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BROCK UNIVERSITY

Department of Economics

Economics 2p23
Sample Midterm 


Name:      _______________________	Student Number: _________________ 
                         (please print)

 
Tutorial time and instructor       _________________

					

Use or possession of unauthorized materials or electronic devices will result in a charge of academic misconduct under the University's Academic Integrity Policy.


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.The more inelastic the demand, the greater the output decrease of a per unit tax on producers.

Price						







                                                   Qty			                       		 True or false   _________	


2.  If in the future, there are newly discovered health problems associated with Cannabis, the demand will decrease, and some sellers will leave the market. As a result, the price effect on Cannabis is indeterminate but total sales will decrease.
Price						







                                                   Qty			                       		 True or false   _________	

3. Because of a trade disagreement between Canada and Pottsville, 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.

Price                                                         Price








           Pottsville                    Qty		               Canada.		Qty	

										True or false ___________ 


4. With price controls the lower the maximum legal price, the higher the possible black-market price. 
Price







				X                      		
										True or false   _________


											

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

5.  If, in Pottsville, the legal age for cigarettes is increased from 19 to 21, the price of cigarettes will decrease and those 21 and older will consume more but total consumption (i.e. sales) will decrease.

Price








                                                  Qty						True or false  ___________ 


6. As we age, our tastes change. For example, Bob now loves bourbon whiskey more than 20 years ago. Therefore,  his indifference curve is now steeper than it was 20 yours ago.


Bourbon



			  
			 2000


			    Beer
                                                   			                  	True or false   _______

	                                            
7. The firm that you work for has calculated the cross elasticity between your product (X) and product Y to be -2.0. If firm Y decreases their price by 10%, you can expect your sales to increase by 20%. 


                        	           						

									
										True or false____________



8) According to the diagram, Y and X are substitutes.

Y
  






				X                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                        	    
									          True or false _______




Question 2                                                                                                      	             (20 minutes)

The 2019 demand and supply equations for cigarettes in Pottsville are as follows:

P = $ 300 - QD 16+ 					(1)
P = $ 60 + 2QS  					(2)

where QD 16+ is the quantity of cigarettes demanded by those 16 and above and Qs Can is the quantity supplied by domestic firms. 

To discourage young people from smoking Pottsville in 2020 will increase the legal age to 19. The demand by 16, 17 and 18 year olds is given by
							           P
P = 260 - 2QD16,17,18         				(10)               

What are the economic effects of this new law.?													                             

						







									    		               Qty


  							
















Original price             ___________                    Original output                                 ___________
             
New price in 2020     ___________                     New output in 2020                         ___________
 
Consumption by those 19and over after the increase in legal age                          ___________


[bookmark: _Hlk532565059]Original consumption by those 16,17 and 18                                                               ___________
 
Original consumption by those 19 and above                                                              ___________
 


Question 3                                                                                                                     	(15 minutes)

Your parents are pleased with your academic performance and have promised you $20,800 next year on the condition that you maintain your marks. What will be your standard of living given your utility function and the prices of necessities (Y) and non-necessities(X).

TU = 30YX              			 (1)       Y
[bookmark: _Hlk532565798]PY  = $2                    			 (2)
PX  = $2                    			 (23




                                                                        





   X



































Optimal combination of Y and X:                     ___________Y and  ___________X

Utility derived from $20,800                                                            ____________utils





Question 4                                                                                                                             (20 minutes)

Your income is $600 and the price of Y is $ 20 and the price of X is $ 20. Carefully illustrate the substitution and income effect for both product Y and product X when the price of Y is increased to $ 40.
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                      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 $600 to non-hospitals(Y) and hospitals (X). The price of hospitals is $60 and non-hospitals $ 20. Show the impact of a conditional grant of $2 for every $1 spent on hospitals subject to a maximum of $900. Carefully draw the new budget line. Give the exact co-ordinates for all relevant points.  
Y(non-hospitals)
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X( Hospitals) 
At what point, are relative prices unaffected?  That is at what point is the grant exhausted?                                                                  

											         _____X and  ___Y
What dollar amount is your hometown receiving?                                                                     $ __________                                       



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

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

Give an economic explanation as to why, you are better off with unconditional grant.   



With the conditional grant, how many hospital facility units are being bought?              __________


With cash, how much hospital units are being bought?                                                    __________
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