is usually represented as being a very steep sloping line e. all of the above El-9) There’s an increase in supply, and demand is inelastic. Economics predicts a. Large price decrease and small quantity increase b. Large price decrease and large quantity decrease c. Small price decrease and small quantity increase d. Small price increase and large quantity decrease e. Small price decrease and small quantity decrease El-10) There’s an increase in the cost of resources and demand is elastic. Economics predicts a. A large increase in price and small decrease in quantity b. A large increase in price and small increase in quantity c. A small increase in price and large decrease in quantity d. A small increase in price and large increase in quantity e. A large increase in price and large decrease in quantity El-11) This type of demand curve sets the price a. Perfectly elastic b. Perfectly inelastic c. Unit elastic d. One with exactly 45 degree slope e. Upward sloping



Figure 2
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El-12) In Figure 2, the demand curve that would be described as very (but not perfectly) elastic is a. D1 b. D2 c. D3 d. D4 e. D5 El-13) In Figure 2, the demand curve that does not exist over a wide range of prices is: a. D1 b. D2 c. D3 d. D4 e. D5 El-14) In Figure 2, the demand curve that would best describe the demand for gasoline would be a. D1 b. D2 c. D3 d. D4 e. D5



El-18) In Figure 2, this demand curve would mean the firm is a “price taker” a. D1 b. D2 c. D3 d. D4 e. D5 Total Revenue and Price Elasticity of Demand El-19) If a good has elastic demand, then as price increases a. quantity demanded rises and total revenue rises b. quantity demanded rises and total revenue falls c. quantity demanded falls and total revenue rises d. quantity demanded falls and total revenue falls e. quantity demanded falls and total revenue does not change El-20) Cole’s Barbecue reduced the price of ribs and the total revenue from ribs rises. We know a. The demand curve for Cole’s ribs is horizontal b. The demand curve for Cole’s ribs is vertical c. The demand curve for Cole’s ribs is elastic d. The demand curve for Cole’s ribs is inelastic e. Cole’s ribs are inferior El-21) Demand for community college classes is inelastic. If the state reduces the fees for classes, then a. quantity demanded rises and total revenue falls b. quantity demanded rises and total revenue rises c. demand rises and total revenue falls d. demand rises and total revenue rises e. demand and total revenue stay the same Determinants of Price Elasticity of Demand



El-15) In Figure 2, the demand curve that would best describe the demand for Exxon gasoline would be a. D1 b. D2 c. D3 d. D4



El-22) A good will tend to be inelastic if a. There are available close substitutes b. It is “luxury” good instead of “necessity” c. There is more time to adjust d. It takes only a small part of the consumer’s budget e. Elasticity of demand is greater than 1



El-16) In Figure 2, the demand curve that is perfectly elastic is a. D1 b. D2 c. D3 d. D4 e. D5



El-23) Demand will be more inelastic if a. there’s more time for consumers to adjust b. the good takes up a larger slice of consumers’ budgets c. supply is more inelastic d. price is higher e. there are fewer substitutes available



El-17) In Figure 2, with this demand curve, a change in supply would have no effect on price a. D1 b. D2 c. D3 d. D4 e. D5



El-24) Which of the following goods is probably not inelastic in demand a. table salt b. cigarettes c. Exxon gasoline d. sunscreen at the beach during the summer e. food



El-25) Which of the following goods has the most elastic demand a. Tickets to an Oakland A’s game b. Tickets to a Major League baseball game c. Tickets to any sporting event d. Tickets to any entertainment event e. Not enough information to determine.



El-32) Which of the following examples would have a positive cross price elasticity a. Tennis rackets and tennis balls b. Coke and Pepsi c. Top Ramen noodles d. Picasso paintings e. Blenders and electric motors



El-26) Which market is defined most narrowly a. Telephones b. Cell phones c. Smart phones d. iPhones e. model 3GS iPhones



El-33) As the price of one good moves from $10 to $14, the demand for another good moves from 400 to 300. The cross price elasticity is a. 25 b. 6/7 c. -7/6 d. -6/7 e. -25



El-27) Which goods will have the more inelastic demand a. Telephones b. Cell phones c. Smart phones d. iPhones e. model 3GS iPhones El-28) Which good most likely has the most inelastic demand a. a motorcycle b. giant screen TV’s c. kitchen remodels d. original Picasso paintings e. an ice cream cone El-29) A good that takes up a small piece of one’s budget will tend to have a. elastic demand b. inelastic demand c. elastic supply d. inelastic supply e. large total revenue El-30) Many people don’t believe that other companies’ MP3 players are substitute for an Apple I-Pod. This means the demand for the I-Pod will be a. Perfectly elastic b. More elastic c. More inelastic d. Perfectly Inelastic e. Unit elastic Cross Price elasticity El-31) Goods that have negative cross price elasticity are called a. inferior b. superior c. normal d. substitutes e. complements



El-34) The two goods in the previous example would be described as a. normal b. inferior c. complements d. substitutes e. inelastic Income elasticity El-35) If a good has an income elasticity that is positive, the good is described as a. elastic b. inelastic c. superior d. normal e. inferior El-36) A good that has an income elasticity that is positive but less than 1 is described as a. A normal good b. An inferior good c. A necessity d. A inelastic good e. A luxury El-37) For a luxury good, as income rises people will spend a. All their additional income on a luxury good b. Buy proportionately more of a luxury good c. Buy proportionately less of a luxury good d. Buy the luxury good only if their income is greater than a “reservation” level e. Buy less of the good El-38) Which of the following probably has a negative income elasticity a. City bus transportation b. Mercedes Benz c. Pepsi cola or Coca Cola d. Housing e. Education



El-39) When I1 = $20,000, Q1 = 6. And when I2 = $30,000, Q2 = 10. The income elasticity is a. -1/5 b. 1/5 c. 4/5 d. 5/4 e. 5/2 El-40) In the previous example, the good would be described as a. elastic b. necessity c. substitute d. luxury e. inferior El-41) The income elasticity for a good = -2. If income rises by 6%, then economics predicts that demand will change by a. a decrease of 3% b. a decrease of 6% c. a decrease of 12% d. an increase of 3% e. an increase of 12% El-42) As income rises by 10%, the demand for a good rises by less than 10%. This good is a. Inferior b. A Necessity c. A Luxury d. Elastic e. Inelastic El-43) During a recession when incomes are falling, the demand for inferior goods will a. Shift left b. Decrease c. Become inelastic d. Increase e. Become perfectly elastic Supply elasticity El-44) Which of the following goods has a perfectly inelastic supply a. Gasoline b. Exxon gasoline c. Picasso paintings d. beer e. Coke or Pepsi, but not Coke and Pepsi



El-45) If supply is very elastic, when there’s an increase in demand, economics predicts a. price will increase a little and quantity increase a little b. price will increase a little and quantity increase a lot c. price will increase a lot and quantity increase a little d. price will increase a lot and quantity will increase a lot e. quantity will increase a lot and price might increase or decrease El-46) If a good has perfectly elastic supply, then an increase in demand will a. Not affect price b. Not affect quantity c. Not affect quantity nor price d. Cause quantity to rise immeasurably e. Cause price to rise immeasurably



#9 Market for Blenders, Multiple Choice Format For next set of scenarios, use the following answers to describe what happens. All questions concern the market for Blenders, a normal good. An answer may be used more than once, and not all answers may be used: a. There’s an increase in price and quantity b. There’s an increase in price and a decrease in quantity c. There’s a decrease in price and an increase in quantity d. There’s a decrease in price and quantity e. There’s almost certainly no change in price or quantity



For next set of scenarios, use the following answers to describe what happens. All questions concern the market for Blenders. An answer may be used more than once, and not all answers may be used: a. There’s an increase in supply b. There’s a decrease in supply c. There’s an increase in quantity supply d. There’s a decrease in quantity supply e. There’s no change 11) There’s an increase in income: ____ 12) The price of food processors fall: _____



1) There’s an increase in income: ____ 13) The price of electric motors rises: _____ 2) The price of food processors fall: _____ 14) Apple begins making blenders: ______ 3) The price of electric motors rises: _____ 15) There are more weddings: _______ 4) Apple begins making blenders: ______ Figure 1



5) There are more weddings: _______



S For next set of scenarios, use the following answers to describe what happens. All questions concern the market for Blenders. An answer may be used more than once, and not all answers may be used: a. There’s an increase in demand b. There’s an increase in supply c. There’s a decrease in demand d. There’s a decrease in supply e. There’s no change in supply or demand



S



B



A



D C D



D



6) There’s an increase in income: ____ 7) The price of food processors fall: _____ 8) The price of electric motors rises: _____ 9) Apple begins making blenders: ______ 10) There are more weddings: _______



16) Using Figure 1, what would cause a movement from B to D: The price of food processors fall The price of electric motors rises Apple begins making blenders There are more weddings 17) Using Figure 1, what would cause a movement from A to B: The price of food processors fall The price of electric motors rises Apple begins making blenders There are more weddings



#10 Efficiency Examples Intro: To the left is a graph depicting the perfectly competitive Market for Whole Wheat Flour. Label the Consumer and Producer Surplus in the graph. What are the estimated $ values of each?



What is the estimated $ value of the Economic Surplus of this market?



Scenario A: A Bakers' advocacy group, “Lobbyists for Fair Flour”, convince the government that the market price of wheat is too high and must not go above $2. Show the effects of this law on the graph. Who does this law help? Who does this law harm? What effect does this law have on efficiency?



Scenario B (unrelated to Scenario A): The incomes of flour consumers go down (assume flour is a normal good). As a result, the new quantity in the market is 350 bags. Show the effects of this event on the graph. Label the new Consumer and Producer Surplus. What effect does this event have on efficiency?



Scenario C (unrelated to Scenario A or B): Several large farming corporations switch crops and are now growing corn. As a result, the new price of wheat is $4 a bag. Show the effects of this event on the graph. Label the new Consumer and Producer Surplus. What effect does this event have on efficiency?



Scenario D (unrelated to any Scenario above): The government passes a new law to support the price of wheat which sets a Price Floor of $4. Producers agree not to produce more than demand so there is no surplus. Show the effects of this law on the graph. Who does this law help? Who does this law harm? What effect does this law have on efficiency?



Scenario E: Scenario’s C & D occur. A price floor of $4 is passed by the government AND firms exit the industry to raise the equilibrium price of flour to $4. Show the effects of the rise in wheat price on the graph. What effect does the collusion have upon efficiency in this scenario?



#11 Determinants of Elasticity Use the graphs on the right to fill in the blanks on the following statements: ______ is the demand curve for a good with many substitutes, while _____ is the demand curve for a good with few substitutes.



P



______ is the demand curve for a good which is a necessity, while _____ is the demand curve for a good which is a luxury. D1



______ is the demand curve for a good which takes up a large portion of a consumer's budget, while _____ is the demand curve for a good which takes up a small portion of a consumer's budget. _____ is the demand curve for when consumers have a long time to adjust to a price change, while _____ is the demand curve for when consumers have only a short time to react to a price change. _____ is the demand curve where as price increases, total revenue decreases, while _____ is the demand curve where as price increases, total revenue also increases.



D2 Q



P



____ is a perfectly elastic curve, while ____ is a perfectly inelastic curve. D3



_____ indicates the demand curve for a lifesaving drug, which patients need a fixed amount of (over a limited range of prices), while _____ indicates the demand curve for an individual farmer's apples at a farmers' market. _____ is the supply curve for beachfront property, while _____ is the supply curve for canned chicken soup.



D4 Q



____ is the supply curve for when suppliers have a long time to adjust to a price change, while _____ is the supply curve for when suppliers have only a short time to react to P a price change. S1



_____ is the demand curve for diamonds, while _____is the demand curve for water. Why? _____is the demand curve for gasoline, while ____ is the demand curve for Froot Loops cereal. Why?



S2



_____ is the demand curve for paper clips, while _____ is the demand curve for cars. Why? _____ is the demand curve for Bread, while _____ is the demand curve for food in general. Why?



Q
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