R. Gronau, O. Moav                 

Fall 2002

MICROECONOMICS I

Midterm exam
Problem 1. 

Consider a world that produces and consumes only chairs and wheat. A small open economy consists of two types of fields: type S (located in the south) and ty

pe N (located in the north). There are 100 fields of each type. There are 700 workers in the economy who have identical productive capacities, and produce only wheat or chairs. The workers are fully mobile and are indifferent with respect to their location and occupation, they are willing to work for any wage, but prefer the highest possible. The following table describes the annual output of each type of field for different labor inputs:

	Labor input
	                            Annual output  

	(Work years)
	Field of type S  kg  of wheat
	Field of type N  kg  of wheat

	0
	0
	0

	1
	200
	150

	2
	350
	210

	3 and more
	430
	250


Alternatively, each worker can produce 1 chair a year.

1. Plot the transformation curve of the economy.
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a. What is the average alternative cost of wheat when the economy is producing 50,000 kg of wheat?

AC=___________

b. What is the marginal alternative cost of wheat when the economy is producing 40,000 kg of wheat?

MC=___________

2. The economy is small and open, the world price of wheat is 1 dollar/kg and the world price of a chair is 100 dollar.

a. Find the competitive market allocation of workers, the wage rate, and the profits of each field owner.

	
	Workers
	Output
	Wage
	Profit

	S field
	
	
	
	

	N field
	
	
	
	

	Total wheat
	
	
	
	

	Chairs
	
	
	
	


b. Add to your figure the consumption curve of the economy. Is the market allocation efficient? Explain.

3. Suppose now that the government has decided to support the north region. It offers a 50 dollar subsidy to each worker in the wheat sector working in the north region. (The subsidy is financed by a lump sum tax that has no effect on the market equilibrium) 

a. Find the new market allocation, wages and profits. 

	
	Workers
	Output
	Wage
	Profit

	S field
	
	
	
	

	N field
	
	
	
	

	Total wheat
	
	
	
	

	Chairs
	
	
	
	


b. Add to the figure the new point of production given the government policy.

c. Is production efficient? (i.e., is the economy producing on the transformation curve?). Explain your result.
Problem 2.

1. A study has shown that the demand for metro tickets is
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, where I denotes income and p is the price of a ticket.

a. Derive the demand for all other goods Y (assuming their price equals 1)

Y(p,I)=__________

b. What is the maximum price the consumer is ready to pay for metro rides?

pmax=__________

c. Derive the consumer’s ICC curve for different values of p

Y(X,p)=__________

2. A single metro ticket costs p=5 rubles. However the metro offers a monthly pass for 100 rides at the price of 200 (The pass expires at the end of the month and the consumer can buy not more than one pass per month). A consumer with a monthly income I=1000 rubles considers whether to buy the monthly pass.

a. Compute and draw the budget line facing this consumer.


b. What is the best scheme he can follow? (Should he buy the pass? How many rides shall he take?)













W





C





Y





X








_1094027929.unknown

