Chap. 5 – Practice Questions



1.
If demand is inelastic, then

a.
buyers do not respond much to a change in price.

b.
buyers respond substantially to a change in price, but the response is very slow.

c.
buyers do not alter their quantities demanded much in response to advertising, fads, or general changes in tastes.

d.
the demand curve is very flat.


2.
Suppose the price of Twinkies decreases from $1.45 to $1.25 and, as a result, the quantity of Twinkies demanded increases from 2,000 to 2,200. The price elasticity of demand for Twinkies in the given price range is

a.
2.00.

b.
1.55.

c.
1.00.

d.
0.64.


3.
When her income increased from $10,000 to $20,000, Heather's consumption of macaroni decreased from 10 pounds to 5 pounds and her consumption of soy-burgers increased from 2 pounds to 4 pounds. We can conclude that for Heather,

a.
macaroni and soy-burgers are both normal goods with income elasticities equal to 1.

b.
macaroni is an inferior good and soy-burgers are normal goods; both have income elasticities of 1.

c.
macaroni is an inferior good with an income elasticity of -1 and soy-burgers are normal goods with an income elasticity of 1.

d.
macaroni and soy-burgers are both inferior goods with income elasticities equal to -1.


4.
To determine whether a good is considered normal or inferior, one could examine the value of the

a.
income elasticity of demand for that good.

b.
price elasticity of demand for that good.

c.
price elasticity of supply for that good.

d.
cross-price elasticity of demand for that good.


5.
If the cross-price elasticity of two goods is negative, then those two goods are

a.
necessities.

b.
complements.

c.
normal goods.

d.
inferior goods.


6.
Suppose the cross-price elasticity of demand between hot dogs and mustard is -2.00. This implies that a 20 percent increase in the price of hot dogs will cause the quantity of mustard purchased to

a.
fall by 200 percent.

b.
fall by 40 percent.

c.
rise by 200 percent.

d.
rise by 40 percent.

Figure 5-4
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7.
Refer to Figure 5-4. As price falls from PA to PB, which demand curve represents the most elastic demand?

a.
D1
b.
D2
c.
D3
d.
All of the above are equally elastic.


8.
In January the price of widgets was $2.00 and Wendy's Widgets produced 80 widgets. In February the price of widgets was $2.50 and Wendy's Widgets produced 110 widgets. In March the price of widgets was $3.00 and Wendy's Widgets produced 140 widgets. The price elasticity of supply of Wendy's Widgets was

a.
0.70 when the price increased from $2.00 to $2.50 and 0.76 when the price increased from $2.50 to $3.00.

b.
0.88 when the price increased from $2.00 to $2.50 and 1.08 when the price increased from $2.50 to $3.00.

c.
1.42 when the price increased from $2.00 to $2.50 and 1.32 when the price increased from $2.50 to $3.00.

d.
1.50 when the price increased from $2.00 to $2.50 and 1.18 when the price increased from $2.50 to $3.00.


9.
Which of the following expressions represents a cross-price elasticity of demand?

a.
percentage change in quantity demanded of apples divided by percentage change in quantity supplied of apples

b.
percentage change in quantity demanded of apples divided by percentage change in price of pears

c.
percentage change in price of apples divided by percentage change in quantity demanded of apples

d.
percentage change in quantity demanded of apples divided by percentage change in income

ANSWERS:

1=A, 2=D, 3=C, 4=A, 5=B, 6=B, 7=A, 8=C, 9=B


