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Part I. Multiple Choice Questions. Circle the best answers (total 30 marks, each 3 marks).

1.  As more and more of the environment is cleaned up:

     a.
the marginal benefit of pollution reduction increases.

     b.
the cost of cleaning increases and the marginal damage of the last unit of pollution declines.
     c.
firms become more willing to undertake programs that improve environmental quality.

     d.
the ratio of marginal benefits to marginal costs becomes much greater than 1.
2.   Given a horizontal supply curve, if a per unit tax is imposed, the less elastic the demand curve, the:

     a.
more likely the deadweight loss is to be affected.

     b.
larger the deadweight loss.

     c.
larger the deadweight loss to producers.

     d.
smaller the deadweight loss.
3. The demand for a product is inelastic when
a. the percentage change in quantity demanded is greater than the percentage change in price.
b. total expenditures by consumers for the product increase when the product’s price falls.
c. a fall in the price of the product causes total expenditures by consumers on the product to fall.
d. a fall in the price of the product does not affect the firm’s revenue.
4. Which one of the following statements is false? If the economist wants to examine___________
    a. the average housing price for 10 Canadian provinces in 2006, time- series data should be used.
    b. the relationship between income and saving during 2006, scatter plot data is used.

    c. the unemployment rate and its trend by country during 2000- 2006, longitudinal data could be used.

    d. the unemployment rate for 10 Canadian provinces in 2006, cross section data could be used.

5. If your income falls and you increase your demand for hamburger, then this suggests that hamburger is a(n):

    a. normal good.
    b. substitute good.
    c. inferior good.
    d. complementary good.
6. Suppose the per-unit tax on cars increased.  If the demand for cars is inelastic and the supply curve is upward sloping then this will cause tax revenue to ___. 
a. rise
b. fall 
c. stay constant 
d. rise if the supply elasticity is less than one and fall if the supply elasticity is greater than one 
7. Goods A and B are complementary goods (in consumption). The cost of a resource used in the production of A increases. As a result,
a. the equilibrium price of B will fall and the equilibrium price of A will rise.
b. the equilibrium price of B will rise and the equilibrium price of A will fall.

c. the equilibrium prices of both A and B will rise.

d. the equilibrium prices of both A and B will fall.
8. If the tuition fee for college has increased from $1200 to $1800 per term during a five year interval, and the consumer price index has risen from a value of 160 to 180, then the real price increase in tuition fee is approximately: 
a. 50%.
b. 33%.
c. 20%. 

d. 13%.
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9. Figure represents the market for oranges and original equilibrium is at 1. If the price of apples rises and the cost of producing oranges decreases, what is the new oranges equilibrium, ceteris paribus?  
	a.
	9

	b.
	4

	c. 
	2

	d.
	7


Table1
[image: image2.emf] Price of Jolt  Pride of Coke  Income level  Coke Sales  

2008  $1 /can  $2 /can  $30,000  10,000 cases  

2009  $2 /can  $2 /can  $30,000  15,000 cases  

2010  $2 / can  $3 / can  $30,000  10,000 cases  

2011  $2 / can  $3 /can  $40,000  12,000 cases  

 


10. Table1. The income elasticity of demand for Coke is _______.

    a.
  +2.1

    b.
  +0.64
    c.
  +1  

    d.
  -1.5
Part II: Short Answer Questions (Total = 70 marks)

Question #11 (20 marks) 

(i) Table 2 shows the data on price and quantity of the cigarette market. Using this information, find the functional form of supply and demand curve. Then fill up the quantity supplied (after tax) column assuming that a $2 per unit excise tax is imposed on the supplier.  (6 marks).

Table 2
	Price to Consumers
	Quantity Demanded
	Quantity Supplied (before tax)
	Quantity Supplied (after tax)

	9
	10
	6
	2

	10
	8
	8
	4

	11
	6
	10
	6

	12
	4
	12
	8


D:  P=14- 1/2 Qd

S:   P= 6 + 1/2 Qs
(ii)Draw the demand curve and supply curve (before tax, after tax). Calculate the total tax revenue of the government. What portion of the excise tax is paid by the seller and what portion is paid by the consumer? (7 marks )
Total tax revenue $2 * 6 = $12,   Tax incidence: Seller $1,  Consumer $1   or seller $6, consumer $6
(iii)   When the price increases from $9 to $10, the price elasticity of demand is _2.1_______  while the before-tax price elasticity of supply is __2.7_____.  Show your calculations. Round all decimals to the nearest hundredth. ( 4 marks ) 
(iv)  Some people have argued that increased cigarette tax will reduce smoking by just a small amount. What are they assuming about the demand curve for cigarettes? ( 3 marks )
Ans: The demand curve must be almost vertical in order for the market to maintain the same demand at a higher price. (very inelastic)
Question #12 (20 marks) 

Let’s say that there are two countries, A and B. These countries produce two goods- Cars and Wheat. Without trade, both countries divide their resources equally between the production of car and wheat. With one unit of their resources, they can produce Cars or Wheat as shown in Table3 below.

Table3: Potential Production of Cars or Wheat 
	Country
	Cars
	Wheat

	A
	40
	160

	B
	80
	120


(i) Draw carefully the production possibility frontiers of each country (both have the constant opportunity costs)      ( 4 marks )

(ii)  Calculate the opportunity costs of each good.  ( 4 marks )
Table 4: Opportunity cost

	Country 
	Cars 
	Wheat

	A
	4 wheat
	1/4 car

	B
	3/2 wheat
	2/3 car


Country B has an absolute advantage in producing car. Country A has a comparative advantage in producing wheat. ( 2 marks )
(iii) Now each country specializes where they have a comparative advantage, and trade 1 car with 2 units of wheat.  Then how many units of each good can they consume more?  F yr  item , and eand exchange of each good.  price is  and the































































ill-in the blanks of Table 5 to answer it. ( 6 marks )

Table 5
	
	Without Trade
	With  Specialization and Trade
	Consumption Gains from Trade (b-a)

	
	Production
	Consumption

(a)
	Production
	Consumption

(b)
	

	Country A
	Cars
	20
	20
	0
	35
	+15

	
	Wheat
	80
	80
	160
	90
	+10

	Country B


	Cars
	40
	40
	80
	45
	+5

	
	Wheat
	60
	60
	0
	70
	+10


(iv)   “If Country A has an absolute advantage in both goods, Country A has no gain from trade. Only Country B has a gain from trade” Is the statement True or False? Why? ( 4 marks )

The statement is False. Gain from trade occurs due the difference in the opportunity cost producing goods.  Even if one country has an absolute advantage in both goods, the country can have a comparative advantage only in one good. The comparative advantage is the source of gain from trade. 
Question #13 (30 marks) 
Consider the Market for milk in Saskatchewan. If P is the price of milk (cents per litre) and Q is the quantity of litres (in millions per month), suppose that the demand and supply curves for milk are given by:

Demand: P= 150 – 10Qd   
Supply:   P= 25+ 15Qs 
(i) Assuming there is no government intervention in this market, what is the equilibrium price and quantity?    (5 marks)

150 – 10Q= 25 + 15Q ( 25Q=125 ( Q=5 million litres/ month,  P= 100 cents per litre
(ii) Calculate consumer surplus, producer surplus and the total social surplus. Draw a graph carefully to answer it. (7 marks)

CS =[(150-100)*5]/2=125
PS =[(100-25)*5]/2=187.5
TS =312.5
Now suppose the government guarantees milk producers a price of $1.25 per litre and promises to buy any milk that the producers cannot sell. 

(iii) Find the new quantity traded on the market, the price paid by consumers, the price received by producers and the quantity of milk the government would be buying (per month) with this system of price support. Round all decimals to the nearest hundredth. (6 marks)

Q = (150-125)/10= 2.5 million litres / month

Price paid by consumers = price received by sellers = $1.25 / litre of milk

Quantity bought by the government = (125-25)/15 – (150-125)/10= 6.67 – 2.5 =4.17 million litres 
(iv) Given this policy of price control, calculate the new consumer surplus, producer surplus, the cost to the government and the deadweight loss. (7 marks)

CS = [(150- 125)*2.5]/2= 31.25 

PS = [(125-25)*6.67]/2=333.5
Costs to the government = (6.67– 2.5) * 125 = 521.25 or $5.21 million
DWL = change in consumer surplus + change in produce surplus + change in government funds= (31.25 - 125) + (333.5-187.5) – 521.25 = -93.75 + 146 – 521.25 = -469. In other way, DWL=TS’-TS=(31.25+333.5-521.25)-312.5 = -469. 
(v) Now assume that instead of price control, the government imposes a specific tax to be paid by the suppliers. The tax should result in an equilibrium price equal to $1.25 per litre of milk. Calculate the magnitude of this tax. (5 marks)

t = specific tax (in cents / litre of milk)

At $1.25 per litre ( consumer is willing to purchase = (150-125)/10= 2.5 million litres 

The tax inclusive Supply:   P = 25 + 15Q + t

Since (Q=2.5, P= 125) lies on the tax-inclusive supply ( 125 = 25 + 15*2.5 + t ( t = 62.5 cents per litre 
