
Microeconomics 2004 Exercises 1

1.1 Budget 1

Sam is consuming 100 apples and 50 oranges. The price of apples just went
up from 2 to 3. The price of oranges was 4. How much should the price of
oranges fall so he can still afford 100 apples and 50 oranges?

1.2 Budget 2

Officer Skip consumes both coffee (C) and doughnuts (D). His initial budget
line is D = 20 − 2C. It now changes to D = 10 − C. What may cause this
change?

1.3 Budget 3

There are two goods: x1 and x2. The price of good 2 is always twice the price
of good 1. To purchase 2 of x1 and and 3 of x2 it will cost you 24 pounds.
How much would it cost you to purchase 10 of x1 and 1 of x2?

1.4 Tickets

Person A B C D E F G H
Reservation Price 40 25 30 35 10 18 18 5

The Exeter Cup is playing in town. Plot the demand for tickets using
the above data. The Exeter City owner, Uri Geller, wants a sell-out. If
the supply is 5 tickets, what would be the highest price that assures a sell-
out? Which of the people will get tickets? Is this the same as a competitive
equilibrium?
Let us say person H is a ticket scalper. He buys up all the tickets and

then limits the supply as to make a profit. How much can he make if he can’t
tell people with high reservations from people with low reservations? How
much can he make if he can tell exactly how much a ticket is worth to each
person? What happens to efficiency in these cases?
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1.5 Pareto Optimality 1

Let us say there are three people: A,B and C and three goods: a,b, and c.
Each person must have exactly one good. What are the possible allocations?
Let us say that A has preferences a > b > c. Let us say that B has preferences
b > c > a. Let us say that C has preferences c > a > b. Which of the
allocations are Pareto optimal?

1.6 Pareto Optimality 2

Let us say there are three people: A,B and C and three goods: a, b, and c.
Each person must have exactly one good. What are the possible allocations?
Let us say that all three people have the same preferences where a > b,
b > c, and c > a. What property do these preferences violate? Which of the
allocations are Pareto optimal?

1.7 Pareto Optimality 3

Let us say there are three people: A,B and C and three goods: a,b, and c.
Trade may occur bilaterally only, that is, A and B can swap goods, B and
C can swap goods, and A and C can swap goods. People only agree to swap
goods if each person strictly prefers the other good the other person has. For
example if A has b and B has a however A prefers a and B prefers b they
would swap. Notice that while the initial allocation is not Pareto optimal, the
final allocation is. Give an example of preferences and an allocation where
this allocation is not Pareto optimal and bilateral trade will not achieve
Pareto optimality. What does the existence of such a scenerio tell us about
a barter-type economy? What would happen if one of the players possesses
foresight and agrees to trade for an object he does not desire in order to trade
in the future?

1.8 Evertrade

Using the environment in the previous question, give an example where bilat-
eral trade occurs forever, that is, objects are forever exchanged. (Remember
that exchange only occurs if both people strictly prefer each other’s objects.)
Show the patterns of trade that occur. (Hint: transitivity must be violated.)
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1.9 Pareto Optimality and Envy Free

There are two goods: cookies c and toys t. Joel has utility min{c, t} and
Emanuel has utility c+ t. There are 2 cookies and 2 toys to divide between
them and for simplicity assume that each cookie and toy must be assigned
(no free disposal).
(i) What are the feasible allocations?
(ii) What are the Pareto Optimal allocations?
(iii) What are the envy-free allocations?
(iv) Are there any allocations that are both envy-free and Pareto Optimal?
(v) Are there any allocations that are envy-free but not Pareto optimal?

1.10 Indifference Curves 1

Bill consumes only apples and bananas. He prefers more apples to less but
he gets tired of bananas. If he consumes fewer than 17 bananas per week, he
thinks that one banana is a perfect substitute for one apple. But you would
ahve to pay him one apple for each banana beyond 17 that he consumes.
The indifference curve that passes through the consumption bundle with 25
apples and 26 bananas also passes through the bundle with A apples and 11
bananas. What does A equal?

1.11 Indifference Curves 2

Jodi’s indifference curves are circles, all of which are centered at (12, 19). Of
any two indifference circles, he would rather be on the inner one than the
outer one. Which of the following is/are true?
(a) Jodi’s preferences are not complete.
(b) Jodi prefers (18, 25) to (8, 16).
(c) Jodi prefers (8, 25) to (8, 16).
(d) Jodi prefers (8, 17) to (18, 28).
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1.12 Multiple Choice

1. Suppose there are two goods, the prices of both goods are positive and
income is also positive. If the consumer’s income doubles and the price
of both goods triple.
A. The budget line gets steeper and shifts inward.
B. The slope of the budget line does not change but the budget line
shifts outward.
C. The budget line gets steeper and shifts outward.
D. The slope of the budget line does not change but the budget line
shifts inward.
E. The budget line gets flatter and shifts inward.

2. Jodi wants to take some pictures. She has 30 pounds. Film costs 3
pounds per roll. Developing costs 3 pounds per roll. The film store is
running a special where you can buy a roll of film and get development
(at a future date) for 5 pounds total. Assume she cannot discard film.
Which point is NOT in her budget set?
A. 5 developed rolls of film.
B. 10 undeveloped rolls of film.
C. 6 developed rolls of film.
D. 3 developed rolls of films and five developments of film she already
has.
E. All of the above are in her budget set.

3. Craig spends his entire budget. He can just afford 10 apples and 7
pears. He can also just afford 20 apples and 2 pears. If the price of an
apple is 50 pence, then what is the price of a pear?
A. 1
B. 2
C. .50
D. .75
E. none of the above.
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4. Pareto Optimality. There are 3 objects: a, b, c and 3 people: A,B,C.
Each person can have only one object. A has preferences a > b > c.
B has preferences b > c > a. C has preferences a > b > c. How many
Pareto Optimal allocations are there?
A. 0
B. 1
C. 2
D. 3
E. 4

5. Pareto Optimality. There are 3 objects: a, b, c and 3 people: A, B, C.
Each person can have only one object. A has preferences a > b > c.
B has preferences c > b > a. C has preferences a > b > c. How many
Pareto Optimal allocations are there?
A. 0
B. 1
C. 2
D. 3
E. 4

6. ITV is starting a new TV series called Popball where the audience
votes for the best singing football team in England. The winning team
gets to make a new video for MTV. Each week, they will put one team
against the other in a playoff. Ninety-five percent of the audience have
Man. U, Liverpool, and Arsenal as their three favorite teams. Roughly
a third of the audience likes Man. U. > Liverpool > Arsenal. Another
third of the audience likes Arsenal > Man. U. > Liverpool. What
must the last third like in order for the producers to have the ability
to decide who wins?
A. Arsenal > Liverpool > Man U.
B. Liverpool > Arsenal > Man U.
C. Liverpool > Man U. > Arsenal
D. Man U. > Arsenal > Liverpool
E. Impossible, Man. U. is going to win!!
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7. x º y and not y º x implies
A. x ≈ y
B. x Â y
C. y Â x
D. y º x
E. More than one of the above.

8. Your final mark is going to be the maximum of either your mark with
this midterm included or your mark without this midterm. Roughly,
what are your indifference curves going to look like with the score of
the final on one axis and the midterm on the other axis. (For simplicity
ignor the homework).
A. L-shaped.
B. Reverse-L shaped. (That is, from the y-axis horizontally over to a
kink and then vertically down to the x-axis.)
C. Downward sloping lines.
D. Something like the indifference curves of a Cobb-Douglas Utility
function.
E. None of the above.

9. If John spends all of his income on uglifruit and breadfruits, John can
just afford 11 uglifruit and 4 breadfruits per day. He could also use his
entire budget to buy 3 uglifruit and 8 breadfruits per day. The price
of uglifruit is 6 pesos each. How much is John’s income per day?
(a) 115 pesos
(b) 119 pesos
(c) 114 pesos
(d) 105 pesos
(e) None of the above.
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10. In year 1, the price of good x was 1, the price of good y was 1, and
income was 30. In year 2, the price of x was 6, the price of good y was
5, and income was 30. On a graph with x on the horizontal axis and y
on the vertical, the new budget line is:
(a) flatter than the old one and lies below it.
(b) flatter than the old one and lies above it.
(c) steeper than the old one and lies below it.
(d) steeper than the old one and lies above it.

11. Arijit’s indifference curves have the equation xB = constant/xA; where
larger constants denote better indifference curves. Arijit strictly prefers
the bundle (xA, xB) = (10, 19) to the bundle:
(a) (19, 10)
(b) (11, 18)
(c) (15, 15)
(d) more than one of these bundles.
(e) none of these bundles.

12. Kevin has ten pounds to spend on cans of Coke and Pepsi, which he
regards as perfect substitutes, one-for-one. Pepsi costs $.50 a can and
Coke costs $.60 a can. Kevin has 20 coupons, each of which can be
used to buy one can of Coke for 40 pence. Which of the following bun-
dles will Kevin buy?
(a) 20 cans of Pepsi and no Coke.
(b) 16 and two thirds cans of Coke and no Pepsi.
(c) 10 cans of Coke and 8 cans of Pepsi.
(d) 10 cans of Coke and 12 cans of Pepsi.
(e) None of the above.
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