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Section A: Short Answer Questions (6 points)

Question 1 (2 points)
Define Feonomics
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Question 2 (2 points)

Mr Snivelling-little-rai-faced-git rents a house in Bolton for which he pays the landlord $12,000 per year. The
house can be pnrchased for $100,000 and the tenant has this inoney in a bank account that pays 4 9% interest per
vear. Is buying the house a good deal for this tenant? Briefly explain.

Question 3 (2 points)
Fill in the blanks

(@)  Efficiency is one way to judge an allocation. Another way is (’.C{ Ui ‘_v( o~ Pd‘ feel Co ,'\,y._-? Gt
; . , ) Mars|
() Market Failure is referred to as t‘r\,{, lAauay, b\n Zl b w .
Section B: Multiple Choice Questions (20 points)
Select the best answer.
IR During the nineteenth and early twentieth centuries, thousands of people immigrated 10 Western Canada.
The effect on the Canadian economy was to
a.  move it beyond its production possibilities frontier.
b.  move it inside its production possibilities frontier.
c.  shift its production possibilities frontier mside.
@ shift its production possibilities frontier outward.
¢.  none of the above - there was no change in Canada’s production possibilities frontier.
2. You have decided to move from a one room apartinent to a three bedroom house, and you must choose

between a house in the city and one in the country that you like betier. Which of the following would not
be an opportunity cost of living in the country rather than in the city?
a.  The value of the extra time it will take you to drive to work each day.
b.  The value of the second car you will have to buy.
The cost of the new furniture for the extra two bedroomns.
. All of the above would be opportunity costs of living in the country house over the city house.
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3. Scotch Whiskey and Canadian Whiskey arc considered by some people to be substitutes. An increase in
the price ol Scotch Whiskey will primarily:
a. increase the demand for Scotch Whiskey.
bh.  decrease the demand for Scotch Whiskey.
@ decrease the quantity demanded of Scotch Whiskey.
d. decrease the demand for Canadian Whiskey.
¢. decrease the quantity demanded of Canadian Whiskey.

Exhibit 8.5 Supply and Demand data

Price Quantity Quantity

Demanded Supplied
§1.00 500 50
1.50 1450 150
2.00 100 250
2.50 300 300
3.00 150 325

. Exhibit 3.5 shows that the quantity demanded and quantity supplied of a certain commodity is a fanction of

its price. If the price 15 $2.50,
the 1narket is in equilibrium.
5. there will be excess demand.
c. there will be excess supply.
d. there must be a price ceiling in effect.

5. In the market for lupines, initially the equilibriun price was 10¢ per lupine and the equilibrium quantity was
900 million lupines. The following year the equilibrium price was 14 ¢ per lupine and the equilibrium
quantity was 160 million lupines. This change could have been the result of
a. adecrease in wages.

an increase in taxes levied on producers of lupines.
¢. anincrease the price of a complement.
d. anincrease in income.
e. adecrease in the price of a substitute.

6. Suppose you learned that the price of men’s shirts rose from an average of $18 in 1997 o an average of $27
in 1998 but that the quantity sold did not change. Which of the [ollowing would be the most likely
explanation of what happened?

An increase in consumer incomes.

A decrease in the price of ties {a commpleiment).

An improvement in the production techinology for making shirts.

A decrease in the cost of labour of workers in the shirt making industry and the start of a successful

advertising campaign promoting the purchase of shirts.

@ An increase in the price of sweatshirts (a substitute) and an increase in the price of fabrics used to make

== shirts.

oo

7. Suppose that an effective price floor is in place in the market for eggs. If the cost of producing eggs
decreases,
a. the shortage of eggs will increase. %
@ the surplus of eggs will increase. _ .
c. the quantity of eggs sold will increase.
d. egg producers will earn more revenue from the scll of their eggs in the market.
¢. the price floor will become ineffective.
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8. Suppose that a tax ol $5 per unit ol output is imposcd upon producers of red herrings. In general, the price
of red herrings will
A not change.
@ incrcase by less than $5.
¢ increase by $5.
d.  increase by more than $5.
¢.  decrease.

(1 Dunimshing marginalatility mcans tha
@ Ralph will enjoy his sccond hamburger less than the first.
> the ntility from one lanibinrser exceeds the utility from two hamburgers.
¢.  the price of two hamburgers s less than twice the price of one.
d.  beyond a certain point, total utility lalls as income rises.
¢. aandb.

10. Suppose that the demand for product X is given by P 32 - 2Q. Il'the price is L, conswners’ surplus equals

a $98.
$ 196.

c.  $399

d.  §.400.

¢.  None of tlie above.



Section C: Long Answer Questions (24 points)

Question 1(8 points)

fn leraki, bapana plantatons were damaged futhe heavy tons ducing June and July. causing o shortage and rise in
prices. Bananas which used to selbat Ra30- 10 per kg in the past year are now retailing at Rs50 - 60 per ke,

(T'he Ecovomics Times, October 3, 2014)

a With the use of diagram, explain why the price of bananas has increased.
h. Over the period banana prices have bheen rising,

“Production ol ovanges in Nagpur has been vers good and it has almost doubled this vear.” (The
Fconomics Times, October 8, 2014)

Explain the impact that these two events will have the equilibrium price and quantity of oranges. Use a
diagram in your answer.
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Question 2 (5 points)
A Januany 10, 2006, BBC wticle reporterd that sinee 2003, Venczaielr President [ugo Chivez had been sefting

price cethines on food, and thar these price cetlings bad caused shottages aud hoarding. A Janumy 22, 2008 artick:

from Associated Press siated, "Veneael tron s ate crachiug down on the smagaling of fod... the Natioual
Couand has seized abowt 750 wons of food... Hugo Chavez ordered thie milizay o keep people from smuegling
searee wens like milk... He's also threatened 1o seize fams and ik plants...” Ou February 28, 2009 Chaves,
ordered the miliguy o teinporanly seze control of all the vice processing plas i the counuy and foree them to
produce atfull capacity. which he alleged they had been avoiding in response (o the price caps,

Describe how the price ceiling alfects the marke! for rice (f it affects it at all) and draw a diagram representing the
situation,

Is Chavez right® Are rice processing plants likely operating helow full capacity? Briefly explain.

v
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Question 3 (6 points)

At a recent auction, Tarquin Fin-tim-lin-hin-whin-bim-lim-bus-stop-ltang-ltang-ole-biscuitharrel bought the only two
existing copies of the famous Freedonian ‘Velvet Elvis’ stamps.  Alter the purchase, Targuin Fin-tim-lin-bin-whin-
bini-lim-bus-stop-flang-ftang-ole-biscuitbarrel went to the front of the room and burned one of the stanps in front
of the shocked andience. What must Tarquin Fin-tim-lin-bin-whin-bim-lim-bus-sto p-fang-ftang-ole-biscnitbarrel
helieve i order for this to be a wealth maximizing action? Explain with a demand supply diagram.



Question 4 (5 points)
It1s a hot dav and Samuel Brainsample is thirsty. Fere is the value he places on a bottle of water:

Value of the first bottle
Value ol the second bottle
Value of the third bottle
Value of the fourth bottle
Value of the fifth bottle

39
$8
36
S
32

If the pricc of a bottle of water is $ 8, how many bottles does Samucl buy? Ilow much

consumer’s surplus doces he attain?
Il the price of a bottle of water falls to §
surplus now?

2.60, how many bottles does he buy? What is his consumer’s
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Section A: Short Answer Questions (12 points)

Question 12 points)

Quotng Gervaise Brooks-Hampster: “Tlic sharcholders of a corporation have limited liability. This nicans, of
course, that i a sharcholder gets into a car accident that is the sharcholder’s Fault, the other driver-can only suc the
sharcholder for a limited amount.” - ' '

Is Gervaise correet?  Explain YOUr answer,

Question 2 (5 points) . :

A Wall Sureet Journal Article dated Scptember 9, 2007 states, “Higher grain prices are taking an increasing financial
tll.” Encrgy is an input into virtually all types of production; corn is an input into production of beef, chicken,
high-fructose corn syrup and ethanol. : .

a. xplain how the cost of eneigy can be both a fixed cost and a variable cost for a producer,
b. Is the cost of com a fixed cost or a variable cost to an cthanol producer? )
c. What happens to the average total cost curve and the marginal cost curve of an ethanol producer when the

price of corn increases?



Question 34 points) ' .
In class we listed 5 characteristics of a perfectly competitive market. LIST FOUR of these characteristics.

/.

Question 4 (1 point) : )
In order (o price discriminate, a firm must be able to prevent arbitrage. What does thns mcan?-

A( b‘ ‘t-"raj(’

Section B: Multiple Choice Questions (18 points)
Sclect the best answer,

1. - A dilference between a stock in a corporation and a corpora'te bond is that
a. the stock represents a legal claim while the bond does not. - :
~b.  the bond holder has voting rights within the corporation while the stockholder docs not.
¢.  stocks are issucd in return for funds that arc lent to the corporation. ' e
d. the stock holder is entitléd (o a return whether or not the corporation makes a profit.

@ None of the above.

9 The Whizzo Chocolate Company, makers of Anthrax Ripple Chocolates, has recently sold $ 8 million in
shares to finance the construction of a new storc. This is an example of ' .
2.  debt financing. '
' @ equity financing. ' "
c. indirect financing. ' - ' '
d. conquest and control financing.
c. structural financing.

3. For the Whizza Chocolate Company, average variable cost (AVC) is $40 when output is 550 units and $4.1
when output is 551 units. Over this range ol output we can conclude that marginal costs is
a. “cqual to $1. '
b. greater than $1 but less than $40.
c. greater than $40 but less than. $41.
d. $4l. -

@ greater than-$41.



Ia finn is experiencing discconomices of scale, then

a.
b
©

d.

a.  proportionate increases in all mputs result in proportionaic ereases in outpul.
@ the Toug run average cost curve is rising as oulpul increases.
. the long run average cost curve is [alling as oulpul increascs. ) ‘.
. the firm should expand the size of its operation.
c.  bandd. :
5. The lollowing data were collected for a perlectly competitive prolit nm)':imizil'lg firmy;
Current Output = 729
- MC, at the current output level = $6.00.
ATC, at the current output level = $5.15
As the long run cquilibrium  is approached, . ’
a.  the irm’s ATC will mercase.
b.  the firm’s marginal cost will increase.
¢, lirms will exit the industry.
@ the firm’s profit will decreasc.
c.  industry output will decrcage.
6. X-incfficiency is a term used to describe a situation in which :
a monopolist may operate along a higher average total cost curve because there is no competitive
pressure to force the firm to operate at the lowest cost structure. ' e
b.  the monopolist produces an unknown amount of welfare loss by producing too little output.
¢.  production of too much ¢utput causes resources to be used inefficiently.
d.  the monopolist and the buyer collude to share monopoly profits. .
7. Under pure monopoly, the profit maximizing output could be conceivably at an output where all but onc of
the following cqualities holds. ' '
- a. Marginal revenue cquals marginal cost.
b. Marginal revenue equals average total cost. '
c.  Price cquals average (otal cost.
@ Price equals marginal cost. ,
¢.  .Average rcycnué equals average total cosl.
3. When the cconomic profits-are positive in an industry that is monopohstically competitive, then
a. -firms will enter the industry; thereby increasing the demand for products of the firms originally in
the industry. . : "
b.  firms will exit the industry, and the demand will-ncreasc for products of the [irms that remain.
¢. firms will exit the industry, and the demand will decrease for products of the firms tHat remain.
firms will cnter the industry, and the demand will decreasc for products of the firms oniginally in
the industry. - ' :
¢. ‘eventually it will become monopolized.
9. In Hotclling’s Boardwalk model,

the sellers will cngage in advertising o establish product dilferentiation.

the sellers will locate at the quarter intervals of the beach and will collude. 8
the sellers will find that (Heir optimal positions are at the halfway point of the beach.

onc scller will leave the market.



Section C: Long Answer Question (20 points) ) B
Complete the following three questions. Show your work. ' '

Question 1 (6 points)

hi the carly 1970's,as arvresuli of a grape boycott on behall of striking agricultural workers, the demand for table
grapes Iell significantly. Assuming they are price takers, predict the grape growers' respousce to this decline in

demand in the short run. What will happen in the long run? )
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Question 2 (8 points) ) . .

Bob, Bill and Ben Baxter have just made a documentary movic about their basketball tcam. They are thinking
about making the movie available for download on the Internet mad they cai act as a single price monopolist if they
choose to. Fach time the movie is downloaded, their Internet service providdr charges them a [ce of $4. The
Baxter Brothers are arguing about what price to charge customers per download. The following table shows the
demand schedule for the Tihn

Price of Download Quantity of Downloads Demanded R i MR il
[ P Y
8 L I A
6 { L8 S
“ 6 2.4 e
2 10 2‘*’», \ ' -1
0 15 o) - L_’
2. Calculate the total revenue and marginal revenue per download. ) . (1 \} ’ ()
b. Bob is proud of the film and wants as many people as possible (o download. Which price would he choose?
ITow many downloads would be sold? . e -

¢, Bill wants  as much total revenue as possible,. Which price would he clioose. How many downloads would
be sold? '
d. Ben wants to maximize profit. Which price would he choose? How many downloads would be sold?

b Pzo  @= .Cz) -

.Q
1

R =6 (2)
G =3 (2)

Q
Yoo
o



7
Question 3 (6 points)
Two cigretie manulbachers, Pl Brothers Cigarettes and the Pradine Cigarctte and Pesticide Company, arc
laced with lawsuits from a provinee to recover the health care related expenses assoctated with cigarette smoking,
Botlvcigarette hrms have evidence that cigarelie smoke canses hig caneer (:m;l other related discases). Provincial
Crown attorneys do not have aceess to the same data used by cigarclie manulacturers and thus will have dilficulty
recovering lll costs without (he hielp of at least one cigaretie firm’s study. The companies know that if neithier
company cooperates with the Crown nllon.lcys and arguc that there is no evidence that smoking causcs cancer, cach
will Face costs of $5 million. 1 both cooperate with the Crown attorneys and conicede that cigaréite smoke causcs
hing cancer, cach will face hability costs of 20 million. 1f one lirm cooperates while the other doces not, the firm that
cooperates faces costs o $2 million while the other hiem lias liability costs of $50 million,
Setup the payoll matrix and solve for the Nash cquilibrium. SHOW YOUR WORK.
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Section A: Short Answer Questions (24 points)
Question 1 (3 points)

State how (if at all) cach of the [ollowing events affects the location of a country’s production possibilitics curve,
a. The quality of education improves,

S "\ t Pt 3 WA
b. Aice storm in Quebee damages numcrous production facilitcs.
Shibts a
c. The number of unemployed workers decreasces,
N o YioucMmen \‘

Question 2 (1 point)
Under the Constitution Act, banking is a responsibility of which level of government?

’Tkg_ Ec[ers' Gouef‘/\ m:«r

Question 3 (3 points)

Quoting Dr. Smoke=too-mucly; “LEvery dollar in Canada is backed by an equivalent value of a commodity, typically
good or silver. This backing gives our morey its value.”

Is Dr. Smoke-too-muchi- correct?> Briefly explain your answer.

NO FAY S Fu."' MoM»)
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Question 4 (3 points)
Indicate whether the [ollowing cvents will be direcdy included in the calculation of Canada’s GDP.

Event Included in lea(]iil;l CDP
Canachan jazz guitarist Ted Quinlan performs at a concert in Toronto %— e s

Toyota carns profits from its car factory in Southern Ontario _____%_f._é___
Canadian firm Tim Horton’s produces and sells doughnuts in Qo

New York city.



Question 5 (4 points)
List the four different lunctions of money as discussed in class.
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Question 6 (3 points)
In terms of value, what are the top three products that Canada exports?

Meto, Vehiele
O,
Beileo, et
Question 7 (2 points)

“Canada has a comparative advantage over Scotland in the production of forestry products.” Briefly explain what
comparative advantage meais.

N“"" LT- Mcenss f'e\-t-r aac&a ceaan Pro&u.cc Cr uh(f—
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Question 8 (5 points)
List five arcas in which the market is said to [ail.
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Section B: Multiple Choice Questions (26 points)
Choose the best answer (o the lollowing twenty questions

L Michigan has an abundant supply of fresh water. However, an economist would consider it a SCAICC Iesource
because
a’ walcr is necessary for humans’ physical survival.
b.  pollution will eventually destroy all life m the great Lakes.
waler is limited relative (o people’s unlimited wants.
d.  water commands a very high price.
¢.  naturc can destroy water as well as create it
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3.

Jln

r

3.

Which of the following would lead to a movement along, but no shift in, the demand curve for spinach?
..1 Disastrous weather that destroys about hall’ of this year’s spiach crop.

D. A newly discovered incerease in the nutritional value of spimach.

¢.  Aninerease in the price of broccoli, a substitute for spinach.

d.  Anincrcase in income for all spinach lovers.

Supposc that a recent and widely circulated medical article reports new benelits of exercise. Simultancously,
the price of the parts needed to make bikes falls. What is the likely cffect on the equilibrium price and
quantity ol excrcise bikes sold?

a.  Price of exercise bikes decrcases and quantity sold remains the same.

. . . . . . i \‘\ r 4
(b.)  The change i the price is ambiguous but the quantity sold increases. W
¢.  Pricc of exercise bikes increases and quantity sold also increases. ' // N,

d.  Price of exercise bikes remains the same and quantity sold increascs.
¢.  The change in the quantity sold is ambiguous but the price increascs.

I an cffective price ceiling is in effect and if the demand for the product decreascs, we can be certain that
a.  the quantity exchanged would increase.
b.  the quantty exchanged would remain constant.
¢ adccrease in the amount of excess supply.
¢ ('l) a decereasc in the amount of cxcess demand. : _
€. bandd. et S

The “Cherrices for all” farm is sclling cherrics at $3 per kilogram and carns total revenue of $300. The
manager decides o increasc the price to $4 per kilogram but his decision reduces the total revenuc to $240,
Which one of the following is a good explanation for what happened?

a.  The demand for cherries inclastic.

b, The demand for cherries is perfectly inclastic.
¢.  The demand for cherrics is perlectly clastic.
d.  The demand for cherrics is unit elastic.

/ The demand for cherrics is clastic.

If the total cost of producing 10 units is $100 and the marginal cost of the 11* unit is $21, then
a. variable costs of 11 units are $121.,

b. fixed costs arc $79.

c¢. the marginal cost of the 10* unit is more than $11.

d. the average total costs of 12 units arc $12.

c.) the average total costs of 11 units arc $11.

Sﬁpposc a monopolist can sell 20 units of output per day for a price of § 10 cach and 21 units of output per
day for § 9.80 cach. The marginal revenuc for the 21° unit sold is equal lo

a. $0.
b.  $0.20.
.y $5.80.
$9.80.

uncertamn, as not cnough information is given (o compute the marginal revenue,

Annc Elke quit her job as an insurance agent to return to school full ime (o earn an MBA degiee. With the
degree inhand she is now scarching for a position in management. Anne presently is
a.  cyclically unemployed.
b.  structurally unecmployed.
(c. ) [rictionally unemployed.
T notin the labour force.
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9. Sctup Corporation buys $100,000 of sand, roc and cement (o produce redi-mix concrete. The corporation is
willing (o scll its product at $20 a cubic metre. Howcver, it sells 10,000 cubic mewres of concrete at $30 dollars
a cubic meue. The value added by the sctup Corporation is
a. $300,000.
(b,) $200,000.
c.  $100,000.
d. 0

10.  Inthe basc year, the price index
a.  will be greater than 1 but less than 100.
:P/ will always be cqual to 100.
¢.  cquals 100 times the price of the market basket in that year.
d.  will cqual the year.

Table 24.1
Currency outside of the Chartered Banks $ 45 Billion
Notice Deposits at Chartered Banks $ 367 Billion
Checking Deposits at Chartered Banks $ 61 Billion
Forcign Currencey Deposits hield by Canadian $ 12 Billion
Residents
Moncy Market Mutual Funds $ 36 Billion
Deposits held in Trust Companics, ctc $ 173 Billion

11.  Given the information in Table 24.1, the value of M2 is
La(\ $ 473 Billion.
). $ 106 Billion.
c.  $ 682 Billion,
d. $ 694 Billion.
¢. Nonc of the above.

12.  If the Bank of Canada sold $10 million of securities to bank customers in the open market,
a.  dcposits in the banking system would mitally nse by $10 million.
b.  dcposits and reserves of banks would mitially fall by $10 million.
¢.  the moncy supply would cventually increase by (310 million/r) where r is desired reserve ratio.
d.  the moncy supply would eventually decrease by ($10 millioiy/r).
(c.) bandd.
=

In the following table, the data represent full cmployment production possibilities for the two nations of Dem and
Rep. All data are in thousands of kilograms.

D
Dem Rep
Peaches Crcam Peaches Crcam "
80 0 A 40 0 F I~
60 20 B 30 15 G
40 40 C 20 30 H
20 60 D 10 45 1
0 80 E 0 60 ] P

13. Based on the information in the table above, we may conclude that
a. Dem has a comparative advantage in both goods.
b.  Dem has a comparative advantage in neither good.
£ Rep has a comparative advantage in peaches.
\d/ Rep has a comparative advantage in crcam.



Section C: Long Answer Questions (40 points)
Do 5 of following 8 questions. Each question is worth 8 points. Show your work.

Question 1
a.  Consider the following information:

This year’s wheat harvest was the biggest ever, but the durum crop — the type of wheat
used for pasta — was the smallest in 13 years. As a result, pasta makers face the highest
costs in four years,...
The global durum crop is down 12 pereent from a year ago to 33.3 million metric ton, according to the
International Grains Council..

By REUTERS NOV. 5, 2014

Using a diagram, illustrate the impact of this event on the market for pasta.

b.  While the above event was occurring; )
The number of restaurants in Head Smashed In Buflalo Jump that serve Chinese food has increased by an
amazing 245 % over the last two years. Analysts arc puzzled by this rapid growth but arc pleascd by the
increased compelition.

By The Incredibly Fictional Press(Sun News?) November 72, 2014,

Analyze the impact of these two events, the event from part a and the event desenbed above upon the
market for Chinese [ood. Note that Chinese food and pasta arc substitutcs. What will happen (o the
cquilibrium price and quantity of Chinese food? Use a diagram in your answer.

™
P(Jmh = DChlf\c?- T}
Fool

New rast = 3§ 4

OT P ()




Question 2

The Praline Company produces porcclain lupines. The porcclain lupine market in Freedonia, where the Praline
Company is located, is perfectly competitive. Suppose that currently the market is in @ long run cquilibrium with the
price of porcelain lupines at $180 per metric ton.

Praline’s cconomist, Ken Cleanairsystems, informs you that porcclain lupines are normal goods, substitutcs of
ceramic roscs and arc produced by highly skilled unionized labour. Further, the president of Freedonia, Rufus T
Firelly, is a collector ol porcelain lupines. Finally, Ken tells you that due to input shortages in the neighbouring
country ol Anviliania, the price of ceramic roses is permauently increasing,

With the use of diagrams, explain what impact this event will have upon the market for porceelain lupines in the
short run and the long run.
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Question 3 '
In Freedonia, the government owns the only company, Freedu, that produces and sells Freedu Reactors. These
nuclear reactors are sold only to domestic customers. The cost and demand data for Freedu reactors is given below

‘ Demand Data Cost Dala
Me R " Price Quantty Demanded Output Marginal Costs
(millions of §) {millions of §)
= 16-50  $5.50 3 3 ——
d8p 20.00 $5.00 4 4 $1.00
250 22.50 $4.50 5 5 $0.50
.50 24 oo $4.00 6 6 $1.50
©.60 24,50 $3.50 7 7 $2.50
‘0% 2400  $3.00 8 8 $3.00
"1.50 22.50 $2.50 9 9 $8.50

a. Determine the profit maximizing level of reactors. What is the prolit maximizing price?

b.  Mr. Joucs-Fruithat-Gilbert states, “Since this monopoly is government owned, we do not 1iced (o worry
about the wastes of monopoly. All of the profits are government revenucs and thus a return to the
taxpayers.” Do we not need to worry about the wastes of this monopoly?

a. Q=L P: Hoo ()

b N« Lbcon | 3 Urich lo . 1
' ! Cong. Oe.d Qj t sy st (2)
Cxigts



Question 4
Two [irms at the St. Louis airport have franchises (o carry passengers (o and from hotels in downtown St. Louis.
These two firms, Mctro Limos and Urban Limos, opcrate nine passenger vans. These two firms cannot compete
with price but they can compete through advertising. If both firms advertise, Metro carns $2500 a week in prolfits
while Urban carns $1500 a week in profits. Il Mectro advertises and Urban docs not, Metro carns $3000 in prolits
and Urban carns $0 profits. I Urban advertises and Mectro docs not, Urban carns $2000 a week in profits while
Meuro carus $1600 in profits. Finally, if neither firm advertises, Metro carns $4000 a week in profits while Urban
carns $500 a week in prolits.
a.  Sctup te payofl matrix to represent the above information. What is the Nash cquilibrium?

Lxplain your answer-.
b.  Scnator Gumby wants to put a halt to the advertising. “Their commercials always intcrrupt my

viewing of the Bill Maher Show.” He wants (o imposc a finc for advertising of $1000. Now

what is the Nash cquilibrium? Explain.
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Question 5
The following table provides information about the Canadian economy for a seven year period.

1985 4894 12,532 A 11,221
1986 505.7 12,746 1,215 b 9.532 . 95.3
1987 596.7 13,011 . _d__ 8.839 25.6
1988 553.0 13,275 1,031 e £ 25.9
1989 565.8 13,503 1,018 12,485 7.539 26.2
1990 563.1 g 1,109 12,572 8.106 96.6
1991 553.5 13,757 1,417 12,340 _ h___ 27.0
() Find the values for

a i3

b |153)

¢ HWsp

d {{806i

c L2224y

e ; H
g VJebi
h 0.3 %%

() Calculate the percentage change in real GDP between 1987 and 1988. Compare this valuc with the
percentage change in employment in this period. Do the same analysis lor the two year period
1990-91.
A RCGDP = .99 Aemp = 3.23 2% (2)

A R6DP ="k }052 semp T T Lgs %

(1) Doces there appear o be a positive or negative relationship between real GDP and employment for these two
periods?

{\' (30') ol T \fvtv"‘"’\\ﬁ L‘)

(iv) Between 1989 and 1990 the unemployment rate increased while employment increased. How is this

possible?
I (v\;gw,— g:.orcn T (I)
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Question 6

You may not have been aware, but last week a policy analyst made a presentation here at the University ol Alberta.
His presentation was in regards to macrocconomics performance of Canada. The analyst, Oliver St. Jolm-Molluse
is Tairly well known. His Father was a cabinet minister in the government of Brian Mulroney. Tis mother was the
winning cntrant in the 1963 Kentucky Derby.

Quolting Oliver;

“A recent United Nations study concluded that Canada is the best country in which to live - that Canada has the
highest quuality of life. I, however, dispute this. Canada’s nominal gdp per capita is below several countries in the
world. Clearly this indicates that this country is not the best country to hive in.”

Is Oliver correct? Fully explain your answer.,
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Question 7
Star Bank, a chartered bank in Freedonia that currently has $300 million in deposits, has been operating with a
desired reserve ratio of 0.5 %.

A,

b.

Show Star Bank’s ‘1" account.

Annc Elke has just inherited the equivalent of $ 1 million Freedonian from a relative living in Denmark and
deposits this moniey into this bank.

Supposc the bank continues to operate at the 0.5 % desired reserve ratio, show its T account now.

If other Freedonian banks also had a 0.5 96 desired reserve ratios and there is no currency drain what will be
the inal change in the Freedonian moncy supply?

Supposc the Star Bank is worried about the state of the economy and decides to hold Anne’s deposit in
reserves instead of loaning it out. Now what will be the final change in the Freedonian moncey supply?
Assume that the scenario in b holds. However, now supposc t hat the Freedonian public holds 2 9% of its
money holdings in the form of currency. Determine the impact of the $ 1 million deposit on the Freedonian
money supply.

S‘l'o-r 6'-k
Re,s "5 DeP 30()
Locay 2985 (1)

e

‘0 “’ar “"2""'

)
L H9S

|
_ = D - (v
C. A s = ©.005 aD )

A ARS = { mdlioa (,\)

]

\< a NS - - LL)
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Question 8
The country of Notlob produces lupines and zailings. Notlob has 1600 workers. Further it takes 2 worker/day to
produce 1 lupine and 6 workers/day 1o produce 1 zailing.

Potsylvania also produccs lupines and zailings. This country has 2400 workens.
In Potsylvania it takes 4 workers/day to produce a lupine and 7 workers/day to produce I zailing.

a.  Wrile an cquation for the ppl of Notlob

b, Whrite an equation [or the ppl ol Potsylvania.

c.  Which country has the comparative advantage in producing lupines?

d.  Supposc currenty, cach country splits its labour cqually between lupine production and zailing
production. Can trade make these countrics better off. Fully explain, with calculations, your answer.

o 2L = 1060 - (2 L= %00 - 32 )
b o = w400 ~— 12 L= boo -%2 u)

C. Notide @ ' o (ofUJ%CL [ Mo l“f"M : M | ﬁ"‘& kf % a
Po\'é R {7() @fd(‘/uu, l M (‘UP‘,\\ s b j‘(‘“ “p % Z
Notloh

d C“‘”‘*j N otob Hoo L W 2 3332
Pots ! 306 L 2ee 5

(2)

S(occu\a?:c NHob §ool o 2 .
Cots 0 L o0 dr2 4.2

okc!!' Cen T—lw—éc, boa/c A eﬁol/\ OQNH‘j



