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Quiz #4

 1. In a two good world, consumers maximize their utility when the marginal utility of one good divided by its 
price is equal _____________ utility of the second good divided by its price

 2. The market demand for a given good is the ________________ summation of individual market demands for 
that good.

 3. Utility is ____________________ when the indifference curve for an individual is tangent (i.e. touches in 
only one spot) to the budget line.

 4. The following figure showing a shift in the budget constraint is consistent with (a) _________________ 
change in the price of computers.

Shoes 

Computers 

 5. The own price elasticity of demand for all the goods we study in this class will have a _____________ sign.

 6. The cross-price elasticity for two goods that are substitutes will have a _______________ sign.

 7. Normal goods will always have a(n) ________________ elasticity which is positive.

 8. A(n) ___________________ curve shows combinations of two different goods that will leave you with the 
same level of utility.

 9. Where Pc is the price of computers and Ps is the price of shoes, what is the slope of the budget line where 
computers are on the vertical axis and shoes are on the horizontal axis (such as in the above figure)?

___________________________________________

 10. The law of demand implies that as price increases the quantity demanded will ________________.

____ 11. As the owner of a firm whose objective is to make as much money as possible your objective as owner will be 
to 
a. minimize costs c. maximize revenue
b. maximize profit d. hire only cheap labor
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Quiz #4
Answer Section

COMPLETION

 1. ANS: marginal  
 2. ANS: horizontal  
 3. ANS: maxmimized (or at its highest)
 4. ANS: no  
 5. ANS: negative  
 6. ANS: positive  
 7. ANS: income  
 8. ANS: indifference  
 9. ANS: -Ps/Pc  
 10. ANS: decrease (go down) 

MULTIPLE CHOICE

 11. ANS: B


