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Suppose a consumer has strictly monotonic and strictly convex preferences.

If the optimal consumption bundle is an interior solution, which of the
following must hold?

a. The Marshallian demand functions are linear.

b.  The Hicksian demand functions do not depend on utility.
c.  The marginal rate of substitution equals the price ratio.
d.  The income effect is zero.

In a Cournot model with homogeneous products and identical firms with
constant marginal costs, an increase in the number of firms will lead to:

a.  Ahigher equilibrium price and lower total output
b. A lower equilibrium price and higher total output
c. No change in equilibrium price or output

d.  Ahigher equilibrium price and higher total output

In a perfectly competitive industry, which of the following would NOT lead
to an upward-sloping long-run supply curve?

a.  Firms face increasing input prices as industry output expands.

b.  The number of firms cann(‘)tvincrease in the long run.

c.  Firms experience decreasing average costs due to learning-by-doing.
d. Firms have heterogeneous cost structures across producers.

In the short-run IS-L.M model with a fixed price level, which of the
following policy combinations is most likely to result in an increase in
output without changing the interest rate?

a. Expansionary fiscal policy combined with contractionary monetary
policy.

b.  Expansionary fiscal policy combined with expansionary monetary
policy.

c.  Contractionary fiscal policy combined with expansionary monetary
policy.

d.  Expansionary monetary policy combined with contractionary fiscal
policy.
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Consider an economy described by the Solow growth model with
exogenous technological progress. Which of the following statements is
correct along the balanced growth path?

a. Capital per worker grows faster than output per worker.

b.  Output per worker and éapital per worker grow at the same constant
rate.

¢. Consumption per worker is constant over time.

d.  The saving rate determines the long-run growth rate of output per
worker.

In a New Keynesian framework with sticky prices, which of the following
best explains why monetary policy can have real effects in the short run?

a.  Money is neutral because prices adjust instantly.
b. Nominal rigidities prevent immediate price adjustment.
c. Rational expectations eliminate policy effectiveness.

d. Long-run inflation expectations are always anchored.
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.Consider a signaling model of education with two types of workers: high-

ability (H) and low-ability (L). Firms cannot observe a worker’s ability
directly but can observe the level of education e. Education does not affect
productivity. A worker of type 7 € {H, L} has productivity y;, where

Yu > y.. Note that y; can also interpreted as the life-time income of a
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worker of type 7 given firms pay wages equal to expected productivity. The
cost of education of type i is given by

(=4
ci(e) = 5

where 8y > 6, > 0. Firms offer wages equal to the expected lifetime
income conditional on the observed education level.

a.  (5%) Write down the incentive compatibility conditions for a
separating equilibrium in which only high-ability workers choose a
positive level of education e*.

b.  (5%) Derive the minimum education level e* that can support such a
separating equilibrium.

C. . (5%) Briefly explain why low-ability workers do not find it optimal to
mimic high-ability workers in this equilibrium.

(10%) List at least two conditions under which a firm can successfully
practice price discrimination. Briefly describe the three types of price
discrimination.

Consider the following 2x2 simultaneous—rﬁove game. Player 1 (Row)
chooses U or D; Player 2 (Column) chooses L or R. Payoffs are (Player 1,
Player 2): '

Player 1\ Player 2 L R
U ' 4. D (0.3)
D (2,4) (1.0)

a.  (5%) Does this game have a pure-strategy Nash equilibrium? If yes,
identify it. If not, briefly justify your answer using best responses.

b.  (5%) Let q = Pr(L) be Player 2’s probability of playing L. Find the
value of g that makes Player 1 indifferent between playing U and D.

¢.  (5%) Find the mixed-strategy Nash equilibrium (report both players’
mixing probabilities)



