[image: image1.png]Chay

@ MULTIPLE-CHOICE QUESTIONS

+df, when the price of a product rises frs
the quantiy demanded of the.préd

2. If a 1% fall in the price of a product causes the quantity .
demanded of the product to increase by 2%, demand is
(a) inelastic

(b) elastic

(¢) unit elastic

(d) perfectly elastic

3. In the following diagram, Dy is a
(a) perfectly elastic demand curve
(b) perfectly inelastic demand curve
{c) unit elastic demand curve
(d) a long-run demand curve
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4. Compared to the lower-right portion, the upper-left
portion of most demand curves tends to be

(a) more inelastic

(b) more elastic

{c) unit elastic

(d) perfectly inelastic

5. In which range of the demand schedule is demand
price inelastic?

Price Quantity demanded
$M 50
9 100
7 200
5 300
3 400
(a) $11-%9
(b) $9-$7
(c) $7-$5
(d) $5-$3

6. If abusiness increased the price of its product from $7 to
$8 when the price elasticity of demand was inelastic, then
(a) total revenues decreased
(b) total revenues increased
(c) total revenues remain unchanged
(d) total revenues were perfectly inelastic

7. You are the sales manager for a pizza company and
have been informed that the price elasticity of demand
for your most popular pizza is greater than 1. To increase
total revenues, you should

(a) increase the price of the pizza
(b) decrease the price of the pizza
{c) hold pizza prices constant

(d) decrease demand for your pizza

8. Assume Amanda Herman finds that her total spend-
ing on compact discs remains the same after the price
of compact discs falls, other things equal. Which of the
following is true about Amanda’s demand for compact
discs with this price change?

(a) It is unit price elastic.

(b) 1t is perfectly price elastic.

(c) It is perfectly price inelastic.

(d) Itincreased in response to the price change.
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Questions 9, 10, and 11 are based on the following graph.

Price
Py
P3
P2
Py
Demand
[} Quantity
demanded

9. If price is Pa, then total revenue is measured by the
area

{a) OP3CQs

(b) OP;BQ:

(c) 0P;BQ;

(d) OP;CQ:

10. If price falls from P, to Py, then in this price range
demand is
(a) relatively inelastic because the loss in total rev-
enue (areas 3 + 6 + 8) is greater than the gain in
total revenue (area 10)
(b) relatively elastic because the loss in total revenue
(areas 3 + 6 + 8) is greater than the gain in total
revenue (area 10)
(c) relatively inelastic because the loss in total rev-
enue (area 10) is less than the gain in total revenue
(areas 3 + 6 + 8)
(d) relatively inelastic because the loss in total rev-
enue (areas 4 + 7 + 9 + 10) is greater than the gain
in total revenue (areas 3 + 6 + 8)

11. As price falls from P, to P, you know that demand is
(a) elastic because total revenue decreased from
0P,AQ to OP;BQ,

(b) inelastic because total revenue decreased from
0P;BQ: to OP,AQy
(c) elastic because total revenue increased from
OP,AQ to OP;BQ:
(d) inelastic because total revenue decreased from
0P4AQ; to OP3BQo

12. Which is characteristic of a product whose demand
is elastic?
(a) The price elasticity coefficient is less than 1.
(b) Totai revenue decreases if price decreases.
(c) Buyers are relatively insensitive to price changes.
(d) The percentage change in quantity is greater than
the percentage change in price.

13. The demand for Nike basketball shoes is more price
elastic than the demand for basketball shoes as a whole.
This is best explained by the fact that
(a) Nike basketball shoes are a.luxury good, not a
necessity
(b) Nike basketball shoes are the best made and
widely advertised
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(c) there are more complements for Nike basketball
shoes than for basketball shoes as a whole
(d) there are more substitutes for Nike basketball
shoes than for basketball shoes as a whole

14. Which is characteristic of a good whose demand is
inelastic?
(a) There are a large number of good substitutes for
the good for consumers.
(b) The.buyer spends a small percentage of total in-
come on the good.
(c) The good is regarded by consumers as a luxury.
(d) The period of time for which demand is given is
relatively long.

15. From a time perspective, the demand for most prod-
ucts is
(a) less elastic in the short run and unit elastic in the
long run
{b) less elastic in the long run and unit efastic in the
short run
(c) more elastic in the short run than in the long run
(d) more elastic in the long run than in the short run

16. If a 5% fall in the price of a commodity causes quantity
supplied to decrease by 8%, supply is

(a) inelastic

{b) unit elastic

(c) elastic

(d) perfectly inelastic

17. In the following diagram, what is the price elasticity
of supply between points A and C (using the midpoint
formula)?

(a) 1.33

(b) 1.67

(c) 1.85

(d) 2.46
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18, if supply is inelastic and demand decreases, the total
revenue of sellers will

(a) increase

(b) decrease

(c) decrease only if demand is elastic

(d) increase only if demand is inelastic

19. The chief determinant of the price elasticity of supply
of a product is
(a) the number of good substitutes-the product has
(b) the length of time sellers have to adjust to a change
in price

(c) whether the product.is a luxury or a necessity
(d) whether the product is a durable or a nondurable
-good

20. A study shows that the coefficient of the cross elastic-
ity of Coke and Sprite is negative. This information indi-
caies that Coke and Sprite are

(a) normal goods

(b) complementary goods

{(c) substitute goods

(d) independent goods*

21. if a 5% increase in the price of one good results
in a decrease of 2% in the quantity demanded of
another good, then it can be concluded that the two
goods are
(a) complements
(b) substitutes
(c) independent
(d) normal

.

22. Most goods can be classified as normal goods rather
than inferior goods. The definition of a normal good means
that
(a) the- percentage change in consumer income is
greater than the percentage change in price of the
normal good
(b) the percentage change in quantity demanded of
the normal good is greater than the percentage change
in consumer income
(¢) as consumer income increases, consumer pur-
chases of a normal good increase
(d) the income elasticity of demand is negative

23. Based on the information in the table, which product
would be an inferior good?

% change % change in quantity
Product in income demanded
A -10 +10
B +10 +10
C +5 -5
D -5 -5

(a) Product A
(b) Product B
(c) Product C
(d) ProductD

24. For which product is the income elasticity of demand
most likely to be negative? :

(a) automobiles

{b) bus tickets

{c) computers

(d) tennis rackets

25, Katie is willing to pay $50 for a product and Tom is
willing to pay $40. The actual price that they have to pay
is $30. What is the amount of the consumer surplus for
Katie and Tom combined?

(a) $30 :

(b) $40

(c) $50

(d) $60
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26. Given the demand curve, the consumer surplus is
(a) increased by higher prices and decreased by lower
prices -

(b) decreasad by higher prices and increased by lower
prices '

(¢) increased by higher prices but not affected by
lower prices

(d) decreased by lower prices, but not affected by
higher prices

27. The difference between the actual price that a pro-
ducer receives (or producers receive) and the minimum
acceptable price is producer !

(a) cost

(b) wealth

{c) surplus

(d) investment "

28. The minimum acceptable price for a product that Juan
is willing to receive is $20. It is $15 for Carlos. The ac-
tual price they receive is $25. What is the amount of the
producer surpius for Juan and Carlos combined?

(a) $10

(b) $15

(c). $20

(d) $25

29. When the combined consumer and producer surplus
is at a maximum for a product,
(a) the quantity supplied is greater than the quantity
demanded
(b) the market finds altemnative ways to ration the
product .
(c) the market is allocatively efficient
(d) the product is a nonpriced good

30. When the output is greater than the optimal level of
output for a product there are efficiency
(a) gains from the underproduction of the product
(b) losses from the underproduction of the product
‘(c) gains from the overproduction of the product
(d) losses from the overproduction of the product
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