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INSTRUCTIONS:
1. The exam is two hours long.

2.

The exam consists of 20 multiple choice questions worth 2 marks each and 5 graphing
questions worth a total of 14 marks. :

The exam totals 54 marks,

There are several versions of the exam. Check to make sure that the precoded version number
on the Scantron sheet matches the version of the exam you are writing. Students attempting to
alter the code on their Scantron sheet or to write an exam with a code that is different than the
one on their Scantron sheet will be considered as having cheated and subject to academic
sanctions.

. Record your name and student number on both the question paper and the Scantron sheet.

Answers to the multiple choice questions should be recorded on both the Scantron sheet and
the question paper (because only the question paper will be returned to you). You must have
your answers recorded on the Scantron sheet in the allotted time.

The drawings required for the graphing questions are to be done on the question paper in the
graphs provided. The Scrap paper is for rough work only; IT WILL NOT BE MARKED.

Round all answers to two decimal Dlaces.
Hand in ALL materials, including question paper, Scantron sheet, and scrap papers.

GOOD LUCK!



Part I. Multiple Choice. Choose the best answer. The questions are worth
each. Record your answer on both the question paper and on the Scantron § fieet. The
scrap papers are for rough work only; they WILL NOT BE MARKED.

1. The market for beer in Canada is initially in equilibrium with supply and demand curves of %
the usual shape (supply curve is an upward-sloping straight line and the demand curve is a
downward-sloping straight line). All-Beef Hot dogs are a close complement in consumption
with beer among university students (students tend to consume the two goods together, but o
not always). Suppose that mad-cow disease requires the slaughtering of all affected cows in -ttt
Canada (noting that beef from cows are used to produce All-Beef Hot do gs). Which of the %"K Y
following accurately describes the new equilibrium in the market for beer? s
A. The equilibrium price will rise; the change in the equilibrium quantity is ambiguous. G%@}s\‘y
B. The change in the equilibrium price is ambiguous; the equilibrium quantity will fall. -
C. The equilibrium price will fall; the change in the equilibrium quantity is ambiguous.

. The change in the equilibrium price is ambiguous; the equilibrium quantity will rise.
éBoth the equilibrium price and quantity will fall.

2. Which of the following is/are normative statements?
A. A reduction in income taxes will increase a person’s after-tax income. @@%&‘%@ﬁ@
B. Ifthe government levies a higher tax on cigarettes, the equilibrium price of cigarettes will

rise. %@ﬁfﬁ@@% v ) ) éi _ ‘\‘«

C. Gasoline costs too much. Dyortatd?e (e The. frice ch SRS Pre. %ﬁ@@&ﬁ ey
D. The best way to assist low-income families with affordable housing is to subsidize family

. incomes. DO-repthdve.

@ Both C and D are normative statements,

3. Ifaconsumer has a utility function U= ~(x+2y), with marginal utilities MU,=-1 and MU=-2,
this consumer’s preferences will violate which of the following properties?
A. Completeness. N |
B. Transitivity. ’ Sce MV\X'*::@ s A
C) More is better. Drce. Wued = &Qgﬂ;z -
D. B and C are violated. S j 7
E. None of the properties are violated.




4. Which of the following statements are TRUE?
A. If a consumer likes two goods, then the utility level assigned to any bundle of the two ,
=, £00ds can never be negative. ?"&%% -\, B trorelonie trarstor veet dees Ul Ho V=V-lop
JIf a consumer’s marginal utility for a good is negative, then his total utility will decrease
“" as his consumption of the good increases. " v €.
C. If a consumer’s marginal rate of substitution between two goods is diminishing, then it

s

must be that the consumer likes the two goods.?ai?;& v Ve, & ode, 5&% m@%
D. Itis not possible for the indifferene curves of one individual to cross the in 1ﬂ%rence )
curves of another individual. Q.

E. Both A and C are true.

5. Indifference curves have a positive slope when hn o £
A. the consumer likes both good X and good Y. M@ B ij%
B. the consumer dislikes both good X and good Y. & b/ _
C. the consumer likes good X but dislikes good Y. ¢ PN A
D. the consumer likes good Y but dislikes good X. e ity O
@ Both } and J are true.
C

6. Suppose a consumer views two goods, x and y, as perfec i for one another. Which

of the following utility functions might represent these p en

references?

L€ e . A
DU =20(100x +200y)>- 5,000  Tengenie-ttarehet-iied-Gar o8 e NI 22

B. U=30(xy)’ - 8,000 Cddg Douars
C. U=-5[min(x,y)]" - 20,000 Perdeck Dmglements

D. U= xy+x gre'f’
E. U=2x*+4y’ Aw

7. Suppose that a consumer has a utility function with MU,=90xy* and MU,=60x"y. What is

the marginal rate of substitution? a S
A. 3x/2y Mass My s GoX 9% _ 24
150x°y° - -

B. : e
C. o0y 6010y Wy Eoycy XF
E. 60x’y-90x%y

8. Suppose that a consumer has a utility function with MU,=1/(x?y) and MU,=1/(xy?).
The more is better assumption is satisfied for both x and y in this utility function.m'\éf?@; W’\%ﬁ§ G
~ Marginal utility of x increases as x increases. N2 ¢
C. Marginal utility of y increases as y increases. Ne
D. All are true. ‘
E. All are false.



9. Peter likes goods x and y and is always willing to trade 4 units of good y for 1 unit of good x.
Which one of the followmg utility functions would represent Peter’s preferences? %ﬁ“&@g* -t f‘&z,%‘%m &
A U=xy* Cide EEJ%%”}J &

) U=4x+y ool %ﬁ e

. U= - (4x+y) ‘
D. U=min(x,4y) ¥&tke k@@f‘f‘%&@mﬁ% %@2 N;,% » g&
E. U=xtdy WL 1, W«w (£ ADocH

AP >y BN D 4B

10. Loretta likes goods x and y, and always has exactly 12 units of x Wlth every 3 units of y.
Which one of the followmg ut1l1ty functions would represent Loretta’s preferences?

v Ualues oowat of
* Y dores %gﬁ@g%eé

Y

_ 12
g g—;‘i’; e gjé hes, Rorfeed Qordene s
C. U=3x+12y fexsers S g% " %%%2 Y E‘ﬁ\%’ .
B, U=min(12x,3y) ?Qﬁ e i ‘

¢ U=min(x,4

(x,4y) 5;:?‘;_% ‘

11. Joe’s ut1hty function is U=min(2x,y), Adam’s ut111ty function is U= ZOmm(x y/2)+10,
/ Benjamin’s utility functlon is U=[min(2x,y)-4]%, John’s utility fu
U=-1/[min(6x,3y)] & = /E@N\eﬁ@"}‘ ‘:&E ““‘E y)
A. Joe, Adam, and John all have the same preferences.

B. Joe, Adam, Benjamin and John all have the same indifference curves.

C. Only Joe, Adam and John have the same indifference curves and preferences.

D. All are false.

(E) All are true. _ X

12. Suppose the price of x is $4 per unit, the price of y is $5 per unit, and the consumer’s income

is $50. Which of the following bas é( ts is on the consumer’s budget line? ) 4-B= &5
Dx=5,y=6.  (D+ S Uas B6
. x~—4 y=14. L\@\;@@ W) 50

x=7, y=12. b N B0 ‘} “’ﬁ’“‘@g@
x=10,y=10. W {} @;% =loY kB
x=25,y=0.  H{ashr & 6 0y 50

B.
C.
D.
E.



13.

15.

Fred consumes only two goods, olives and caviar, and he likes both. When the price of
olives was $9 per jar and the price of caviar was $5 per jar, he spent his entire income to buy
5 jars of olives and 10 jars of caviar. Now the government subsidizes olives. Market prices
haven’t changed, but consumers get a subsidy of $5 for every jar of olives consumed (this is
automatically done at the check-out counter). To pay for the subsidy, the government
introduces an income tax. Fred pays an income tax of $20. If o is the number of jars of lives
and c is the number of jars of caviar, what is the equation of Fred’s new budget line?

A. 90+5¢=100. 0. Eo=t
E @ é&a g G e

B. 140+5¢=95. i .

43350-292. s\ Bl =ag

(D) do+5c=T5. B-E)o + Be = 45 - a0
B Hotsem1ao, Yo+ Be =18

14.

Suppose the price of x is $1, the price of Y is $5, and the consumer is currently spending all
available income. At the consumer’s current consumption basket, the marginal utility of X is

20 and the marginal utility of Y is 2. Ot s $0 =y } A e
A, The consumer is currently maximizing utility. e oy F7 |

#The consumer could increase utility by consuming more of good X and less of good Y.

[o
D. The slope of the indifference curve at the current consumption basket is -1/10. \}&
E.

Y

The consumer could increase utility by consuming more of good Y and less of good X. W\‘%&?W

Nothing can be said about the consumer’s utility or how it could increase because we are © % g 5 é

not given the consumer’s utility function. it

—; Cddo &m§% , )
Suppose U=x"y. For this utility function MU,=2xy and MUy=x". Further suppose that the
consumer’s budget constraint can be expressed as 4x+2y=12. For this consumer, the optimal

‘amount of good x to buy would be

&: (D YLHdu S

16.

4

C.6 R =2 =2kt Py

-

D. 10 Wy va ‘v o B,
Bo20 o e = N‘f; L
e =

Suppose U=min(5x,4y). Further suppose that the consumer’s budget contraint can be
expressed as 6x+4y=132. The consumer’s optimal consumption basket would be
A (x,y)=(4,5) ‘

B, (x,)=(22,33) ® (X W= 12

e

LCA (x,y)=(12,15) T U _ “
D. (x,y)=(22,0) R ?&i@ Y u%%:%

E. (x,y)=(0,33)

o BeBR ?«»%@@5% A=)

5 E




17. Suppose U=6x+2y. For this utility function MUx= 6 and MU,=2. Further suppose that the
consumer’s budget constraint can be expressed as 2x+6y=300. The consumer’s optimal
consumption basket would be

A (xy)=(62) Davetbys oo

B. (x,y)=(2,6) ¢ YT A ;.. A e
C. (x,y)=(0,50) ‘ i = o =B Slid s My

) (%,¥)=(150,0) | B QL AT Py
- (%)=3.3) = Brd el X Uee ey ey
> By =B s, A% blE)=R00

18. If she spends all her income, Vanessa can afford to buy 47 apricots and 10 cherries. Sh "Can
also just afford 20 apricots and 19 cherries. The price of apricots is $0.18. What is the price

_of cherries?
(A4 $0.54

g

8 ) P, a
E e %Y . ﬁj‘f . S
% O P i,

1 N _ R —_—
¥ 5300 ozl 208 =T
. 27 . AN =9 £y o e

E. $2.25 KON 4 RAD)=0 ) Bl B 0°0 _,

Use the following to answer the next two questions:

Max has an income of $1000 and consumes only two goods, good x and good y. The price of
good y is $2 per unit. The price of good x is $5 per unit for the first 20 units and $10 per unit for
each additional unit.

19. What is the maximum number of units of good x that Max can buy with his income?

A. 200 s P S
e éllo g Fg;ﬂ%f Ei‘:ﬂ;} ?’:gw e %\b’“&g}k@;&@‘

: P A 8 e
7100 & (a0} &) DY = o

D. 90 e
E. 20 Q,Z;m ge

LN S0rAD W0
20. What are the (x,y) coordinates at the kink of Max’s budget line?
A. (x,y)=(0, 100)

B. (x.y)=(90,0) SN 4 QW = 109D

C. (X,}’) = (192:20) G PR ey b A i &Y,

D. (x.y)= (20, 90) 5(0)r 2% = 1000
) (x,y) = (20,450) Ei; - L% < O



PartII. Graphing. This part of the exam requires you to sketch indifference curves. It is
worth a total of 14 marks. Sketch the required indifference curves on the question paper in
the graphs provided. The scrap papers are for rough work only; they WILL NOT BE
MARKED. ’

(9 marks)

1. For the following sets of goods, draw an indifference curve in the graphs provided and
make an arrow pointing in the direction of greater preference (or arrows if the curve
caanges snape after some critical point). Draw each indifference curve, placing the
amount of the first good, good X, on the horizontal axis and the amount of the second
good, good Y, on the vertical axis. No marks will be given if the goods are placed on the
wrong axes. To be accurately drawn, some of your indifference curves may require you
to provide additional information (like equations of rays, slopes of straight lines, critical
X and/or Y values, etc.), so make sure that when this information is needed, it is clearly
labelled on the graph.

(3 marks)
a. Eggs and beans. (Arnold likes to eat breakfast, and has exactly 2 eggs with every 3
cans of beans.)

W= 2% L~ shaped
GoodY , 3 ﬁ LednSleverice.
v | | CLrue

{
ﬂ —\ poa Lovtee

,‘f %“@‘»3 %g % ‘\}ii’
4 . Map 4 R N . e
Lorourm (7 H) Ceorddrule

f oo Kirk, Lndicads
gt ¢4 Ls 2V value ol

-\ vrarkSorthe, arrow
Good X o

v

Be sure that in the diagram above, you have placed the goods on the correct
axes, remembered to draw all the necessary arrows, and clearly labelled any
additional information that is needed (like equations of rays, slopes of straight
lines, critical X and/or Y values, etc.).




(3 marks)

b. Coffee and hot chocolate. (Sara likes hot chocolate. However, she has some
reservations about coffee. When she consumes fewer than 7 cups of coffee, she
thinks that 2 cups of coffee are a perfect substitute for 1 cup of hot chocolate. 3&@% éﬁ;: &*L
However, after 7 cups of coffee, Sara begins to dislike coffee, but is willing to T
exchange 2 cups of hot chocolate for every additional cup of coffee she is forced to

drink.) Slope=2ld = &
=
GoodY , 4

—

— > GoodX (0iSee
§

N 1
L cobvest

= | peories Sor
— @tj%; cerks Sov @ady corredh ourreo

oL SHR Lk Ling wudvin
—— et

Be sure than the diagram above, you have placed the goods on the correct axes,
remembered to draw all the necessary arrows, and clearly labelled any additional
information that is needed (like equations of rays, slopes of straight lines, critical X
and/or Y values, etc.).



(3 marks) m@g&?@ e corSiarst
¢. Alcohol and food. (Bric likes food, and gets a constant marginal utility as he

consumes more of food régardless of the amount of food he has already consumed.

Eric also likes alcohol, and notices that when he has less than 5 glasses of alcohol his

marginal ‘i?iﬁ?y from consuming alcohol decreases as his consumption of alcohol

increases; however, after 5 glasses he still likes alcohol but his marginal utility from

consuming alcohol increases as his consumption of alcohol increases.)

Wi %%;; S o Ml \%\ O ‘2@«“%‘ = RS= 10 Wb E oS Xf%
AAC R 2 S Aw Aae W1 i

w73 WarPas A = Oy Vv

[ECEEN

GoodY ~1
%00 Wy

5 — Good X P‘i%ﬂf&’%@%
e i : Y

— \rark Ser each correst epnwe

— O\S el Sor i%’;&ggw Cotvest artou

R

Be sure that in the diagram above, You have placed the goods on the correct
axes, remembered to draw all the necessary arrows, and clearly labelled any
additional information that is needed (like equations of rays, slopes of straight
lines, critical X and/or Y values, etc. ).



(5 marks)

2. Peter can spend his earned money on himself and he can also spend it on others (by donating
to charity). Peter’s budget line is plotted in the graphs below. For each case, sketch Peter’s
indifference curve at the optimal choice, labelling the indifference curve as U and the
optimal choice as . A. To be accurately drawn, your indifference curve may require
you to provide additional information (like equations of rays, slopes of straight lines, critical
X and/or Y values, etc.), so make sure that when this information is needed, it is clearly
labelled on the graph.

(3 marks)

a. Peter likes to keep some of his earned income for himself and he also likes to donate to
charity. In fact, Peter always donates_exactly half his income to charity and is completely
unwilling to make any substitutions away from this fixed proportion. ;@g‘g % , ‘%‘\

N

Expenditure
On Others ~
($) A=K
’ Expenditure
on myself

()

Be sure that in the diagram above, you have labelled Your indifference curve as
U and the optimal choice as point A, and clearly labelled any additional

information that is needed (like equations of rays, slopes of straight lines, critical X
and/or Y values, etc.).

— \ ek v an b Shaped Lndthlerence
cuvrve. \edselled |
= \eoark Sor rhe. vey \edoehles w =%

il MOreed Chotee ot B
o \it m‘i@,}}ﬁi’“ ; a"‘ b gi": “%‘j&‘@%@a @@ k &;‘Eg e Q—'L{‘\ky L'




(2 marks)
b. Peter does not care to have money for himself: he only enjoys giving his money to
charity. 1‘{’%3%“"%‘?‘ h‘
Qoo
w2

Expenditure
On Others

($)

Expenditure
on myself

()

Be sure that in the diagram above, you have labelled Your indifference curve as U and
the optimal choice as point A, and clearly labelled any additional information that is
needed (like equations of rays, slopes of straight lines, critical X and/or Y values, etc. ).
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