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1. The following problem refers to the market for college economics textbooks.  Please show which curve shifts and what happens to equilibrium price and quantity.

a. Enrollments increase at colleges around the country 

P








         Q

Equilibrium Price ________________

Equilibrium Quantity ________________

b. McGraw-Hill and other publishers introduce online materials that can be used instead of a textbook
c. The cost of paper increases
d. College tuition increases
2. What is scarcity?  Why is it relevant to economics?

3. Define opportunity cost.

4. Define elasticity of demand.  If a good has an inelastic demand, what does that mean?  What types of goods would have an inelastic demand?

5. If Demand Elasticity is 0.2, and the %ΔQ=10%, what is the %ΔP?

6. What does the marginal cost curve slope up?

7. Define the following:  marginal cost, total variable cost, total fixed cost, average total cost.

8. Draw the AVT, ATC and MC curves.  Be sure to label you axes.

9. What is the law of diminishing marginal returns state?
Indicate which of the following results are true or false; if false, explain why.

10. The income elasticity for an inferior good is positive.

11. The AFC curve is always downward sloping.

12. Opportunity cost is what you have to pay to purchase something.

13. Rich people do not have to worry about scarcity.

14. The marginal cost curve eventually slopes upward because Dr. King says so.
15. AFC= TC/Q.

Answers:

1a. D shifts out; P ↑; Q ↑

1b. D shifts in; P ↓; Q ↓

1c. S shifts in; P ↑; Q ↓
1d. D shifts in; P ↓; Q ↓

2. People have limited resources but unlimited wants; scarcity implies choice which implies deciding how to choose.  Economics helps one choose rationally.

3. The next best available alternative.

4. %ΔQ/%ΔP
5. 2%

6. Because of the law of diminishing returns.

7.and 8.  See text or notes.

9.  Holding at least one factor constant, after some point the marginal product decreases (diminishes).

10.  F  It is negative  Income elasticity is %ΔQ/%Δ Income; by definition an inferior good is a good where when income increase you buy less, so income elasticity must be negative.

11. True

12. False; it is the cost of the next best available alternative; it may or may not be equal to the cash cost.

13. False; everyone has to worry about limited resources, for example time is always scarce.

14. False; while whatever Dr. King says is always right, the MC curve slopes upward (eventually) because of the law of diminishing marginal returns.

15. False. AFC=FC/Q.
