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Professor Rose Anne Devlin

November 18, 2015

Notes

There are 5 questions and 50 points in total. This means that you should budget
about 1.5 minutes per mark.

Read over all of the questions. Do the questions that you know well first, then go
to the ones of which you are less sure. | do not care in which order you answer the

questions.

Basic calculators are allowed. No electronic device that can be programmed with
text, or that has transmitting possibilities can be used.

No cellular phones are allowed.

l1|Pauge



a)

b)

Answer TRUE or FALSE and explain. Marks awarded only for a careful, detailed,
explanation. (3 marks each: 15 marks in total)

Suppose that firms make their supply decisions based on last period’s prices. Equilibrium
is stable only when their price expectations are correct.

The role of imputed (shadow) prices in a Robinson-Crusoe economy is to ensure that an
equilibrium exists.

A sufficient condition for the existence of a Walrasian general equilibrium is that excess
demand functions are downward sloping and pass through the price axis.

Edgeworth exchange model assumes that all allocations within the “box” are possible
exchange outcomes as long as all parties agree to it.

Walras’ law states that excess demand functions (Ei*) equal zero in equilibrium (as long

as equilibrium prices (p;") are positive) and that Y7 E;p; = 0.

At the profit maximizing output, the marginal cost of the monopolist is $10.

If the price elasticity of demand at profit maximizing output is -2, then what price will the
monopolist charge? (4 marks)

If the market could be separated into two segments: one has a price elasticity of -3 and
the other has a price elasticity of -1.5. What will the monopolist do? Explain carefully
the conditions under which this strategy will work. (6 marks)

Suppose a Giffen good, and the slope of the inverse demand curve is greater than the
slope of the inverse supply curve. Use a formal rule with a distance function approach to
determine if the equilibrium is stable when the market follows a Marshallian quantity
adjustment process? (8 marks)

Is the following set of excess demand functions legitimate? Why or why not? (6 marks)

D3
Ey(p) = 22
1\p 1

D3
E;(p) =—
2P P2
Es(p) = -2
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a)

b)

Let’s suppose that U’=x,’x," and UP=x,"x,® are the utility functions for individuals a and

b. Individual a is endowed with 3 units of good 1 and 2 units of good 2 (i.e., allocation
for a is (3, 2)) and individual b is endowed with 1 unit of good 1 and 6 units of good 2
(b=(1,6)). We have an Edgeworth Exchange economy.

Draw a well-labelled Edgeworth box, show the Endowment point and sketch the contract
curve. (5 marks)

Does the allocation (2,4)* and (2,4)b lie on the contract curve? Explain carefully. (6
marks)
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