
wrfury 76,L4, \  o t-nfru /
Version 333

;
t
I

TIIE T]NIVERSITY OF WT,STERN ONTARIO
LONDON CANADA

ECONOMICS 020-002/004

C[c^Conb^€f )
@3r**.t - CJJ-^

A October,t3,2007
ldfun (!t-eon'75i3ry(E*

Michael Parkin

MIDTERM 1

INSTRUCTIONS:

1. The examination begins at 4:00 p.m. and ends at 6:00 p'm'

2. Check that your examination paper contains 19 pages.

3. Use a BLACK PENCIL to complete your Scantron Form'

PrintyourNAME and complete your SIGNATURE'

Enter your STUDENT NUMBER.

Enter your SECTION NUMBER, which is either 002 or 004'

4. Calculators maY be used.

5. Please hand in Scantron forms only.

NOTE: QUESTIONS ARE PRINTED AT THE BACK OF EACII PAGE

t
AI

' l /v
i [ f



Y_

Economics 020 - 0A21004 Mid-term
October 13.2007

MULTIPLE CHOICE. Choose the one alternative that best completes the statement or answers the
question.

" \\) Choices are in the social interest if they bring the greatest possible benefit to
A) aFHving thinfi
B) children and the elderly.
C) thegevernment.

@ society as a whole.
E) third-worltl countries.

(lpwingthe next hour John can choose one of the following three activities: playing basketball,
" watclrfig television, or reading a book. The opporhrnity cost of reading a book i )F

,9denendsou-how much the book cost when it was purchased. frt.!l,".A I ' , .J
,nffling television if John prefers playing basketball to watching television. 

7U \ 
u n

ff;.'ff#ffi'";i*TlJ,:;;g'i:r tt\wn f',lvt
$s 

phying basketball if John prefers that to watching television.

/ 
3) The big tradeoffis between

/ U equality and efficiency.

V V).taxes and transfers.

/py'6ment consumption and a higher future standard of living.
D) guns and butter.

p) outPut and inflation.

, / /

'r/ I

\ t

'*FPPPrstnitY cost

Q)monetary exchange

-D)sParsity
\-Q) the tradeofffretyfeen producing one good versus another

-<\- / //
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affi^qt"ferred by a majorify of researchers in a public opinion poll.

5) Which one of the following concepts is nol illustrated by a production possibilities frontier?

-kf 
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Use thefigure below to answer thefollowing question.
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,ffi graph with the quantity of shoes on theXaxis and the quantity of shirts on the Iaxis shows the
j /"fff for shoes and shirts. As you move up toward the left along the production possibilities

,/ f frontier, the marginal cost of producing a , n , ,6tr^t4 )

\ / ! "'lin decreases. gLoe |rj',rl .t {h \ LV @)a shirt increases.
EJashoeincreases. 

'  
9 ' ' /*  

i f tw' ' \nu>'h4 ')  /  )  '  ;L 'rnl  
\

D) a shoe is negative. SL' o eJ L)- ^
E) shoe or a shirt is equal at the midpoint between the vertical and horizontal axis. !L*t :

.. J fl) If allocative efficiency is achieved, then for each good produced marginal
- 

| A) cost is at its minimum and marginal benefit can have any value.

.. / $ benefit equals marginal cost.

V C) benefit is at its maximum and marginal cost is at its minimum.
D) benefit is at its maximum and marginal cost can have any value.
E) benefit exceeds marginal cost by as much as possible.
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Figure L

Refer to the production possibilities frontier in Figure 1. For which of the foliowing movements is
the opportunity cost of Xthe greatest?

A)etod
B) dto c

Obtoo
D)ctob
E) The opportunity cost is the same in each case.

Good X
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f country I is accumulating capital at a faster rate than country .8, then country I

$ will have a production possibilities frontier that is shifting out faster than country .B's.
B) will have a higher rate of inp6{ion than country B.
C) is using a larger proportion of resourcestopro&ryarconsumption goods.
D) will have more unemployment than cotsnlfy B.
E) will soon have a comparative advantage inthelbroduction of most goods.

l0) |he opportunity cost of pushing the production possibilities frontier outward is

/ A) technological change.

,, / B) the gain in future consumption.

V C) a decrease in government services.
D) capital accumulation.

9reduced current consumption.

Use the information below to answer thefollowing question.

Fact I

Agnes can produce either I
units of lin an hour.

unit of Xor 1 unit of Y in an hour, while Brenda can produce either 2 units of X or 4

x*)) v
4-/c

D)'therewill be gains from exchange, no matter what Brenda and Agnes specialize in, as long as
they specialize.

.{
/  t '( , -o(  v

t @)here will be gains from exchange if Agnes specializes in the production ofXand Brenda in L

l "
\ l  , i lminOiuidualsAatdBcanbothproduceonlygoodsXand.YandAdoesnothaveacomparativ., i{  ;  ' ,

v V advantage in the production of eitherXor I, then we know I \ \ /

r /t L_ .{.Hmst have lower opportunity costs of production in both goods.
i \ fl ql8tras an absolute advantage in the production ofXand Y.

. 
' ' {\'P.B has a comparative advantage in the production of both X and Y.

D) the gains from trade will be large but only in one direction.

@d and B have the same opportunity cost of producin g X, arrfi, A and B have the sarne
v opporfunity cost of producing L 

;

4a

q
\

I
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) Learning-by-doing is the basis of
A) economic coordination.

$ dynamic comparative advantage.
C) research and development.
D) absolute advantage.
E) increasing opportunity costs.

Use the table below to answer thefollowing question.

Iable I

200s s1.25 $1.10 S0.80
s1.00
s1.20

\' ' -t' ,,.. (ul'

l )1)

/

/
I

Vt
J

2006
2007

14) Consider Table 1.In2007, the opportunity cost of coffee in
A) 0.67.
B) 1.00.
'c)1.25.

D) 1.s6.
E) not determinable without more information.

15) Iflan increase in the price of good I causes the demand curve for good B to shift to the left, then

\ / A) A and,B are complements in production.
\/ B) I and B are substitutes.

C) B is a normal good.

A and,B are complements.

w{)
16)iA decrease in quantity demanded is represented by a

/ B) movement upward and to the left along the demand curve.

of cola is

M\on
B)
c)
D)
E)

rightwar{shrylqe demand curve.
leftward shifT-of the-demand curve.

--'ri ghtward *hif[of the supply curve.
movement downward and to the rieht alone the demand curye.

I/) If j4 number of suppliers of good I increases, then

/ ta/the supply curve of good l'will shift to the right.

\ / e)+hesUrnly curve of good lwill shift to the left.
v C) a rnevement downward aiong the supply curve of good Iwill occur.

D) the sufrnly curve of good )'will remain unchanged.
E) a rnovemetrfupward along the supply curve of good lwill occur.
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I 18) A rise in the price of a good will cause

I t Oa movement to the right along the supply curve. - | \ "/
, | / :B)-a.movement to-the*ight along the demand curve. I V
V \ I &'t"demand ro. u .u,ftbry[ in production to increase. I /\

v .-Dlthe supply of the gd6dto inirease. Y-=-+-
d)-the demand for the g:Ilgilecrease. 

r r r/ i 
f

.^1:v/  
t  

;*V
{Jse thefigure below to answer thefollowing questions. (u* 

. ,.r.n{ 
d

(t"

P2

q

Qr Gr Gs Qo Gs
Qr.rcntitY

Figure 2

Pl

{

f l; et price P3 in Figure 2,

I g-nnere is a shortage equal to 85 - q.
I

i / -Flthe equilibrium quantify it QS.vr\
(Q) there is a surplus equal to QS - Qt.
fFhis market is-in equilibrium.

5vfr \* t  
b ' i _Lt 1

E)-there-isa tendency for the price to rise.

20) Atprice Pi in Figure 2,

Alproducers€rc*unwiliing to sell any goods.

ff su+hu-exists.
Qlproducers can sell all they plan to sell.
.Dlconsumers canbuy all they want.
E)-.both sidesof$le market are able to carry out their desired transactions.
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Suppose
I bought

/lrne
! E)The
-elThe
O nt"
tr|The

If A andB are substitutes in production and the price of A falls, the supply of B will

K;;x;ilX$:#::;l;;liffi ,, .4 :-r a 4
\ I 4B)ficrease, and the price of B will fall. \ ,/,i
V 

fi $"r"use, and the price of -B will rise. Y/ . \ t'{tnif.dependingonwhether 
Aand,.Baresubstitutes. /X / X_ .rt{

1 'fly"tease, and the price of ̂ B will fall. ' t'\/ ,/"$no tr lt

I \-/ A ft ,e r t){*

ffilt*g'observe an increase in the equilibrium quantity, we know that / \

rt | \Y ATtnerthedemandforlhasdecreasedorthesupplyof,4hasdecreasedorboth. !,,
'  L,h^, # 4"r.\othedemandforlhasincreasedorthesupply"{11^decreasedorboth. \  / lLf , * ,{)eitherthedemandforlhasincreasedorthesupplyoflhasdecreasedorboth. \\ //'
{l'-J.v- ' €}either the demand for,4 has incrqased or the supply of I has increased or both.
(-,' ' 

P either the demand for I has decreased or the supply of I has increased or both. A 
'

p) anV of the above could have occurred; it depends on the relative size of the effects. / \ \.
/ \ \

S.!,11L
f*'= 'o;

we observe both a decrease in the price of good A and an increase in the quantity of good
and sold. Which one of the following is a likely elplanation?
supply ofl has decreased. r \/r t
demandfor lhasdecreased. { i  X\ \  \  /  t
demand forr4 has increased. , ' l .  

|  \  
Y /

supply ofl has increased. V', / X
law of supply is violated. X, 

/ i \

Xis an inferjor good. A leftward shift of the supply curve of good Xcould be the result of
a rise in the wage rate of the workers who produce good X.

B\ adecrr"asffime.irre\ c)a
D)a
E)a

change of pretrresees that decrease the demand for good X.
rise in the pricq@od X.
technological @ance in the production of good X.

XY'

ut 
,r' ' '

A

i
r,/

\V,
t t  I  t

A lj

/ / \ \
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Use the table below to answer thefollowing question.

Table 2
The Market for Car-Seat Heaters '

Price ($) Quantitv Demandpd Ouantity Supplied
40
50
60
70
80

500
450
440
35o 1]J
300
250
200

300
3s0
400 , \ . \
450 L)u
s00
550
600

90
100

25) Consider Table 2. Suppose a problem develops with car-seat heaters-they malfunction and
occasionally cause serious burns. As a result, demand decreases by 100 units at each price.
Simultaneously, the cost of production rises, causing supply to decrease by 200 units at each price.
The new equilibrium price is $

A) 50;450

@ to; zso
C) 70;350
D) 70;4s0
E) 60;300

and equilibrium quantity is _ units.

)*^

Wd

,L ltr.c 5" ftb L*

Use the table below to answer thefollowing question.

Table 3
Quantities demanded and supplied in equilibrium before and after a drought strikes potato farmers.

Petataes-J
before

Region 1 i00
Region 2 I0

fle.

7c ?sc

p
f .df ' l after

50
60

after
30
5

Hamburgers Rice
before aftet before

s0 \t 20-\ 3
4' t  50 j  SO

___-_-__-__J

,/Q/ Consider Table 3. In Region 1, potatoes and hamburgers are

$)-normaffioods.

@ unrelated goods.
'C)-eemplements.

D) substitutes.
€|infe*iorSddds.

}uN'! {i;}aN€t
, il |",-r-t

X/" I,*(t ' [ tv(
./ {\ ut)t^' r ) b"M),Ylr/'O" ' f

dwn't
(t'4

a6\'r
-  5u*
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27) The data in the table below show the demand schedule for bottled water by the combined 002 and
004 sections of your economics class. The demand for bottled water is elastic at prices above
_, is unit elastic at apice of -, and is inelastic at prices below

{e I  r  0t ,rJ\-

j \

CI
,  t i  q. . .  I t

A) $+=7f;$"Sffi3_.00
@$s.oo; $5.00; $s.oo
C) $10.00; $5.00; $0.25
D) $02ffi25oi$0.2s
E) $2.00;$2"0ffir.7s
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Use the figure below to answer the following question.

(Jse the table below to answer thefollowing question.

{,+

ol i
t

d-

, '  
" tn ' i iJ  v

the quantities.

'Illrt^la.., rf .Ld'' 
c

. / lFigure 3

28) Figure 3 illustrates a linear demand curve. If the price falls from $4 to $3, we know

{\tat revenue will increase.
BNhg effect on total revenue can be determined only with information on

\the effect on total revenue cannot be determined.

@ ibtal revenue will decrease.

€I[rtut revenue will remain unchanged. til(

( i  ( l ,J  )

tL)
/--

2X ,{Vofo

Table 4

2000 $r.
2001

$25,000 i5,000

$35,000
$35,000

- '-  $1.00/can
2003... $1.40/

29) Consider Table 4. The cross elasticity of demand for Coke with respect to the price of Jolt is

A) 10.
B) 1.s.
c) 0.7s.
D) 0.40.
f,-:.

$1.40/can
$1.40/can

l r  r  rC . ' / ( ,
\L"

n"rj
f '

9*ir

jL
-l
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Use the table below to answer thefollowing question.

Table 5

2
2005 15,000
2006 5,000

n
- -1 '

3 4,000
3 6,000

A) -3.33.

@-2.s-
c) 3.33.
D) 1.25.
E) 2.s.

*:- lnqr ,"
u' t

d-

H

x
)

x

--Tt

/  
31)

V/"

30) Consider the information in Tabie 5. The income elasticitv of demand is

02

{

Use thefigure betrow to answer thefollowing question.

y" i

Figure 4

The two supply curves in Figure 4 are paraLlel. In the $3 to 54 price range,
A) St is more inelastic than 52.

BlSt ir flatter than ,S2.
qfi and 52 have the same elasticity. \[,

Ot Sf is more elastic than,S2. lX
YJ;-  /

D ,St is steeper than 52.

,4
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32) Market price is one method of resource allocation. In this case,
A) everyone in the;;il^y gets the resources.
B) afferdab.ility to pay for the resources is less important than willingness-to-pa;r.
C) willingndssdo--pay is not an issue.
D) only those-Wh-how interest would get the resources.

1Ebnly those who are willing and able to pay would get the resources.
l\/

fa]"urr.ntly Jerry and Julia are consuming the same amount of strawberries, but

1-/ curve is much more elastic than Julia's. Which statement is true?
VA)jeny6Tf6@usisgreaterthanJu1ia 'sproducersurplus.kt ,

Jerry's demand
t llt'itY 

IL/ I ' -
a./

B)Ju1@ahJerry's. ...T L , -, ,. "
Q Julia's consumer surplus exceeds Jerry's. ) 4\,nh J{ n (,lL / 

;r{
ti )

F,t ,
VI

11, B) Julja

'D) Jerry's consumer surplus exceeds Julia's.

D FliaS+roO&"er-su'tplus is greater than Jerry's producer surplus.

Use thefigure below to answer thefollowing question.

{.r

rrgure 5

?'4?

L\
ti'.

N
"€ R--*-----' - t  \

I| '-*

I
I
I
I

I

{

34) Refer to Figure 5. If the price is Pg, consumer surplus is
*Ya.. / '
ffi plus c.
eld,plus e.

@ a plus b plus c.

/aVlus 
D plus c plus dplus e.

c- l1



I
Use the table below to answer thefottowing question.

Table 6

Quantity M-rsfiaTeostl$t-

5) Table'6 gives information on the marginal cost for thexyzfirm. If XyZ sells the first unit at aprice of $6, what is its total producer surplus on that unit?
A) $tz
@s+
c) sz
D) so
E) sg

Use thefigure below to answer thefollowing question.

f"

R

q
!-r

s*

r'$3 tss t{9,
e,rsrws

Figure 6

36) Refer to Figure 6. If the level of output is 100, the deadweight loss is area
@n"f'Vrc.

-fffcg.

,4) acg.

p.acn.

2
J

4

a
J

4
5
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37) lf the government imposes a maximum rent for housing that is above the equilibrium price, then

I You Predict that

/ A) the law will generate an excess demand for housing.

\ / B) house-seekers will observe that landlords start to decrease the standard of maintenance.
V Q the law will have no effect in the housing market. r | ,/

D) the supply curve for housing shifts leftward. rv1@- +1
E) the law will create a shortage of housing. 

A \

8) Thprshort-run supply curve for rental housing is positively sloped because
A)tfre current stock of buildings will be used more intensively as rents rise.

-4ta.* buildings will be consiucted as rents rise.
Glthe cost of constructing a new building is about the same regardless of the number of

buildings already in existence.

3

I
V
Use thefigure below to answer thefollowing question.

,** 6S &$
Lahn*v |:nilliunr ol" h*ul:.j

Figure 7

39) If the minimum wage is set at $3 per hour in Figure T,whatis the level of unemployment in
millions of hours?

A) 50
B) 20
c) 40
oo
E) 10

-}ry tn" supply of housing is fixed in the short run.
EXhe cost of constructing new buildings increases as the number of buildings in existence rise.

t

Jq
g

e
#

f ,$
dt

#(}l
4&

:b
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Use the table below to answer thefollowing question.

Table 7

($ per hour) (hours per week) (hours per week)
7 1.000 600

800
1,000
r,200

6
5
4

800
600
400

St &r>

40) Table 7 gives the supply and demand for teenage labour in Lexington. There is a minimum wage
set at $6 per hour. Suppose a fast food restaurant closes and the demand for teenage labour
decreases by 400 hours per week at each wage level. The result will be

A) elimination of teenage unemployment and a wage of $4 an hour.

/ \ )

4r)
/

I
, l
V Srrc 8-V' l )

["y+t
@u

-9/( 
Y1it4[ab>

)P*ct" ot (lrnJ,'" K$e:

B)-ndbhange in teenage unemployment since the wage must remain at $6 an hour.

@tmination of teenage unemployment and a wage of $5 an hour.
D) a wagorate-of$6 an hour and unemployment of 400 hours a week.
E) elimination of teenage unemployment and a wage rate of $6 an hour.

The tax burden on consumers will be greater the more
(1) elastic is demand
(2) inelastic is demand
(3) elastic is supply
(4) inelastic is supply

A) (2)

@fzl and (3)
C) (1) and (3)
D) (1) and (4)
E) (2) and (a)

)u ,\p'4 [a r

C.I4



Use thefigure below to answer thefollowing question.

tq

s
R$
{
&r

a

5

4

t

1

I T l('L t' "
Q t(u.J

Figure 8

) Consider Figure 8. Government revenue from the sales tax is
A)-$O.

(g) s4oo.
c) s6oo.
Djr$300.
-Vsfto.

)t1n farmers face a poor harvest,

Q/supply decreases, price rises, and total farm revenue increases.
Blmpply decreases, price falls, and total farm revenue increases.
Clsuppty+emainffinelanged, price falls, and total farm revenue remains unchanged.
D)-supplv increases, pricg falls, and total farm revenue increases.
E),supply deereases; price rises, and total farm revenue decreases,

)u/,! fr,('(7
{Luv"(l

c-15
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Use the table below to answer thefollowing questions.

9
t0
t1

$_ and the new equilibrium quantity is

-\-$/7;300
B) 8;300
C) 8;400
D) 8;200
E) 9; 300

Table 8
The Market for a Prohibited Godd.

5 700
600
500
400
300
20Q
100

Refer to Table 8. If a $2-per-unit cost of breaking

6

8

100
200
300
400
s00
600
700

J
the law is imposed on buyers, the new price is

units.

iu tt Lv'

+1 3o"

-"+>

) Refer to Table 8. If a $2-per-unit cost of breaking the law is imposed on sellers, the new price is
$_ and the new equilibrium quanrity is _ units. I 1, ,10

4.)8;300 e, ,^{)  \Y
B) 7;  300 ) ' t '
c)8;  200 (q ?-\C
D)8;a00 J \  u/

sE\9;300 \
\-/ lr

"f)
rtfrn/frf for goodXand good ),is a straight iine. If a tax is added to good )j everything else -7 .
' v reyhaining the same, then

I Y/fthe buyer and the seller split the tax, but the seller pays more of the tax. (v1hf S Ctas i-
r t

:]fr:;U:l ,f,T*,ffirre tax, but the buyer pays more orthe tax. C-onSla"t

&f;: iH:lili,'HJ:i1T.'1lJ 
*' tax evenrv 

tbrsr< t(,s+ s *feiut !*(t,,rr^,
f4t )

c-16
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-6 ozf, ,Wlqv't /'(n*,'i
r -

/ fut"t/{ l'ry;
If a tax is applied to a good, which has a price elasticity of demand equal to zero, then the quantity
bousht and soldo

/

Use the table below to answer thefollowing question.

Table 9
Demand and Supply Schedules for Cups of Coffee each day

Quantity Quantity
Demanded Supplied

and
, the , the total revenue received by the supplier

arises.
A) decreases; seller-parys-*e-entire46 decreases; a deadweight loss
B) decreases; buyer pays the entire tax; decreases; a deadweight loss
C) decreases; buyer arudrh.ese[elsglit the tax; decreases; no deadweight loss
D]does not change; seliplgyslhe--entire tax; does not change; no deadweight loss

UFoes 
not change; buyer pays the.entire tax; does not change; no deadweight loss

=___-__d{*

l
'{ J*,L'lty'i J{/'t'' ,,,i!,)
i l '

at CoolU.

r  l )Q

, ,4u4 
o{ t.,

sto'

Price
$0.70
$0.80
$0.90
$1.00
$ 1.10
$ 1.20
$ 1.30
$ 1.40
s1.s0

0
200
400
600
800

1.80€l
1,200
1,400
1,600

1,200
1,100
1,000

900
800 / UOI
7004U r
69tr fi)J
500
400

b"t
fu3
iu- ' '

48) Table 9 gives the demand and supply schedules for coffee at CoolU. The price of a donut
decreases and the demand for coffee changes by 200 cups at each price. At the same time, a
drought in coffee-growing regions changes the supply ofcoffee by 200 cups at each price.

The university decides to place a price ceiling on a coffee at $ 1.20 a cup.

e^fzql
5,.'P & & vs

The demand forAs a result, a
coffee is at the new price.

cups ofcoffee a day occurs, and

I
i

I
i

I A) new equilibrium quantity of 800; the price ceiling is ineffective; inelastic

, / {\ttortage of 100; the highest price someone is willing to pay for a cup of coffee in the black
" \-{narket is $1.30; elastic

C) shortage of 100; the highest price someone is willing to pay for a cup of coffee in the black
market is $i.05: elastic

D) new equilibrium quantity of 800; a deadweight loss arises; inelastic
E) new equilibrium quantity of 900; the price ceiling is effective; unit elastic

C-T7
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49) Daphne and Miranda both produce bears stuffed with jeally beans. If we draw their PPFs with
bears on the y-axis and bags ofjelly beans (for stuffing the bears) on the x-axis, Daphne's PPF is
steeper than Miranda's PPF at all quantities ofjelly beans and the two PPFs intersect where they
each produce 100 bears and 100 bags ofjelly beans. If Daphne and Miranda exploit thqir , ^
comparative advantage and trade

A) Mira:drpnnfuffir:e bears and Daphne produces more jelly beans. v

@Daphne produces more bears and Miranda produces more jelly beans. /41 bew

C) Miranda gets ielbebeans at a lower cost than before but Daphne pays more for bears.
D) Miranda gets jelly.{6ns at a lower cost than before and Daphne gets bears at a lower cost

too.

E) Both A and D are conect.

6'.k
Len s

l>erts

Jft, 
f 'u' i-tr.J Lft* '

U]-L|l/ae cat$$'

/t1r f-) b ee4AS'

(wL *>fufs

*w"
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50) With rising health care costs from smoking, the govemment decides to make cigarettes illegal and
to punish sellers with penalties that are equivalent to $3 a pack.

The table below shows the demand and supply schedules for cigarettes when they are traded
legally. With the new penalties the equilibrium quantify of cigarettes bought falls by
packs a week. Not happy with this outcome, the government decides to keep the penalty on sellers
but also to impose and enforce a price ceiling of $4.00 a pack. The quantity now falls by a further

packs a week but there is a consumer surplus on the marginal pack bought of
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