Chap. 7 – Practice Questions



1.
Consumer surplus is

a.
the amount a buyer is willing to pay for a good minus the amount the buyer actually pays for it.

b.
the amount a buyer is willing to pay for a good minus the cost of producing the good.

c.
the amount by which the quantity supplied of a good exceeds the quantity demanded of the good.

d.
a buyer's willingness to pay for a good plus the price of the good.


2.
Suppose Lauren, Leslie and Lydia all purchase bulletin boards for their rooms for $15 each. Lauren's willingness to pay was $35, Leslie's willingness to pay was $25, and Lydia's willingness to pay was $30. Total consumer surplus for these three would be

a.
$15.

b.
$30.

c.
$45.

d.
$90.

Table 7-3 

For each of three potential buyers of oranges, the table displays the willingness to pay for the first three oranges of the day. Assume Alex, Barb, and Carlos are the only three buyers of oranges, and only three oranges can be supplied per day.

	
	First Orange
	Second Orange
	Third Orange

	Alex
	$2.00
	$1.50
	$0.75

	Barb
	$1.50
	$1.00
	$0.80

	Carlos
	$0.75
	$0.25
	$0



3.
Refer to Table 7-3. If the market price of an orange is $1.20, the market quantity of oranges demanded per day is

a.
1.

b.
2.

c.
3.

d.
4.


4.
Refer to Table 7-3. If the market price of an orange is $0.40,

a.
6 oranges are demanded per day and total consumer surplus amounts to $4.45.

b.
6 oranges are demanded per day and total consumer surplus amounts to $5.10.

c.
7 oranges are demanded per day and total consumer surplus amounts to $5.35.

d.
7 oranges are demanded per day and total consumer surplus amounts to $5.50.


5.
Sally sharpens knives in her spare time for extra income. Buyers of her service are willing to pay $2.50 per knife for as many knives as Sally is willing to sharpen. On a particular day, she is willing to sharpen the first knife for $1.75, the second knife for $2.25, the third knife for $2.75, and the fourth knife for $3.25. Assume Sally is rational in deciding how many knives to sharpen. Her producer surplus is

a.
$0.25.

b.
$0.50.

c.
$1.00.

d.
$1.75.

Figure 7-10
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6.
Refer to Figure 7-10. The equilibrium (market-clearing) price is

a.
P1.

b.
P2.

c.
P3.

d.
P4.


7.
Refer to Figure 7-10. At the equilibrium, total consumer surplus is represented by the area

a.
A.

b.
A + B + C.

c.
D + E + F.

d.
A + B + C + D + E + F.


8.
Refer to Figure 7-10. At the market-clearing equilibrium, total producer surplus is represented by the area

a.
F.

b.
F + G.

c.
D + E + F.

d.
D + E + F + G + H.


9.
Refer to Figure 7-10. At the market-clearing equilibrium, total surplus is represented by the area

a.
A + B + C.

b.
A + B + D + F.

c.
A + B + C + D + E + F.

d.
A + B + C + D + E + F + G + H.


10.
Suppose that the equilibrium price in the market for widgets is $5. If a law reduced the maximum legal price for widgets to $4,

a.
any possible increase in consumer surplus would be larger than the loss of producer surplus.

b.
any possible increase in consumer surplus would be smaller than the loss of producer surplus.

c.
the resulting increase in producer surplus would be larger than any possible loss of consumer surplus.

d.
the resulting increase in producer surplus would be smaller than any possible loss of consumer surplus.

ANSWERS:

1=A, 2=C, 3=C, 4=D, 5=C, 6=B, 7=B, 8=C, 9=C, 10=B

