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1.

A consumer has utility function 1u(qy, g2) = 4g1 + 5¢g2 and income 600. The initial prices are

(p1,p2) = (1,1). Now the price of good 1 decreases to 0.5. Find the Hicks substitution effect and
income effect. (10%)

A consumer has utility function u(q,qz) = 8\/_61: + 4q, andincome Y. Find the uncompensated
demand function for good 1 g4 (p1, P2 Y), where p4,p, are prices of goods 1 and 2, respectively.(10%)
A consumer has utility function u(qq,q2) = 4\/?]—1 + 4q,. The compensated demand function for good
2is h,(py,p2 1), where u is the consumer’s utility level and p1,p, are prices of goods 1 and 2,
respectively, Assume that h,(5,20,1) > 0. Find the range of . (10%)

1 ) N . .
A monopoly’s Lerner Index is > atits profit-maximizing price p* and output g*. Assume that the firm’s

cost function is c(q) = g2 + 16. Assume that the demand function Q(p) has constant demand
elasticity and Q(1) = 1. Find the monopoly’s profit-maximizing output q". (10%)

Find the elasticity of substitution for production function q = L[?K3,where L and K are laborand
capital inputs, respectively. (10%)

Consumers 1 and 2 in a pure exchange economy have the same utility function u;(x;, Xi5) = Xi1Xi2,

i = 1,2. Their endowments are w; = (10,30), w, = (50,20). (20%)

(1) Find the contract curve. (10%)

(2) Find the core. (10%)

Let X be aconsumption set and let = be a preference relation defined on X. We say Z is continuous

if the following condition is satisfied:

Suppose that x™,y™ are bundlesin X with x™ z y™ forall n= 1,2,3,+. Assume that lim x" =x

mn—oo

and lim y™ =y.Then x Z y.

n—e

Assume that John’s preference relation is convex. Is John’s preference relation continuous? Explain your
answer. (15%) _

A consumer spends income Y* and obtains the best bundle q* = (q1,¢5) at price p* = (p1,p3). At
bundle g*, her utility level is u*. Please derive the Slutsky equation & = &* — 6¢, where € is the price
elasticity of demand at price p; of her uncompensated demand function ¢4 (ps,p3,Y™) for good 1, €
is the price elasticity of demand at price-p; of her compensated demand function hy(pq, p3,u™) for
good 1, O is the share of the budget spent on good 1 and & is the income elasticity of demand for good
lat ¢* and Y*. (15%)




