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* Exam will consist of essay-type questions only.

1.

AT B

In a closed economy one-period model we have been studying, consumption (C) iS .....cccccvveriereennen. (an
exogenous variable, an endogenous variable) and total time avaialbe (h) 18 ..ooooeeviiiieiiiiennns (an exogenous
variable, an endogenous variable)

An economy without monetary exchange is called ............ccccevvviviiiiiiiiiiiiiiiiiiiiiiiiis
A good is normal t0 & CONSUMET If ......uuiiiiiiiiiiiiii e
A good is inferior t0 & CONSUMET if ........iiiiiiiiiiiiiiii e

A lump-sum tax 18 the tax that ...,

(Hint - choose one from the following choices: (i) can be avoid by strategic behaviour, (ii) does not depend
on the economic behaviour of the agent being taxed, (iii) depend on income level, (iv) depend on time spent
working)

. Time-constaint for the consumer is expressed as h = ............eooeeeeee. ,

where h = total time available , /= leisure time, N° = time spent working

. The real Wage deNOtES .....uuuiiiiiiiiiiiiiee et e et e e e

(Hint: choose one from the following choices: (i) the number of units of consumption goods that can be
exchanged for one unit of labour time, (ii) the number of units of labour time that can be exchanged for one
unit of consumption goods, (iii) the number of units of labour time that can be exchanged for one unit of
leisure time, (iv) the number of units of leisure time that can be exchanged for one unit of labour time)

. The budget constraint of the consumer is expressed as

(a) With consumption on the vertical axis and leisure on the horizontal axis, the slope of the budget line is
equal t0 ...eeiieieiiiinnnn,

(b) The vertical intercept of the budget line is equal t0 ......ccceevieriiinncens

(¢) How does an increase in the taxes affect the budget constraint? ...........ccccoiiiiiiiiiiiiiiie e
(Hint: choose one from the following choices: (i) a paralell move down,(ii) a paralell move up, (iii) a
tilting to the left, (iv) a tilting to the right)

(d) The household budget constraint may have a kink because ........c.ccccociviniiiniiiiniiiinienn

(e) At the optimal consumption bundle, the marginal rate of substitution of labour for consumption (M RS, ¢)
isequal to ...l

(f) The substitution effect MEASUTES .......cociiiiiiriiiiiiiiii e (Hint-
choose from the following choices: (i) the response of quantities to changes in the relative price of goods
(ii) the responses of relative price to changes in the demand for goods (iii) how two goods can be used
for the same purpose (iv) the reponse of quantities to the changes in the relative quantities of two goods)



When the real wage increases, the substitution effect in the consumer’s choices leads to .........cccuuveeee.
(an increase or a decrease) in consumption and ..........c........... (an increase or a decrease) in leisure.

When the real wage increases, the income effect in the consumer’s choices leads to ...................... (an
increase or a decrease) in consumption and ............c....c.... (an increase or a decrease) in leisure.

The labor supply is increasing in the wage DeCauSe ........ccoovvviiiiiiiiiiiiiiiiiieee e

Suppose the substitution effect is larger than the income effect. How does an increase in the real wage
affect consumption and labour supply? Graphically illustrate the consumer’s optimization problem and
labour supply curve. Explain.

an increase in real wage (W ) represents ........ccccocceevveenveincveenneenne.

(Hint- choose one from the following choices: (i) a pure income effect ,(ii) a substitution effect, (iii) a
combination of income effect and substitution effect)



10.

11.

12.
13.

(k) Suppose the substitution effect is larger than the income effect. How does an increase in real dividend
income minus taxes (m — T ) affect affect consumption and labour supply? Graphically illustrate the
consumer’s optimization problem and labour supply curve. Explain.

an increasereal ine dividend income minus taxes (7 — T' ) T€PrESENS ......cceevurvveererieiinieienneen

(Hint- choose one from the following choices: (i) a pure income effect ,(ii) a substitution effect, (iii) a combi-
nation of income effect and substitution effect)

Marginal product of a factor of production i8S €QUAL £0.......uuuuurrmriiiiiiiiieeee e e e e

(Hint- choose one from the following choices: (i) the ratio of the amount of that factor of production to the
amount of output produced ,(ii) the amount of additional outputs that can be produced with one additional
unit of all inputs, (iii) the amount of additional outputs that can be produced with one additional unit of
that factor input, holding constant the quantities of other inputs)

Contant return to scale means that for any constant x > 0, zY ..... 2F(zN®,2K), where Y = zF(N*, K).
(Hint - choose one from the following choices : >, <, =, #)

As the quantities of labour input increases, the marginal product of labour (M Px) «.ccoovvenivrnienncens (decreases,
increases). Hence, a production function is ................. (concave, convex) in labour.

The profit maximising quantity of labour equates the marginal product of labour with ..................

The questions below deal with the Widget Company, which produces widgets according to the following table.

Number of Widget Workers Mumber of Widgets Prodwoed
] 1]
1 12
2 22
3 a0
" | Al
5 40
(a) The marginal product of the second widget worker hired is .........ccoccevniiinnniene. Widgets
(b) If the real wage is equal to 8 widgets, and only an integer number of workers can be hired, the Widget
company should hire ................ workers.
(¢) Labor demand is decreasing in the Wage DECAUSE ........cocuiiriiriiiiiiiiiiii e



(d) Draw a labour demand curve.

14. Suppose the representative firm suddenly has more capital. What will happen to the production function and
labour demand? Graphically illustrate.



