(20%)

(20%)

(15%) Suppose a consumer has a utility of the form U(X,X,) = 1/ X, 1/ X,
(1) Compute the Marshallian demand functions.
(2) Compute the indirect utility function.
(3) Compute the expenditure function.

(4) |Compute the Hicksian femand functions.

(15%) Given that the production function si Y = 100 XX,

Define Y as output , X; and X, as input prices, and Cas cost.

(1) Find C(W1,W,,Y).

(2) Find the effect of an increase in output on marginal cost.

(3) Given p = price of output , find X1(W,,W,,P), X, (W,;,W,,P),and 1
(W;,W,,P).Use Hotelling” s | emma t o derwi viewwmich e
Y (W1, W,,P).

(4) Verify that the production function is homothetic.



20 It has been show that the translog cost functionisa local second
order approximation to an arbitrary cost function. It is given implicitly by the
linear-in-logs form:

Iog(c)=AO+Zn:AiIog(Wi)+O.5i§n:8ijIog(Wi)Iog(Wj)Hog(Y) if Bij=Bij and Bij=0 for
i i

i=1..... n the substitution matrix is symmetric as required.

1 What restrictions on the parameters Ai are required to ensure homogeneity

2 For what values of the parameters does the translog reduce to the
Cobb-Douglas form

3 Show that factor shares in the translog cost function are linear in the logs of
factor prices and output.

20 Explain the following observations.

1 Individuals are more likely to research for bargains for expensive items than

for cheap ones.
2 People with significant baby-sitting expenses are more likely to have those

meals they eat out at expensive restaurants than are those without such
expenses.
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20 Farmers produce corn from land and labor. The labor cost in dollars to
produce y bushels of corn is c(y)=y?.There are 100identical farms which all behave
competitively.

a what istheindividual farmer’s supply curve of corn?

b what is the market supply of corn?

c suppose the demand curve of corn id D(p)=200-50p. what is the equilibrium
price and quantity sold?

d what is the equilibrium rent on the land?

20 Let the consumer’s utility function be

U=o1-a)™x x,* O<a <1

and her budget constraint M=P1X1+P>X>
1 Derive the ordinary demand function for X; and X
2 Derive the compensated demand function for X; and X
3 Show that the compensated demand function are
homogeneous of degree O in price
I downward sloping and

i symmetric
15
1 Is it reasonable to argue that high budget deficits lead to high trade
deficits 5
2 What implications would a distortionary tax have for the two- period
life-cycle model 5

3 In an open economy with two identical countries, what effect does a
pay-roll tax in one country(to pay for government consumption)have on the
worldwide capital-labor ratio and on that country’s own net foreign asset
position? what happens to its trade balance? 5

Effective Rate of Protection

15



Real GNP
Inflation Interest Rates

A typical Silicon Valley firm produces output of chipsy using a cost function
c(y), which exhibits increasing marginal costs. Of the chips it produces, a
fraction(1-a )are defective and can’'t be sold. Working chips can be sold at a price
p and the chip market is highly competitive.
a Calculate the derivative of profits with respectto a a n ds igsh . 3
b Calculate the derivative of output with respectto a a n ds igsh . 3
c Suppose that there are n identical chip producers, let D(p) be the demand
function, and let p(a ) be the competitive equilibrium price. Calculate(dp/d
a ) and itssign. 4
An economy has two kinds of consumers and two goods. Type A consumers has
utility functions U(X1,X2)=4X:-(X1%/2)+X, and type B consumers have utility
functions U(X1,X2)=2X1-(X1%/2)+X,. Consumers can only consume nonnegative
quantities. The price of good 2 is 1 and all consumers have incomes of 100. There
are N type A consumers and N type B consumers.
a Suppose that a monopolist can produce good 1 at a constant unit cost of ¢ per
unit and can’'t engage in any kind of price discrimination. Find its optimal
choice of price and quantity. For what values of ¢ will it be true that it choose
to sell to both types of consumers? 3
b Suppose that the monopolist uses a“ twoe gt arfi f Whee a sumeo rnuomst
pay @® Swm ardeé o be abl e staohypmyy abl muAhl a
who hade pepiuds kK cyanadoumuch as dce dfi kpeper a
pulmacs e Counmser s nabt e @ Irlesgodadr 1l pkdi s twhsgth e
amouhkhat ypets Awinlgltio p aey pfeoigeitipi g bat ipc?e | f e
typAh dompayimp hekmboypuraipchecow manwilbhaiemand?
6

c If the economy consisted only N type A consumers and no type B consumers,
what would be the profit-maximizing choices of p and k? 3

d If c<1, find the values of p and k that maximize the monopolist’s profits
subject to the constraint that both types of consumers buy from it. 3

Please choose five theories among the following seven models to explain the

causes of recession and policy implications briefly in words:

1 Traditional Keynesian Model
Misperception Theory
Real Business Cycle Theory
Sectoral Shift Model
New Keynesian Theories of Wage And Price Rigidities
New Keynesian Models of Coordination Failures
Political Business Cycle. 25
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A consumer’s utility function is U = X1+X5. If hisincomes | is $100 and the
price of X, is P,=$1.

1 Derive the compensated demand curve and compare it’s slope with that of
the ordinary demand curve.
2 Suppose P; falls from $1 to $0.5. Evaluate the consumer’s gain by

CV (compensating variation).
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Both Mr. Jones and Mr. Dundee are consumers for fo?d(xl)and wood (x2). Mr.
Jones has expenditure function ei(p1,p2,ui)=(pp,)2 and Mr. Dundee has
utility function uz(x1,x2)=50x1*x,"

1

10 Denote the income of Mr. Jones by Mj and the income of Mr. Dundee

by Md. What are the Marshallian demand functions for food and wood by each
of Mr. Jones and Mr. Dundee? And the market demands?

2

8 For what value(s) of the parameter a will there exist an aggregate

demand function that is independent of the distribution of income?

A monopolist maximizes profit. In order to capture some of the monopoly
profits, the government imposes a tax of t on the monopolist’s revenue. Set
up a model and analyze the following question.

1
2

5 Does this tax increase or decrease the monopolist’s output Q?

8 Now the government decide to award the revenue from this tax to the
consumers of the monopolist’s product. Each consumer will receive a
“ rebate” in the amount of the tax collected from his
expenditures. Assuming quasilinear utility, derive an expression for the
consumer’s inverse demand as a function of Q and t.

5 How does the monopolist’s output respond to the tax-rebate
program?
14 Assume there is no tax program. w; and w, are prices of input x;

and x,. If the cost function is C(wi,w2,Q)=w:1*w,"Q. What is the
production function? What are the conditional factor demands? What do
we know about a and b?



