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Microeconomics Final Exam, Spring 2018 
 
Answer any five of the following six questions. Indicate the question you are 
skipping: ________. If no question is indicated, I will grade only the first five. 

 
Question 1 

There are four consumers willing to pay the following amounts for haircuts: Gloria: 
$7, Jay $2, Claire: $8, Phil: $5. 

There are four haircutting businesses with the following costs: Firm A: $3, Firm B: $6, 
Firm C: $4, Firm D: $2 

Each firm has the capacity to produce only one haircut. For there to be economic 
efficiency, how many haircuts should be given? Which businesses should cut hair 
and which consumers should have their hair cut? How large is the maximum 
possible surplus? 
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Question 2 
 

Identify each of the following statements as either true or false. (Note: One point will be 
added to your points total for each statement that you correctly identify as true or false, but 
one point will be deducted from your total points for each statement that you incorrectly 
identify as true or false. If a statement is identified as neither true nor false, no points will be 
added or deducted.) 

 
____ 1. When a tax is collected from producers, it results in the entire burden of the 

tax being borne by them. 
 
____ 2. The side of the market (consumer or producer) that has the more elastic 

curve bears the smaller burden of the tax.  
 
____ 3. Rent control increases the supply of affordable housing to poor people.  
 
____ 4. Only exports benefit a country, not imports. 
 
____ 5. ‘Producer surplus’ refers to the difference between a country’s maximum 

willingness to pay minus what it pays for a good. 
 
____ 6. When a country opens up a market to international trade and finds that the 

world price is higher than the domestic price, the domestic consumers will be 
made worse off and domestic producers will be made better off. 

 
____ 7. When the market is in equilibrium, the consumers that are making purchases 

are the ones with the lowest willingness to pay and the producers that are 
making the sales that the ones with the highest costs. 

 
____ 8. When the government imposes a commodity tax on producers equal to $1 

per unit, the equilibrium price of the good rises by less than $1. 
 
____ 9. An efficient allocation of resources means that the consumer surplus in a 

market has been maximized but not producer surplus. 
 
____ 10. An increase in minimum wage increases unemployment.  
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Question 3 

Explain how a price ceiling leads to (i) a shortage (ii) development of a black market 
(iii) wastage of time and other resources (iv) reduction in mutually beneficial 
exchanges. 

 

 

 

 

  



	 4	

Question 4 

The following are some arguments that are made by some people for restricting 
international trade. Provide counter-arguments for any four of them. 
 

1. Free trade reduces job opportunities in the domestic economy 
2. Free trade with poor countries leads to workers there being made worse off. 
3. It is important to restrict free trade in order to preserve certain domestic 

industries for national security. 
4. Some industries, when they are getting started, need to be protected from 

foreign competition. Otherwise, they will make losses and die out 
prematurely. 

5. If foreign firms are able to sell at a lower price than domestic firms owing to 
the financial assistance foreign firms are getting from their governments, then 
free trade is unfair and should be restricted. 
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Question 5 

The following graph shows the domestic demand and supply for a good called 
‘widgets.’ The domestic country is currently open to international trade and is 
importing widgets at the world price of $4 per unit. 

 

 
 
Suppose the domestic government decides to impose a $ 4 tariff on each unit 
of widgets imported. Use the diagram to answer the following questions. 
Provide dollar figures or labels of regions marked on the graph. 
 

i. How much will the quantity imported change? 
 
 

ii. How much will be the government revenue from the tariff? 
 

 
iii. How much will the consumer surplus change? 

 
 

iv. How much will the producer surplus change? 
 

 
v. How much will the total surplus change? 

  

0
2
4
6
8
10
12
14
16
18
20
22
24

0 4 8 12 16 20 24 28

Pr
ic
e

Quantity



	 6	

Question 6 

The demand and supply diagrams of a market for shoes in two cities (A and B) are 
given below. The government is trying to decide between the two cities for levying a 
new $4 per unit tax on shoes.   

 
Use the diagrams above to answer the following questions. Give explanation 
for your answers. Answers without proper explanations will not earn credit. 

a) In which city should the government levy the tax in if its goal is to get 
maximum tax revenue? 

 

 

b) In which city should the government levy the tax in if its goal is to minimize 
the sale of shoes? 

 

 

c) In which city should the government levy the tax in if its goal is to have 
consumers bear a smaller burden of the tax compared to producers? 

 

 

END OF TEST 


