ECON 1000 Section C

(Micro Fall 2012)

Due date: 15 October, 4:00 pm
Assignment # 1 
Chapters 1 to 7
Part A -- Multiple Choice


50 marks (2 marks for each question)

Part B -- Short Answers
50 marks (10 marks for each question except for question 5 which is worth 15 marks; 5 marks bonus)

Total





100 marks

Part A: Multiple Choice  (25 questions, 2 marks each)

Answer on attached answer sheet (last page)

1.

Mike has spent $500 purchasing and repairing an old fishing boat, which he expects to sell for $800 once the repairs are complete. He discovers that he needs an additional repair, which will cost $400, in order to complete the repairs. He can sell the boat as it is now for $300. What should he do?

	a.
	He should cut his losses and take the $300.

	b.
	He should never sell something for less than it cost.

	c.
	He should complete the repairs and sell the boat.

	d.
	It doesn't matter which action he takes; the outcome is the same either way.


ANS:
C

2.

Suppose an economy produces two goods, food and machines. This economy always operates on its production possibilities frontier. Last year, it produced 60 units of food and 40 machines. This year it experienced a technological advance in its machine-making industry. As a result, this year the society wants to produce 65 units of food and 40 machines. Which of the following statements is true?

	a.
	Because the technological advance occurred in the machine-making industry, it will not be possible to increase food production without reducing machine production below 40.

	b.
	Because the technological advance occurred in the machine-making industry, increases in output can only occur in the machine industry.

	c.
	In order to increase food production in these circumstances without reducing machine production, the economy must reduce inefficiencies.

	d.
	The technological advance reduced the amount of resources needed to produce 40 machines. These resources could be used to produce more food.

	e.
	None of the above are correct.


ANS:
D


Figure 1
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3.

Refer to Figure 1. The opportunity cost to the economy of getting 30 additional toothbrushes by moving from point A to point D is

	a.
	10 toasters.

	b.
	15 toasters.

	c.
	20 toasters.

	d.
	25 toasters.


ANS:
C


4.

Suppose there are two countries, Freedonia and Sylvania, which have identical amounts of resources, identical technologies, and identical populations. Both produce two types of goods, consumer goods and capital goods, and they both always operate on their production possibilities frontiers. The only difference is that this year Freedonia chooses to produce relatively more consumer goods than Sylvania. What will happen as a result?

	a.
	Freedonia will have a higher living standard this year but will grow slower than Sylvania.

	b.
	Freedonia will have a higher living standard this year and will grow faster than Sylvania.

	c.
	Sylvania will have a higher living standard this year but will grow slower than Freedonia.

	d.
	Sylvania will have a higher living standard this year and will grow faster than Freedonia.


ANS:
A

Table 1
	
	Hours needed to make one unit of:
	Amount produced in 2400 hours:

	
	Cars
	Airplanes
	Cars
	Airplanes

	Canada 
	40
	160
	60
	15

	Japan
	50
	150
	48
	16


5.

Refer to Table 1. What is the opportunity cost of 1 car for Japan?

	a.
	4 airplanes.

	b.
	3 airplanes.

	c.
	1/3 airplane.

	d.
	1/4 airplane.


ANS:
C

6.

Refer to Table 1. Which of the following is correct?

	a.
	Japan has a comparative advantage in airplanes and Canada has an absolute advantage in cars.

	b.
	Japan has a comparative advantage in cars and Canada has an absolute advantage in airplanes.

	c.
	Japan has a comparative advantage in cars and Canada has an absolute advantage in neither good.

	d.
	Japan has a comparative advantage in airplanes and Canada has an absolute advantage in both goods.


ANS:
A

7.

Suppose that a worker in Freedonia can produce either 6 units of corn or 2 units of wheat per year, and a worker in Sylvania can produce either 2 units of corn or 6 units of wheat per year. Each nation has 10 workers. Without trade, Freedonia produces and consumes 30 units of corn and 10 units of wheat per year. Sylvania produces and consumes 10 units of corn and 30 units of wheat. Then suppose that trade is initiated between the two countries, and Freedonia sends 30 units of corn to Sylvania in exchange for 30 units of wheat. What maximum amounts will Freedonia now be able to consume?

	a.
	30 units of corn and 30 units of wheat.

	b.
	no corn and 30 units of wheat.

	c.
	60 units of corn and 30 units of wheat.

	d.
	no corn and 60 units of wheat.


ANS:
A

Figure 2
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8.

Refer to Figure 2. For Ben, the opportunity cost of 1 bottle of wine is

	a.
	4 bottles of beer.

	b.
	1/2 bottle of beer.

	c.
	2 bottles of beer.

	d.
	1/4 bottle of beer.

	e.
	8 bottles of beer


ANS:
C


9.

Refer to Figure 2. For Jerry, the opportunity cost of 1 bottle of wine is

	a.
	1 bottle of beer.

	b.
	1/2 bottle of beer.

	c.
	1/3 bottle of beer.

	d.
	2 bottles of beer.

	e.
	3 bottles of beer


ANS:
E


Figure 3
      

[image: image4.png]Quantity





10.

Refer to Figure 3. Which graph could be used to show the result of 5 percent of the country's smokers deciding to stop smoking?

	a.
	A

	b.
	B

	c.
	C

	d.
	Each graph could be used to show the result.


ANS:
C



11.
If cigarettes and marijuana had been found to be substitutes, a tax placed on cigarettes would

	a.
	decrease the demand for marijuana.

	b.
	increase the demand for marijuana.

	c.
	decrease the quantity demanded of marijuana.

	d.
	increase the quantity demanded of marijuana.


ANS:
B




Figure 4
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12.

Refer to Figure 4. Which of the four graphs represents the market for peanut butter after a major hurricane hits the peanut-growing south?

	a.
	A

	b.
	B

	c.
	C

	d.
	D


ANS:
D


13.

Refer to Figure 4. Which of the four graphs represents the market for cars after new technology was installed on assembly lines?

	a.
	A

	b.
	B

	c.
	C

	d.
	D


ANS:
C


Figure 5
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14.

Refer to Figure 5. If price increases from $10 to $15, what will happen to total revenue, and what does this tell us about demand?

	a.
	It will increase by $5, so demand must be inelastic.

	b.
	It will increase by $20, so demand must be inelastic.

	c.
	It will decrease by $10, so demand must be elastic.

	d.
	It will decrease by $20, so demand must be elastic.


ANS:
B

Figure 6
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15.

Refer to Figure 6. With a price ceiling present in this market, what will happen when the supply curve for gasoline shifts from S1 to S2?

	a.
	The price will increase to P3.

	b.
	A surplus will occur at the new market price of P2.

	c.
	The market price will stay at P1 due to the price ceiling.

	d.
	A shortage will occur at the price ceiling of P2.


ANS:
D

16.

A minimum wage imposed above a market's equilibrium wage will result in the quantity

	a.
	supplied of labor being greater than the quantity demanded of labor and unemployment will occur.

	b.
	demanded of labor being greater than the quantity supplied of labor and unemployment will occur.

	c.
	supplied of labor being greater than the quantity demanded of labor and a shortage of workers will occur.

	d.
	demanded of labor being greater than the quantity supplied of labor and a shortage of workers will occur.


ANS:
A


Figure 7

[image: image8.png]D

DAfter Tax

50

o
<t
Q
(]
o]
N
(o]
~





17.

Refer to Figure 7. The price buyers will pay after the tax is imposed is

	a.
	$8.00.

	b.
	$7.00.

	c.
	$6.00.

	d.
	$5.00.

	e.
	$4.00.




ANS:  A

18.

Refer to Figure 7. What is the share of the tax burden that sellers would pay?

	a.
	$1.00 per unit

	b.
	$1.50 per unit

	c.
	$2.00 per unit

	d.
	$3.00 per unit




ANS:  A
19.

Suppose that a tax is placed on DVDs. If the seller ends up paying the majority of the tax we know that the

	a.
	demand curve is more inelastic than the supply curve.

	b.
	supply curve is more inelastic than the demand curve.

	c.
	government has placed the tax on the seller.

	d.
	government has placed the tax on the buyer.


ANS:
B


Table 2
	BUYER
	WILLINGNESS TO PAY

	DAVID
	$8.50

	LAURA
	$7.00

	MEGAN
	$5.50

	MALLORY
	$4.00

	AUDREY
	$3.50


20.

Refer to Table 2. If the market price is $5.50, the consumer surplus in the market will be

	a.
	$3.00.

	b.
	$4.50.

	c.
	$15.50.

	d.
	$21.00.

	e.
	$24.00.


ANS:
B


21.

What would a simultaneous increase in both the demand for and the supply of radios imply?

	a.
	Both the value of radios to consumers and the cost of producing radios have increased.

	b.
	Both the value of radios to consumers and the cost of producing radios have decreased.

	c.
	The value of radios to consumers has decreased and the cost of producing radios has increased.

	d.
	The value of radios to consumers has increased and the cost of producing radios has decreased.


ANS:
D

22.

What is the impact of a technological advance in the production of computers?

	a.
	increase consumer surplus in the market for computers but decrease producer surplus in the market for computer software

	b.
	increase consumer surplus in the market for computers and increase producer surplus in the market for computer software

	c.
	decrease consumer surplus in the market for computers but increase producer surplus in the market for computer software

	d.
	decrease consumer surplus in the market for computers and decrease producer surplus in the market for computer software


ANS:
B


23.

The demand for salt is price inelastic and the supply of salt is price elastic. The demand for caviar is price elastic and the supply of caviar is price inelastic. Suppose that a tax of $1 per pound is levied on the sellers of salt and a tax of $1 per pound is levied on the buyers of caviar. Who would we expect to have to pay most of these taxes?

	a.
	the sellers of salt and the buyers of caviar

	b.
	the sellers of salt and the sellers of caviar

	c.
	the buyers of salt and the sellers of caviar

	d.
	the buyers of salt and the buyers of caviar


ANS:
C

24.

Which area is total surplus in a market?

	a.
	the total area under the demand curve and above the price

	b.
	the total area above the supply curve and up to the equilibrium price

	c.
	the total area under price and up to the point of equilibrium

	d.
	the total area between the demand and supply curves up to the point of equilibrium


ANS:
D

Figure 8
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25.

Refer to Figure 8. What happens at the quantity Q2?

	a.
	The market is in equilibrium.

	b.
	The value to buyers is greater than the cost to sellers.

	c.
	Consumer surplus plus producer surplus is maximized.

	d.
	The value to buyers is less than the cost to sellers.


ANS:
B

Assignment # 1 – Micro Fall 2012
PART A.  MULTIPLE CHOICE ANSWER SHEET 
NAME___________________________________________________________

[SURNAME, GIVEN NAME]

STUDENT NUMBER_______________________________________________

WORKSHOP SECTION _____________________________________________

NAME OF TEACHING ASSISTANT____________________________________
USE UPPER CASE LETTERS TO ANSWER.

1. __________C
2. __________D
3. __________C
4. __________A
5. __________C
6. __________A
7. __________A
8. __________C
9. __________E
10. __________C
11. __________B
12. __________D
13. __________C
14. __________B
15. __________D
16. __________A
17. __________A
18. __________A
19. __________B
20. __________B

21. __________D

22. __________B

23. __________C

24. __________D

25. __________B
Part B: Short Answer Questions (5 questions, 10 marks each except for question 5 worth 15 marks; 5 bonus points)

1.
Beer and pizza are complements because they are often enjoyed together. When the price of beer rises, what happens to the supply, demand, quantity supplied, quantity demanded, and the price in the market for pizza? Use a diagram to illustrate your answer.


ANS:


When the price of beer rises, the demand for pizza declines, because beer and pizza are complements and people want to buy less beer.  When we say the demand for pizza declines, we mean that the demand curve for pizza shifts to the left as shown in the diagram below.  The supply curve for pizza is not affected.  With a shift to the left in the demand curve, the equilibrium price and quantity both decline, as the figure shows.  Thus the quantity of pizza supplied and demanded both fall.  In sum, supply is unchanged, demand is decreased, quantity supplied declines, quantity demanded declines, and the price falls.
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2. 
Suppose that the price elasticity of demand for heating oil is 0.2 in the short run and 0.7 in the long run.

(a) If the price of heating oil rises from $0.45 to $0.55 per litre, what happens to the quantity of heating oil demanded in the short run? What happens in the long run? (Use the midpoint method in your calculations.)

(b) Why might this elasticity depend on the time horizon? 

ANS:

(a) With a price elasticity of demand of 0.2 in the short run, increasing the price from $0.45 to $0.55 would cause the quantity demanded of heating oil to drop by 4%:


Price elasticity of demand = % change in Quantity/ % change in Price 


therefore, 0.2  =  x / ($ 0.10/ $0.50)  
solving for x gives 0.04 or 4%.


In the long run, the same increase in price would cause the quantity demanded to drop by 14%:


since  0.7 = x/ ($0.10/$0.50)   
solving for x gives 0.14 or 14%


(b) In the short-run, households cannot easily switch from heating oil to other alternative fuels, so the quantity demanded drops only slightly given the price increase. In the long-run, households can search for or use other means to heat their homes so the quantity demanded for heating oil tends to drop more significantly (i.e., household can substitute lower cost fuels and/or increase efficiency of their heating system).
3.

You own a small town movie theatre. You currently charge $5 per ticket for everyone who comes to your movies. Your friend who took an economics course in college tells you that there may be a way to increase your total revenue. Given the demand curves shown, what would your friend advise you to do to raise your revenues. Explain.
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ANS:

Demand for adult tickets is inelastic. Hence, an increase in price will raise revenue (the price increase more than offsets the fall in quantity). Demand for children tickets is price elastic. Hence, a decrease in price will raise revenue (the quantity effect offsets the price effect).

Therefore, your friend recommends you increase the price of adult tickets perhaps to $8 each and lower the price of a child's ticket to perhaps $3.

4.

How does elasticity affect the burden of a tax? Justify your answer using supply and demand diagrams. Show the tax, the price paid by consumers, the price received by producers, the incidence of the tax on consumers, and the incidence of the tax on producers.  

ANS:


Whichever side of the market is more inelastic bears the larger burden.
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Question 5 worth 15 marks .... 5 bonus marks. 
5.
Measuring the effect of a minimum wage.


(a) Draw a supply- and- demand diagram of the market for unskilled workers. Clearly label your diagram and show the market equilibrium wage.



(b) Suppose the Government of Ontario sets a minimum wage above the equilibrium wage. Now, use the diagram to show those who are helped by the minimum wage, and those who are hurt by the minimum wage. 


(c) What is the impact on workers’ surplus of the minimum wage. Would the minimum wage increase or decrease the overall total workers’ surplus? Explain using a diagram.


ANS:

(a) The diagram below shows the market for unskilled labour. The market wage is WE and Q1 workers are employed.
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(b) See diagram below. With the minimum wage (WM) imposed above WE, the market wage is WM, the number of employed workers is Q2, and the number of workers who are unemployed is Q3 - Q2. Those helped by the minimum wage are those that continue to be employed, Q2. Those hurt by the minimum wage are those that are laid off. The number of workers laid off is Q1 - Q2. 
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(c) See diagram below. Workers’ surplus without the minimum wage is the areas A + B. Workers’ surplus with the minimum wage is areas A + C. 

Whether the minimum wage increases or decreases workers’ surplus will depend on whether C exceeds B or vice versa. If the demand for unskilled labour were inelastic, the minimum wage would increase total workers’ surplus (C would exceed B). With inelastic demand, the percentage decline in employment would be less than the percentage increase in the wage, so workers’ surplus would increase.  However, if the demand for unskilled labour were elastic, total workers’ surplus would decline, since then the percentage decline in employment would exceed the percentage increase in the wage (B would exceed C).
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