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Department of Economics

Name:      _______________________
Student Number: _________________ 
                         (please print)

Tutorial time and instructor       _________________
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             No. of Pages: 7 
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             Number of Students: 300
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                       tc  \l 1 "of Exam\:  October 20, 2001                          Number of Hours\:  2"
Time of Exam:  800-10.00 P.M.                                  Instructor: J. Kushner




          


Instructions for students

1.   All questions must be answered in spaces provided.


      If necessary, use back of previous page.


2.    Use diagrams wherever possible.


3.     The number of minutes roughly corresponds to the marks.

4. The wording of the examination is very exact.  Please do not attempt to extract answers from the proctors. 

5. Round your numbers to 2 places. For tangencies you may want to use a thicker pencil.
6. If you write in pencil, you cannot expect a remark on any question.                                      
FOR MARKERS ONLY

Question 1               / 32  marks             


Question 2               / 18  marks


Question 3               / 14   marks


Question 4               / 18   marks


Question 5               / 18   marks

          Total                         / 100marks

Question 1-True/False and Explain (otherwise zero)                                (40 minutes)

1.  Because of newly discovered health benefits of Ginseng, the demand has increased and new sellers have entered the market. As a result, the price effect on ginseng is indeterminate but total sales will increase.
[image: image4.emf] 

Price
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                                                   Qty


                        True or false   _________

2. At equilibrium, the more elastic the industry supply, the greater the cost of a subsidy to the government.
[image: image6.emf] 

Price
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                                                   Qty


                        True or false   _______
3. Because of a trade embargo, Pottsville will no longer be able to purchase ginseng from Canada. As a result, the price of ginseng will increase in Pottsville but decrease in Canada..
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True or false ___________ 
4. With price controls, if the government imposes a maximum price of $10, the result will be a shortage of 5 units.
Price
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    True or false  __________ 

Question 1-True/False and Explain (otherwise zero)                                (40 minutes)
5.  If the smoking age is increased from 18 to 19, the price of cigarettes will decrease and those 19 and older will smoke more but total consumption (i.e. sales) will decrease.
[image: image18.emf] 
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True or false  ___________ 

6. The firm that you work for has calculated the income elasticity for your product to 

be -0 .20. If incomes rise by 20%, you can expect your sales to increase by 40%. 










True or false____________

7. The greater the extent to which two goods are complements, the lesser the convexity of the indifference curve.

Y




X                      












True or false   _________
8) Health Canada is concerned with the health effects of Canadians and wants to encourage the consumption of health foods such as milk compared to sugary pop. The more effective the campaign, the steeper the indifference curve becomes. 

Pop





Milk                          
    










True or false _______

Question 2                                                                                                      
   (20 minutes)
The 2018 demand and supply equations for Canadian softwood are as follows:

P = $100 - QD Can &US




(1)

P = $20 + QS Can  




(2)
where QD Can &US  is the quantity of softwood demanded in Canada by U.S. and Canadian firms and  Qs Can is the quantity supplied by Canadian firms.
As a result of the election of a new U.S. president, the U.S. in 2019 is considering prohibiting U.S. firms from purchasing Canadian softwood. Economists have calculated the original demand by U.S. purchasers to be: 

           P

P = 80 - 2QDUS         



            (10)               

What are the economic effects in Canada of the 
U.S. prohibition?












                             











    

     Qty

Original price             ___________                    Original output                          ___________

New price in 2019     ___________                     New output  in 2019                 ___________

Original purchases by Americans ________   Original purchases by Canadians________ 
New purchases by Canadians_______________

Question 3                                                                                                                      (15 minutes)
Once again you’ve impressed your parents and because of your marks you have convinced them that your income should be $10,000. What is the maximum utility you can achieve with this income if the price of Y is $2 and the price of X is $10 and your utility function is TU = 10YX?

Illustrate your answer.                                     Y

X
Optimal combination of Y and X:                                            _________Y and _________X

Maximum utility given an income of $10,000                                      _______________utils

Question 4                                                                                                                   (20 minutes)

Your income is $ 300 and the price of Y is $ 30 and the price of X is $ 10. Carefully illustrate the substitution and income effect for both product Y and product X when the price of Y is reduced to $10.
Y
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


                      X 
Draw the demand curve for product Y showing two points (with numbers) on the demand.

Price
                                                                 Qty y





 
In the above price range, is the demand for Y elastic or inelastic? Why?         __________

Are Y and X substitutes or complements?  Why or why not?                           __________

Is Y a normal or inferior good?   Why or why not?                                           __________                                                             

Is X a normal or inferior good? Why or why not?                                             __________

Question 5                                                                                                     
`         
(20 minutes)

Your hometown allocates its budget of $300 to health facilities(Y) and non- health facilities(X). The price of health facilities $50 and non-health facilities $ 10 and. Show the impact of a conditional grant of $4 for every $1 spent on health facilities subject to a maximum of $ 800.

Y(health facilities)
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        X (non-health facilities)
At what level of Y and X is the conditional grant exhausted? That is, at what levels

 of Y and X do you receive the maximum grant of $ 800?                                                                        










         Y=      ______









                     X =      ______

With the conditional grant, how much better off (in utils) is your hometown?                     __________ 

What amount is the provincial government giving your hometown?                                     __________                                       

If instead, your hometown were given the same amount of cash without any conditions, that is, unconditionally, would it better off than with the conditional grant?  

 If so, by how many additional utils?                                                                   __________          

Question 4                                                                                                                    (20 minutes)

Your income is $ 300 and the price of Y is $ 10 and the price of X is $ 30. Carefully illustrate the substitution and income effect for both product Y and product X when the price of X is reduced to $10.
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                      X 
Draw the demand curve for product X showing two points (with numbers) on the demand.

Price
                                                                 Qty X






 
In the above price range, is the demand for X elastic or inelastic? Why?         __________

Are Y and X substitutes or complements?  Why or why not?                           __________

Is X a normal or inferior good?   Why or why not?                                           __________                                                             

Is Y a normal or inferior good? Why or why not?                                             __________

Question 5  ANSWER                                                                                                    (20 minutes)

Your hometown allocates its budget of $300 to health facilities(Y) and non- health facilities(X). The price of health facilities $50 and non-health facilities $ 10 and. Show the impact of a conditional grant of $4 for every $1 spent on health facilities subject to a maximum of $ 800.

Y(health facilities)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	












        X( non-health facilities)
At what level of Y and X is the conditional grant exhausted? That is, at what levels

 of Y and X do you receive the maximum grant of $ 800?                                                                        










         Y=      ______









                     X =      ______

With the conditional grant, how much better off (in utils) is your hometown?                     __________ 

What amount is the provincial government giving your hometown?                                     __________                                       

If instead, your hometown were given the same amount of cash without any conditions, that is, unconditionally, would it better off than with the conditional grant?  

 If so, by how many additional utils?                                                                   __________          
Question 5 Alternative                                                                                            (20 minutes)

Imagine yourself as a parent of Jay, a university student. Jay’s income of $3,000 is spent on healthy food and entertainment. The price of non-healthy items is $ 10 and food $ 30. You are concerned that Jay is partying too hard and not eating properly and therefore have offered Jay $2 for every dollar spent on food subject to a maximum of $ 4,500. Show the impact of this conditional grant of $2 for every $1 spent on food. 
Y(non-healthy items)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


        X( Healthy foods) 
At what level of Y and X is the conditional grant exhausted? That is, at what levels

 of Y and X would Jay be receiving the maximum $4,500?                                                                        










         Y=      ______









                     X =      ______

With the conditional grant, how much better off (in utils) is Jay?                                        __________ 

What dollar amount is Jay receiving?                                                                                  $ __________                                       

If Jay were given the same amount of cash without any conditions, that is, unconditionally, would it better off than with the conditional grant?         

 If so, by how many additional utils?                                                                           _________              

With the subsidy, how much food is Jay buying?                                                     __________

With cash, how much food is Jay buying?                                                                __________

Question 4    ANSWER                                                                                                (20 minutes)

Your income is $ 300 and the price of Y is $ 10 and the price of X is $ 30. Carefully illustrate the substitution and income effect for both product Y and product X when the price of X is reduced to $10.
Y
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


                      X 
Draw the demand curve for product X showing two points (with numbers) on the demand.

Price
                                                                 Qty X






 
In the above price range, is the demand for X elastic or inelastic? Why?         __________

Are Y and X substitutes or complements?  Why or why not?                           __________

Is X a normal or inferior good?   Why or why not?                                           __________                                                             

Is Y a normal or inferior good? Why or why not?                                             __________

Question 4                                                                                                                    (20 minutes)

Your income is $ 300 and the price of Y is $ 10 and the price of X is $ 30. Carefully illustrate the substitution and income effect for both product Y and product X when the price of X is reduced to $10.
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                      X 
Draw the demand curve for product X showing two points (with numbers) on the demand.

Price
                                                                 Qty X






 
In the above price range, is the demand for X elastic or inelastic? Why?         __________

Are Y and X substitutes or complements?  Why or why not?                           __________

Is X a normal or inferior good?   Why or why not?                                           __________                                                             

Is Y a normal or inferior good? Why or why not?                                             __________

The Federal government wishes to upgrade water treatment plants and is offering your city $ 2 for every $1 spent on water treatment plants (Y) subject to a maximum of $126. The price of Y is $ 9 and the price of X is $3. Your income is $90. Carefully draw the new budget line. Give the exact co-ordinates for all relevant points.

How much better off is the city with the conditional grant?                                                            ____________

How much better off would the city be with an unconditional grant as opposed to no grant?       ____________

How much superior is the unconditional grant?                                                                                ____________

How much is the grant ?                                                                                                                         $___________

 Question 5                                                                                                      (20 minutes)

The City of Pottsville has lobbied the provincial government for a greater share of provincial gas revenues. As a result, the Province is offering Pottsville $ 2 for every $1 they spend on roads subject to a maximum of $ 1,260. Ontario’s budget of $ 900 is spent on roads (Y) and non-roads (X). The price of roads (Y) is $ 90 and non-roads (X) $ 30. 
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       X ( non- roads)
 At what level of Y and X is the conditional grant exhausted? That is, at what levels

 of  Y and X do you receive the maximum grant of $ 1260?                                                                        










         Y =      ______









                     X =     _______
With the conditional grant, how much better off (in utils) is Pottsville?                                __________ 

What amount is the provincial government giving to Pottsville?                                         __________                                       
If instead, the Pottsville were given the same amount of cash without any conditions, that is, unconditionally, would it better off than with the unconditional grant compared to the conditional grant?  If so, by how many additional utils?                                                                            __________                  

Why?  




Question 5                                                                                                      (20 minutes)

Your city allocates its budget of $600 to schools(Y) and non-school facilities(X). The price of school facilities is $ 60 and non-school facilities $20. Show the impact of a conditional grant of $2 for every $1 spent on schools subject to a maximum of $ 960.

Y( schools)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


X          
At what level of Y and X is the conditional grant exhausted? That is, at what levels

 of Y and X do you receive the maximum grant of $ 960?                                                                        










         Y=      ______









                     X =      ______

With the conditional grant, how much better off (in utils) is the city?                                     __________ 

What amount is the provincial government giving the city?                                                    __________                                       

If instead, the city were given the same amount of cash without any conditions, that is, unconditionally, would it better off than with the conditional grant?  Why?

 If so, by how many additional utils?                                                                                        __________

IGNORE REMAINDER

Question 4                                                                                                      (20 minutes)
The tennis club that you manage has estimated the demand for court time to be
               QCT   = 100  -  1.0 PCT – 1.0 PTR - 2.0 PB + 0.01 M

Where     
QCT   is the quantity of court time measured in hours

PCT is the price of an hour of court time ($ 40) 
PTR is the price of a tennis racquets ($100)

PB  is the price of   a bottle of beer  ($5)

M is income ($50,000)           

1)   Are court times normal or inferior goods?  

2) Are tennis racquets and court time substitutes or complements.

3) Are court times and bottles of beer substitutes or complements.

4) What is the quantity of court time sold?

5) What is the cross elasticity between court time and bottles of beer?
6) If the price of court time decreased to $30 what is the effect on sales of court time?

7) What is the impact of a 10 % increase in incomes on court time?
 









ANSWERS:










1)    _________________









2)    _________________









3)    __________________









4)    __________________









5)   ___________________









6)   ___________________









7)   ___________________

Question 5                                                                                                      (20 minutes)

On more than one occasion, Canadians have won the Nobel Prize.  Your parents are pleased with your performance in economics and have decided to give you $10,000 for the winter term. Given the following what is the highest utility you can achieve with an income of $10,000? 

Y

TU = 2YX                                             (1)                                                                                         

Px = $10                                                (2)
Py = $20                                                (3)

                                                                                                                                                         X

Optimal Y and X:   _____X  and   ____Y
 Total utility:  ___________ utils

Question 5                                                                                                      (20 minutes)
Your income  is $400 and the price of  Y is $2 and X is $4. Show the price consumption curve when the price of X is reduced to $2 and then to $1. 53.

Draw the demand curve for X showing two points on the demand curve.

What is the relationship between Y and X?

How are  goods Y and X related to one another? __________________.

Why? 

Substitution effect for Y ___________Income effect for Y_____________

Is Y a normal good?____     Why or why not?

Is X a normal good?____      Why or why not?

Question 5                                                                                                      (20 minutes)

On more than one occasion, Canadians have won the Nobel Prize.  Your parents are pleased with your performance in economics and have decided to give you $10,000 for the winter term. Given the following what is the highest utility you can achieve with an income of $10,000? 

Y
TU = 2YX                                                                                            

Px = $10

Py = $20

                                                                                                                                                                                       X

Optimal Y and X:   _____Y and ____

 Total utility:  ___________ utils

Question 5                                                                                                      (20 minutes)
Suppose an individual's marginal rate of substitution is three slices of pizza for one coke at the present level of consumption. The individual's income is $12, the price of coke is $3.00 and the price of a slice of pizza is $1.50. Is the consumer maximizing her welfare?  If not what should the consumer do?

Illustrate and carefully explain your answer using a diagram.

Pizza(Y)










 Coke(X)   


Is the consumer maximizing her welfare? 

Why or why not?

If not what should the consumer do?

Once again because of your marks you have impressed your parents. Accordingly, they are ensuring that your school income will be   $5, 400. Given the price of Y $4 and the price of X $8, what is the maximum well being you can achieve given your utility function as TU =  40XY.  

Illustrate your answer.



Y

PRIVATE 
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                            "


                                                                                                                                                         X
Optimal combination of Y and X:       __________Y and ____________X

Maximum total utility                                                        _____________

Question 4                                                                                                      (20 minutes) 

Your income is $ 1400 and the price of Y is $ 10 and the price of X is $ 17.50. Carefully illustrate the substitution and income effect for both product Y and product X when the price of X decreases to $ 8.
PRIVATE 


tc  \l 1 "Y"
Draw the demand curve for product X showing two points (with numbers) on the demand.

Price







                                                        Qty of  X


In the above price range, is the demand for X elastic or inelastic? Why?  ________
Are Y and X substitutes or complements?  Why or why not?                    ________
Is Y a normal or inferior good?   Why or why not?                                     ________
Is X a normal or inferior good?  Why or why not?                                       ________           

Question  5                                                                                                                (20 minutes)

Your municipality has a budget of $  360 which is spent on sewers (Y) and non-sewers(X). The price of Y is $ 36 and the price of X is $ 10. The Province wants to improve the environment and therefore will subsidize sewers; specifically they will give you $ 2.00 for every dollar spent on sewers subject to a maximum of $ 480.   Show the effects of this conditional grant and give the exact coordinates (Y and X) for all points.

At what level of Y and X is the conditional grant exhausted?

That is, at what levels of Y and X do you receive the maximum grant of $ 480?  Y= ______









              X = ______
With the conditional grant, how much better off (in utils) is the city?            __________                                                                      
What amount is the provincial government giving the city?                           ___________                                     

If instead, the city were given the same amount of cash without any conditions, that is, unconditionally, would it better off than with the conditional grant?           __________ 

If so, by how many additional utils?                                                                  ___________

How much better off are you with the conditional grant? _________________

How much is the grant?                                                       ___________________

If the grant were unconditional, how much better off would you be compared to the conditional grant?                                                                ____________________

Question  5                                                                                                                (20 minutes)

Given an income of $300, PY = $ 10 and PX = $ 8.33 show the effect of an excise tax on only good Y which increases the price of  Y to $30.  Next show why a general sales tax (i.e. a tax on both Y and X)  is superior.


Y












                               X

How much worse off are you with the excise tax?               _________________
How much worse off are you with the general sales tax?   _________________
How much superior is the general sales tax?                        _________________

How much are the tax revenues to the government?                  $___________

What is an example where you might want an excise tax?        ____________

 The firm that you work for has calculated the income elasticity of demand for its product to be –4.00. Given that incomes are expected to decrease by 10% percent next year, your company can expect its sales to increase by  40 % next year.

Question 4                                                                                      

Using the diagram below, show the substitution and income effect when the price of product Y falls to one half of its original price. Show these effects for both Y and X. Your income is $100.

PRIVATE YYtc  \l 1 "Y"
PRIVATE  tc  \l 1 ""










                                           X

Draw the demand curve for product Y showing two points on the demand.

Price






Quantity of Y

Is Y a normal good?                 
Is X a normal good?                    
Question 2                                                                                      (20  minutes)                            

Assume that the (inverse) demand curve by Canadians for Canadian lumber and the supply of lumber by Canadian firms is given by the following:




P = 200 - Qdcan    .......... (1)




P = 10 + .5Q scan  .......... (2)

As a result of Prime Minister Chretien’s trade mission to France, France  has agreed to buy Canadian lumber. The French demand for  Canadian lumber is given by:




P = 100 - 2QdF   .......... (3)

What are the economic effects of this trade agreement on the Canadian lumber market?  Use a diagram to illustrate your answer.

Price 

                                                                                Qty

(a)   original price _____________                                             

(b)   original output_____________

( c)  new price ______________   

(d)   new sales______________

(e)   purchases by Canadian consumers _______

(f)   purchases by U.S. consumers           _______                               
Question 3                                                                                                               (20 minutes)   

Using the diagram below, show the substitution and income effect ( and the total effect) when the price of product Y doubles. Show these effects for both Y and X. Your income is $100.

PRIVATE                                                                    tc  \l 1 "                                                                   "
Draw the demand curve for product Y showing two points on the demand.

Price




             Quantity of Y

Is Y a normal good?                 
Is X a normal good?                    
Question 4                                                                                      (30 minutes)         
Imagine yourself as a parent. Your  daughter’s income is $1000 which is spent on economic textbooks and non-textbooks (food, clothing, entertainment, etc.)

The price of non-books is $10 and the price of books is $40.  In the last three years, Canadians have won the Nobel Prize in economics. You’re impressed and want your daughter to be a Nobel Prize winner and therefore have offered $3 for every dollar spent on books subject to a maximum of $ 1800. Your daughter however thinks “cash is king “and wants the cash instead. 

Carefully illustrate the new budget line. Give numbers for all points of interest.
Non-textbooks

                                                                                                      Textbooks

With the conditional grant, how much better off (in utils) is your daughter? __________                                                                          
Given the diagram above, what would be the equivalent amount in cash ?   __________

If your daughter were given the cash equivalent, would she be better off than with the conditional grant?  If so by how much?                                    
What advice would an economist give to you, the parent? 

Question 3                                                                                                       15 minutes

Given an income of $1000,  PY  =  $10 , PX = $20 what is the highest utility one can achieve given your utility function to be TU = 10YX.  Illustrate your answer. 

Y

                                                                            X

Question  5                                                                                    ( 16 minutes)

Billy Bob's Gym and Tanning Emporium is attempting to increase the use of their new tanning bed facility.  Currently, the price is $5 per session . Billy Bob is comparing Policy 1 which is to reduce the price per session to $1.67 or Policy 2 which is to offer a package of 28 sessions for $20. 

On the graph below illustrate the two policies using a representative consumer’s indifference map whose monthly entertainment budget is $100.  Illustrate the new consumer equilibrium under each policy.  Carefully label the graph.

a) Under which policy will the consumer be better off?

b)Under which policy will Billy Bob be better off?


Question 5                                                                                                  

The provincial governments have lobbied the federal government for a greater share of income tax revenues. As a result the federal government is offering the provinces $2 for every $1 they spend on health care subject to a maximum of $1400. The provincial government’s budget is $1000 and is spent on health care (Y) and non-health care (X).

The price of health care (Y) is $50 and non-health care (X) $10. 

Carefully illustrate the new budget line. Give exact numbers for all points of interest.
Health Care











     Non- health care

With the conditional grant, how much better off (in utils) is the province?  _________                                                                    
What amount is the federal government giving the province?                     ___________                                     

If the province were given the same amount of cash without any conditions, would it better off than with the conditional grant?  _____ 

If so, by how many additional utils?                                                                  ___________

Originally, the consumer is at point a. The price of X falls and the consumer moves to a new equilibrium at b.

Are Y and X substitutes or complements?                                               _________________

Y SHAPE  \* MERGEFORMAT 



From the diagram above, are Y and X normal goods?  Why?    ______________________ 

(Hint:    You are free to draw more lines)

In the recent budget, the federal government is offering the provinces $ 2.00 for every $1 they spend on health care subject to a maximum of $6000. The provincial government’s budget is $4000 and is spent on health care (Y) and non-health care (X).

The price of health care (Y) is $100 and non-health care (X) $ 333.33. 

Carefully illustrate the new budget line. Give exact numbers for all points of interest.
Health Care











     Non- health care

Where the conditional grant is exhausted,             Y =   ___________________








   X = ____________________

























With the conditional grant, how much better off (in utils) is the province?  _________                                                                    
What amount is the federal government giving the province?                     ___________                                     

Question  5                                                                                                                (20 minutes)

Given an income of $100, PX = $10 and PY = $5 show the effect of an excise tax on only good Y which doubles the price of Y .  Next show why a general sales tax (i.e. a tax on both Y and X)  is superior.


Y












                               X

How much superior is the general sales tax?________________

How much is the tax?   $___________

)  The firm that you work for has calculated the income elasticity of demand for its product to be –4.00. Given that incomes are expected to decrease by 10% percent next year, your company can expect its sales to increase by  40 % next year.

3) The government considers the current rental  price of $1000 to be excessively high and is considering rent controls at a price of $800 in which case we can expect shortages of approximately 500 units. 

                          Price


                $1000


                 $800


                                           500    1500                 Qty

b) In the 1990s, we have fewer children than we did in the early 1940s. Using indifference curves and budget lines, give two possible reasons for these differences.

Non-Children





Children


Non-Children





Children


Question 3                                                                                                  (20 minutes)

Using the diagram below, 

Question 6                                                                                                  (20 minutes)

The Ontario government is concerned with the lack of fitness of university students and has introduced a grant whereby for every dollar the Brock spends on physical education facilities (Y), the university will receive $2 subject to a maximum of $1250. Carefully draw the new budget line labelling all points of interest. The price of Y is $25 and the price of X is $10. The university's income is $1000.




With the conditional grant, how much better off (in utils) is Brock?         ____________                                                                   
What dollar amount is Brock receiving?                                                       ____________                                

If Brock instead were given cash without conditions, would Brock be better off? _____    

 If so by how many utils?                                                                           _______________                               

_____________

Your daughter wants the cash instead. You disagree. What advice would an economist give you, the parent? 

As a result of another  Canadian winning the Nobel Prize in economics, the Canadian government  proposes to subsidize consumers who purchase textbooks.

9) The cross elasticity for textbooks and old exams is –2.0. if the price of copies of old exams increases by 30 percent, the quantity demanded of textbooks will decrease by 40 percent.

The cross elasticity for textbooks and old exams is –4.0. if the price of copies of old exams increases by 40 percent, the quantity demanded of textbooks will decrease by 40 percent.

Sally loves theatre and hockey. At his current rate of consumption, Sally is willing to give up one theatre performance to gain two hockey games.  The price of theatre is $ 10 and hockey is $40.  Sally should purchase more hockey and less theatre.

Theatre


`


     Hockey       

Question 2                                                                                      ( 20 minutes)                            

Assume that the (inverse) demand curve by all countries for Canadian ginsing and the supply of ginsing by Canadian farmers is given by the following:



P = 300 - Qdworld                                   (1)



P = 60 + 2Qscan                                       (2)

As a result of Canada’s ban on Brazilian beef into Canada, Brazil has retaliated by banning Canadian ginsing into Brazil.  The demand by Brazil for Canadian ginsing is given by  

 

P = 260 - 2QdBrazil                                  (3)

What are the economic effects of this Brazilian ban on the Canadian ginsing market? 







      P












Qty ginsing










(a)   original price _____________                                             

(b)   original output_____________

( c)  new price ______________   

(d)   new sales______________

(e) purchases by Canadians up or down _______    Why?                             

Assume that the (inverse) demand curve by Canadians for Canadian ginsing and the supply of ginsing by Canadian farmers is given by the following:



P = 300 - Qdcan                                   (1)



P = 60 + 2Qscan                                  (2)

As a result of Prime Minister Chretien’s trade mission to China whereby China has agreed to buy Canadian ginsing, the Chinese are now allowed to sell their caviar in Canada.  The supply by China in Canada is given by: 

by 

P = 40 + QsChina                                      (3)

What are the economic effects of this trade agreement on the Canadian lumber market? 

Price 






Quantity

(a)   original price _____________                                             

(b)   original output_____________

( c)  new price ______________   

(d)   new sales______________

(e)   sales by Canadian producers _______

(f)   sales by U.S. producers _______                               

Question 4                                                                                      

Using the diagram below, show the substitution and income effect when the price of product Y doubles. Show these effects for both Y and X. Your income is $100.

PRIVATE 
Ytc  \l 1 "Y"
PRIVATE 
 tc  \l 1 ""










                                           X

Draw the demand curve for product Y showing two points on the demand.

Price






Quantity of Y

Is Y a normal good?                 
Is X a normal good?                    
Question 5                                                                                                  

The provincial governments have lobbied the federal government for a greater share of income tax revenues. As a result the federal government is offering the provinces $2 for every $1 they spend on health care subject to a maximum of $1400. The provincial government’s budget is $1000 and is spent on health care (Y) and non-health care (X).

The price of health care (Y) is $50 and non-health care (X) $10. 

Carefully illustrate the new budget line. Give exact numbers for all points of interest.
Health Care











     Non- health care

With the conditional grant, how much better off (in utils) is the province?  _________                                                                    
What amount is the federal government giving the province?                     ___________                                     

If the province were given the same amount of cash without any conditions, would it better off than with the conditional grant?  _____ 

If so, by how many additional utils?                                                                  ___________

Why would the federal government make it conditional rather than unconditional?

Question 5                                                                                                  (20 minutes)                               

Imagine yourself as a parent. Your daughter’s income is $1000, which is spent on economic textbooks and non-textbooks (food, clothing, entertainment, etc.)

The price of non-books is $10 and the price of books is $20.   Canadians continue to win the Nobel Prize in economics. You’re impressed and want your daughter to be a Nobel Prize winner and therefore have offered $3 for every dollar spent on books subject to a maximum of $ 1600. Your daughter however thinks “cash is king “and wants the cash instead. 

Carefully illustrate the new budget line. Give numbers for all points of interest.
Non-textbooks

                                                                                                      Textbooks

With the conditional grant, how much better off (in utils) is your daughter?  _________                                                                    
What amount are you giving your daughter?                                                    ___________                                     

If your daughter were given the cash without conditions, would she be better off than with the condition.?  _____ If so by how many utils?                                        

                    _____________

Bonus question ; Who won the Nobel Prize this year______________________

PRIVATE 
With the subsidy, how many books is your daughter buying?                         _____________With the subsidy, how many books is your daughter buying?                         _____________tc  \l 1 "With the subsidy, how many books is your daughter buying?                         _____________"
With the cash and no conditions, how many books is she buying?                  _____________

Your daughter wants the cash instead. You disagree. What advice would an economist give you, the parent? 

With the conditional grant, how much better off (in utils) is your daughter? __________                                                                          
Given the diagram above, how much does your daughter receive in cash from the conditional grant?                                                                                                                       __________

If your daughter were given the cash without conditions, would she be better off than with the conditional grant?  If so by how many utils?                                                       ___________ 
Your daughter wants the cash instead. You disagree. What advice would an economist give you, the parent? 

Question  5                                                                                    ( 16 minutes)

Billy Bob's Gym and Tanning Emporium is attempting to increase the use of their new tanning bed facility.  Currently, the price is $5 per session . Billy Bob is comparing Policy 1 which is to reduce the price per session to $1.67 or Policy 2 which is to offer a package of 28 sessions for $20. 

On the graph below illustrate the two policies using a representative consumer’s indifference map whose monthly entertainment budget is $100.  Illustrate the new consumer equilibrium under each policy.  Carefully label the graph.

a) Under which policy will the consumer be better off?

b)Under which policy will Billy Bob be better off?

Question 3

Given an income of $1000 and the price of Y $2 and the price of X $10 what is the maximum utility that can be achieved for an individual who has in indifference curve specified as TU = 10XY.  

Illustrate your answer.



Y

PRIVATE 













                            












                            tc  \l 1 "












                            "














X

Optimal combination of Y and X:       __________Y and ____________X

Utility achieved with an income of $1,000_____________


Question  5                                                                                    ( 16 minutes)

Billy Bob's Gym and Tanning Emporium is attempting to increase the use of their new tanning  bed facility.  Currently, the price is $5 per session (session is 20 minutes). Billy Bob is comparing Policy 1 which is to reduce the price per session to $1.67 or policy 2 which is to offer a package of 20 sessions for $30. 

On the graph below illustrate the two policies using a  representative consumer’s indifference map whose monthly entertainment  budget is $100.

Billy Bob's Gym and Tanning Emporium is attempting to increase the use of their new tanning Bed facility line. Currently, the price is $5 per session (session is 20 minutes). Billy Bob is 

comparing Policy 1 which is to reduce price per session to $2.50 OR policy 2 which is to offer a package of 20 sessions for $30.

On the graph below illustrate the two policies using a 

representative consumer’s indifference map. This consumer has $100 monthly entertainment  budget

50

50

2) Given  the demand supply for rental housing, if rental prices are fixed at $400 there will be a shortage of 200 rental units.

Rental price

6) Everybody loves fast cars and horses. At the same bundle of goods, Rachel’s indifference curve for fast cars and horses is steeper than Bert’s. Therefore Rachel loves fast cars (compared to horses) much more than Bert.

Fast cars

                                                                      Horses

7) Sally Consumer’s indifference curve between cigarettes and hamburgers is upward sloping. Based on this information, we can conclude that Sally views cigarettes as an economic bad and hamburgers as an economic good.








Cigs

Question  5                                                                                    ( 16 minutes)

Billy Bob's Gym and Tanning Emporium is attempting to increase the use of their new tanning bed facility.  Currently, the price is $5 per session (session is 20 minutes). Billy Bob is comparing Policy 1 which is to reduce the price per session to $1.67 or Policy 2 which is to offer a package of 20 sessions for $30. 

On the graph below illustrate the two policies using a  representative consumer’s indifference map whose monthly entertainment  budget is $100.

Quantity

Question 5                                                                                       (25 minutes)

A cigarette producer is considering introducing a new smokeless brand of cigarette, Blue Joy, to compete directly against the two leading low-tar brands A and B.  Panels of cigarette smokers have rated the two-leading brands in two respects - "good taste" and "lightness".  Brand A was given a 7 rating (on a 1 to 10 scale) on good taste and a 2 rating on lightness.  Brand B received ratings of 9 on good taste and 9 on lightness.  Brand A sells for $10 per carton and brand B retails for $20 per carton. In taste tests for the new brand the producer is considering introducing, smokers have given it a 3 rating on good taste and a 7 on lightness.  Plans call for the new brand to sell for $12.50 per carton.

Draw the efficiency frontier for the three brands, labelling all points.

Given the indifference map below for a typical consumer who spends $100 per month on cigarettes, which brand will the consumer select?

If the price per carton for Blue Jay is reduced from $12.50 to $ 9, will the smoker switch brands?

                                                                                                        Lightness                                                                                                                

Good Taste

                                                                                                                                                                                                                              Lightness

Given the following supply and demand equations what are the economic effects of a new export market to the U.S. characterized by equation (3).



P = 10 + 2QSCAN   ..........(1)



P = 40 - QDCAN    ..........(2)

          P = 35 - QDUS     ..........(3)

Illustrate your answer with a diagram.

The demand by Canadians and the supply by Canadian producers is given by




P = 200 - Q    .......... (1)




P = -10 + Q /2........... (2)


What are the economic effects of an industry marketing campaign whereby U.S. consumers now want the Canadian product.  The U.S. demand for this Canadian product is given by:




P =  80 - 2Q   .......... (3)


Illustrate your answers.

The consumer is originally in equilibrium at "A".  The price of Y decreases.  Explain in detail why "A" is no longer an equilibrium.

Question 5                                                                                       (25 minutes)

A cigarette producer, Blue Joy, is considering introducing a new brand of cigarette to compete with two leading brands 'A' and 'B'.  Brand 'A' is rated 7 on good taste and 2 on lightness; Brand 'B' 5 on good taste and 5 on lightness and Blue Joy is rated 3 on good taste and 7 on lightness.  'A' is priced at $10.50, 'B' at $10.75 and Blue Joy at $12.50.

Draw the attribute rays and efficiency frontier.  Which cigarette will the typical consumer with an income of $100 select?  What is the consumer's second choice.  If the price of Blue Joy is reduced to $11.00, which brand would the consumer select?

Good Taste

                                                                                                                                                                                                                          Lightness

ECON 2P23

FORMAT FOR MID-TERM

Saturday 9-11

The mid-term examination is a joint product by the two instructors in the course and encompasses the first four chapters in the textbook. The format is as follows:

Question1  --  8 true false and explain                      40 marks


 Note: no explanation no mark

Question 2  --  supply demand question                  20 marks

Question 3  —  consumer equilibrium question     20 marks

Question 4  —  consumer equilibrium question     20 marks

The examination should take one and one half-hour but you are given 2 hours.  

Review sessions will be held for those who have questions at the following times:





Prof. Kushner: Friday  11.00 a.m.  WH  324





Prof. Kushner: Friday    4.00 p.m.  AS   202





Prof. Koehn:    Friday    4.00 p.m.  TH 242

Where Do You Write?

Prof. Kushner’s MWF 11-12 class:    TH 242 and TH246

Prof. Koehn’s Thursday 7-10 class:   TH 243 and TH 244

All 4 to 5 classes: TH. 245, 258 and 259.    

Unfortunately, Prof. Zandi was ill for his Tuesday class.  His students may wish to attend one of the following two review sessions:

Thursday 8:30 a.m Thistle 246

Friday 11:30 a.m.   Thistle 244

What will be the price with U.S. imports? ______________

What will be the new industry output? _____________

How much will be produced by Canadians? _____________

How much will be purchased by Americans? ______________

Using the diagram below, show the substitution and income effect when the price of Y falls to one half of its original price.
R. Khan
Quiz #1
July 13, 1990

True or False Questions
Each of the following statements is either true or false.  If it is true, prove that it is true.  Circle (T) or (F).

1.
If indifference curves are everywhere convex to the origin, prices are constants, and the consumer maximizes utility subject to his budget constraint, it follows that the consumer's demand curve for any particular good must be downward sloping.


(T)  (F)

2.
If an individual's demand curve for bread is upward sloping, then an increase in his income would shift it to the left.


(T)  (F)

3.
There must be at least one good that a consumer buys for which his demand curve is downward sloping.


(T)  (F)

4.
While it is impossible for all goods that a consumer buys to be Giffen goods, there is no reason why they should not all be simultaneously inferior.


(T)  (F)

5.
If a consumer is initially in equilibrium and then all prices and his income fall by 5%, he will as a consequence consume more of those goods that are inferior goods for him.


(T)  (F)

6.
In a world with only two goods, if the marginal utility of each is positive, then the indifference curve will be convex to the origin.


(T)  (F)

7.
A diminishing marginal rate of substitution implies that the marginal utility of each good is diminishing.


(T)  (F)

8.
If a consumer in a two-good world has a utility function U = XY, faces prices Px = 2 and Py = 3, has income per period of M = 300, and consumes 60 units of X and 40 units of Y, then since his MRSxy equals the price ratio we know that he is maximizing his utility.


(T)  (F)

Economics 2P23, Quiz #1
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9.
If the price-consumption curve for X approaches the X axis as the price of X is reduced, then since the quantity of Y consumed falls, although the fall in Px raises real income, we know that Y is an inferior good.


(T)  (F)

10.
If from an initial equilibrium point the price-consumption curve showing the consumer's response to a change in the price of X approaches the Y axis as the price of X falls, we can be sure that the price-consumption curve showing the consumer's response to a change in the price of Y will approach the Y axis as the price of Y falls.


(T)  (F)

11.
If an increase in the price of X would lead a consumer to buy more of X, then an increase in his income would lead him to buy less of X.  By the same reasoning, if an increase in the price of X would lead him to buy less of X, then an increase in his income would lead him to buy more of X.


(T)  (F)

12.
If an individual initially spends one half of his income on X and the rest on other goods, and if his income elasticity of demand for X is +3, then we know that he consumes at least one inferior good.


(T)  (F)

13.
If TU = 130 X - 2.5 X2, the derivataive of the total utility is 13 - 2.5 X


(T)  (F)

14.
If TU = 130 X - 2.5 X2, total utility is maximized when X = 26.


(T)  (F)

15.
Along a given indifference curve, MUx(X = MUy(Y


(T)  (F)

16.
Assume indifference curve with perfect substitutability.  Assume further that the budget-line is steeper than the indifference curve.  With X as the horizontal axis, the consumer will buy only X and no Y.


(T)  (F)

17.
We must always have maximization of utility when MRS is equal to price ratio.


(T)  (F)

Economics 2P23, Quiz #1
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18.
With sales taxes and income taxes of equal magnitude, consumers would be indifferent between sales taxes and income taxes, assuming that the convexity-condition is satisfied. 


(T)  (F)

19.
When the demand function is P = a - bQ, the slope of the MR curve is -26.


(T)  (F)

20.
When the demand function is P = 400 - 2Q, revenue-maximizing Q is equal to 200.


(T)  (F)

21.
When the demand function is P = 400 - 2Q, price-elasticity is equal to -1 when original price and quantity are 50 and 400, respectively.


(T)  (F)

22.
With Q1 = 200, Q2 = 300, P1 = 100, P2 = 80, arc-elasticity estimate is 1.8.


(T)  (F)

23.
If Marginal utility is positive and falling, then the associated total utility is positive and falling.


(T)  (F)

24.
The market-demand curve is the average of ind8.
If a consumer in a two-good world has a utility function U = XY, faces prices Px = 2 and Py = 3, has income per period of M = 300, and consumes 60 units of X and 40 units of Y, then since his MRSxy equals the price ratio we know that he is maximizing his utility.


(T)  (F)

Economics 2P23, Quiz #1
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9.
If the price-consumption curve for X approaches the X axis as the price of X is reduced, then since the quantity of Y consumed falls, although the fall in Px raises real income, we know that Y is an inferior good.


(T)  (F)

10.
If from an initial equilibrium point the price-consumption curve showing the consumer's response to a change in the price of X approaches the Y axis as the price of X falls, we can be sure that the price-consumption curve showing the consumer's response to a change in the price of Y will approach the Y axis as the price of Y falls.


(T)  (F)

11.
If an increase in the price of X would lead a consumer to buy more of X, then an increase in his income would lead him to buy less of X.  By the same reasoning, if an increase in the price of X would lead him to buy less of X, then an increase in his income would lead him to buy more of X.


(T)  (F)

12.
If an individual initially spends one half of his income on X and the rest on other goods, and if his income elasticity of demand for X is +3, then we know that he consumes at least one inferior good.


(T)  (F)

13.
If TU = 130 X - 2.5 X2, the derivataive of the total utility is 13 - 2.5 X


(T)  (F)

14.
If TU = 130 X - 2.5 X2, total utility is maximized when X = 26.


(T)  (F)

15.
Along a given indifference curve, MUx(X = MUy(Y


(T)  (F)

16.
Assume indifference curve with perfe

Your community's income is $80, Py = $10 and Px = $8.  Show the effect of a conditional grant from the Province whereby for every $1 spent on Y, your community receives $.50 subject to a maximum of $20.

Given the demand equation Q = 10 - P








    10


(1)
What is MR.


(2)
At what output is TR a maximum.


(3)
Determine the price elasticity of demand when TR is a maximum.


(4)
Determine the price elasticity of demand when



Q = 5.


               A beer company which you own is considering introducing a new beer to compete with the two existing brands, A and B. Panels of consumers have rated your beer (brand X) and the two existing brands in two respects-"taste" and "lightness". The ratings  and prices are summarized as follows:

    BRAND  Price  Taste Lightness

      A    $2.08   7       2

      X    $2.50   3       7

      B    $2.27   5       5

Draw the efficiency frontier for the three brands.

Given the indifference map below for a typical consumer who spends $100 per year on beer, which brand will the consumer select?

Illustrate and describe how you would determine the maximum price that can be charged for consumers to buy brand X?

PRIVATE 
With the conditional grant,how much better off is your daughter? _____the conditional grant,how much better off is your daughter? _____tc  \l 1 "the conditional grant,how much better off is your daughter? _____" Question 3                                                                                                         ( 20 marks)

Once again, you’ve impressed your parents.  Because of your marks, you have convinced them that your income should be $10,000.  Given this income, and the price of Y $2 and the price of X $10 what is the maximum utility that you can achieve given your utility function as TU = 10XY.  

Illustrate your answer.



Y

PRIVATE 













                            












                            tc  \l 1 "












                            "







X

Optimal combination of Y and X:       __________Y and ____________X

Utility achieved with an income of $10,000_____________
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$100
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