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Sometimes coffee growers in Brazil have destroyed some or all of their coffee
crops in order to keep it from going to market. The best explanation for this type
of action on the part of the growers is that they believed that:

a) coffee was an inferior good.

b) there was an international shortage of coffee.

c¢) they faced an inelastic supply of coffee.

d) the demand for coffee had an elasticity coefficient greater than zero but less

than one.

The demand function for applesis O, =200-4p, +2p, and the demand
function for bananas is Q, =200-3p, + p,, where p , and p, are respectively
the price of apples and bananas. If the fixed supply of apples is 130 and the fixed
supply of bananas is 120. then the equilibrium price of apples is

a) $32.

b) $37.

c) $41.

d) $49.

A firm faces a demand function D(P) , for which the revenue-maximizing price is
$20. The demand function is altered to 2D(P) . What is the new
revenue-maximizing price?

a) $10.

b) $20.

c) $40.

d) There is insufficient information to determine this.

Suppose that you used regression analysis to statistically estimate the demand
function for widgets. Your estimated functionis Q = P,*'P?*P,'?I , where P, is
the price of widgets; P, is the price of good a; P, is the price of good b; [ is the
consumer’s money income. Form this information, it would be correct in
concluding that:

a) the demand curve for widgets is upward sloping.

b) the price elasticity of demand for widgets is -2.1.

c) widgets and good b are substitutes.

d) widgets can be considered an inferior good.
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5. Ifa consumer purchases good A rather than good B, then

a) when A is not cheaper than B, we can infer that the consumer prefers A to B.
b) when A is not cheaper than B, we can infer that the consumer prefers B to A.
¢) when B is not cheaper than A, we can infer that the consumer prefers A to B.
d) when B is not cheaper than A, we can infer that the consumer prefers B to A.

Harmon’s utility function is U(x, y) = xy . His income is $100. The price of good
yisP, =4 .Good x is priced as follows. The first 15 units cost $4 per unit and any

additional units cost $2 per unit. What consumption bundle does Harmon choose?

a)(x,y")=(12.512.5)
b) (x",y") =(25,12.5)
o) (x',y") =(12.5,25)
d) (x",y")=(15,10)

Which of the following utility functions represent preferences of a consumer who
does not have homothetic preferences?

a) Ulx,y)=xy.

b) Uix,y)=3x+v.

c) U(x,py)=%+9°.

d) U(x,y)=min{x, y}.

Diana consumes commodities x and y and her utility function isU(x, y) = xp°.
Good x costs $2 per unit and good y costs $1 per unit. If she is endowed with 3

units of x and 6 units of y, how many units of good y will she consume?
a) 4.

b) 8.
¢) 10
d) 12

If a consumer views a unit of consumption in period 1 as a perfect substitute (one
for one) for a unit of consumption in period 2, and if the real interest rate is 0.1,
the consumer will

a) consume only in period 1.

b) consume only in period 2.

c) consume equal amounts in each period.

d) consume more in period 1 than in period 2 if income elasticity exceeds 1,

otherwise consume more in period 2 than in period 1.
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10. Emily’s expected utility function is p\/z +(1- p)\/z , where p is the probability
that she has money x,and (1 - p ) is the probability that she has money x, . Emily
is offered a choice between getting a sure payment of $1,600 or a lottery in which
she receives $400 with probability p or $2,500 with probability (1 - p ). Emily
will choose the lottery if

a) p<0.33.
b) p<0.13.
¢} pEs.

d) p>0.67.
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71~ (10 43) A monopolist faces a demand curve given by Q(P) =10P"". Its cost
function is ¢(Q) = 20.

(Q1) What is its optimal level of output and price? (5 47)

(Q2) The government is considering subsidizing the marginal costs of the monopolist.
What level of subsidy should the government choose if it wants the monopolist
to produce the socially optimal amount of output? (5 47)
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