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Rules:
1. No electronic devices other than a non-programmable, non-graphing calculator.

2. No sharing of calculators.

Please indicate your answers using an X for the multiple choice questions in the following table:
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Multiple Choice Section

1. To a student of economics, the problem of scarce resources implies that:

A) society is unable to satisfy all human wants.

B) society could achieve full employment.

C) we would consume all of the goods produced.

D) technological advancement would necessarily lead to a decrease in the average work week of Canadians.

2. Which of the following is NOT one of the four basic principles for understanding individual choice?

A) Resources are scarce.

B) The real cost of something is the money that you must pay to get it.

C) “How much?” is a decision at the margin.

D) People usually take advantage of opportunities to make themselves better off.

3. A friend comes up to you and offers to give you a free ticket to the local professional team's baseball game that night. You decide to attend the game. It takes five hours to go to the game and costs you $15 for transportation. If you had not attended the game, you would have worked at your part-time job for $8 an hour. What is the cost of you attending the game?

A) zero—The ticket is free.

B) $65

C) $40

D) $55

4. Suppose the province of Alberta decides to produce only two goods—oil and hockey sticks.  According to the production possibilities frontier, as oil production increases, the production of hockey sticks will:

A) increase.

B) not change.

C) decrease at a decreasing rate.

D) decrease.

5. If the production possibilities frontier is a straight line, which of the following is TRUE?

A) Opportunity costs are constant.

B) The firm faces increasing costs.

C) The resources used to produce two goods are different.

D) Both a and c are correct.

6. Free trade between countries:

A) should be based on absolute advantage.

B) will allow wealthy countries to exploit less developed nations.

C) will shift the domestic production possibilities frontier to the right.

D) will allow for greater levels of consumption than without trade.

7. Which of the following is a normative statement?

A) International trade leads to expanded consumption opportunities.

B) Because of the low value of the dollar, it now costs Canadians more to travel to the United States for summer vacations.

C) We should reduce our dependence on fossil fuels.

D) Provincial governments depend on the federal government for a part of their planned government spending.

8. Suppose the government of the oil-rich country of Oiland sets gasoline prices at $0.25 per gallon, when the market price is $1.50. The Oiland government's actions will:

A) improve efficiency since the low prices will force producers to find cheaper production methods.

B) result in gasoline surpluses even in an oil-rich country.

C) cause gasoline shortages even in an oil-rich country.

D) improve equality between rich and poor since the poor can now afford gasoline.

9. A binding price floor causes:

A) a shortage in the market.

B) a surplus in the market.

C) wasted resources.

D) both b and c.

10. Suppose the government imposes a $10 excise tax on the sale of sweaters by charging suppliers $10 for each sweater sold. Based on economic analysis, we would predict that

A) the price of sweaters will increase by $10.

B) consumers of sweaters will bear the entire burden of the tax.

C) the price of sweaters will increase by less than $10.

D) a and b are true.
11. Quantity demanded is the

A) entire relationship between desired purchases and possible prices.

B) total amount of a good that is actually purchased during a given period of time.

C) product of advertising, and is unrelated to price.

D) total amount of a good that purchasers wish to purchase at a given price during a given period of time.

E) total amount of a good that people wish to buy, regardless of price.

12. A change in the demand for some commodity can result from all of the following EXCEPT:

A) a change in the distribution of income.

B) a change in population.

C) a change in average household income.

D) a change in tastes in favour of the commodity.

E) a change in the price of the commodity.

13. A fall in the price of potatoes, which are used in the production of french fries, will

A) have no effect on the supply of french fries but cause a movement along the supply curve of french fries.

B) lead to a decrease in the supply of french fries, causing the supply curve of french fries to shift to the left.

C) lead to an increase in the supply of french fries, causing the supply curve of french fries to shift to the right.

D) have no effect on the supply of french fries.

E) lead to a decrease in the demand for french fries.

14. Suppose that many coal mines are shut for environmental reasons. This will cause

A) no change in the supply curve, only a change in price.

B) a decrease in supply (a leftward shift of the supply curve).

C) a movement up the supply curve.

D) a movement down the supply curve.

E) an increase in supply (a rightward shift of the supply curve).

15. Ceteris paribus means

A) and so forth.

B) among other things.

C) other things being equal.

D) in a historical context.

E) knowledge gained before the study of evidence is made.

16. Consider the law of demand. Other things being equal, the quantity of beer demanded will be greater if the

A) price of wine is higher.

B) number of beer drinkers is higher.

C) price of beer is lower.

D) incomes of beer drinkers are higher.

E) demand for beer rises.

17. Consider butter and margarine, which are substitutes. When the price of butter falls, the demand curve for margarine is likely to

A) remain stationary, although its price will fall.

B) shift to the right.

C) remain stationary, although its price will rise.

D) shift to the left.

E) remain stationary.

18. If goods X and Y are complements and the price of X falls, all other things being equal, the demand curve for Y will

A) shift to the right. 

B) unable to determine.

C) not shift at all. 

D) shift to the left.

19. At any given price for some product, the quantity supplied does NOT change with the

A) needs and wants of consumers.

B) prices of other products that firms could produce.

C) prices of factors of production.

D) number of suppliers in the industry.

E) level of technology.

20. In which statement is the term "supply" used correctly? (1) An increase in the price of leather will cause a decrease in the supply of leather. (2) An increase in the price of leather will cause a decrease in the supply of leather boots.

A) the first statement only

B) not enough information to tell

C) neither statement

D) the second statement only

E) both statements

21. Weekend train travel costs less than weekday train travel. If the supply of train service remains the same between weekdays and weekends, then the most likely explanation for this difference in price is that the weekend

A) demand curve is random.

B) supply curve is to the right of the weekday supply curve.

C) demand curve is to the right of the weekday demand curve.

D) demand curve is to the left of the weekday demand curve.

E) supply curve is to the left of the weekday supply curve.

22. Suppose that supply for some good increases and that simultaneously the demand for the same good decreases. The result would be

A) a decrease in Q and an indeterminate change in P.

B) an increase in Q and a decrease in P.

C) no change in either P or Q.

D) an increase in Q and an increase in P.

E) a decrease in P and an indeterminate change in Q.

23. Consider two demand curves and the same price change for both. If the resulting percentage change in quantity demanded is greater for one (D1) than the other (D2), we can conclude

A) that D1 is inelastic and D2 is elastic.

B) that D1 is more elastic than D2.

C) that D2 is more elastic than D1.

D) that D1 is elastic and D2 is inelastic.

E) nothing about their relative elasticities.

24. The price elasticity of demand measures the responsiveness of

A) quantity demanded to changes in the price.

B) supply to demand changes.

C) the price to changes in quantity demanded.

D) equilibrium changes

E) demand to supply changes.

25. If the price elasticity of demand is 0.5, then a 10 percent increase in price results in a

A) 5 percent decrease in quantity demanded.

B) 50 percent reduction in quantity demanded.

C) 5 percent decrease in total revenues.

D) 0.5 percent decrease in quantity demanded.

E) 5 percent increase in quantity demanded.

26. A vertical demand curve shows that the own-price elasticity of demand is

A) less than one.

B) zero.

C) infinity.

D) not defined.

E) unity.

27. If demand is inelastic, an increase in price will cause total expenditure to

A) be negative.

B) remain constant.

C) fall to zero.

D) increase.

E) decrease.

28. Consumers will bear a larger burden of an excise tax if 

A) demand is relatively elastic and supply is relatively inelastic.

B) the tax is collected by firms rather than remitted directly to the government by consumers.

C) both demand and supply are relatively elastic.

D) demand is relatively inelastic and supply is relatively elastic.

E) both demand and supply are relatively inelastic.

29. Income elasticity of demand measures the extent to which

A) the quantity demanded of a good changes when income changes.

B) quantity demanded changes when there is a change in price.

C) one household's income changes when there is a change in the income of another household.

D) real household income changes when there is a change in the price of a good.

E) the price of a good changes when there is a change in income.

30. If two goods, X and Y, have a positive cross-elasticity of demand, then we know that they

A) each have a price elasticity greater than one.

B) are both normal goods.

C) are substitutes.

D) are complements.

E) are both inferior goods.
Short Answer Section

31. Show the effects of the following events on the market for a good.  Clearly label the axis; the initial equilibrium as P1, Q1; and the new equilibrium as P2, Q2.  (6 marks)

A) Income increases and this is a market for an inferior good.



B) Technology improves for the production of this good.



C) This good becomes more fashionable.



32. Draw a picture of a production possibilities curve for books and flowers. Show books on the vertical axis and flowers on the horizontal axis. Select and label Point A, which is beyond the economy's ability to produce; Point B, which represents an inefficient level of production; Point C, an efficient combination of output in which more books are produced than flowers; and Point D, an efficient production point in which more flowers are produced than books. Then, using a dotted line (- - - - ) show what will happen if there is a technological improvement in the production of books.   Be sure to label each clearly. (5 marks)



33. The following table shows a demand schedule for a good. (4 marks)

	Price
	Qd

	120
	0

	110
	100

	100
	200

	90
	300

	80
	400

	70
	500

	60
	600

	50
	700

	40
	800

	30
	900

	20
	1000

	10
	1100

	0
	1200


A) As the price decreases, what is happening to price elasticity of demand?
Circle one:          Increase             Decrease               Remains constant

B) At what price does total revenue reach a maximum?
Price = ________________

C) Calculate the price elasticity of demand between the prices of $50 and $40.
Price elasticity of demand = _________________

D) Over what price range is the price effect greater than the quantity effect?
From P = __________ to P = ___________

34. Suppose demand for apples is given by the function P = 25 – 0.05Q, and supply is given by P = 4 + 0.02Q. (6 marks)

A) Graph the demand and supply curves.



B) Calculate the equilibrium price and quantity.

P = _____________

Q = ____________

C) If a price ceiling of $7 is imposed, what is the effect on the market?

D) If a quota of 200 is imposed on the market, calculate the demand price (PC), the supply price (PP), and the total quota rent.

PC  = _____________

PP  = _____________

Total quota rent = __________________

E) If a $1 tax is imposed, calculate the new equilibrium quantity, the demand price, the supply price, and the total tax revenue for the government.

QT = ____________

PC  = _____________

PP  = _____________

Total tax revenue = __________________

35. The following table describes the production possibilities of London and Paris for loaves of bread and blocks of cheese. (7 marks)

	London
	Paris

	Bread
	Cheese
	Bread
	Cheese

	0
	12000
	0
	15000

	3000
	8000
	2500
	10000

	6000
	4000
	5000
	5000

	9000
	0
	7500
	0


a) What are London’s opportunity costs per loaf of bread?  ______________

b) What are London’s opportunity costs per block of cheese? ______________

c) What are Paris’ opportunity costs per loaf of bread? ______________

d) What are Paris’ opportunity costs per block of cheese? ______________

e) Which city has a comparative advantage in bread? ______________

f) Which city has a comparative advantage in cheese? ______________

g) Which city has an absolute advantage in bread? ______________

h) Which city has an absolute advantage in cheese? ______________

i) Suppose that before trade London chooses to produce and consume 6000 loaves of bread and 4000 blocks of cheese, and Paris chooses to produce and consume 2500 loaves of bread and 10,000 blocks of cheese.   If they trade 2600 loaves of bread for 4400 blocks of cheese, calculate their gains from trade.  Fill out the table below.

	
	
	Produced Before trade
	Consumed Before trade
	Produced After trade
	Consumed After trade
	Gains from trade

	London
	Bread
	
	
	
	
	

	
	Cheese
	
	
	
	
	

	Paris
	Bread
	
	
	
	
	

	
	Cheese
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