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Instructions:

1. Print your name and student number at the top of this exam.

2. Each multiple choice is worth 1 mark.

3. The maximum grade possible is 52 marks.

4. This exam consists of 8 pages and 21 questions.

5. Programmable calculators are NOT allowed.

MULTIPLE CHOICE: Circle the ONE alternative that best completes the statement or answers the question.

1. An exogenous variable in a consumer’s choice problem would typically be:

a) satisfaction level.

b) consumption level.

c) price level.

d) quantity consumed.

2. Identifying the appropriate way to allocate an economy’s resources is an example of

a) a constrained optimization problem.

b) a comparative statics problem.

c) an equilibrium analysis.

d) marginal analysis.

3. Identify the truthfulness of the following statements:

I.
The price elasticity of demand must be negative if demand slopes downward.

II.
One special case of a linear demand curve is a constant elasticity demand curve.

a) Both I and II are true.

b) Both I and II are false.

c) I is false; II is true. 

d) I is true; II is false.

4. The price elasticity of demand for Purina® brand cat food is likely to be __________ the price elasticity of demand for all cat food.

a) more elastic than

b) less elastic than

c) the same as

d) less negative than

5. An income elasticity of demand for milk of 0.1 could mean that

a) as income rises by 10 percent, quantity demanded rises by 1 percent.

b) as income rises by 100 percent, quantity demanded rises by 1 percent.

c) as income rises by 20 percent, quantity demanded rises by 10 percent.

d) as income rises by 50 percent, quantity demanded rises by 25 percent.

6. Suppose demand is given by Qd = 400 – 15P + I, where Qd is quantity demanded, P is price and I is income. Supply is given by Qs = 5P, where Qs is quantity supplied.  When I = 100, equilibrium quantity is

a) 15

b) 20 

c) 25

d) 30

7. The law of demand states :

a) that price and quantity demanded are inversely related.

b) that price and quantity demanded are inversely related, holding all other factors that influence demand fixed.

c) that demand for a good comes from the desire of buyers to directly consume the good itself.

d) an increase in demand results in an increase in price.

8. When total utility, U(x) is maximized, marginal utility, MUx is

a) constant.

b) rising.

c) maximized.

d) zero.

9. Suppose for some utility function that MUx = 5y and MUy = 7x
a) The assumption that more is better is satisfied for both goods.

b) This utility function will violate the assumption that preferences are complete.

c) The indifference curves for this utility function will be straight lines with a slope of –1.

d) The indifference curves will have a diminishing marginal rate of substitution.

10. If indifference curves are upward sloping, this violates the assumption that preferences

a) are complete

b) are transitive.

c) require that more to be better.

d) Upward sloping indifference curves do not violate any of the assumptions about preferences.

11. Suppose the marginal rate of substitution of x for y is constant for all levels of 
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.  Goods 
[image: image3.wmf]x

 and 
[image: image4.wmf]y

 are

a) perfect substitutes.

b) perfect complements.

c) normal goods.

d) inferior goods.

12. Assume that a consumer prefers watching Yu-Gi-Oh to watching Teen Titans, and that this same consumer prefers watching Teen Titans to watching Sponge Bob.  Further assume that this same consumer states, “I would prefer to watch Sponge Bob to watching Yu-Gi-Oh.”  This consumer’s preferences violate which of the following key assumptions?

a) Completeness.

b) Transitivity. 

c) More is better.

d) Both completeness and transitivity.

13. Evaluate the truthfulness of the following statements.

I.
All points to the interior of the budget constraint are affordable.

II.
All points that lie on the budget constraint cost the same amount of money.

a) Both I and II are true.

b) Both I and II are false.

c) I is true; II is false.

d) I is false; II is true.

14. Suppose that 
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MUy

=

and
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MUx

=

.  Further suppose that the consumer’s budget constraint can be expressed as 20x + 10y = 400.  For this consumer, the optimal amount of good 
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 to buy would be

a) 5.

b) 10.

c) 20.

d) 40.

15. Suppose the price of 
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 is $20 and the price of 
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 is $10 and that good 
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 is plotted on the horizontal axis.  If the price of 
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 doubles and the price of 
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 triples, leaving the consumer’s income unchanged, the budget line

a) will become steeper.

b) will become flatter.

c) will shift in toward the origin.

d) will shift out from the origin.

16. Suppose all prices double and income triples.  The budget line

a) will become steeper.

b) will become flatter.

c) will shift in toward the origin.

d) will shift out from the origin.

17. Which of the following is held constant along an income-consumption curve?

a) Income.

b) Consumption of all goods.

c) The price of all goods other than the good of interest.

d) The prices of all goods.

18. A curve that represents the consumer’s “willingness to pay” is the consumer’s

a) Exchange curve

b) Demand curve

c) Supply curve

d) None of the above

PROBLEMS: In answering the following questions, be sure to show all your work. Diagram (if necessary) should be clearly labeled and explained.

19. Does the following utility function

U(x,y)= 5x-3y

imply that more is better, and that the preferences are transitive? Justify your answers (4 marks)

20. Suppose that the market demand for a product can be expressed as QD = 100-4P, and where the market supply is QS = 20

a) Calculate the equilibrium price and quantity. (4 marks)

b)  How will a $1 per unit tax on producers affect the price paid by consumers? (4 marks)

Gabrielle’s preferences over good x and y are summarized by the following utility function

U(x,y) = ln(ax) + ln(y)
where a is a constant. 

The price of good x is $P, the price of good y is $2, and her income is $100

c) Solve for Gabrielle’s demand equations (4 marks) 

d) What impact will an increase in the “a” term (see part above) have on the slope of the budget line (where x is on the horizontal axis and y on the vertical axis) Explain (4 marks) 

 Let the price of food be Pf =$5 per unit, and the price of the other good consumed by the family (a composite good) is Pc =$3 per unit.

e) Draw the family’s budget constraint  (4 marks)
f) Suppose that the family is eligible for food stamps (coupons), where it can pay a lump-sum of $100 per month for $200 worth of food stamps (coupons). Draw the family’s new budget constraint. (4 marks)
g) Under what conditions would the family be better off if it were given $100 per month in cash rather than to participate in the food stamps program? Explain in words. (4 marks)
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