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Instructions

Answer ALL the questions in Section A and Section B. Write your answers in the space provided on this question paper.

Section A – True / False 

Q1 If an economy were experiencing substantial unemployment, the economy is 

       producing inside the production possibilities frontier.           True
Q2 Assuming that pizza and Coke are complements, a decrease in the price of pizza 

       would increase the demand for Coke.           True
Q3 A normative economic statement focuses on facts and cause-and-effect 

      relationships.             False
Q4 In a graph, an indifference curve on the right hand side shows a lower level of 

       utility compared to an indifference on the left hand side.             False
Q5 An oil drilling rig is a land resource.           False
Q6 Excess demand tends to drive price up until the market reaches equilibrium price 

        and quantity.           True
Q7 A seller facing an elastic demand curve will experience a drop in total revenue if 

      he raises price.         True
Q8 If the price elasticity of demand is zero, then any price change will also have a 

      zero effect on total revenue.          False
Q9 An increase in the price of a good shifts the budget constraint out for that good.
            False
Q10 Rational people act only when the marginal benefit of the action exceeds the 

       marginal cost.          True
Q11 If all prices double and money income also doubles, the budget constraint will 

      also double.            False
Q12 The demand for a normal good has a positive relationship with income.

             True
Q13 An advance in production technology would cause the production possibilities 

        curve to shift outward.                True
Q14 Points outside the production possibilities curve are attainable but inefficient.

                False
Q15 An equal increase in both supply and demand tends to increase equilibrium price 

       and quantity.               False
Section B – Short essays 

Q1 Consider the demand curve for sofas shown below. Use the midpoint method to 

      calculate elasticity in the questions that follow.
      Price (RM)

         1260
             
          960                           A

          720                                B

          600                                       C

          400                                              D

          320                                                    E

0  75       165        235        315                          Quantity

135        215
(a) Find the slope of the demand curve for sofas.
(1½ marks)

       Slope = Change in Y / Change in X 

                 = Change in Price / Change in Quantity     ( ½ mark )

       Slope = (960-720) / (75 – 135) = 240 / -60

                 = -4        ( 1 mark )
(b) Calculate the price elasticity of demand between points A and B.
(2 marks)

Price elasticity of demand = % Change in Qd /  %Change in Price

                                          = [(New Q – Old Q)/ ((New Q + Old Q)/2)]

                                             [(New P – Old P) / ((New P + Old P)/2)]     (1 mark)

Old P = 960, Old Q = 75

New P = 720, New Q = 135

Ed = (135 – 75) / (( 135 + 75) / 2)
         (720 – 960) / ((720 + 960) / 2)

      = ( 60 / 105 )
         (-240 / 840 )
      = -50400 / 25200

      = -2
(c) Calculate the price elasticity of demand between points B and D.
(2 marks)

Price elasticity of demand = % Change in Qd /  %Change in Price

                                          = [(New Q – Old Q)/ ((New Q + Old Q)/2)]

                                             [(New P – Old P) / ((New P + Old P)/2)]     (1 mark)

Old P = 720, Old Q = 135

New P = 400, New Q = 215

Ed = (215 – 135) / ((215 +135 ) / 2)
         (400 – 720) /  ((400 +720) / 2)

      = ( 80 / 175 )
         (-320 / 560 )

      = -44800 / 56000 = 0.8
(d) Calculate the price elasticity of demand between points D and E.

(2 marks)

Price elasticity of demand = % Change in Qd /  %Change in Price

                                          = [(New Q – Old Q)/ ((New Q + Old Q)/2)]

                                             [(New P – Old P) / ((New P + Old P)/2)]     (1 mark)

Old P = 400, Old Q = 215

New P = 320, New Q = 235

Ed = (235 – 215) / ((235 + 215 ) / 2)
         (320 – 400) / ((320 + 400 ) / 2)

     = ( 20 / 225 )
        (-80/ 360 )
     = -7200 / 18000
     = -0.4
(e) In general, what happens to elasticity as quantity increases along a straight-line demand curve?

(1½ marks)

The elasticity values will go down as quantity increases along a straight-line demand curve.
(f) Explain the difference between slope and the price elasticity of demand for this demand curve.

(1 mark)

Slope is constant along the same linear demand curve.  ( ½ mark )   

Elasticity differs on different spots on the same linear demand curve. (½ mark)
Q2 You are choosing between two goods, X and Y, and your marginal utility from 

      each is as shown below. 

Units of X               MUx                Units of Y                MUy
                            1                         10                        1                           8

                            2                          8                         2                           7

                            3                          6                         3                           6

                            4                          4                         4                           5

                            5                          3                         5                           4

                            6                          2                         6                           3
(a) If your income is RM9 and the prices of X and Y are RM3 and RM2 respectively, how many of each will your purchase to maximize utility?

(3 marks)

              MU/Px                  MU/Py
                3.33 √                        4    √

                2.67                          3.5  √

                  2                              3    √

                1.33                          2.5

                  1                              2

                0.67                          1.5
       1 unit of X, 3 units of Y
(b) How much total utility will you realize?

(2 marks)

       10 + 8 + 7 + 6 = 31
(c) Assume that, other things remaining unchanged, the price of Y falls to RM1. How many of each X and Y will you now purchase?

(3 marks)

       MU/Px                  MU/Py
         3.33   √                      8     √

         2.67                           7     √
          2                               6     √
         1.33                           5     √

          1                               4     √

         0.67                           3     √

         1 unit of X, 6 units of Y         

(d) Using the two prices and quantities for Y, derive a demand schedule (price-quantity-demanded table).
(2 marks)

                                Price                     Qd
                              RM 2                         3

                                      1                         6
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