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EC133     Practice Midterm 1    Prof. Rabanal 
 

1. Imagine that supply is given by P= 50*Q, while demand is P = 1000 – 200 Q  
a. The consumer surplus is ________ .  
b. The producer surplus is _________  
c.  If the government sets a price 5% higher than market equilibrium. What’s the 

DWL? __________ .  
 

2. Katie is willing to pay 100 for a burger, Lilly 50, and Noah 80. What’s the consumer 
surplus if the market price is 30? 
a. 0 
b. 100 
c. 20 
d. 50 
e. None of above 

 
3. A firm discovers new technology that makes production cheaper. This results in  

a. Shift of supply to the left 
b. Shift of demand (left) 
c. Both shift of demand and supply (right) 
d. Shift of supply (right) 

 
4. There is news that middle class in China is getting richer. What is likely to happen in 

China?  
a. Demand increases 
b. Supply decreases 
c. Nothing 
d. Population increases 
e. a) and b) 

 
5. Imagine that there is only one producer in the market. He is willing to sell only 100 

units at any price. In this case, the supply curve is 
a. Vertical 
b. Horizontal 
c. 45 degree line (mirror line) 
d. Positive slope 

 
6. Deadweight loss  

a. is the loss of taxes due to a decrease in transactions 
b. can occur due to price controls, taxes and subsidies 
c. results in an inefficient volume of trade 
d. B and C 
e. A and B 
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7. The elasticity of demand for Company A is -.59, while it is -1.12 for Company B. 
Then we can say that a price increase ___________ because _____________ 
a. will increase revenues for both; the demand is inelastic 
b. will decrease revenue for A and increase for B; the demand is elastic for A and 

inelastic for B 
c. will increase revenue for A and decrease for B; the demand is inelastic for A and 

elastic for B 
d. None of the above answers are correct 

 
8. What best describes cross-price elasticity? 

a. How the price of one good responds to the change in quantity demanded of 
another good 

b. How a change in quantity demanded impacts the quantity demanded of another 
good 

c. How a change in price of one good affects the quantity demanded of another good 
d. How sensitive demand for a good is to a change in price 
e. How sensitive the quantity demanded is to changes in demand 

 
9. Which of the following will cause elasticity of demand for a good to be very elastic? 

a. if the good is a necessity 
b. lack of substitutes 
c. consumers have high income 
d. consumers have low income 
e. a price change is recorded over a very short period of time 

 
10. If a grocery store increases prices, what happens at a competing grocery store? 

a. Supply shifts to the right 
b. Supply shifts to the left 
c. Demand shifts to the right 
d. Demand shifts to the left 
e. There is no shift, but a move along the demand curve 

 
11. What best describes the relationship between absolute advantage and opportunity cost? 

a. A lower opportunity cost means that absolute advantage is greater 
b. A higher opportunity cost means that absolute advantage is greater 
c. A good is only produced where opportunity cost is lowest, and the location of 

production therefore has absolute advantage 
d. Absolute advantage and opportunity cost are interchangeable terms 
e. There is no relationship 

 
12. Which statement best compares a price ceiling and a price floor 

a. A price ceiling sets a minimum price whereas a price floor sets a maximum price 
b. Government revenue is maximized when a price floor is implemented 
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c. Government revenue is maximized when a price ceiling is implemented 
d. A price ceiling sets a maximum price whereas a price floor sets a minimum price 
e. They are interchangeable terms 

 
Carson likes to spend Spring Break in Florida with some of his friends. One of the 
taxi drivers told him that market for rides could be depicted as  

 
13. _____ [2 points]  What is the quantity of rides in this market?  

a. 1 
b. 2 
c. 3 
d. 4 
e. 5 

14. _____ [2 points] What is the price paid for consumers?  
a. 10 
b. 8 
c. 6 
d. 5 
e. 3 

15. _____ [2 points] What is the CS  
a. (3*5)/2 
b. (5*4)/2 
c. 5*5 
d. In this case, CS is equal to PS 
e. None of above 

 
The Governor of Florida, R. Scott, set up licenses for all taxis, such that the 
maximum number of rides in the market is 4 (millions).  

 
16. _____ [2 points] What is the price paid by consumers?  

a. 3 
b. 4 

5 

D 

5 
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6 
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4 
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B 

C 

Millions of rides  
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c. 5 
d. 6 
e. None of above 

17. _____ [2 points] Imagine that the difference between the price paid by the consumer 
and the price received by the seller goes to the State of Florida. The revenues for the 
State are  
a. 4 
b. 6 
c. 8 
d. 10 
e. None of above  

18. _____ [2 points] In this case, what is the DWL?  
a. 2 * 1 /2 
b. 3 * 1 /2 
c. 4 * 1 /2  
d. 5 * 1 /2 
e. None of above 

 
Catherine, one of the Governor’s advisors, proposes a price floor of 2 for every ride 
and to eliminate the license for taxis. In this case, 

 
19. _____What is the quantity of rides in this market?  

a. 1 
b. 2 
c. 5 
d. 8 
e. None of above 

 
20. _____The share of total surplus relative to the total surplus in question 13-15 is 

a. 1/3 
b. 1/2 
c. 2/3 
d. 1 
e. 3/2 

 
What will be impact on the demand for burgers in McDonalds if …. (for questions 21 and 
22)? 

21. _____Shake Shack and Chipotle Mexican Grill have decided to increase their menu 
prices [2 points] 
a. Demand shifts to the left 
b. Demand shifts to the right 
c. Supply shifts to the right 
d. Supply shifts to the left 
e. Both supply and demand shift to the left 
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22. _____Waterville workers got jobs with a higher pay, and they consider McDonalds as 
an inferior good. [2 points] 
a. Demand shifts to the left 
b. Demand shifts to the right 
c. Supply shifts to the right 
d. Supply shifts to the left 
e. Both supply and demand shift to the right 

Short Answers 
1. Consider that you have the following data of expenditures for Isabelle for two years 

Item 2016  2017  
 Price Quantity Price Quantity 
Kombucha 1 200 1.5 120 
Pizza 10 700 12 500 
Salsa 3 20 1 50 

 
a. What are her expenditures in 2016 and 2017?  
b. In which year does she have greater income?  
c. Compute the price elasticity of demand of pizza. 
d. Please compute the income elasticity of salsa 

2. Using the below graph, assume that each country has 10 labor units? 

 

 
 
 
 

a. What is the maximum quantity of both goods than can be produced under free 
trade? 

b. What would be total consumption if each country were in autarky and allocated 5 
labor units to each good?  

c. What is a possible price for oil when countries trade? 
d. Why are there gains from trade? 

 
3. Suppose the government imposes a sugar tax, which is a tax on all junk food, to 

combat obesity in kids.  
a. Draw the market equilibrium for candy bars prior to the tax 
b. Draw one graph for a situation where the tax is levied on sellers and another when 

it is levied on buyers. Show the market prices as well as the effective price in each 
case. 

c. Show the revenue from tax and the DWL associated with it. 
d. Illustrate the change in CS, PS and Total Surplus? 

 

Unit Labor 
Requirement 

United States Canada 

Oil (hr/gal) .02 .01 
Food (hr/lb) .01 .02 
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4.  Consider two locations: (i) NYC and (ii) Tucson. The Shrump Real Estate company is 
wondering how tougher immigration will affect the real estate market. (hint: think 
about the elasticity of supply). Please provide insightful analysis to the Shrump Real 
State. Use graphs to illustrate your point.  
 

5. Suppose the government wishes to regulate mercury emissions of factories in a 
specific industry by either setting an emissions standard or imposing an emissions fee 
(per ton of mercury).  The government is uncertain as to the marginal abatement costs, 
which may be high (MC1) or low (MC2).   MC1 = 15M + 500 and MC2 is 1000 units 
cheaper independently of the units of mercury abated (M).  

Elizabeth who advises the government believes there is a 50% chance of each of the 
marginal abatement costs.  The marginal benefit of abatement is known to be MB = 
1500 - 10M.  

A. What is the optimal level of emissions for each of the cost curves above? 
B. What is the expected marginal abatement cost (equation)? 
C. What is the optimal emissions standard according to the expected 

abatement costs? 
D. What is the optimal abatement fee according to the expected abatement 

costs? 
E. Which regulation will result in a lower DWL in the presence of the 

uncertainty?   


