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1. Suppose an individual’s Marshallian demand for good x is downward sloping. Which of the following
statements must be true?

A. The substitution effect of a price increase is positive.
B. The income effect of a price increase is negative.

C. The substitution effect dominates the income effect.
D. The good must be normal.

2. Let utility function be twice continuously differentiable. If an agent’s coefficient of absolute risk
aversion is decreasing in wealth (DARA), which statement must hold?

A. The agent always prefers lotteries with higher variance.
B. The risk premium decreases as initial wealth increases.
C. The agent exhibits increasing relative risk aversion.

D. The certainty equivalent is linear in wealth.

3. In a competitive insurance market with adverse selection and two types of agents, which outcome is
most consistent with the Rothschild—Stiglitz model?

A. Separating equilibrium where low-risk agents receive partial insurance.
B. Pooling equilibrium with cross-subsidization.

C. Full insurance for both types at actuarially fair prices.

D. Monopoly provision with zero profits.

4, Consider a principal-agent model with hidden action and risk-averse agent. Which change will
generally reduce the severity of moral hazard?

A. Increasing outcome risk.

B. Flattening the compensation schedule.
C. Increasing agent risk aversion.

D. Making effort perfectly observable.

5. Which of the following will cause an upward shift in a firm’s supply curve?

A. A decrease in input prices.

B. An improvement in production technology.

C. An increase in marginal cost at each output level.
D. An increase in consumer income.
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6. In long-run equilibrium under perfect competition, firms earn zero economic profit because
A. Prices are fixed by the government.

B. Firms minimize average cost at all output levels.

C. Free entry and exit drive profits to zero.

D. Demand is perfectly elastic.

7. In astandard Bertrand model with homogeneous products and identical constant marginal costs, the
equilibrium outcome implies:

A. Prices exceed marginal cost due to strategic interaction.
B. Firms earn positive economic profits.

C. One firm exits the market.

D. Prices equal marginal cost.

8. In a Cournot model, quantities are strategic substitutes. This implies that:

A. An increase in one firm’s output increases rivals’ best responses.
B. Reaction functions slope downward.

C. Reaction functions slope upward.

D. Firms prefer commitment to higher output.

9. A Nash equilibrium is a strategy profile in which:

A. Each player maximizes total surplus.

B. No player can gain by unilaterally deviating.
C. Strategies are chosen sequentially.

D. All players choose dominant strategies.

10. A Pareto improvement is defined as a change that:

A. Makes at least one person better off and no one worse off.
B. Maximizes total surplus.

C. Improves income equality.

D. Increases consumer surplus regardless of producer surplus.
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