
BEE2002 Microeconomics
Examination Paper August/September 2001.

Answers.

Section One

1.1 Budget

Triples. We need to ensure that the person that only likes good x2 is not made
worse off.

1.2 Returns to Scale

It is increasing then decreasing. If F = 1, then x = 1 produces zero, but x = 4
produces 1. Going to x = 16, produces 3 which is less than 4 times the old
production.

1.3 Cost Functions

c(y) = (w1/2 + w2) · y.

1.4 Choice

a = 4/3. The preferences over allocations are the same since Barbara’s utility
equals Ann’s utility to the fourth power.

1.5 Demand

x1(p1, p2,m) = x2(p1, p2,m) = m
p1+p2

. Income offer curve is a 45 degree line from
the origin.

1.6 Homothetic

Shirley has utility u(x1, x2) = min{√x1,
√

x2}. Show that u(k · x1, k · x2) =√
ku(x1, x2). Does this imply that Shirley has homothetic preferences?

1.7 Homotheticity

Easy to show that u(k ·x1, k ·x2) = min{√kx1,
√

kx2} = min{√k
√

x1,
√

k
√

x2} =√
ku(·x1, ·x2). Therefore, preferences are homothetic in that if u(x) > u(y) then√
ku(x) >

√
ku(y).
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1.8 Diminishing or not

Production function y = x
2
3
1 x

2
3
2 satisfies both these properties.

1.9 Competition

In equilibrium, a company with constant-returns-to-scale technology must earn
zero profits. For this to happen and them to still be in business p = 2.

Section Two

2.1 Pareto Optimality

There are 6 possible allocations. Preferences violate transitivity. There are no
Pareto optimal allocations since there is always another allocation that makes
someone better off. (C can always trade with either A or B and do better.)

2.2 Chicken

There are two pure-strategy Nash equilibria, each with one swerving and the
other not swerving. There is also a mixed-strategy N.E. with each swerving with
probability 3/4.

2.3 Oligopoly

qb = 5− (qa+qc)/2 and qc = 5− (qa+qb)/2. When qa = 2, we have qb = qc = 8/3.
When firm A moves first, qb + qc = (20− 2qa)/3. Thus, we have firm A′s profits
as (10− qa)qa/3. This is maximized at qa = 5.

2.4 Auction

In an English auction, Al win it at £250. One should only auction it off if x < 250.
If one makes x the opening bid, he guarantees himself of getting at least x. With
a lower opening bid, he may lose. (Note it may make sense for a higher opening
bid. But this is not a necessary part of the answer.)
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