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Instructions: All questions are weighted equally. Answer them perfectly.

1. A friend of yours has taken a few economics classes. He says that while he enjoyed the
material, economic theory is useless because it is based on unrealistic assumptions. Evaluate
your friend’s critique.

2. Draw a production possibilities frontier for the production of guns and roses. Which points
are feasible and efficient? Which are feasible and inefficient? Which are infeasible?

3. The price of gasoline is very inelastic in the short run. Why might it be more elastic in the
long run?



4. You observe an increase in the price of potato chips, and a decrease in the quantity of potato
chips sold. What can you conclude about changes in demand? How about supply?

5. After a hurricane, the government enforces laws banning “price gouging,” meaning that
prices cannot rise to the market-clearing level. Use economic theory to explain will happen.

6. Graph the demand curve described by the equation Q = 10 — 2P. Label the intercepts (if
there are any). What is the slope of the curve?



7. In Italy, the government has a price floor for oranges. Any oranges produced but not
otherwise sold are purchased by the government at this price and then dumped into the sea.
True/False/Depends, and explain: this is an economically efficient price floor, because all
oranges that are produced are sold in the end.

8. True/False/Depends, and explain: any Pareto efficient situation is also Kaldor-Hicks
efficient.

9. Draw a plausible set of indifference curves for perfect complements.



10. True/False/Depends, and explain: For an inferior good, the income effect of a price change
always reinforces the substitution effect.

11. Explain the difference between a change in demand and a change in quantity demanded.
What causes each?

12. Joan’s utility is described by U = X°” + Y’°. Find an expression for her marginal rate of
substitution between X and Y (MUx/MUy).

13. Joan’s income is 60. The price of X is 2 and the price of Y is 3. Write an expression for her
income constraint or budget line.



14. Using the information from the previous two questions, how much of X and Y will Joan
consume?

15. Why can’t indifference curves cross?

16. Aaron’s marginal utility for jelly beans is 10, and Billy’s marginal utility for jelly beans is 5.
True/False/Depends, and explain: It is fair to say that Aaron enjoys jelly beans more than
Billy.

17. As the price of hamburger patties increases, what would you expect to occur in the market
for hamburger buns? Why?



18. In an industry with positive network effects, monopoly is more likely than in a normal
industry. Why should consumers not be too concerned about this possibility?

19. True/False/Depends, and explain: In an Edgeworth Box diagram, when one person’s
indifference curve intersects with the other’s at the endowment, voluntary trade is always
possible.

20. “Prices convey information.” Explain this sentence.



