Oefentoets B: Chapters 8,14,15,16,18 and 19 from HV
1.
Walt considers x and y to be perfect substitutes. They originally cost $10 and $9 respectively. His income is $720. One day the price of x drops to $8.


a.
The income effect increases the quantity of y by 90.


b.
The substitution effect increases the quantity of y by 80.


c.
The substitution effect increases the quantity of x by 90.


d.
The income effect increases the quantity of x by 80.


e.
None of the above.


Hint: see Figure 8.5 in HV

2.
The following can be said about the income and substitution effects of a price increase on the demand for a good whose price rose:

a.
The former is always positive and the latter is always negative.


b.
Both can be either positive or negative.

c.
While the latter is always negative, the former can be either positive or negative.

d.
While the former is always negative, the latter can be either positive or negative.

e.
The former can at times be negative, but it will never overwhelm the latter.

Hint: see Figure 8.2 and 8.3 in HV

3.
Charlie consumes apples and bananas. His utility function is U(XA,XB) = xAx2B. The price of apples is $1 the price of bananas is $2, and his income is $30 per week. If the price of bananas falls to $1


a.
Charlie demands fewer apples and more bananas.

b.
the substitution effect of the fall in banana prices reduces his apple consumption, but the income effect increases his apple consumption by the same amount.

c.
the substitution effect of the fall in the price of bananas reduces his banana consumption but the income effect increases his banana consumption by enough so that his banana consumption rises.

d.
the income used to calculate the substitution effect is higher than his original income, since the change made Charlie better off.


e.
More than one of the above is true.


Hint: see CD preferences (pp 82-83) and Figure 8.2 in HV
4. 
Charlie’s utility function is xAxB. The price of apples used to be $1 per unit and the price of bananas was $2 per unit. His income was $40 per day. If the price of apples increased to $2.25 and the price of bananas fell to $1.25, then in order to be able to just afford his old bundle, Charlie would have to have a daily income of


a.
$57.50.


b.
$116.


c.
$28.75.


d.
$86.25.


e.
$230.

Hint: apply utility maximization and then the costs of the old bundle
5.
Rob consumes two goods, x and y. He has an allowance of $50 per week and is not endowed with either of the goods. If the price of good x increases and his substitution and income effects change demand in opposite directions,


a.
good x must be a Giffen good.


b.
good x must be an inferior good.


c.
good x must be a normal good.

d.
There is not enough information to judge whether good x is a normal or inferior good.


Hint: see Figure 8.3 in HV
6.
Charlie’s utility function is xAxB. The price of apples used to be $1, the price of bananas used to be $2, and his income used to be $40. If the price of apples increased to $5 and the price of bananas stayed constant, the substitution effect on Charlie’s apple consumption would reduce his consumption by


a.
4 apples.


b.
13 apples.


c.
8 apples.


d.
16 apples.


e.
None of the above.


Hint: see CD preference (pp. 100-101) and Example (pp. 140-141)
7. 
Ella’s utility function is min{5x, y}. If the price of x is $10 and the price of y is $15, how much money would she need to be able to purchase a bundle that she likes as well as the bundle (x, y) = (10, 25)?


a.
$209


b.
$440


c.
$425


d.
$475


e.
$85


Hint: see Figure 8.4
8.
Sir Plus has a demand function for mead that is given by the equation D(p) = 100 - p. If the price of mead is $60, how much is Sir Plus’s net consumer’s surplus?


a.
$40


b.
$800


c.
$1,600


d.
$400


e.
$3,900


Hint: see Figure 14.2 in HV
9.
Bernice’s preferences can be represented by the utility function,

      U(x, y) = min{x, y}. She faces prices ($2, $1), and her income is     

      $12. If prices change to ($3, $1), the compensating variation


a.
equals the equivalent variation.


b.
is $2 greater than the equivalent variation.


c.
is $2 smaller than the equivalent variation.


d.
is $1 greater than the equivalent variation.

e.
There is not enough information to determine which variation is larger.


Hint: see par. 14.8 in HV
10. 
A peck is 1/4 of a bushel. If the price elasticity of demand for peas

      is -0.10 when peas is measured in bushels, then when peas is measured

      in pecks, the price elasticity of demand for peas will be


a.
-0.10.


b.
-0.40.


c.
-0.03.


d.
-0.20.


e.
None of the above.


Hint: see par. 15.5 in HV
11. 
The demand function is described by the equation q(p) = 130 - p/5. The inverse demand function is described by the equation


a.
p(q) = 650 - 5q.


b.
p(q) = 1/130 - q/5.


c.
q(p) = 130 - 5p.


d.
q(p) = 1/(130 - p/5).


e.
p(q) = 130 - q/5.


Hint: see par. 15.2 in HV
12.
If the demand function for tickets to a play is q = 3,800 - 95p, at what price will total revenue be maximized?


a.
$80


b.
$40


c.
$20


d.
$10


e.
None of the above.


Hint: see par. 15.7 in HV
13. 
The inverse demand function for grapes is described by the equation 

p = 676 - 9q, where p is the price in dollars per crate and q is the number of crates of grapes demanded per week. When p = $28 per crate, what is the price elasticity of demand for grapes?


a.
-9/676


b.
-9/72


c.
-72/28


d.
-252/72


e.
-28/648


Hint: see par. 15.5 in HV
14. 
An economy has 100 consumers of type 1 and 200 consumers of type 2. If the price of the good is less than $10, then each type 1 consumer demands 10 - p units of the good; otherwise each type 1 demands zero. If the price of the good is less than 8, then each type 2 demands 24 - 3p; otherwise each type 2 demands zero. If the price of the good is 6, then the total amount of the good demanded will be


a.
1,600 units.


b.
1,800 units.


c.
2,000 units.


d.
420 units.


e.
1,200 units.


Hint: see Figure 15.2 in HV
15. 
When the price of bananas is 50 cents a pound, the total demand is

      100 pounds. If the price elasticity of demand for bananas is -2, what

      quantity would be demanded if the price rose to 60 cents a pound?


a.
50 pounds


b.
90 pounds


c.
60 pounds


d.
80 pounds


e.
70 pounds


Hint: see par. 15.5 in HV
16. 
Fred’s price elasticity of demand for milk is -2 at today’s prices when we measure price in dollars and quantity of milk in quarts. If the price per quart of milk stays the same but we measure quantity of milk in gallons and price in dollars, then what will be the elasticity of demand for gallons of milk? (A gallon is four quarts.)


a.
-1


b.
-1/2


c.
-8


d.
-4


e.
-2


Hint: see par. 15.5 in HV
17. 
The demand for voice mail is Q = 1,000 - 150P + 20I. Assume that per capita disposable income I is $900. At a price P of $40, the income elasticity of demand is


a.
2.


b.
4.


c.
1.0.


d.
20.


e.
1.38.


Hint: see par. 15.11 in HV
18.
The demand for pickles is given by p = 131 - 2q and the supply is given by p = 5 + 7q. What is the equilibrium quantity?


a.
11


b.
14


c.
19


d.
103


e.
None of the above.


Hint: see the example on pp.292-293 in HV
19. 
The inverse demand function for cases of whiskey defined by p = 160 - 6q, and the inverse supply function is defined by p = 61 + 3q. Originally there was no tax on whiskey. Then the government began to tax suppliers of whiskey $27 for every case they sold. How much did the price paid by consumers rise when the new equilibrium was reached?


a.
It rose by $27.


b.
It rose by $29.


c.
It rose by $18.


d.
It rose by $16.


e.
None of the above.


Hint: see par. 16.6 in HV
20.
The demand function for rental apartments is q = 960 - 7p and the supply function is q = 160 + 3p. The government makes it illegal to charge a rent higher than $35. How much excess demand will there be?


a.
149


b.
450


c.
364


d.
726


e.
960


Hint: see par. 16.2 in HV

21. 
In any production process, the marginal product of labor equals

a.
the value of total output minus the cost of the fixed capital stock.

b.
the change in output per unit change in labor input for “small” changes in the amount of input.


c.
total output divided by total labor inputs.


d.
total output produced with the given labor inputs.

e.
the average output of the least-skilled workers employed by the firm.


Hint: see par. 18.5 in HV
22. 
A firm has the production function f(x, y) = 60x4/5y1/5. The slope of the firm’s isoquant at the point (x, y) = (40, 80) is (pick the closest one)


a.
-0.50.


b.
-4.


c.
-0.25.


d.
-8.


e.
-0.25.


Hint: see par. 18.6 in HV
23. 
A firm has the production function f(x, y) = x1.40y1. This firm has

a.
decreasing returns to scale and diminishing marginal products for factor x.

b.
increasing returns to scale and decreasing marginal product of factor x.

c.
decreasing returns to scale and increasing marginal product for factor x.


d.
constant returns to scale.


e.
None of the above.


Hint: see par. 18.5 and 18.10 in HV
24. 
A firm has a production function f(x, y) = 1.80(x0.80 + y0.80)2 whenever x > 0 and y > 0. When the amounts of both inputs are positive, this firm has


a.
decreasing returns to scale.


b.
constant returns to scale.

c.
increasing returns to scale if x + y > 1 and decreasing returns to scale otherwise.


d.
increasing returns to scale.

e.
increasing returns to scale if output is less than 1 and decreasing returns to scale if output is greater than 1.


Hint: see par. 18.10 in HV
25. 
A competitive firm produces output using three fixed factors and one variable factor. The firm’s short-run production function is q = 154x - 5x2, where x is the amount of variable factor used. The price of the output is $2 per unit and the price of the variable factor is $8 per unit. In the short run, how many units of x should the firm use?


a.
15


b.
30


c.
17


d.
7


e.
None of the above.


Hint: see par. 19.6 in HV
26. 
A profit-maximizing competitive firm uses just one input, x. Its production function is q = 4x1/2. The price of output is $12 and the factor price is $3. The amount of the factor that the firm demands is


a.
8.


b.
16.


c.
60.


d.
64.


e.
None of the above.


Hint: see par. 19.6 in HV
27. 
The production function is given by f(x) = 4x1/2. If the price of the commodity produced is $60 per unit and the cost of the input is $10 per unit, how much profits will the firm make if it maximizes profits?


a.
$1,425

b.
$718


c.
$2,884


d.
$1,440

e.
$723


Hint: see par.19.6 in HV
28. 
Philip owns and operates a gas station. Philip works 40 hours a week managing the station but doesn’t draw a salary. He could earn $700 a week doing the same work for Terrance. The station owes the bank $100,000 and Philip has invested $100,000 of his own money. If Philip’s accounting profits are $1,000 per week while the interest on his bank debt is $400 per week, the business’s economic profits are


a.
$0 per week.


b.
$1000 per week.


c.
$600 per week.


d.
$300 per week.


e.
-$100 per week.


Hint: see par. 19.1 in HV
