2005 Economics Subject Test (Answer)
Part I. Multiple Choice (20 questions, 60 points total)
Choose the letter of ONE best answer (each question is worth 3 points).

1. A perfectly competitive firm’s supply curve follows the upward-sloping segment of its marginal cost curve above the 

A) average total cost curve.
B) average variable cost curve.
C) average fixed cost curve.
D) average price curve.
2. You produce jewelry boxes. If the demand for jewelry boxes is elastic and you want to increase your total revenue, you should

A) decrease the price of your jewelry boxes.

B) increase the price of your jewelry boxes.

C) not change the price of your jewelry boxes.

D) None of the above answers are correct.

3. When there is a shortage in a market,

A) there is downward pressure on price.

B) there is upward pressure on price.

C) the market could still be in equilibrium.

D) the price must be above equilibrium.

4. If a monopolist faces a downward sloping market demand curve, its

A) average revenue is always less than marginal revenue.

B) marginal revenue is greater than the price of the units it sells.

C) average revenue is less than the price of its product.

D) marginal revenue is always less than the price of the units it sells.

5. The marginal rate of substitution is

A) the rate at which the consumer will give up one good to get an additional unit of another good while remaining on the same indifference curve.

B) the rate at which utility increases as the consumer increases purchases of a good, holding purchases of the other good constant.

C) the rate at which a consumer will exchange a good for income holding prices constant.

D) None of the above answers is correct.
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6. If peanut butter and jelly are complements their cross elasticity of demand must be

A) infinitely high.

B) a positive number that might be greater than 1.

C) a number between zero and one.

D) a negative number.

7. The law of diminishing returns implies that, with the use of capital fixed, as the use of labor rises,

A) total product will fall eventually.

B) the marginal product of labor will fall eventually.

C) the total product of labor will fall below the marginal product of labor.

D) the production process will become technologically inefficient eventually.
8. Which of the following occur when a person maximizes utility?

I. the marginal utility of each good bought is equal.
II. the highest level of utility is attained.
III. all of a person’s budget is spent. 
A) I and II.

B) I and III.

C) II and III.

D) I, II and III.
9. During the next hour John can play basketball, watch television, or read a book. The opportunity cost of reading a book

A) is how much the book cost when it was purchased.

B) is the value of playing basketball if John prefers that to watching television.

C) is the value of playing basketball and the value of watching television.

D) equals how much John enjoys the book.
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10. In the figure above, originally the apartment rental market is in short run and long run equilibrium with a rental price of $600 per month. Then the government imposes a rent ceiling of $500 per month. This will lead to a

A) shortage of 1000 apartments.

B) shortage of 2000 apartments.

C) surplus of 1000 apartments.

D) surplus of 2000 apartments.

11. Unemployment that is due to a recession is

A) involuntary unemployment.
B) frictional unemployment.
C) structural unemployment.
D) cyclical unemployment.
12. Which of the following could lead to demand-pull inflation?

A) An increase in the money wage rate.

B) An increase in the quantity of money.

C) A decrease in exports.

D) An increase in oil prices.
13. Comparing aggregate expenditure and aggregate incomes shows that

A) aggregate expenditure is usually greater than aggregate income.

B) aggregate income is usually greater than aggregate expenditure.

C) they are equal.

D) aggregate income can not equal aggregate expenditure if we have any savings.
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14. If the nominal interest rate is 5 percent and there is no inflation,

A) the real interest rate is greater than 5 percent.
B) the real interest rate is less than 5 percent.
C) the real interest rate is 5 percent.
D) there is not enough information to determine the real interest rate.
15. GDP is not a perfect measure of material well-being because it ignores

A) production of goods and services by the government.
B) negative externalities.
C) consumer spending on services.
D) business spending on equipment.
16. A leftward shift in the aggregate supply curve

A) occurs when the Fed increases the quantity of money.

B) occurs when the price of a key resource rises.

C) occurs when consumer expenditures exceed available output.

D) increases both the price level and real GDP.
17. The natural rate of unemployment is

A)
zero percent.

B)
the rate associated with the highest possible level of GDP.

C)
the amount of unemployment that the economy normally experiences.
D)
the difference between the long-run and short-run unemployment rates.
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Using the information in the following table to answer the next two questions:

	
Component
	Number of people
(millions)

	Total population
	246

	Working-age population
	207

	Labor force
	139

	Employed
	133

	Unemployed
	6


18. The unemployment rate is

A) 4.5 percent.

B) 4.3 percent.

C) 2.8 percent.

D) 6.0 percent.

19. The labor force participation rate is

A) 67.1 percent.

B) 64.0 percent.

C) 95.7 percent.

D) 56 percent.
20. In the last part of 1999 Argentina was in a recession.  Which of the following things would you expect not to have happened?

A) increased investment in Argentina.
B) layoffs by Argentinean firms.
C) a high rate of bankruptcy among Argentinean firms.
D) increased claims for unemployment insurance in Argentina.
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Part II. Essay (3 questions, 40 points total)

Write your answer in the paper provided.  Show your calculations and justifications to your answer (points are in brackets after the question).
1. The market demand schedule for cassettes is:

	Price

(dollars per cassette)
	Quantity demanded

(thousands of cassettes per week)

	3.65
	500

	5.20
	450

	6.80
	400

	8.40
	350

	10.00
	300

	11.60
	250

	13.20
	200

	14.80
	150


    The market is perfectly competitive, and each firm has the following cost structure:

	Output

(cassettes per week)
	Marginal cost

(dollars per additional cassette)
	Average variable cost
	Average total cost

	
	
	(dollars per cassette)

	150
	 6.00
	8.80
	15.47

	200
	 4.60
	7.80
	12.80

	250
	 7.00
	7.00
	11.00

	300
	 7.65
	7.10
	10.43

	350
	 8.40
	7.20
	10.06

	400
	10.00
	7.50
	10.00

	450
	12.40
	8.00
	10.22

	500
	20.70
	9.00
	11.00


There are 1,000 firms in the industry.

A) What is the market price? 【2%】

B) What is the industry’s output? 【2%】

C) What is the output produced by each firm? 【2%】

D) What is the economic profit made by each firm? 【2%】

E) Do firms enter or exit the industry? 【2%】

F) What is the number of firms in the long run? 【2%】
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Answer:

a)$8.4

b)350,000

c)350

d)economic profic
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     在P = 10之下，廠商願意製造400 cassettes / per week
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2. Computers are a complement to computer software. Suppose the price of a computer falls. Simultaneously, suppose that the number of companies selling computer software decreases. How do these changes affect the price and quantity of computer software? 【8%】

Answer:The fall in the price of a computer increases the demand for computer software and demand curve for computer software shits rightward. A decrease in the number of sellers decreases the supply of computer software and the shifts the supply curve of computer software leftward. The increase in demand and decrease in supply both raise the price, so the price definitely rises. The increase in demand increases the quantity and the decrease in supply decreases the quantity. Hence the net effect on the quantity in ambiguous.
3. Use the following U.S. data to answer the questions below.


Net investment
$110



Depreciation
30



Exports
50



Imports
30



Government purchases
150



Consumption
400



Indirect business taxes (net of subsidies)
35



Income earned but not received
60



Income received but not earned
70



Personal income taxes
50



Employee compensation
455



Corporate profits
60



Rental income
20



Net interest
30



Proprietor's income
40



Net earnings of U.S. resources abroad
40

A)
Calculate gross investment. 【5%】

B)
Calculate U.S. GDP. 【10%】
C)
Calculate net domestic product. 【5%】
Answer:

A)  Gross investment = Net investment + depreciation = 140

B)  GDP = 710

Income method:

GDP = 455 (Employee compensation) + 60 (Corporate profits) + 20 (Rental income) + 30 (Net interest) + 40 (Proprietor's income) + 30 (Depreciation) + 35 (Net indirect business taxes) + 40 (Net earnings of U.S. resources abroad) = 710

Expenditure method:

GDP = C + I + G + (X - M) = 400 + 140 + 150 + 20 = 710

C)  NNP = GDP– depreciation = 680
[ End of Exam ]

Questions are printed on both sides of the paper.
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