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Instructions:

1) DO NOT OPEN THIS EXAM UNTIL THE EXAM BEGINS!
2) Fill-out your answer booklet’s front page prior to the exam.  No time will be given after the exam.
3) You must hand in the question sheet with your exam.  Failure to do so will result in a penalty of 4 marks.
4) This is a closed book exam.  No texts, notes, or calculator data may be referenced during the exam.

5) Please start each new question on a fresh page.

6) Hand-in only your answer booklet and question package.  Failure to hand in your exam after 120 minutes will result in a 10 mark penalty.
7) Show all equations and all work.
8) Enjoy!  

Section A: True/False/Uncertain

Answer 4 of the 6 following questions. 5 marks each.

 Indicate whether the statement is true, false or uncertain and JUSTIFY your response. 
1) Monopolies or government intervention both cause deadweight loss to society.
2) In the perfectly competitive market for pencils, an increase in the price of pens will increase pencils sold. (Show graphically)
3) In the market for crayons, Qs=50+P and Qd=100-2P.  If a tax is applied to crayons, suppliers will pay half the tax.
4) If capital (K) is fixed, STC=TFC+rK.

5) In the market for balloons, Cost = 100+2Q2.  When q=10, marginal cost=40, therefore average cost is increasing.
6) In a perfectly competitive market, consumers often prefer one brand over another.

Section B: Short Answer
Answer 3 of the 5 following questions. 15 marks each.
1) Vincent decides to open up his own donair shop.  Specialized training to become a donair chef cost $800 and a transferable donair license (not just anyone can roast meat on a stick!) costs $200.  Donairs cost $2 each to make, and Vincent sells them for $4 each.  In his first year he sells 40,000 donairs.  Vincent is so pleased with his sales he buys an Xbox for $500.

 
Alternatively, Vincent could have worked as a motivational speaker for $35,000 a year.  Having taken Econ 281, he is also able to earn 10% return on any investment he makes. (Hint: assume 1 year of business.)
a) What are Vincent’s sunk fixed costs, nonsunk fixed costs, and variable costs? 
b) What are Vincent’s explicit and implicit costs?

c) What are Vincent’s economic costs, accounting costs, economic profit and accounting profit?  
2) Assume that a perfectly competitive firm cannot regain any of its fixed costs.  Assume that:

STC=50+20q+q2 (short-run costs)
SFC=50 (sunk fixed costs)

SMC=20+2q (short-run marginal cost)

a) Calculate this firm’s short-run supply curve.

b) Calculate cost at P=15 and P=30

3) One day at Safeway, George felt a need.  
He went shopping for pudding cups and grapes w/o the seed.
Monday George bought 4 pudding cups for $1 each, and 2 bunches of grapes for $3 a bunch.

Tuesday George ventured and for $2 each bought 4 pudding cups and bought 3 bunches of grapes for $2 each.

Is George rational?   
4) In the market for ninja assassins, the domestic market is shown in the graph below, where P* and Q* are domestic equilibrium (without imports) and PW is the world price.  Include graphs in your answers.
a) Calculate consumer and producer surplus without an import quota 
b) Assuming an import quota of 400 assassins, calculate domestic supply, new consumer and producer surplus, and deadweight loss.


[image: image1]

5) In the perfectly competitive market for sun dried tomato goat cheese, 3 types of firms exist.  Aunt Edith’s Goat Cheese Inc (Firm A) is a small firm that has been in the market for many years.  GoatCheezeMart (Firm M) is a new large firm.  Goats’R’Us (Rirm R) is a new small firm that offers a whole range of goat products.  All three firms face the same production function, Q=f(L,K).

QA=QR=5,000

QM=15,000

At their current production levels, all 3 firms share the same average cost.

a) Explain how these three different-sized firms can face the same average cost (hint: use and explain 3 different economic concepts).

b) If these three firms competed, which firm(s) would most likely survive?

Is this result of competition good or bad for the consumer?

Section C: Long Answer

Answer ALL of the following questions.
1) In the market for pepsi (p) and coke (c), U(p,c)=2p+c.  Representative agents spend their entire soda budget (Ms) on coke and pepsi.  10 marks.
a) If Pc=Pp=$1, calculate utility-maximizing equilibrium.
b) If Pc=$1 and Pp=$2, calculate utility-maximizing equilibrium

2) In the market for Raybam Sunglasses, Q = 2KL, MP​L=K and MPK=L.  Globe Con Inc produces 2700 sunglasses. 25 marks.
a) If w=$10 and r=$15, calculate and graph the optimal capital and labour amount that minimizes costs.  Calculate total capital and labour costs.

b) If wage increases to $20, repeat (a)

c) Comment on the effect of the wage increase above.

d) From the above wage increase, sketch a labour demand function.  Is this demand curve typical?
Bonus Question

1 mark.
a) Spell “economics”

b) Draw a graph
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