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1. Yoran insists on consuming 4 times as much as of v as he consumes of x (s0 he
always has v =dx ). He will gunglmg_gll:st__gg_ugs in no other ratio. The price of xis3
times the price of v . Yoram has an endownent of 20 x's and 45 3's which he can
trade at the going prices. Whal is Yoram s gress demand for .« 0%

— 1

2. Liguor and cigarettes are popular subjects for excise taxation because their demand is

thought to be highly inelastic. But :__J,» this néai!y_s_ ? Both products often have harmful

effects on the health of their users. Suppose that actual cost of buying a pint of whiskey
or a carton of cigarettes is twice the purchase price when health costs arc taken mto

account. How would this affect elasticity estimates for the two products? (10%)

3. Please use a diagram. comtaming The demand ctirve and supply curve, o evaluate the
following statement: Even in long-run competitive equilibrium, thert 1s nio assurance

that all sales will take place at prices equal to the opportunity costs of the gools sold.
| _

(10%a) '
4. Please define the term Pareto effjciency and give the reason for the inefTiciency of
- T
monopoly, (10%) - — —

5. What is the Walras® law?  Suppose thal the economy contains two goods. Please use
the Walras® law to interpret the statement: If demand equals suppiy in one market,
demand must also equal supply 1 the other market. {10%)

6. What are the differences between "Perfect Competition” and “Monopolistic

Competition™? (10%) - i
7. A two-product firm faces the demand and cost functions below:

0 =30-2P+P, 0, =10+5—P C=20 +Q;

(a} Find the output levels that sali;t‘y thc'[g;l-lord}:r gondition for maximum profit.
(b)Check the second-order sufficientcondition. Can you conclude that the problem

s3esses 4 unigue absolute maxmmum? (20%)
po q

§. Let the demand and supply functions for a commodity be @, = B(F, Y} and

0, =5(P) where £>0, %<0, $£>0 (income ¥, is an exogenous varible).

All dervatives are continuous. |
(#) Does an increase in the income resull in an imcrease in the equlibrium price?
(b)The 1otal equilibrium expenditire of the commodity, £ = PP ¥ ), 153 function

of the exogenous variable 7 also. Assume the elastienty of demand. -2 /& s
less than one 4t equilibrium point, Does-anrmerease in the income resull inoan

increase in the equilibrium expenditure” (20%)




