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— » Multiple Choice(30%) ;
Identify the letter of the choice that best completes the statement or answers the question.

1. When Lana graduated from college and got her first higher-paying job, her purchases of macaroni and cheese fell
considerably; for Lana, macaroni and cheese is a(n)
a. inferior good
b. necessity
c. luxury
d. inverse good

2. The assumption that humans are always maximizing their own utility means that economists cannot explain
a. none of the above
b. why people vote
c. why parents provide for their children
d. charitable donations

3. After college, Diane turns down an offer for a job that would pay $50,000 per year in order to open her own
marketing firm. Her annual office rental is $12,000, secretarial support is $30,000, office supplies and utilities are
$5,000, and advertising and other costs are $2,000. In the first year, Diane earns revenues of $75,000. Diane's
accounting profit is

a. $26,000
b. $25,000
c. -$24,000
d. $75,000

4. After an increasing-cost industry responds to an increase in demand, the long run equlllbnum price will be
than before the demand increase.
a. higher
b. lower
c. the same as
d. impossible to predict
5. Which of the following is an example of price discrimination?
a. a Burger King in New York City charging more for a hamburger than a Burger King in
Manhattan, Kansas charges
a clothing store offering shirts at ten dollars each or two for fifteen dollars
a movie theater charging lower ticket prices to children and senior citizens
a car dealer charging higher prices for cars with air conditioning
6. Suppose a U.S. automobile manufacturer produced $200 million worth of automobiles in the United States in 2004,
but $50 million worth went unsold. How much was the company's contribution to GDP?
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a. $50 million
b. $250 million
c. $150 million
d. $200 million
e. 50

7. Suppose Mike agrees to borrow $100 from Renee for one year at a one-time interest payment of 5%. They both
expected the inflation rate to be 2% during the one-year period. However, during that year the inflation rate was
actually 1%. Which of the following has occurred?

a. The unexpectedly low inflation rate has redistributed $1 from Mike to Renee.
b. The unexpectedly low inflation rate has redistributed $5 from Mike to Renee.
c. The unexpectedly high inflation rate has redistributed $1 from Mike to Renee.
d. There have not been any redistribution costs to either party.

e. The unexpectedly low inflation rate has redistributed $1 from Renee to Mike.

8. If prices (as measured by the CPI) fell by one-half and nominal wages fell by one-third, what would happen to real
wages?

They would increase.

They would remain unchanged.

They would decrease.

They would fall by one-third.

They would fall by one-half.
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9. What is the equilibrium condition in the loanable funds market?
a S=F+G-T
-b. §=F+T-G
¢c. S+F=G-T
d S-T=I+G
¢ S+G=r.T
10. If autonomous consumption decreases, which of the following would occur in the short run?
a. adecrease in GDP, a decrease in the price level, a decrease in money demand, and a
decrease in the interest rate
b. anincrease in GDP, an increase in the price level, an increase in money demand, and an
increase in the interest rate
c. adecrease in GDP, an increase in the price level, an increase in money demand, and an
increase in the interest rate
d. anincrease in GDP, a decrease in the price level, a decrease in money demand, and an
increase in the interest rate
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