vERSION 1

SOLUTIONS

Econ 301: Midterm Exam, Fall 2014
Sections AA and B, Concordia University

The exam lasts 75 minutes. This test consists of § pages. Calculators
are not allowed. Show all the necessary steps and calculations that
lead to your answers, and only the necessary ones. Only your answers
on the front of each page will be taken into account (but you may use
the back of each page for your calculations).

1. (24 points - 6 points each) TRUE or FALSE: determine if each of the fol-
lowing statements is true or false, and circle TRUE or FALSE accordingly.
Explain your reasoning. Note: All credits are given based on your expla-
nations. Circling the correct answer by itself does not earn any points.

a. If preferences are "well-behaved” (monotonic and strictly convex)
then the bundles (5,3) and (6, 3) cannot be on the same indifference

| [TRUE | FALSE
Explanation: H o\w\'o " Q‘.Pa \wr(,\’g S Unak
(6,3) > (5,3) .

b. Given a choice between carsrefers the car that is faster and
bigger than the other one. Omar’s preferences over cars are transitive

and complete.
TRUE !FALSE [

Explanation: Mot mem .
A Spovs co is .faskr anh Saller dnan an SUVY .

c. A consumer’s preferences cannot be represented by a utility function
if his preferences are not transitive.

FALSE

Explanation: ¢ tawsitiile, 1S Wokaded then we hase
w(X)zulY): w(Z) > w(X), vck is a cnbadichi, .

d. If the consumer consumes only two goods, it is not possible that both
of the goods are Giffen goods.

FALSE
Explanation: j* ot jw‘,(s Weve (éﬂﬁt“’ Yer %!"6 wrr

Ialte b ik“-bn;ﬂ) a.l.;cx; 1S b Fassua Sikee. aw mwtyedased

wsome caunat Wl iw a wduced uuSuuF{w‘m fw A JW(S'
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VERS|0U 2- 1. (24 points - 6 points each) TRUE or FALSE: determine if each of the fol-
lowing statements is true or false, and circle TRUE or FALSE accordingly.
Explain your reasoning. Note: All credits are given based on your expla-
nations. Circling the correct answer by itself does not earn any points.

a. If preferences are ”well-behaved” (monotonic and strictly convex)
then the bundles (5,3) and (6,3) may be on the same indifference

curve.
TRUE I FALSE ’

Explanation: HOM‘\’OW"CL‘a {u‘ob\;es 1Y
(6:3) % (5,2) .

b. Given a choice between carsrefers the car that is faster and
bigger than the other one. Ryam’s preferences over cars are transitive
and complete.

TRUE FALSE [

Not tomplede. .
A spw&—s Lo 1S .f«skr and smalieq fnaw an S|/

Explanation:

c. A consumer’s preferences cannot be represented by a utility function
if his preferences are not transitive.

! TRUE i FALSE

Explanation: 9 Nath'Hl’\' 16 Nolatedd dherr we hane
w(X) 2 u(Y)2u(2) > w(X), which is a crubvacichion.

d. If the consumer consumes only two goods, it is possible that both of
the goods are Giffen goods.

TRUE ] FALSE |

Explanation: j{, bon Aopd ¢ Weve 8;ﬁw thenm «A.U-() woul A
ot be iui»..‘.w) it 15 1ot Fb%i“" Sik(e G iniyeased
mome Canbot wgu,uclik o veduced mﬁumf)‘l"m f« ijwo(s.




2. (32 points) Abbie considers coffee and croissants perfect complements.

a. (5 points) A storm hits Colombia and coffee suddenly costs more.
Consequently, if Abbie spends the same total amount on coffee and
croissants as before, she now eats (‘more, the same amount, fewer)
croissants. (Choose one and write it in the box below.)

FTEWER
Explanation:  ptece  Canswmes Oﬁu ank Croissats

w Exu& Prepotions; so wous she Comsumes fosg oL
Witee and Cvoissants .

b. (5 points) What part of the change in her consumption is due to the

income effect? A L L To the substitution effect? | NO U E

Explanation: Wi ea “\& 6’\&0[30( Live X
?QWK avound Hy oTHm.x bundfy,

e OFH’MDQ‘ o e U maiud W Same. - N =Y
AL Wne Clamng 1S e o Bt income oﬁqg— X
onic? NO

c. (5 points) Ate Abbie’s preferences monot
Explanation: '3% Abhe das weve (o fta o fendler Hopa
wguirth for e *1gut ' pepodion , Abtie aehs 4, adoliDirn 4 0
u\supa. Howolowe Pufwu«as Wolld (wply Heat <le dpos
Are Abbie’s preferences strictly convex? N 0
Explanation: 'ﬂ* %»o ha.k()(ﬁs one ghpen o fe bwh‘q,( (Ov
Avcrontel ) pot o B "“‘u’f wenle cunoe | alt conver toubiughiow s
e m U sppe {u\obcﬁovu\a, cayne . Stack 'CGMW{P'@ ’Ule]ui‘tzs Heat
d fo

d. (5 points) Determine whether coffee is a normal or inferior goo

r Qe gh‘d,(‘a%‘ug
Abbie. | NOR M AL Explanation: W”l'S_Sﬁ&VB FRfWM )

S inlowme luveades, Oﬁu cb\st:;[b'&
Twineases . ( Al s0 dwes croiss

msuw\oh’uv\ R ZMS e wmﬂ}

Coffee



e. (4 points) Determine whether croissants are ordinary or Giffen goods

for Abbie. | ORTD |NARY | Explanation:
(voissawts axe o wormak 300& TN Abne. .
AL waxmal AwAS asve md—(kw«a 30&0(5-

f. (8 points) Assume that coffee and croissants are one-to-one perfect

complements for Abbie. Draw below the specified curves. Label your
graphs as necessary.

Income offer curve: i
L S %
VoIS HnwkS e LOPP“ (
'FO!‘LJ'S(O‘? M ik&ﬁ"”ucz
Cuvees )
T >

toffee (¢)

Price offer curve:

Cwissaits
(v) Lineas S(Apa b

come 4GS Hae nlome

D“ v bl
=
Engel curve: H—C(, (c)
" Lnter
m
Kes Pt P S(ﬂ\oe‘ 'Fc,*' P~
m = (Pc *’\’v) Xe

ﬁa (o)

Demand curve:

Wc/ N
B
fT_ Pe =0 e

0({« (¢

yt\fl
=l



3. (44 points) Miss Muffin’s preferences for two of her staples, muffins (m)
and ice cream (i) are represented by the utility function u(m,) = m?:3.

a. (12 points) Derive Miss Muffin’s demand function for muffins.

T‘a,ujwiameuhm= _?ﬁ/}'" . L = ,7;_'1_"_'_3_ > ﬁl"_—> 23:-:?:\ - Em

InfAU W 3mti* Poo Pe
i g ''p. = .. 2 m
'Swokov\u% N Mfm“ LFL M ¢ —Zm%

m")ch—%mr%"EPc’H s M(Fm*"%{_]?m)=ﬁ

M(%‘_Pm):HQ M:%%

Miss Muffin’s demand function for muffins: | fn = 2;: H /'F %

Y"‘ =< 'F'- 20 b. (6 points) A mg[ﬁn costs pp, o= $5 and.a pint of ice cream is price.d

C at p; = $20. Miss Muffin’s disposable income for her two staples is

) w $1000. Suppose that the government now provides a subsidy of $1
? m per muffin (in order to promote eating healthy muffins).

Given the subsidy, Miss Muffin’s demand for muffins will change from

M= [boo go to |OO . Explanation: Age Hee Aem amd 1&*0‘\7\1 Tlm q .

: -2 . o _ 2 =
Pm m=% 22 - 2-200= &0
Pon © Mg 2= Foap < O

c. (4 points) If the price of ice cream already contains a $2 tax per
pint (i.e., a pint of ice cream costs only $18 without the tax), how
much is the government’s revenue/cost in total from Miss Muffin’s
consumption (taking into account both the tax on the ice cream and
the subsidy on the muffins) after the government implements its new

muffin subsidy policy? | = 610 . Explanation:
- . . M- mp
100D - 004 _ So BRI S 5= W Py
20 I
The. s ophmel bundte 15 (100, 30).

SMS«'Ma‘ 100 « | E —[po¥ Co = =bo e qosecunent
fax T Z0x 2 st s $4ofﬁ J




d. (10 points) Calculate the substitution effect.

y! = (17‘"‘,?”),“{.”:(4—() $0 + 1000 = 920

2 H 2 420
M = - i T Y
S p T g 32

Suhkst bk o eﬁil} (s {-Vm.\ goto92: + 12,

Substitution effect: [ 2_

e. (6 points) Calculate the income effect.

(00~ A2 = 8§ & fue "uma;w'«s Chawge hom 92t l0o

Income effect: 8

f. (4 points) Muffins are normal YES ordinary YES

Giffen | \J D inferior | \j) |goods for Miss Muffin.

(Write yes or no in each box.)

Explanation: 11, (uiome ek IS megqahse’ Pm ‘1/ m T
TS, wovmal gwot. Al wevw oL 002
Honte nechure “Gatfen wie Sdanioy.
g (2 points) Ice cream is a luxury M 0O | necessary ND

good for Miss Muffin.
(Write yes or no in each box.)

Explanation: CO% —DD’\S(AS Fuflv«(w\CLS ane W“&Uh(/

Tk'ﬂ%@; wed ooy bk\(twa WY hecess F Avswolthele
?u%wws e Hag s')eu‘aﬂ case (w- behiseny, .

$ ane ow(.«'ka-fa .

-



