
Economics 201A, Final Review Section Anton Cheremukhin

December 8, 2006

1. Final 2005 Question 3

Solution:
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It does not depend on the initial shares of individuals.
c) We have a speci�c case of identical homothetic preferences. In general the statement is right.
d) E¢ cient: 1
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WE is e¢ cient both under the assumption of complete markets (contingent claims) and incom-
plete markets because the preferences are identical and homothetic, and the sum of assets delivers
the total consumption vector in any case.
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2. Final 2004 Question 4

Solution:
a) U = ln c11 + ln c12 + ln c21 + ln c22 wA = (80; 140; 50; 90) wB = (20; 60; 150; 210)
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c) They consume a fraction of the total endowment proportional to their incomes.
Income of Alex = pwA =
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(20; 60; 150; 210)0 = 20 + 30 + 75 + 70 = 195

Both have Cobb-Douglas utilities, and because the coe¢ cients are equal, would spend equal
incomes in both periods.
Alex�s income in period 1 is 80+70=150. He is going to spend only 205=2 = 102:5. Therefore,

Alex is going to save 47.5 and that�s the same amount Bev is going to borrow.
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3. Final 2002 Question 5

Solution:
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Production E¢ ciency implies:
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This curve is below the diagonal in coor-

dinates (L,K), because on the diagonal MRTSA = 4 > 2 =MRTSB:
MRTSA =MRTSB = w=r in equilibrium, which is in the interval [2; 4] :
As output of commodity A increases, the wage/rental rate increases from 2 to 4.
c) The cost function for good A is C (qA) = qA � 2
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In the open interval both goods are produced.
d) If pA

pB
= 6; then only good A is produced, hence, w=r = 4:
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