Midterm and final exam question on Microeconomics
1. What is the fundamental problem of scarcity in economics, and what questions does it lead to?
2. What is the main difference and trade-off between the concepts of Efficiency and Equity?
3. What is Opportunity Cost, and what is its most common example for students?
4. What main principle do rational people follow, and how do they make decisions at the margin?
5. What are Incentives, and how do they influence human behavior?
6. Why can Trade be beneficial for all participants involved?
7. What do you understand by a Market Economy? How are resources allocated within it?
8. Why are markets considered a good way to allocate resources (Adam Smith's "Invisible Hand")?
9. What are the two main reasons for governments to intervene and improve market outcomes (market failure and equity)?
10. Why are economic models created, and what assumptions are they based on?
11. Explain the difference between Positive Statements and Normative Statements with an example.
12. How does movement along the Production Possibilities Curve (PPC) reflect opportunity cost?
13. What is the difference between Absolute Advantage and Comparative Advantage?
14. What is the Law of Demand, and how is it reflected in the demand curve?
15. Explain the difference between Quantity Demanded and Demand.
16. List the five main factors that shift the demand curve.
17. Compare Normal Goods and Inferior Goods with examples.
18. Explain the concepts of Substitute Goods and Complementary Goods.
19. What is the Law of Supply, and how is it reflected in the supply curve?
20. List the main factors that shift the supply curve.
21. How is Market Equilibrium determined? What is the status of buyers and sellers at this point?
22. How do Surplus and Shortage arise in relation to the equilibrium price?
23. How does an increase in demand (with supply unchanged) affect the equilibrium price and quantity?
24. How does a decrease in supply (with demand unchanged) affect the equilibrium price and quantity?
25. What consequences arise in the market if a Price Floor is set above the equilibrium price?
26. What problems are caused by setting a Price Ceiling below the equilibrium price?
27. What is the Price Elasticity of Demand, and how is it calculated?
28. Explain the five types of demand (perfectly elastic, relatively elastic, unit elastic, relatively inelastic, perfectly inelastic).
29. Explain the relationship between Total Revenue and elasticity. When does revenue increase when the price rises?
30. List the main factors that influence the elasticity of demand.
31. What is the Income Elasticity of Demand, and how does it help classify different types of goods?
32. What is the Cross-Price Elasticity of Demand, and what relationship does it identify between goods (substitute or complementary)?
33. What is the Price Elasticity of Supply, and how is it calculated?
34. What is the key factor (the importance of the time horizon) that influences the elasticity of supply?
35. Why do we use the Midpoint Method, and how does it differ from the simple method?
36. What is the elasticity of a horizontal demand curve, and what is the elasticity of a vertical demand curve?
37. How does demand elasticity change in the long run compared to the short run?
38. What is Utility, and what role does it play in economic decisions?
39. What is the difference between Total Utility and Marginal Utility?
40. What is the Law of Diminishing Marginal Utility?
41. Explain the Utility Maximization Rule.
42. What is an Indifference Curve, and list its three main properties.
43. What is the Marginal Rate of Substitution (MRS), and how is it reflected in the indifference curve?
44. What is the Budget Constraint line, and what does its slope represent?
45. How does an increase in income affect the budget constraint line?
46. How does a change in the price of goods (e.g., a price decrease) affect the budget constraint line?
47. How is the Optimal Choice point determined?
48. What is the difference between the Income Effect and the Substitution Effect?
49. What are Giffen Goods, and why is their demand curve upward-sloping?
50. Compare the concepts of Cardinal Utility and Ordinal Utility.
51. How do the Short Run and Long Run differ in macroeconomic analysis?
52. Explain the concepts of Total Product, Marginal Product, and Average Product.
53. What is the Law of Diminishing Marginal Product?
54. Explain the difference between Economic Cost and Accounting Cost with an example.
55. What are Explicit Costs and Implicit Costs?
56. Explain Total Fixed Cost (TFC), Total Variable Cost (TVC), and Total Cost (TC).
57. What is Marginal Cost (MC), and how is it calculated?
58. What causes the MC curve and the ATC (Average Total Cost) curve to be U-shaped?
59. Which two curves intersect at the minimum point of the ATC curve?
60. What factor determines the shape of the Long-Run Average Total Cost (LRATC) curve?
61. Compare Economies of Scale, Constant Returns to Scale, and Diseconomies of Scale.
62. How is the LRATC curve related to the short-run ATC curves?
63. List the four main characteristics of a perfectly competitive market.
64. Why is a perfectly competitive firm considered a Price Taker?
65. What shape does the demand curve for a perfectly competitive firm have?
66. What is the profit-maximization condition for a perfectly competitive firm?
67. What constitutes the firm's supply curve in the short run?
68. How is the Short-run Shut-down Point determined? What is the difference from the Long-run Exit Condition?
69. If P < ATC but P > AVC, what decision does the firm make in the short run?
70. What economic outcome (profit) do perfectly competitive firms earn in the long run?
71. Why does the entry of new firms drive the long-run equilibrium price back to ATCmin?
72. Why is the long-run market supply curve sometimes horizontal (perfectly elastic) (Constant-Cost Industry)?
73. How does perfect competition achieve Economic Efficiency (Allocative and Productive Efficiency)?
74. List the three main causes of monopoly (barriers to entry).
75. What is the relationship between the monopolist's demand curve and the market demand curve?
76. How are the monopolist's profit-maximizing quantity (Q) and price (P) determined?
77. What is the relationship between price (P) and marginal cost (MC) in a monopoly?
78. Compare monopoly and perfect competition from the perspective of Consumer Surplus (CS) and Producer Surplus (PS).
79. What is Deadweight Loss (DWL), and how is it shown graphically?
80. What is Price Discrimination by a monopolist? Explain its three degrees (1st, 2nd, 3rd).
81. How does perfect price discrimination affect DWL?
82. Why is government regulation of a natural monopoly at P=MC problematic?
83. What is the P=ATC rule for regulating a natural monopoly, and what result does it yield?
84. What is a monopolist's Market Power, and how is the Lerner Index calculated to measure it?
85. List the three main characteristics of a monopolistically competitive market.
86. What is the long-run economic profit in monopolistic competition? Why?
87. Why does a monopolistically competitive firm operate at Excess Capacity rather than at ATC_min?
88. How is the social efficiency of production evaluated in monopolistic competition?
89. What is Oligopoly, and what does its key feature, interdependence, mean?
90. What is a Cartel, and what makes it difficult for oligopolists to maintain stability?
91. How is the Prisoner's Dilemma game applied in the con of oligopoly?
92. What is the Nash Equilibrium, and how does it differ from the cartel equilibrium?
93. What advantage does Product Differentiation give a monopolistically competitive firm?
94. What is the economic purpose of Advertising, and what do critics highlight as its negative aspects?
95. What economic outcome results from oligopolists cooperating on output?
96. What is the final outcome (in terms of price and quantity) when oligopolists make individual decisions regarding price and output?
97. What is the difference between Rivalry in Consumption and Excludability?
98. List the four types of economic goods (private, public, common resources, club goods) with examples.
99. What is the Free-Rider problem that arises with Public Goods?
100. How is the socially optimal quantity of a public good determined?
101. What is the Tragedy of the Commons (the problem of Common Resources), and what is its solution?
102. What is an Externality? What is the difference between a Positive and Negative Externality?
103. How do negative externalities (e.g., pollution) affect market outcomes?
104. How do positive externalities (e.g., education) affect market outcomes?
105. What is the Coase Theorem, and how does it propose to solve externalities?
106. What are the main government interventions (e.g., Pigovian tax) for dealing with negative externalities?
107. How does the government encourage positive externalities?
108. What is the difference in efficiency between a Pigovian Tax and Regulation (direct control)?
109. Why are market-based solutions (Pigovian tax and tradable permits) often preferred over direct control?
110. What is the main tool for measuring income distribution (the Lorenz Curve)?
111. What is the Gini Coefficient, and how is it interpreted?
112. What is the theory of Compensating Differentials?
113. What is Human Capital, and how does it affect the distribution of wages?
114. What is the "Superstar" phenomenon, and how does it arise in the labor market?
115. What are the positive and negative effects of Minimum Wage policy on income distribution?
116. What is the Poverty Trap, and how does the government attempt to solve it?
117. What are the main government programs (e.g., Social Insurance) aimed at combating income inequality?
118. What is the mobile (volatile) nature of income, and how does it affect the measurement of inequality?
119. How does Discrimination cause wage differences in the labor market?
120. What are the normative issues concerning the government's role in income distribution?
121. What is the difference between Absolute Poverty and Relative Poverty?
122. Explain the two main foundations of international trade (Absolute Advantage and Comparative Advantage).
123. Why is Comparative Advantage more important than absolute advantage?
124. Compare the change in Consumer Surplus (CS) and Producer Surplus (PS) for exporters and importers.
125. What is a Tariff, the main form of a trade barrier?
126. Explain the effect of a tariff on market price, domestic production, domestic consumption, and government revenue.
127. What is a Quota, and how does it differ from a tariff?
128. Provide three main arguments (e.g., protecting domestic jobs) put forth by proponents of trade restrictions.
129. Explain the main economic argument of free trade advocates (the increase in total welfare).
130. What is the overall effect of international trade on Total Social Welfare (Total Surplus)?
131. How are similarities between markets (e.g., supply and demand) reflected in international trade?
132. How can globalization affect income inequality?
133. What is the World Price, and how does it differ from the domestic price?
134. What is the Nominal Exchange Rate, and how is it expressed?
135. What is the Real Exchange Rate, and how is it calculated?
136. What is the difference between currency Depreciation and Appreciation?
137. What is the Purchasing-Power Parity (PPP) theory?
138. Why does the PPP theory not fully hold in practice in the long run?
139. What are the main factors influencing the demand and supply of a currency (e.g., the dollar) in the foreign exchange market?
140. What is Net Capital Outflow (NCO)?
141. Explain the fundamental equality between Net Exports (NX) and Net Capital Outflow (NCO).
142. How does a change in the nominal exchange rate affect net exports?
143. If a country's interest rate increases, how does this affect NCO and the exchange rate?
144. How does an increase in Gross Domestic Product (Y) affect the nominal exchange rate?
145. What is the difference between a Floating Exchange Rate System and a Fixed Exchange Rate System?
146. How does capital mobility affect the foreign exchange market?
147. How does a depreciation of the nominal exchange rate affect a country's trade balance?
148. How does an increase in a country's real exchange rate affect NX?
149. What does NCO equal when NX = 0 (balanced trade)?
150. How does an increase in the interest rate have opposing effects on domestic investment and foreign investment?

