Concordia University, Economics
 Econ 201/2 A                         Mid-Term Examination, October 24 2011                                            Ian Irvine
Instructions: Answer all questions. Time limit is 70 minutes. Non programmable calculators permitted.
STUDENT NAME                                                                                        STUDENT NUMBER
MARKING:   MC              /20       PROBLEMS:    1.              2.            3.           Σ=        /30.   TOTAL=        /50.
Multiple choice: 10 questions each worth 2 marks
1. In the presence of a negative externality, in order to ensure an efficient market outcome the government should:
(a) Subsidize the producer and thereby lower the price of the good
(b) Tax the good and thereby increase its price
(c) Not interfere with the market since it is always efficient
(d) Impose an effective price ceiling on the good.

2. If the government imposes a tax on gasoline, which is inelastically demanded, expenditure will:
(a) Increase
(b) Decrease
(c) Remain unchanged
(d) None of the above.

3. With a relatively elastic supply and relatively inelastic demand, the burden of an excise tax will:
(a) Be borne primarily by the consumer
(b) Be borne primarily by the supplier
(c) Borne equally
(d) Have no burden because of the supply conditions.

4. If goods J and K are substitutes, an increase in the price of J causes:
(a) The quantity demanded of J to fall and the demand curve for K to shift toward the origin
(b) A decrease in quantity demanded for J and an outward shift of K's demand curve
(c) The quantity demanded of J to remain constant, but to decrease the demand for K
(d) The demand curve for both J and K to shift.

5. If goods J and K are complimentary goods, an increase in the price of J causes:
(a) The quantity demanded of J to fall and the demand curve for K to shift toward the origin
(b) A decrease in quantity demanded for J and an outward shift of K's demand curve
(c) The quantity demanded of J to remain constant, but the demand for K to decrease
(d) The demand curve for both J and K shift.

6. A price index in real terms is defined as:
(a) The nominal index divided by the consumer price index
(b) The nominal price index to which is added the annual inflation rate
(c) The nominal index relative to its value in the base year
(d) None of the above.

7. An economic model is
(a) A graphical exposition of ideas
(b) A mathematical equation representing a causative relationship
(c) A simplifying statement on the interactions within a complex system
(d) All of the above. 

8. You have an economy in which there are two consumers with demand functions:   P = 10 – 2Q, and  P = 6 – 2Q. The total number of units demanded with a price of $6 per unit is:
(a) 10
(b) 2
(c) 5
(d) 3.

9. In the market described in the previous question, the intercepts (vertical, horizontal) for the market demand curve in this two-person economy are:
(a) 10, 3
(b) 16, 5
(c) 10, 8
(d) 6, 8.

10. If the CPI for 2005 was 284.1, and economists predicted an inflation rate of 3.5 per cent for 2006, the predicted CPI at the end of 2006 was
(a) 287.6
(b) 290.1
(c) 297.5
(d) 294.1



Short problems: 3 questions each worth 10 marks = 30 marks total.
1. This is a question on Elasticities. Consider a market where demand is defined by P = 100 - Q and supply by P = 10 + 2Q.
(i) Illustrate the equilibrium graphically and solve for the equilibrium price and quantity.





(ii) Calculate the elasticity of demand at the equilibrium (you may give your answer as a fraction)





(iii) Calculate the elasticity of supply at the equilibrium.





(iv) If there is an increase in income such that the demand curve becomes P = 70 – Q what kind of a good is this? Explain.
For part (i) P = $70 and Q = 30; demand elasticity is -7/3; supply elasticity is 7/6; last part – good must be inferior


2. This is a question on specialization. Jane and Sue each produce their own food – vegetables (V) and meat (M), and each works a 12-hour day. Jane can produce 60V or 15M per day, whereas Sue can produce 30V or 15M per day.
(i) With V on the vertical axis, and M on the horizontal axis, draw their production possibilities on two diagrams, labeling the axes and intercepts carefully. 






(ii) Each producing only for herself, suppose Jane consumes all meat and Sue consumes all vegetable, illustrate on your diagrams where they are consuming, and how much.






(iii) If Jane and Sue specialized in producing the good where they have an efficiency advantage, could more be consumed without their working more than 12 hours? Explain if so or if not.
Jane’s intercepts are V = 60, M = 15; Sue’s are V = 30, M =15. For part (ii0 Jane consumes at the meat intercept of 15, Sue consumes at the V intercept of 30.
If they specialized in producing where they were each most efficient, Jane would produce 60 V and Sue would produce 15 M.  This is better than what they do in part (ii), hence specialization and trade increase their consumption possibilities.


3. This is a question on market interventions and surplus. Suppose the supply and demand curves for labour are P = 10 + 5Q and P = 100 - 10Q, where P is the wage and Q is the amount of labour.
(i) Solve for the equilibrium in the market.






(ii) If a minimum wage of $50 is imposed on the market, how much labour will be traded? Illustrate.








(iii) Illustrate and compute the surplus accruing to the suppliers in the market with the minimum wage.




P = $40, Q = 6 in part (i). In part two Q = 5 and the producer surplus is 137.5
