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L. Brietly, but clearly answer the following questions, The grade will depend
heavily on the explanations you provide.

{1} Do the following mﬁw-ﬁmcﬁuns represent the sarme preference? (7)
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the good x and y, tespectively, Her preferences could be represented by the
following utility fimction:
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(6)

(iiyCouid x be a “Giffen good”? Could y be a “Giffen” good? (6)

(i)  Draw the indifference curve U(x, y) =1. (6).

(3) In a two-factor, two-good general equilibsinm model, lef the two factors be
capital(K}andlabnr(L}andmemmgmdsbexand}r. Suppose that x and y
are produced by the following constant retarns to scale production functions,
respectively:
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where K, and I, denote the amount of capital and labor used in the

production of good i (i=x, ¥), and K% #K%. Suppose further that the
= ¥

economy’s factor endowmentsare X and 7, .

(i) Explain how competitive factor and good markets lead to Pareto optionmn. ¥}

(i1}  Explain why the production possibility frontiet is concave with respect to
the origin (or, howed outward from the origin). (6)

(i) If x is produced by a rnonopolist, explain how this leads to market failure, (&)

{iv) I x is a public good, explain how this leads to market failure. (6)
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