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Notes

The exam will end 5 minutes before the end of the period. Therefore, it will end
at 2:15pm.

This midterm has TWO parts: Part 1 has 18 multiple choice questions; Part 2
contains 3 problems. There are 9 pages, including the cover page.

You have 75 minutes and 50 marks in total. This means that you should budget
about 1.5 minutes per mark.

Read over all of the questions. Do the questions that you know well first, then go
to the ones of which you are less sure.

ALL ANSWERS ARE ON THE QUESTION SHEET — NO SUPPLEMENTAL
PAPERS ALLOWED. USE THE BACK OF THE SHEETS FOR ROUGH WORK

Basic calculators are allowed. No electronic device that can be programmed with
text, or that has transmitting possibilities can be used.

No cellular phones are allowed.




PART 1: 18 MULTIPLE CHOICE (1.5 marks each, 27 marks).
Circle the letter that best answers the question. Only one answer is accepted.

I) If the price of automobiles were to increase substantially, the demand curve for public

tgaqsportation would most likely:  ~— P, T =D D 43
hiﬁ rightward. 3 |7

B) shift leftward.

C) remain unchanged.

D) remain unchanged while quantity demanded would change.

2) If the demand for bananas is Q = 200 - 5p, then its inverse demand function is:
A)Q=5p-200. - -

B) Q =40 - 0.2p. S5p =200 -@
c:§p=40-so. p=ko —O-21¢

=40 - 0.2Q.

3) Sugar can be produced from sugar beets. When the price of those beets falls, P \ S T
A) the demand curve for sugar would shift right. _ N4 L
the demand curve for sugar would shift left.
@the supply curve for sugar would shift right.
) the supply curve for sugar would shift left.

4) Plastic and steel are substitutes in the production of body panels for certain automobiles. If
the price of plastic jncreases, with other things remaining the same, we would expect:

A) the price of steel to fall. N\ S A\
T Py D71

he demand curve for steel to shift to the right. P
the demand curve for plastic to shift to the left.

D) nothing to happen to steel because it is only a substitute for plastic.

E) the demand curve for steel to shift to the left.

Let’s suppose that the demand for books is: 0/ = 120 — P and the supply of books is: 0° =
Answer the following three questions:

5) What is the equilibrium price of books? l ZO -’P 5 P
A)S5
= {20

B) 10

15
C{J)ne of the above P = 2—0
(Q = 100

6) What is the equilibrium quantity of books sold?
A) 25
B) 50

75
S
none of the above



TR e e 120 — 15 = 105 demandad
= , which of the following 1s true?
g There is a surplus equal to 30. 56‘5—3 - ?‘S S’U-f)lplled

here is a shortage equal to 30.

There is a surplus, but it is impossible to determine how large. - BO 5"40 r f‘G_C; €.

D) There is a shortage, but it is impossible to determine how large.

8) The price elasticity of the supply of gasoline is 0.4. If the price of gasoline rises by 8%, what
ig the expected change in the quantity of gasoline supplied?
@ W =32%1
B)-3.2% g (O ‘-{)
C) +32.0%
D) +0.32%

9) If the demand function for orange juice is expressed as Q = 2000 - 500p, where Q is quantity
in litres and p is price per litre measured in dollars, then the demand for orange juice has a
unitary elasticity when price equals

A. $0.
B, S51.
. 54,
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10) From the above Figure, the value of the marginal rate of substitution between points B and D
is:

go)jcizs A P:— ’L'f
C) 10

D)6 AD= |
- -4



Consider the following three baskets of goods: A, B, and C:

Table 1
Food Clothing note: for swe B r A b/a

. ] : tnere (s mave of everyincis
Ic 5 8 wn 3.

11) If preferences satisfy all of the basic assumptions, then we know that:
A) A is on the same indifference curveasB. ¥ B ¥ A
B) B is on the same indifference curve as C.  &lon'+fcno.J
C) A is preferred to C. dont iznow
@B is preferred to A.
) Both A and B answer choices are correct.

Clothing.C
{unlts

pecwoak)

Hse
U

Feod, F
{units por wewk)

12) From the above graph, the slope of the budget line equals:
A)-l1
B)-2
0.5
D)-1.5

13) If the quantity of good A (Q*) is plotted along the horizontal axis, the quantity of good B

(QP) is plotted along the vertical axis, the price of good A is P*, the price of good B is P and the

consumner's incomne is Y, then the slope of the consumer's budget constraint is:

A)-QYQE. |

B) -Q*/Q". -
-PA/PB. -?l. /V- g‘JFe _6‘—‘-..

D) -PE/PA. E

E) Y/P% or Y/PB. e




%l'.“icp
©)

14) If the prices of goods A and B double and income doubles, what will happen to the budge‘tt P Pa
line?
A) The intercepts of the budget line will increase.
B) The intercepts of the budget line will decrease.
C) The slope of the budget line may either increase or decrease.
D) Insufficient information is given to determine what effect the change will have on the budget
line but we know society is worse-off.
here will be no effect on the budget line.

15) Pencils sell for 10 cents and pens sell for 50 cents. Suppose Jack, whose preferences satisfy feis
all of the basic assumptions, buys 5 pens and one pencil each semester. With this consumption # MU pe.7s.
bundle, his MRS of pencils for pens is 3. Which of the following is true? peﬂai OP+_ Mes= F )

Jack could increase his utility by buying more pens and fewer pencils. P il
ack could increase his utility by buying more pencils and fewer pens. 3 :/: 5 peaeds
) Jack could increase his utility by buying more pencils and more pens. =’
D) Jack could increase his utility by buying fewer pencils and fewer pens.
E) Jack is already maximizing his utility. weaot maﬂ’mﬁ/{‘)ens
M[(FMS
16) An individugl'consun}es‘o.nly two goods, qi and q2. Which of the following expressions Lo ove-
represents the utility maximizing market basket? 77
: \ P
A) MRS>, is at a maximum.
B) P;/P2 = money in?ome. F,m = .
C) MRS2 | = money income.
MRSz, = Py/Pa.

E) all of the above

17) Alfred derives utility from consuming iced tea and lemonade. For the bundle he currently
consumes, the marginal utility he receives from iced tea is 16, and the marginal utility he
receives from lemonade is 8. Instead of consuming this bundle, Alfred should:

A) buy more iced tea and less lemonade.

B) buy more lemonade and less iced tea. _’_‘i‘i‘b = _Et;f_:__ & A Ln:_fo

C) buy more iced tea and lemonade. M UL PL an (') s

D) buy less iced tea and lemonade. |G e Pﬁe(-efem,@
@None of the above is necessarily correct. -—-é— =Z

18) If the utility function (U) between food (F) and clothing (C) can be represented as U =fF x C
, then the marginal utility of food equals

A) ~JFIC. Y2 Y2 .
B) A/CFF. U= F=c* Y2 Yo

1/2-JCJF. -1
@;I/ZJFI_C. Mup LE)U/&F - 2 _
=+ NYF



PART 2: There are THREE problems, marks awarded as indicated (23 marks in total). You can
use the back of the question sheet for additional space if necessary. You MUST be very clear as
to where your answer is; you MUST show all work (providing only the answer is not enough).

1) The inverse demand curve for good X is given by: Px =25 - 0.005Q + 0.15P¢, where Px
represents price of X, Q represents sales in kgs per week, and Pc represents the price of good C.

The inverse supply curve of product X is given by: Px =5 + 0.004Q.

a. Determine the equilibrium price and quantity of X. Let Pc = $10. (4 marks)

95— 0.005Q + 0.45Cl0) = 5+ 0.009F

op,< -5 = O0.009 K - 25 - 2385589
26.5 -5 P P 5009

P 5 +0.004 (2389 -89) = 1450

b. Are X and C substitutes, complements or unrelated? Explain. (2 marks)

ook @t p - 25- 0.005¢ + OISR

e see tmt dP o =D B Tig AT
e celers p&méus

Wnic means Vhat X aad C are substitules.

(¢ PToD, P =>pr 1)




2) The demand for tickets to a sports event is given by: QP = 350,000 — 800P. The supply of
tickets to this event is given by the capacity of the stadium, which is 150,000.

a. What is the equilibrium price of tickets to the event? (2 marks)

350000 — SOOF = [50000

200 coo = oo P
o = 250

b. What is the price elasticity of demand at the equilibrium price? (3 marks)

CLOO»JO_:: ’900@): e
o(/) 59 ) 50 000

c. What is the price elasticity of supply at the equilibrium price? (2 marks)

AP P 0 dupply dieo not respod
AP g to prie (5 fhred?)

Question continues on next page ...



d. Draw a graph of demand and supply and show what happens if the government imposes a
tax of $10 per ticket on the owner of the stadium. (2 marks)

p s

\‘ [ tax = supply
20 - - > SM&Q ok 150,000,
\ b -——ﬁfaph dooesr'+

Ch e .
Q@ “q

e. What will happen to the price paid by consumers and who pays the tax? (2 marks)

(onsumners Contanue 7o pa,y §$ 950 aunol

)Omdaazm/oa/rq/L au Oj the Yo, Theq
&70

g D50 pes~ seat Fren [Py

pu stot Ao %497/’76.



3. David’s utility function is U = q + 2qa.

a. Sketch a graph of the indifference curve when U=10 and when U=20 (you have to draw
two indifference curves). (3 marks)

u—:q,+zq2:(0 ZC]Z:IO—Q, 6}2: 5—*2'—% ®
q1292 =20 297 2f §os10-72G2 0
9+
o Note Hhat these are

5 | linear (/Owééé subs ).

9
b. Describe David’s optimal bundle of these two goods in terms of the prices of q) and q2. (3
marks)

Qeneial Mule: MRS = 1] Mes = Shie | ndypewnd CUU

P2
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