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Answer all questions. For full credit you must show all your work.

1. 173% GDP $2 GNP ? R34 £ H A KT > —EBR £ % GDP € A% GNP ? (10%)
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BHE Ry - (10%)

3. R4 #7388 CPI #v GDP deflator 89 £ & - (10% )

4. RUAS—IMBUSHRALFHERFET EARARBBRREGHEYG TR B RS AR R
Repy T EA R~ A - DEKERERFAABE? (10%)

5. A closed economy is in a steady state with no productivity growth. Because of a disease outbreak, the
working population and labor productivity decrease. According to the Solow model, what are the effects
on steady-state capital per worker, output per worker, consumption per worker, and the long-run growth rate

of the total capital stock? (10% )

6. Mike’s uncompensated demand for candy is given by the equation Q = 15/p?, where Q is the quantity
of candy and p is the price. Suppose that the price of candy rises from $1 to $3. Please compute the change

in consumer surplus. (5% )

7. Suppose a monopoly can produce any level of output it wishes at a constant marginal (and average) cost of
$5 per unit. Assume the monopoly sells its goods in two different markets separated by some distance. The
demand curve in the first market is given by

@, =55-Py,
and the demand curve in the second market is given by
a=70=2P,,
Assume this monopolist could maintain the separation between the two markets (no arbitrage at all). What

are the total profits in this situation? (8% )

8. Assume that a competitive firm’s short-run total cost curve is TC= Q3 —60% + 15Q + 20. What is this

firm’s short-run shutdown price? (5% )
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9. Lionel, who has a relatively high income I, has an altruistic feeling toward Cristiano, who lives in such
poverty that he essentially has no income. Suppose Lionel’s preferences are represented by the utility
function

Us(cy,c2) = cffe™,

where ¢; and c, are Lionel and Cristiano’s consumption levels, appearing as goods in a standard Cobb-
Douglas utility function. Assume that Lionel can spend his income either on his own or Cristiano’s
consumption (through charitable donations) and that $1 buys a unit of consumption for either (thus, the
“prices” of consumption are p; = p, = 1).

a. Solve for Lionel’s optimal choices and demonstrate how they change with a. (6% )

b. Solve for Lionel’s optimal choices under an income tax rate t. How do his choices change if there

is a charitable deduction (so income spent on charitable donations, c,, is not taxed)? Does the

charitable deduction have a bigger incentive effect on more or less altruistic people? Compare

your result to the no-tax case. (12%)

10.Suppose the demand for pizza in a small isolated town is p = 10 — Q. There are only two firms, A and
B, and each has a cost function TCy =2+ q4 and TCg =2+ qp respectively. Compare the firms’
profits if they behave as Cournot duopolists with their profits if they form a cartel and share the market
equally. (14%)



