ECO2145 – Midterm 1 - Winter 2010 

Part A – Multiple choice questions
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Part B – short answers

1. It was argued in class that the introduction of a minimum wage could lead to increased employment in a monopsony model. Explain (in words) why this is the case (4 marks)

(see class answer)

2. a)

Max Q P(Q)Q – C(Q)

Max Q (20-2Q))Q – Q2/2 - 5Q – 10

Max Q 15Q-2Q2 – Q2/2 – 10

15-4Q-Q = 0

Q* = 3

P = 20-2Q = 20 – 2(3) 

P* = 14

2b) YELLOW AND WHITE TESTS

Total sales will increase and consumer surplus will fall.

3. 

(a picture makes it easier to see)

Usage fee = 4

Subscription fee = ½ (10-4)(24)

DWL=0

4. 

Max Q1 P1Q1 – C1(Q1)




Max Q2 P2Q2 – C2(Q2)

Max Q1 (20-2Q1 – Q2)Q1 – 2Q1


Max Q2 (20-2Q2)Q2 – 2Q2

Max Q1 18Q1-4Q12 – Q2Q1 



Max Q2 18-2Q22 

18 - 4Q1 – Q2 = 0 




18 - 4Q2  = 0 








Q2*  = 18/4 

Sub optimal Q2 back in firm 1’ s first order condition

18 - 4Q1 – Q2 = 0

18 - 4Q1 – (18/4) = 0

Q1* = 54/16

P1 = 20-2Q1 – Q2

P1* = 20-2(54/16) – (18/4)

P2 =20-2Q2

P2* =20-2(18/4)

b)  higher costs will make firm 1 produce less. It has no effect on firm 2 because firm 1’s output decision does not enter firm 2’s problem.

5.  

Max Q1, Q2 (0.8)P1Q1  + P2Q2 – C(Q)


