Pehlivan

Microeconomics---Practice test for Test #1

Chapters 1, 2, 3, 4

Please learn the key terms at the end of these chapters. The test will have multiple choice questions and few definitions of the key terms.

1.
The central issue of economics is: 


A)
How best to use society's scarce resources. 


B)
How society spends the income of individuals. 


C)
How society purchases resources, given its macroeconomic goals. 


D)
How individual market participants decide what to produce given fixed resource constraints. 



Ans:
A

2.
Which of the following is a scarce resource? 


A)
Land. 


B)
Labor. 


C)
Entrepreneurship. 


D)
All of the above. 


Ans:
D

3.
Capital, as economists use the term, refers to: 


A)
The money needed to start a new business. 


B)
The costs of operating a business. 


C)
Shares of stock issued by businesses. 


D)
Final goods that are produced then used to produce other goods and services. 


Ans:
D

4.
An entrepreneur is: 


A)
An innovator. 


B)
Someone who brings resources together and produces a product. 


C)
A risk taker. 


D)
All of the above. 



Ans:
D

5.
Opportunity cost is: 


A)
Only measured in dollars and cents. 


B)
The dollar cost to society of producing the goods. 


C)
The difficulty associated with using one good in place of another. 


D)
The alternative that must be given up in order to get something else. 


Ans:
D

6.
A production possibilities curve indicates: 


A)
The combinations of goods and services an economy is actually producing. 


B)
The maximum combinations of goods and services an economy can produce given its available resources and technology. 


C)
The maximum combinations of goods and services an economy can produce given unlimited resources. 


D)
The average combinations of goods and services an economy can produce given its available resources and technology. 



Ans:
B

7.
A point on a nation's production-possibilities curve indicates: 


A)
An undesirable combination of goods and services. 


B)
Combinations of production that are unattainable, given current technology and resources. 


C)
Levels of production that will cause both unemployment and inflation. 


D)
That resources are fully employed in producing a particular combination of goods and services. 


Ans:
D

8.
When technological change allows a smaller amount of a resource to be used in producing two goods shown on a production-possibilities curve, there will be: 


A)
A movement along the production-possibilities curve. 


B)
An inward shift of the production-possibilities curve. 


C)
No change in the production-possibilities curve. 


D)
An outward shift of the production-possibilities curve. 


Ans:
D

9.
In a market economy, the people who receive the goods and services produced are those people that: 


A)
Need the goods and services the most. 


B)
Want the goods and services the most. 


C)
Have the most political power. 


D)
Are willing to pay the highest price. 


Ans:
D

10.
The market mechanism: 


A)
Allows buyers to communicate with producers indirectly. 


B)
Is directed by the government in order to promote efficiency. 


C)
Results in the misallocation of resources because producers seek to maximize profits. 


D)
Allocates goods in an equitable manner. 



Ans:
A

11.
The invisible hand refers to: 


A)
Intervention in the economy by the government bureaucrats we do not see and over whom we have no control. 


B)
Undiscovered natural resources. 


C)
The allocation of resources by market forces. 


D)
The person who has the responsibility to coordinate all the markets in a market economy. 


Ans:
C

12.
The goals of market participants include the maximization of: 


A)
Utility, profits, and the general welfare of society. 


B)
Rent, wages, profit, and interest. 


C)
Land, labor, capital, and entrepreneurship. 


D)
Resource constraints, budget constraints, and legal constraints. 


Ans:
A

13.
A market in which land, labor, capital or entrepreneurship is exchanged is a: 


A)
Product market. 


B)
Securities market. 


C)
Factor market. 


D)
Bond market. 


Ans:
C

14.
Ceteris paribus means: 


A)
Holding everything else constant. 


B)
Allowing the free market to decide, not government. 


C)
Changing prices to see how demand (or supply) shifts. 


D)
Holding prices constant to see how each determinant of demand changes the quantity demanded. 


Ans:
A

15.
According to the law of demand, a demand curve: 


A)
Has a negative slope. 


B)
Has a positive slope. 


C)
Is a horizontal, or flat, line. 


D)
Exceeds the economy's ability to produce. 



Ans:
A

16.
A shift in demand is defined as a change in the: 


A)
Price. 


B)
Quantity demanded because of a change in price. 


C)
Quantity demanded at any given price. 


D)
Equilibrium quantity. 



Ans:
C

17.
Economists make a distinction between a change in "demand" and a change in the "quantity demanded": 


A)
Because the supply curve shifts whenever there is a change in demand. 


B)
Because the demand curve shifts whenever there is a change in quantity demanded. 


C)
To distinguish a shift in the demand curve from a movement along the demand curve. 


D)
To distinguish a shift in supply from a shift in demand. 


Ans:
C

18.
Given a downward-sloping market demand curve for product X, if the price of X is reduced from $10 to $8, then, ceteris paribus: 


A)
Demand for X will increase. 


B)
The quantity demanded of X will increase. 


C)
Demand for X will decrease. 


D)
The quantity demanded of X will decrease. 



Ans:
B

19.
Which of the following determinants might change in the consumer-goods market as a result of an increase in unemployment? 


A)
Income. 


B)
Buyer expectations. 


C)
Tastes. 


D)
All of the above. 


Ans:
D

20.
If consumers expect automakers to offer rebates next month, consumers will: 


A)
Increase their demand for cars today. 


B)
Decrease their demand for cars today. 


C)
Keep demand the same, but increase the quantity demanded for cars. 


D)
Keep demand the same, but decrease the quantity demanded for cars. 


Ans:
B

21.
According to the law of supply, a supply curve: 


A)
Has a negative slope. 


B)
Has a positive slope. 


C)
Is a horizontal, or flat, line. 


D)
Will always be less than the demand curve. 


Ans:
B

22.
An increase in the price of a good causes a: 


A)
Rightward shift in the supply curve. 


B)
Movement up the supply curve. 


C)
Movement down the supply curve. 


D)
Leftward shift in the supply curve. 



Ans:
B

23.
Economists make a distinction between changes in quantity supplied and changes in supply: 


A)
Because the supply curve shifts whenever there is a change in quantity supplied. 


B)
To distinguish a movement along a supply curve from a shift in the supply curve. 


C)
Because the demand curve shifts whenever there is a change in quantity supplied. 


D)
To distinguish a supply shift from a demand shift. 


Ans:
B

24.
When the number of sellers in a market changes, ceteris paribus: 


A)
Both individual supply curves and market supply curves shift. 


B)
Individual supply curves remain unchanged, but the market supply curve shifts. 


C)
Individual supply curves change, but the market supply curve remains unchanged. 


D)
There are no changes to either type of curve. 


Ans:
B

25.
The equilibrium price in a market is found where: 


A)
The market supply curve intersects the market demand curve. 


B)
The market supply curve intersects the y-axis. 


C)
The market demand curve intersects the y-axis. 


D)
The market supply curve intersects the x-axis. 


Ans:
A

26.
A rightward shift in a demand curve and a leftward shift in a supply curve both result in a: 


A)
Lower equilibrium price. 


B)
Higher equilibrium price. 


C)
Lower equilibrium quantity. 


D)
Higher equilibrium quantity. 


Ans:
B

27.
A market shortage is: 


A)
The amount by which the quantity demanded exceeds the quantity supplied at a given price. 


B)
A situation of excess demand. 


C)
A situation in which people cannot buy all of the goods they are willing and able to buy at the actual market price. 


D)
All of the above. 


Ans:
D

28.
A laissez faire economic policy would advocate. 


A)
Markets without government interference 


B)
Price ceilings to make goods and services more affordable for consumers. 


C)
Government determination of WHAT to produce. 


D)
The production of goods and services that are needed rather than demanded. 


Ans:
A

29.
Suppose a major hurricane hits Florida causing widespread damage to houses and businesses. The governor of Florida places ceiling prices on all building materials to keep the skyrocketing prices of these necessary resources "reasonable." Which of the following is the most likely result of the ceiling price? 


A)
Shortage of building materials. 


B)
Long lines at lumber stores. 


C)
A slower recovery from the storm. 


D)
All of the above would probably result. 



Ans:
D

30.
If price ceilings are to be effective, they should be set: 


A)
Below the equilibrium price and create market shortages. 


B)
Below the equilibrium price and create market surpluses. 


C)
Above the equilibrium price and create market shortages. 


D)
Above the equilibrium price and create market surpluses. 



Ans:
A

31.
Market failure implies that the market mechanism: 


A)
Leads the economy to a point outside the production-possibilities curve. 


B)
Leads the economy to the wrong mix of output. 


C)
Causes shortages or surpluses in the market. 


D)
Leads to government failure. 


Ans:
B

32.
Government intervention may be required to correct market outcomes because of: 


A)
Externalities. 


B)
Inequity. 


C)
Public goods. 


D)
All of the above. 


Ans:
D

33.
A private good: 


A)
Can be enjoyed exclusively by the purchaser. 


B)
Experiences free riders. 


C)
Results in market failure when provided in markets characterized by laissez faire. 


D)
Is provided most efficiently by the government. 



Ans:
A

34.
In economics, a public good: 


A)
Is any good produced by the government. 


B)
Has social costs of production lower than private costs of production. 


C)
Is provided in an optimal amount by the market. 


D)
Cannot be denied to consumers who have not paid. 



Ans:
D

35.
Governments usually build highways because it is difficult to exclude individuals who don't pay for the highways from using them. What type of failure is involved? 


A)
Inequity. 


B)
Public goods. 


C)
Government failure. 


D)
Market power. 



Ans:
B

36.
Externalities: 


A)
Occur because of government failure. 


B)
Are the costs or benefits of market activities that "spill over" onto third parties. 


C)
Occur because of greedy business people. 


D)
All of the above 



Ans:
B

37.
When external costs result from the production of a good: 


A)
Producers have an incentive to produce too little. 


B)
Consumers have an incentive to consume too little. 


C)
Both producers and consumers have an incentive to produce and consume too much. 


D)
Producers and consumers are not affected. 



Ans:
C

38.
The term market power refers to: 


A)
A firm's ability to eliminate free riders. 


B)
A firm's ability to alter the market price of a good or service. 


C)
The government's ability to change market outcomes. 


D)
The government's authority to tax businesses. 


Ans:
B

39.
Government antitrust activity against Microsoft in the late 1990s was the result of which type of market failure? 


A)
Inequity. 


B)
Public goods. 


C)
Externalities. 


D)
Market power. 


Ans:
D

40.
Externalities are: 


A)
The result of government failure. 


B)
The difference between social and private costs (benefits). 


C)
Outside costs that producers absorb. 


D)
The effects of government on the private sector. 


Ans:
B
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