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Read all of the following information before starting the exam:

· This is a 75-minute exam. The exam has 50 multiple choices and is worth 100 points. 

· Make sure you have an exam booklet and a separate answer sheet. 

· The exam booklet has 10 pages. It is your responsibility to make sure that you have all of the pages!

· Put your answers on the answer sheet using a pencil. Answers on the exam booklet will not be graded.

· Make sure to put your name and student ID, and version of the exam on the answer sheet.

· You are not allowed to leave the exam room in the last 10 minutes of the exam.

· When the time is up, please stay in your seat. The invigilators will pick up your answer sheet.

· Good luck!


      Multiple Choices (each is worth 2 marks)  
1. Which of the following pairs of goods is considered to be complementary goods?
A) Beer and wine
B) Cookies and crackers
C) Printer and toner
D) Cakes and bread

2. Which of the following will cause the demand curve to shift to the left?
A) An increase in income if the good is normal
B) A decrease in income if the good is inferior
C) An increase in the price of a complementary good
D) An increase in the price of a substitute good

3.  If the demand is given by P=12-2Q and the supply is given by P=2+3Q, what is the equilibrium price?
A) $11
B) $10
C) $8
D) $9

      4. The demand and supply are the same as in Question 3. What is the consumer surplus?
	A) 2
	B) 4
	C) 8
	D) 10

      5. The demand and supply are the same as in Question 3. What is the producer surplus?
	A) 6
	B) 8
	C) 12
	D) 16

6.  The demand and supply are the same as in Question 3. Suppose the government imposes a $5 tax on the consumers. What is the deadweight loss? 
	A) 5
	B) 1
	C) 1.5
	D) 2.5

7.  If you want to diversify your financial portfolio such that its value remains quite constant in spite of economic booms and recessions, what type of stocks should you purchase?
A) Only buy stocks from companies that produce inferior goods
B) Portfolio components are not related to whether the companies produce inferior goods or normal goods
C) Only buy stocks from companies that produce normal goods
D) Buy some stocks from companies that produce normal goods and some from companies that produce inferior goods
8. In 2012, the central U.S. states experienced a severe drought that damaged their corn production. We expect
A) The supply curve of corn to shift to the right
B) The price of sorghum, canola and soy to rise
C) The demand curve for corn to shift to the left
D) The demand curve for corn to shift to the right

      9. Rent control is an example of a price ____, which is set _____ the equilibrium price.
A) Ceiling; below
B) Ceiling; above
C) Floor; above
D) Floor; below

      10. Minimum wage is an example of a price ____, which is set _____ the equilibrium price.
A) Floor; above
B) Ceiling; above
C) Ceiling; below
D) Floor; below

      11. Which of the following would be considered as cross section data?
A) Inflation rates between 1990 and 2010
B) The mortgage payments of Anna, Ben and John between 2005 and 2010
C) The income and gasoline consumption of 1,000 residents in Montreal in 2012
D) The rise in the cost of living over the past five years

      12.   Which of the following statements is INCORRECT about the consumer price index (CPI)?
A) It captures the weight or importance of the different goods and services in the basket chosen
B) It measures the changes in the quality of the typical goods and services that households consume
C) It captures inflation rates over time
D) It measures the changes in the prices of the typical goods and services that households consume

13. How is economic growth illustrated by a production possibilities frontier (PPF)?
A) By the steepness or flatness of the PPF
B) By having a PPF that is a straight line or linear
C) A movement along the PPF
D) An outward shift in the PPF

14. A basket of goods in 2005 costs $625, while the value of the same basket in 2010 costs $800. If the base year is 2010, what is the value of this price index in 2005?
A) 78.125
B) 128
C) 155
D) 100


15. In Canada, suppose the CPI for the year 2011 is 120 and the CPI for 2013 is 123. Canada has experienced ____ in the amount of ___% over this time period.
A) Deflation; 3%
B) Inflation; 3%
C) Deflation; 2.5%
D) Inflation; 2.5%

16. Sandy is a pastry chef. She receives $50 per hour for baking pastries. She can do 4 loads of laundry per hour. Sandy can hire her friend who does 2 loads of laundry per hour. Which of the following statements is CORRECT?
A) Sandy should hire her friend if her friend charges $20 
B) Sandy should not hire her friend if her friend charges $15 per hour
C) Sandy should not hire her friend because her friend is slower than her in doing laundry
D) None of the answers is correct

17. Suppose Adam can type 10 reports or look after 2 patients in an hour. Jenny can type 4 reports or look after 0.5 patient in an hour. What is Adam’s opportunity cost of looking after 1 patient?
A) 5 reports
B) 2 report
C) ½ reports
D) 10 reports


18. When we are moving along the frontier of a production possibilities frontier, we are examining
A) The opportunity cost of producing more of one good in terms of the other good
B) The unemployment rate of the economy
C) Technological changes in the economy
D) Economic growth

19. Which of the following is an example of a normative statement?
A) The government needs to provide a cut down on greenhouse gas emission
B) The rise in child poverty is due to the lack of government subsidy programs
C) Globalization has increased the income gap within Canada
D) Privatization of healthcare will lead to more social inequity problems

20. When a market is in equilibrium,
A) The government must have intervened in it
B) Quantity demanded is equal to quantity supplied
C) The short side of the market dominates
D) All of the answers are correct

      21. Canada manages how much dairy products we produce each year. This will result in
A) A rightward shift in the supply of dairy products
B) A fall in the quantity purchased
C) A rise in the quantity purchased
D) A leftward shift in the demand for dairy products

22. Market demand curves are _____ than individual demand curves because we _____ sum individual demand curves to derive the market demand curves.
A) Steeper; horizontally
B) Flatter; horizontally
C) Flatter; vertically
D) Steeper; vertically

23. If we move along a linear downward-sloping demand curve, the price elasticity of demand (in absolute value)
A) Is constant and equal to zero
B) Rises when the price rises
C) Is constant but not necessarily equal to unity
D) Is constant and equal to unity

24. If the price elasticity of demand for lamps is -0.5, what is the change in quantity demanded as a result of a 40% price cut?
A) 25%
B) 20%
C) 30%
D) 15%

Please answer Question 25 and Question 26 based on the following. The following table shows CPI and nominal prices for gas per gallon in US. Assuming that the base year is the year 1997. 
	Year
	CPI
	Nominal price for gas per gallon

	1997
	100
	$1.23

	2002
	111
	$1.36

	2007
	127
	$2.80

	2012
	143
	$3.61



25. What is the nominal price index value for gas per gallon for the year 2012?
	A) 361
	B) 293
	C) 265
	D) 129

26. What is the real price index value for gas per gallon for the year 2012?
	A) 269
	B) 212
	C) 205
	D) 293

27. Rice and quinoa are substitutes. If the price of rice goes up, what will happen to the demand for quinoa?
A) It shifts to the right
B) It shifts to the left
C) It moves upward along the same demand curve
D) It moves downward along the same demand curve

28. Suppose when the price of a laptop drops from $600 to $500 the quantity demanded for laptops rises from 100 to 120 pairs. What is the arc elasticity of demand?
A) -1.2
B) -0.8
C) -1
D) -0.9

      29. In December 2008, the New Zealand Commerce Commission filed legal proceedings against 13 airlines in the New Zealand High Court. According to the Commission, the carriers "colluded to raise the price of [freight] by imposing fuel charges for more than seven years". The airlines must believe that their price elasticity of demand (in absolute value) is 
A) Equal to infinity
B) Equal to one
C) Smaller than one
D) Larger than one

Please answer Question 30 and 31 based on the following. Suppose you and a friend go wildness camping for a week and must find your own food to survive. From past experience, you know that you and your friend have different abilities in fishing and hunting. If each of you were to work for one day either catching fish or trapping rabbits, the number of fish and rabbits that you could catch is given in the following table:

	
	Fish
	Rabbits

	You
	6
	3

	Your friend
	8
	2



30. What is the opportunity cost for you to catch an additional rabbit?
A) 2 fish
B) ½ fish
C) 4 fish
D) ¼ fish

31. If you and your friend work together, which of the following consumption bundles is NOT attainable?
	A) 10 fish and 2 rabbit
	B) 8 fish and 3 rabbits
	C) 4 fish and 4 rabbits
	D) 14 fish and 1 rabbit
   
      32. Which of the following statements is INCORRECT?
A) A perfectly horizontal demand has a price elasticity of demand that is equal to infinite
B) A linear, downward-sloping demand has a constant slope but variable elasticities
C) The steeper the demand, the larger is the value of its slope (in absolute value), the more      elastic it is
D) A perfectly vertical demand has a price elasticity of demand that is equal to zero
      33. On a downward-sloping linear demand curve, where is total revenue maximized?
A) At the horizontal intercept of the demand curve
B) At the midpoint of the demand curve
C) It is impossible to tell without knowing prices and quantities demanded
D) At the vertical intercept of the demand curve

34. Suppose you sell smoked meat cooked with a secret recipe that has been passed down to you in your family from generation to generation. Your smoked meat is wildly popular. If you want to increase your total revenue, you should
A) Raise prices, because your demand is likely to be inelastic
B) Cut prices, because your demand is likely to be inelastic
C) Raise prices, because your demand is likely to be elastic
D) None of the answers is correct

      35.  What is the definition of consumer surplus?
A) The difference between the price the consumer is willing to pay for a product and the actual price of the product
B) The difference between the price of a product and its cost of production
C) The price the producer receives for a product
D) The price the consumer pays for a product

36. Suppose you are very hungry and would be willing to pay $20 for a plate of fish and chips. For a second plate, you are willing to pay $15. As for a third plate, you are willing to pay $10 as you are becoming full. You go to an all-you-can-eat fish-and-chips place, pay a fix price of $9 and eat three plates. What is your total consumer surplus?
A) $18
B) $34
C) $27
D) $55

      37. Which of the following best describe(s) the concept of consumer surplus?
A) “I made a lot of profits from the sale.”
B) “I have a lot of surplus leftover due to slow sales.”
C) “I found a great deal.”
D) All of the answers are correct

      38. Without any taxes, suppose the equilibrium price is $4 and the equilibrium quantity is 10 units. The government then imposes a $2 per unit tax on the consumers. The resulting equilibrium price is $5 and the equilibrium quantity is 8 units. What is the value of the tax revenue?

A) $12
B) $8
C) $16
D) $14

39. Taxation tends to __ economic efficiency because the consumer and producer surpluses tend to __.
A) Increase; rise
B) Decrease; fall
C) Decrease; rise
D) Increase; fall

40. The U.S. government has been encouraging the production of electric or hybrid cars in recent years. Such cars need time to develop and improve and also to educate the consumers. As a result, we can expect the demand for gasoline to be ____ in the short run and ____ in the long run.
A) Elastic; inelastic
B) Inelastic; elastic
C) Elastic; elastic
D) Inelastic; inelastic

41. Which of the following pairs of goods is likely to have a positive cross price elasticity of demand?
A) Shoes and socks
B) iPods and MP3 players
C) Bread and jam	
D) None of the answers is correct

42. If pencils and erasers are complements, a rise in the price of pencils is represented by ____ the demand curve for pencils and a ____ the demand curve for erasers.

A) Movements along; leftward shift in
B) A leftward shift in; movement along
C) A rightward shift in; movement along
D) Movements along; rightward shift in

      43. Suppose the government imposes a $5 tax on each pack of cigarettes. Because the demand for cigarettes is likely to be _____, we expect the drop in equilibrium quantity to be ____, and the deadweight loss created to be ____.
A) Elastic; large; small
B) Inelastic; small; large
C) Inelastic; small; small
D) Elastic; small; large

44. Suppose the government is thinking of offering a subsidy, which is a negative tax, to the producers of a product. This subsidy will encourage a large increase in equilibrium quantity if
A) The demand is very inelastic
B) The supply is vertical
C) The demand is very elastic
D) The demand is vertical   

45. An apartment tenant who plays loud music for his own enjoyment creates a ___ externality to his neighbours. Without any government policies, the amount of music he plays will be too ___ compared to the efficient equilibrium. To correct this problem, the government can use a corrective ___.

A) Positive; high; tax
B) Negative; low; subsidy
C) Negative; high; tax
D) Positive; low; subsidy

Please answer Question 46 to Question 50 based on the following. Suppose the demand for coal is P = 160 - Q. The private cost of supply of coal is P = 10 + 2Q. However, pollution generated by coal production is equal to 0.75Q. 

      46. What are the private market equilibrium price and equilibrium quantity without accounting for the negative externality?
A) $90; 40
B) $110; 50
C) $120; 40
D) $140; 20

      47. What is the socially optimal supply?
	A) P = 10 + 1.25Q
	B) P = 10 + 2.75Q
	C) P = 200 – 1.75Q
	D) P = 200 – 0.25Q

48. In order to achieve the socially optimal quantity, the government wants to impose a tax on the producers. What is the socially optimal quantity and what would be the size of the tax in dollars per unit of coal?
	A) 40; $30
	B) 40; $37.5
	C) 50; $30
	D) 50; $37.5

      49. What is the producer surplus when the tax is imposed?
	A) $2400
	B) $2750
	C) $1600
	D) $2500

      50.  As a result of tax, the social cost_______ by ______.
	A) Increase; $337.5
	B) Decrease; $600
	C) Increase; $600
	D) Decrease; $337.5
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