Econ 281 Winter 07 Midterm

Lorne Priemaza



Instructions:

1) Fill-out your answer booklet’s front page prior to the exam.  No time will be given after the exam.

2) Write GREEN in big letters on the front cover of your exam. Draw a happy face beside it for 2 bonus marks.
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 50 minutes will result in a 10 mark penalty.
7) Show all equations and all work.
8) Enjoy!  

Part A: True/False/Uncertain

Answer 3 of the 4 following questions. 10 marks each.

 Indicate whether the statement is true, false or uncertain and JUSTIFY your response. 
1) If marginal utility of all goods is constant, the indifference curve is a straight line.

2) In the market for mousepads animal rights activists push for a tax to compensate for the emotional trauma experienced by mice due to copyright infringement.  This tax will cause a shift in the demand and/or supply curves.

3) Our last worker hired increased our output by the average output per worker.  Hiring another worker will decrease average product of labour.  Include a graph in your answer.

4) Elasticity of demand is always greater in the long run.  Include a graph in your answer

Section B: Short Answer
Answer 2 of the 3 following questions. 15 marks each
1) Let U=3min(a, 2b).  If George has $21 and Pa=$2, Pb=$3, calculate and graph George’s optimal consumption.

2) Let U=2x+y and Px=Py=$1.  Derive and graph the income consumption curve.

3) Originally in the market for pink and purple striped socks, Qd=100-2P and Qs=50+3P.  Due to recent terrorist actions of the PASS (People Against Stupid Socks), the sock supply has decreased by 30 across the market.  Calculate the new elasticity of supply and demand at equilibrium.

Section C: Long Answer

Answer the following question.  40 marks.

1) A representative agent, Samantha, consumes 2 goods at movies: popcorn (p) and chocolate (c).  Originally popcorn is $4 and chocolate is $1 and Sam’s movie food budget is $24.  Due to recent scientific innovations, new chocolate is designed without calories, but its cost increases to $2.

US=(1/2)c2p

MUc=cp

MUp=(1/2)c2
a) Assume that Samantha maximizes utility.  Calculate old and current consumption and utility.  Show graphically.

b) Calculate and explain the Compensating Variation of this price change.
c) Calculate and explain the Equivalent Variation of this price change.
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