INTERMEDIATE MICROECONOMICS
WEEK 16 
FINAL EXAMINATION
INSTRUCTIONS-answer all questions				(Total marks= 30)
1. a) Suppose the price of a sandwich is $8 and the price of Coke is $3. Assume that the consumer has spent all his income. If the marginal utility of a sandwich is 32 and the marginal utility of Coke is 15, is the current consumption bundle optimal?
(3 marks)

b) Nicky has a utility function of U (X, Y) = XY. The price of a t-shirt (denoted by X) is $10, while the price of a coffee (denoted by Y) is $5.  Nicky’s budget to spend on t-shirts and coffee is $100. Derive Nicky’s optimal basket of t-shirts and coffee? (Note: it must maximize his utility given his income).			(3 marks)
2. a) The demand for packed mix-spring salad is given by Q = 480 – 0.3P. Compute the consumer surplus at P = $20?					 (2 marks)
b) Suppose that the demand for butter is elastic at the current price. If the price of butter increases, will the total expenditure on butter by consumers will increase or decrease? Explain. 							(2 marks)
3. a) Andy owns a tea house. Assume the production function is: Q = 6KL, where Q is the number of drinks made per hour, K is the number of tea machines (capital), and L is the number of employees hired per hour (labour). What is the marginal product of labour?								(3 marks)
b) Firm X draws a curve where the absolute value of the slope at any point is equal to the ratio of marginal product of labour to the marginal product of capital. What type of curve has Firm X drawn? Explain.					(3 marks)
c) What is the difference between short-run production and long-run production?
(3 marks)
4 a) Jack owns an ice cream parlour. He spends $650 on two inputs, capital and labour. He pays $14 an hour to his labourers and the rental cost of capital is $24 per hour. Assuming capital is plotted on the vertical axis and labour is plotted on the horizontal axis, determine the slope of the isocost line.		(3 marks)
b) Cob runs a small firm. The total cost function is:

TC = 1000 + 10q + 10q2

If Cob wanted to minimize the average total cost, which of the following output levels would he choose?							(4 marks)
5. Consider the market for paper. The market supply and demand functions are given as:
QS = 15P
QD = -10P + 500
Assume the government imposes a production quota of 150 units of paper. What is the deadweight loss because of this production quota?		(4 Marks)

