
BEE2002 Microeconomics
Examination Paper September 2002: Solutions.

Section One

1.1 Budget

Price of doughnuts doubles or income and price of coffee is halved (many others).

1.2 Returns to Scale

II is increasing returns, I is decreasing.

1.3 Cost Functions

A company has production technology c(y) = 2
√
w1w2 · y

1.4 Choice

a = 5/2. The preferences over allocations are the same since Barbara’s utility
equals the square of Ann’s utility.

1.5 Demand

x1 = x2/2 = m/(p1 + 2p2). Income offer curve is straight line with slope of 2.

1.6 Homotheticity

It is obviously homethetic. Part of proof should show that u(kx1, kx2) = ku(x1, x2).

1.7 Auctions

English auction will have Al win it at $500. In a second-price auction, they will
bid their values with the same results and revenue. First-price will have lower
bids.

1.8 Price Discrimination

It will make it difficult to price discriminate between mega and normal users (2nd
degree).
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Section Two

2.1 The Big Ball

If everyone believes n = 100, which students will be willing to go to the ball?
If n = 250 then utility is vi/20 and all the students with vi above 640 will go.
There will be a cutoff v, where everyone above this will go. Let us call this
v̂. Since n = 1000 − v̂, we have v̂ = 1000 − n. We then have the equation
64 = v̂(n/2500) = (1000− n)n/2500. Solving yields n is either 200 or 800. The
lower number is the threshold. The high number is the high equilibrium and zero
is the low (failure) equilibrium.

2.2 Double trouble

The game is only between Bob and Bill. It is a battle-of-the-sexes game with two
asymmetric pure strategy equilibrium and one mixed strategy equilibrium.

2.3 Oligopoly

Firm A should choose qa = 5− (qb + qc)/2. Equilibrium has qa = qb = qc = 5/2.
Production should occur when Q ≥ 10. The equilibrium has a lower level of
production than this.

2.4 Tickets

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

For the plot remember to sort from highest to lowest. Price should be 18. It
is the same as the competitive equilibrium. The scalper would buy up all the
tickets at 18 and sell only 4 at 25 (and perhaps go to the game). If he can tell the
difference he would sell them all at the reservation value and it would be fully
efficient.
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