ECO 101 830      Principles of Microeconomics       Study Guide     Final Exam      Spring 2007
Format: 30 Multiple Choice, 5 short answers;  Chapters 1-11, 19 
Bring: pencil, basic calculator 

Short answer questions:

· Supply and demand application (like homework 2, exam 1)

· Elasticity of demand and supply:  understand and interpret, factors affecting (exam 1)

· Indifference curves and consumer equilibrium (homework 4, exam 2)

· Perfect competition vs. monopoly (homework 5,  exams 2, 3

· The supply of a resource and economic rent (chapter 11)

1.  The Economic Way of Thinking

· What is scarcity?  why is it the central economic problem?  what is opportunity cost?

· What is the relationship between scarcity, choice, and opportunity costs?

· What are the factors of production?  Describe each of these categories.

· What does the production possibilities frontier show?

· how to interpret points on, inside or outside the PPF

· how does the PPF demonstrate scarcity and tradeoffs?

· why is the PPF concave? (BOTH a negative and increasing slope)

· why are opportunity costs increasing?

· why aren’t resources easily substitutable between two uses?

· what causes the PPF to shift out over time?

· Distinguishing  between normative and positive statements

2.  Demand and  Supply 

· Demand--a model of buyer behavior

· the law of demand

· other factors affecting demand:

· income (normal and inferior goods), prices of substitutes/complements, changes in preferences/tastes, expectations, population and demographic changes

· how does each of these factors affect the demand curve?

· change in quantity demanded vs. a change in demand

· which shifts the demand curve?  which is due to a change in the price of that good?

· Supply--a model of seller behavior

· the law of supply

· other factors affecting supply:

· costs of production,  prices of complements/substitutes in production, expectations, number of suppliers, productivity

· how does each of these factors affect the supply curve?

· change in quantity supplied vs. a change in supply

· which shifts the supply curve?  which is due to a change in the price of that good?

· Equilibrium

· quantity demanded= quantity supplied;   why is this an equilibrium?

· how do shifts in the demand curve and/or supply curve affect equilibrium price and quantity?

· application:  

· given and market and an event, be able to recognize what curves shift, what direction, and what happens to price and quantity

· given a price change in a market, explain how a change in demand and/or supply could lead to that price change

3.  Supply, Demand and Elasticity

· Price Elasticity of Demand

· what does it tell us? (If demand elasticity is -3, what does that mean?)

· what do demand curves look like when they are

· elastic, inelastic, perfectly elastic, perfectly inelastic

· what factors influence the elasticity of demand?

· Price Elasticity of Supply

· what does it tell us?  (If supply elasticity is 0.5, what does that mean?)

· what do supply curves look like when they are

· elastic, inelastic, perfectly elastic, perfectly inelastic

· what factors influence the elasticity of supply?

4.  Economic Theory, Markets, and Government

· Market failures—what does this mean?

· Externalities

· Positive vs. negative—what are they?  

· What are the consequences?  (i.e. why do they lead to market failures?)

· Be prepared to identify examples as positive or negative externalities.

· Public Goods

· Nonrival (property of rivalry)—what does this mean?

· Nonexclusive (property of exclusion)—what does this mean?

· Examples of public goods

· What is the free rider problem?

· Why do public goods lead to a market failure?

· Note:  just because a good is publicly funded does NOT mean it is a public good (example: education)

5.  Consumer Choice

· Utility

· what is the difference between total utility and marginal utility?

· how do TU and MU change as consumption of a good rises?

· Indifference Curves

· what does the indifference curve show us?

· how does total utility change

· along the same indifference curve?

· when we shift to a different indifference curve?

· how are the budget line and indifference curve related at the consumer equilibrium?

· identify consumer equilibrium on a graph

· why is it an equilibrium?

6. Production and Costs 

· economic costs and profits

· explicit vs. implicit costs

· economic vs. normal profit

· normal profit = zero economic profit

· short run production

· what is total product? marginal product? 

· how does marginal product change as the firm increases labor? why?

· law of decreasing returns

· short run costs

· total costs

· total fixed costs vs. total variable costs

· marginal cost and average cost

· long run costs

· what is meant by  economies of scale?  diseconomies of scale?  constant returns to scale?

7.  Perfect Competition 

· what are the characteristics of a perfectly competitve firm?

· why is a perfectly competitive firm a price taker?

· to maximize profits: choose Q where MR = MC.

· market demand/supply, firm's demand curves

· identify market price

· identify profit-maximizing quantity

· short run equilibrium

· how would you identify/calculate the economic profit/loss?

· long run equilibrium

· how does free entry & exit lead to zero economic profit (a normal profit) in the long run?

· shifts in market supply curve

· changes in equilibrium price

· changes in firm demand curve

8.  Monopoly 

· What is a monopoly? how does a monopoly result?

· natural vs. legal barriers to entry

· Monopoly behavior--single price

· what is profit-maximizing price and quantity?

· choose Q where MR=MC; use the demand curve to determine price

· recognize profit-maximizing price and quantity on a graph

· what is the profit?

· Monopoly vs. competition

· how do price and quantity compare?

· why is the monopoly inefficient? what is the deadweight loss?

· recognize deadweight loss on a graph

· recognize difference in consumer surplus

· what are the potential benefits to monopolies?

· Can monopolies earn economic profits in the long run?  why/why not?

· Price discrimination

· what is price discrimination? how does it relate to consumer surplus?

· under what conditions is price discrimination successful?
· under price discrimination, how would the price charged to different groups depend on the elasticity of demand of these groups?
9.  Monopolistic Competition & Oligopoly 

· monopolistic competition

· what are the characteristics of monopolistic competition?

· how does the firm choose the profit maximizing price and quantity?

· why is there zero economic profit in the long-run?

· oligopoly

· what are the characteristics of an oligopoly?

· what is a cartel?  

10.  Demand & Supply in Factor Markets 

· Labor Supply

· time divided between:  market work, nonmarket work, leisure

· substitution and income effect of a wage increase?

· what are they? what do they say about the relationship between the quantity supplied of labor and the wage?

· what is the slope of the labor supply curve if the substitution effect > income effect?

· what is the slope of the labor supply curve if the substitution effect < income effect?

· what shifts labor supply?  population, preferences, nonwage income, education

· Labor demand

· the demand for labor derived from the MRP?

· why will firms hire labor until MRP = wage?

· how do changes in wages affect the quantity of labor demanded?

· car wash example:  be able to calculate MP, MRP, and identify how much labor is hired for a given wage

11.  Markets for Capital and Natural Resources

· market for financial capital

· financial capital = loanable funds

· who demands loanable funds?  who supplies loanable funds?

· why does the demand for capital/loanable funds slope down with respect to the interest rate? what shifts this curve?

· why does the supply of capital/loanable funds slope up with respect to the interest rate?  what shifts this curve?

· renewable vs. nonrenewable resources

· what is economic rent?

· what is the difference between pure economic rent, differential economic rent and inframarginal economic rent?

· how do markets have built-in incentives for efficient resource use?

· how does the price mechanism play a role?

· what problems might occur with market-guided conservation?

13.  The Economics of Information and Uncertainty
· What do we mean by risk?  Uncertainty?

· expected value—what is it?  what does it tell us?

· how is it used to define risk aversion/neutrality

· what does it mean to assume people are risk averse?  what are the implications?

· what role does risk pooling and insurance play in managing risk?

· asymmetric information—what is it?  why is it a problem?

· adverse selection—what is it?  how is it managed?

· moral hazard—what is it?  how is it managed?

· examples of how asymmetric info problems arise and are managed in insurance, lending, buying/selling

