EC2014 Intermediate Microeconomics RESIT Set Exercises August 2023

Please answer ALL 8 questions below. Each question is worth 12 marks. Simple numerical answers with no explanation of the method of derivation will be awarded a mark of zero irrespective of whether these are right or wrong.  Four (4) additional marks will be added to the overall grade in a submission if you make a valid attempt to answer all the questions without including unrelated or tangential material.   Start your answers on a new word file without re-writing the questions: just write the number of the question on top of each answer.   The whole of your answer should be word-processed with the exception of diagrams which you can do by hand if you wish and then scan and insert into the relevant answer. You will be able to submit ONLY ONE file as your submission (word or pdf); no further attachments or links will be permitted. You MUST submit your work through Moodle and produce a Turnitin report.  If you do not follow these guidelines your work will not be marked and you will receive a zero mark.

1. A monopolist has a cost function given by C(y)=y2 +12 and faces a demand curve given by P(y) = 24-y.

(a) What is the profit maximising level of output and the price that the monopolist will charge? Show your calculations.
(3 marks)

(b) If you impose a lump sum tax of £100 on this monopolist, what would be the impact on output? Explain your calculations and your result.
(3 marks)

(c) If you wanted to choose a price ceiling for this monopolist so as to maximise consumer plus producer surplus, what price ceiling should you choose? How much output will the monopolist produce at this price ceiling? Explain your calculations.
 (3 marks)


(d) Suppose that you impose a specific tax of £20 per unit of output. What would its profit maximising level of output be? Explain your derivation and comment on the impact on the output.
(3 marks) 

2. Assume a Hawk -Dove game with the following payoff matrix, where the first entry is Animal A’s payoff and the second entry is Animal B’s payoff:
	Animal A (rows)/Animal B (columns)
	Hawk
	Dove

	Hawk
	(-10,-10)
	(20,0)

	Dove
	(0,20)
	(8,8)



An animal that plays Hawk will always fight until it wins or is badly hurt. An animal that plays Dove makes a bold display but retreats if his opponent starts to fight. If two Dove animals meet they share.
(a) Explain why there cannot be an equilibrium where all animals act as Doves.
(1 mark)

(b) Explore whether there are any Nash equilibria in pure strategies and explain which these are and why.
(3 marks)

(c) Derive the mixed strategy Nash equilibrium (MSNE). What is the proportion of Hawks and Doves? If the proportion of Hawks in the population of animals is greater that mixed strategy equilibrium proportion, which strategy does better, Hawks or Doves? Explain your answer.
(4 marks) 

(d) Draw the best response functions and show in the diagram all pure and mixed strategy equilibria. 
(4 marks)


3. Consider the following table that presents the labour requirements for production in the East and West (labour hours per unit of output) 
	
	Food
	Clothing

	East
	10
	5

	West
	5
	10



Answer the following questions:

a. Does the East have an absolute advantage in clothing production? Does the West have an absolute advantage in clothing production? Does the East have an absolute advantage in food production? Does the west have an absolute advantage in clothing production? Explain.
(2 marks)
b. Does the East have a comparative advantage in clothing production? Does the West have a comparative advantage in clothing production? Does the East have a comparative advantage in food production? Does the West have a comparative advantage in clothing production? Explain.
   (2 marks) 
c. In the West, what is the opportunity cost of producing one more unit of food? In the East, what is the opportunity cost of producing one more unit of food? Explain.
(4 marks) 
d. Under free trade, where should East and West produce food and clothing, to maximize the production of food and clothing? Explain.
  (4 marks) 


4. A honey farm is located next to an apple orchard and each acts as a competitive firm. Let the kilos of apples produced be measured by A and the kilos of honey produced by H. The cost functions of the two firms are  and . The price of honey is £2 per kilo and the price of apples is £3 per kilo.
a. If the firms operate independently, what is the equilibrium amount in kilos of apples and honey produced? Are these amounts the Pareto-efficient amounts? Explain. 
(4 marks)

b. Suppose the two firms merge. What is the profit maximising amount of apples and honey that the merged firm produces? Explain.
(4 marks)
 
c. What is the socially optimum amount of honey and apples? Discuss methods to induce the independent firms to produce the socially optimal amount of apples and honey. Explain.
(4 marks) 


5. Consider an exchange economy with 2 agents and 2 goods. Suppose agent A has the utility function  and agent B has the utility function  and the endowment of A is (1,0), one unit of good x and 0 units of good 2, and the endowment of B is (0,1), zero unit of good x and 0 unit of good y.

a. In an Edgeworth-Bowley diagram, illustrate the endowment allocation, the competitive (Walrasian) equilibrium prices and the competitive (Walrasian) equilibrium allocations for A and B. Explain.
(3 marks)

b. In an Edgeworth-Bowley diagram, illustrate the contract curve (the set of Pareto optimal allocations). Is the endowment allocation Pareto optimal? Explain.
(3 marks) 

c. Compute the competitive (Walrasian) equilibrium prices (, the competitive (Walrasian) equilibrium allocations, and explain how much of good x and of good y is sold or bought by agent A and agent B in this equilibrium. Explain.
(3 marks)
d. [bookmark: _GoBack]Derive and compute the contract curve and illustrate. 
(3 marks) 


6. Consider two product designers compete where to place their product in the product space. Assume the product space is the interval from 0 to 1, including the end points. The prices of the product are fixed. Product designers place their product simultaneously in the product space. Consumer’s ideal product is spread out uniformly over the product space. Consumers like to choose their ideal product. If they cannot get their ideal product, they incur a disutility that depends linearly on the distance from their ideal product. (The disutility only depends linearly on the distance from their ideal product.) Each consumer has enough income to buy one product even if the distance from their own ideal product is 1.
 
a. Where will the two products be placed in the Nash equilibrium if the locations of the product in the product space are chosen simultaneously? Explain.
(6 marks)

b. What are the socially optimal locations, i.e. the best locations from society’s point of view that minimise transportation cost? Are the locations in the Nash equilibrium different from the socially optimal locations? Explain.
(6 marks) 



7. a. State and explain the First Theorem of Welfare Economics and discuss its economic implication and significance. 
(4 marks)

b. State and explain the Second Theorem of Welfare Economics and discuss its economic implication and significance. 
(4 marks)

c. Explain the concept of production possibility frontier and interpret the slope of the production possibility frontier in economic terms. 
(4 marks) 



8.  In Town A there is only one newspaper, Daily Outrage. The demand for the paper depends on the price and the amount of scandal reported. The demand function is  where Q is the number of issues sold per day, S is the number of column inches of scandal reported in the paper, and P is the price. Scandals are not a scarce commodity in town A, but it takes resources to write, edit, and print stories of scandal. The cost of reporting S units of scandal is £10S. The costs are independent of the number of papers sold. In addition, it costs money to print and deliver the paper. These cost £0.10 per copy and the cost per unit is independent of the amount of scandal reported in the paper. 

1. Calculate the price elasticity of demand. Explain whether the price elasticity depends on the amount of scandal reported and whether the price elasticity is constant over all prices. Comment on the price sensitivity of the readers of the Daily Outrage. 
(4 marks) 


(b) Calculate the profit maximising price using the formula that writes marginal revenue as a function of price and price elasticity, and the first order condition for profit maximisation. 
(4 marks)

(c) Assuming that the Daily Outrage charges the profit maximising price calculate output and profits as a function of columns of scandal S and the determine the units of scandal that will maximise the profits of the newspaper.
(4 marks)




