Name: ____________________	             Student Number: ________________

MIDTERM EXAMINATION II
ECO 2144 B:

Thursday, November 15th, 2012



Instructions: 	

Each multiple choice question is worth 1 mark. Marks for the short answer questions are indicated at the end of the questions.  Total marks = 40.

For the multiple choice questions, please circle the correct answer in the test paper.  If you need to change your answer, very clearly cross out your previous answer and circle and arrow to the correct answer. If the distinction between your old and new answers is not clear, no marks will be awarded.

Short answer problems should be answered in the examination booklet. Be sure to show all your work. Diagrams should be clearly labeled and explained.

This exam consists of 6 pages and 16 questions.

You have 1 hour and 15 minutes to complete the exam.

Programmable calculators are NOT permitted. 

Good luck.














Suppose a consumer buys two goods,  and  and has income of $22.  Initially  and  and the consumer chooses basket  with  and .  The prices change to  and  and the consumer chooses basket  with  and .
These choices are consistent with utility maximization.
These choices are not consistent with utility maximization.
With this information it is not possible to determine if these choices are consistent with utility maximization.
Basket B must be preferred to basket A.




Suppose when the consumer’s income rises by 20%, the consumer’s consumption of good  only increases 10%.  We can infer that good  is a(n)
normal good.
inferior good.
Giffen good.
marginal good.

Under what circumstances is the demand curve downward-sloping?
When the good is a normal good.
When the good is an inferior good and the substitution effect outweighs the income effect.
When the good is an inferior good and the income effect outweighs the substitution effect.
Both a) and b) are correct.



Suppose the consumer’s utility function is given by . The equation for this consumer’s demand curve for  is











We could use the term “snob effect” to describe which of the following situations?
I purchase fewer chocolate bars because the price of chocolate rises.
I purchase Eudora Pro as my e-mail software package because all of my friends and family use it.
I decide not to purchase a Toyota Camry because I no longer view them as unique.  I tell my friend, “Every other car on the road these days looks like a Camry.”
I subscribe to AOL Instant Messenger service so that I can chat on-line with my friends at other universities.

Which of the following statements describes a backward-bending labor supply curve?
Every hour that I work represents a loss of an hour of leisure.
I asked for extra hours this month to pay for my airplane ticket to Florida for spring break.
When I received my last raise, I cut back on my overtime hours so that I could work fewer hours but earn the same amount of money per week.
I worked more hours when I was younger.




Suppose every automobile requires exactly one engine  and four tires .  The production function for this process is










Diminishing marginal returns occur when the total product function is
decreasing.
increasing at a decreasing rate.
increasing at a constant rate.
increasing at an increasing rate.




Identify the truthfulness of the following statements.
I. When the marginal productivity of labor is falling, the average productivity of labor is falling.
II. When the marginal product curve lies above the average product curve, then average product is rising.

Both I and II are true.
Both I and II are false.
I is true; II is false.
I is false; II is true.
1. If labor’s marginal product exceeds its average product, [image: ] > 0. That is, labor’s average product will be rising.
2. If labor’s marginal product is less than its average product, [image: ] < 0. That is, labor’s average product will be falling.
3. If labor’s marginal product equals its average product, [image: ] = 0 and the average product will reach its minimum value at that point, as this is the first-order condition for a minimum.
A measure of how quickly the marginal rate of technical substitution of labor for capital changes as we move along an isoquant is
Capital-labor ratio
Elasticity of substitution
Input substitution
None of the above


Holding labor constant, what do you notice about the marginal productivity of capital?

	
	K=0
	K=1
	K=2
	K=3
	K=4

	L=0
	0
	0
	0
	0
	0

	L=1
	0
	1
	2
	3
	4

	L=2
	0
	8
	16
	24
	32

	L=3
	0
	27
	54
	81
	108

	L=4
	0
	64
	128
	192
	256



The marginal productivity of capital is always increasing.
[bookmark: _GoBack]The marginal productivity of capital is always constant.
The marginal productivity of capital is always decreasing.
The marginal productivity of capital increases, then decreases.



At the cost minimizing levels of capital and labor for a given level of output, which of the following will hold for a corner solution?






Any of the above may be true.





Suppose at the firm’s current long-run combination of capital and labor that , , , and .  The firm
is currently minimizing total cost in the long run.
could lower cost by increasing the usage of capital and decreasing the usage of labor.
could lower cost by increasing the usage of labor and decreasing the usage of capital.
cannot lower cost without also lowering the level of output.




Short Answer Problems: Please show all your work. Diagrams should be clearly labeled and explained.
Linda consumes two goods x and y. Her utility function is . Initially, = $18 and = $2. Linda’s income is $288.  Then the price of x falls to $8.
a) Reproduce and complete the following table in your exam booklet. Let A be the initial consumption basket and C the final basket and B the decomposition basket. (10 marks)

	Basket
	X
	Y
	Utility
	Tangency Condition

	Expenditure

	A
	
	
	
	
	

	B
	
	
	
	
	

	C
	
	
	
	
	




b) The movement from point B to point C illustrates which effect, the income effect or the substitution effect? Explain (2 marks)
c) Is good X a normal, inferior or Giffen good? Explain. (2 marks)
d) What is the compensating variation of the price change. (1 mark)

A firm’s production function is initially . Over time the production function changes to .
Identify the returns to scale for the final production function. A proof is required for full marks. (3 marks)
Verify that this change represents technological progress. (2 marks)
Is this change labour saving, capital saving or neutral? (3 marks)

A manufacturing firm’s production function is . Suppose that the price r of capital services is equal to 1, and let w denote the price of labor services. If the firm is required to produce 5 units of output, for what values of w would a cost minimizing firm use only labour?  (4 marks)
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