INTERMEDIATE MICROECONOMICS
WEEK 14- ASSESMENT 1
QUESTIONS
INSTRUCTIONS-Answer all questions.					(Total marks=30)
Question 1								(6 marks)
a) In a utility maximization problem with two goods X1, X2, suppose we have found a maximum that is a corner solution where X1 = 0. What do we know about the relationship between MRS = MU1/MU2 relative to the price ratio p1/p2?
b) True or False: You can consume two goods X1, X2 and have a fixed budget I. Prices for the two goods are p1, p2. If p2 increases, it is always the case that consumption of X1 will increase since it is now relatively cheaper.
c)  Define “Pareto-optimal allocation” and “feasible allocation.”

Question 2  								(4 marks)
Explain the relationship between costs in the short run and costs in the long run. In your answer 
define what the “short run” means.
Question 3								(10 marks)
List two factors that affect how price-elastic demand for a particular good is at a moment in 
time and explain.
Question 4								(5 marks)
Define what is a long-run equilibrium in a perfectly competitive, endowment economy.
Question 5 								(5marks)
Rank the following market structures in terms of the highest equilibrium price to the lowest: 
perfect competition, Stackelberg competition, monopoly, Cournot competition, Bertrand 
competition, shared monopoly
