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1. (30%) A consumer has an income of m, which can be spent on two goods,

¢ and y. The prices of these goods are P, and P,, and the consumer’s

preferences can be represented by the-utility function U (z,9) = zy°

TWL L
(a) (10%) Derive the conﬁf%s emand function for good z.

Originally, the price of  is $1, the price of y is $2, and the consumer’s in-
come is $30. If the price of z and the consumer’s income remain unchanged,

but the price of y falls to $1.

1

of the price decrease on the con-

(b) (10%) Find the substi bﬁ

sumer’s demand for z. (
_ JT )

(c) (10%) Find the income effect of the price decrease on the consumer’s

demand for z.

2, (20%) The cost function c(w, r, Q) of a firm represents the minimal cost of

MJ S

producing ¢ units of output When the factor price of L is w and the factor -

price of K is 7. 'D} /L;

(a) (10%) Find the cost function for a firm with the production function

Q(L, K) = min{2L, K}.

(b) (10%) Find the cost function f?r a, firm with the production function

]

— | [

QL K)=2L-+ K. ——|=3
| S | —
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3. (30%) Consider an economy described by the following equations:

Y=C+I4+CG

.
#1004 0.75(Y - T)

where Y is GDP, C is consTrTQtloq I is investment, G is government

purchases, T is taxes, a1

f,l

=

full erhployment (i.e., at itsnatar i Jevel of output), GDP would be 2,000.

ELnterest rate. If the economy were at

(a) (10%) Suppose the central bank adjusts the money supply to maintain

the interest rate at 4 percent; so r = 4. Solve for GDP. How does it

(b) (10%) Following (a)r;assu]'tr no change in monetary policy, what

change in governme#lrchas y/would restore full employment?

(c) (10%) Following (a), assuming no change in fiscal policy, what change

in the interest rate would restore full employment?
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4. (20%) Explain whether each of the following events shifts the short-run
aggregate supply curve, the aggregate demand curve, both, or neither.

[lustrate the effect of thg\% Tl_—-ﬁié €Cconomy.

[
(a) (10%) Households dEyT 0/5a

E a larger share of their income.

(b) (10%) Increased job opportunities overseas cause many people to leave

the country.
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