2014
Problem 1

in absence of money illusion, we can calculate the income elasticity if all the price elasticity are known.

When prices are P0,P1,P2, a consumer choices baskets X0,X1,X2 respectively.
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. Then X0 is strictly prefer to X2 (X0 > X2).

c) In the world of two goods. If one is Giffen good, another one should be luxury good.

d) If Walrasian income-elasticity of demands for all goods are constant and equal to each other, then they are necessarily equal to 1.

Problem 2

A consumer’s preferences can be defined as 2 goods, X1 and X2. These preferences can be represented by utility function: [image: image3.png](g, @) = 2y + Inao,




Calculate Walrasian demands under consumer’s income is m, prices are p1,p2

Find the indirect utility function that associated this utility function

Under the assumption m>p1, calculate the Hicksian demand for both goods.

Verify the validity of Slutsky equation to the effect of change from P1 on demand of good 1 under m>p1

Explain why the Walrasian demand and Hicksian demand for good 2 are identical under m > p1

Problem 3

Imagine a world with a consumption good X and Numeraire. Suppose P is the price of commodity and m is income. We have Walrasian demand linear for consumer goods. This model is given by [image: image4.png]ap + &m.





Find the expenditure function [image: image5.png]elp,u)



, knowing that the type of solution of in-differential equation [image: image6.png]W) | oty = bt)
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Is given by[image: image7.png]



b) Find the Hicksian function [image: image8.png]hip, )



to the consumer goods.
c) Find the Indirect utility function [image: image9.png]vip,m)



associate with the linear demand. 
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Problem 1

e) Suppose consumer chooses the consumption X0 at price P0, and X1 at price P1, a necessary sufficient condition for[image: image10.png]
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Problem 2

One consumer’s preference can be represented by the following utility function:
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Consumption is C1 at period 1, and C2 at period 2. The consumer owns 1 unit at each time of period. In the first period, salary is w. In period 2, salary is [image: image13.png]


 Where h represents study time at period 1.

Write down the consumption budget constraint

Solve h*

Consumption at period 1

Consumption at period 2

What can[image: image14.png]wet



tell us if h=0 in period 1?( Index: find the value of [image: image15.png]wet



such as [image: image16.png]


)

Problem 3

Prove that the indirect utility function [image: image17.png]u(p, m)



is quasi-convex in p

Prove that the function [image: image18.png]


is concave in p

