Concordia University
Econ 301 – Intermediate Microeconomics I
Midterm Exam, Winter 2016 


Instructor: Anca Alecsandru

This exam lasts 75 minutes. The test consists of 3 pages. Calculators are not allowed. Show all necessary steps and calculations that lead to your answer. Give concise explanations.


I. True/False - Determine whether the following statements are true or false and explain your reasoning. Credit is given based on explanations, only.

1. Carrie and Don both have Cobb-Douglas preferences over corn (good 1) and dairy (good 2). Carrie’s utility function is  and Don’s . If Carrie spends a higher proportion of her income on corn than Don does, then . 
TRUE/FALSE
Explanation:



[bookmark: _GoBack]


2. Charlie’s utility function is . His marginal rate of substitution between  and  does not change if the amount of both goods doubles.
TRUE/FALSE
Explanation:




3. A consumer prefers more to less of every good. Her income rises, and the price of one of the goods falls while other prices stay constant. These changes must have made her better off.
TRUE/FALSE
Explanation:





4. Other things being equal, a lump sum tax is at least as good for a consumer as a sales tax that collects the same revenue from him.
TRUE/FALSE
Explanation:







5. Sharon spends all of her income on peaches and strawberries. Peaches are a normal good for her. Her income increased by 20 percent and prices did not change. Her consumption of strawberries could not have increased by more than 20 percent.
TRUE/FALSE
Explanation:








II. Problems – Show all the steps and calculations for full credit.



1. With some services, e.g., checking accounts, phone service, or pay TV, a consumer is offered to pay a high entry fee and get a low price per unit of service. Suppose you have an income of $1000. Plan A has an entry fee of $20 with a price of $2 per unit Let x be expenditure on other goods and y be consumption of the service.



a) Write down the budget equation that you would have after you paid the entry fee.
b) How much  would you choose? Clearly state the problem, the constraint and justify your solution.







2. Suppose an accountant needs 1 eraser for every pencils she uses. Any more pencils will not be useful as the accountant will not be able to erase the mistakes. Any more erasers will also not serve her purpose. 
a) Define and .
b) Define a function form for utility  that fits the accountant’s behavior.
c) Solve the maximization problem (that is, find the optimal bundle , ), given the budget constraint: .
d) Is your solution unique? Justify your answer.
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