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You have 180 minutes to work on this exam. You should allocate approximately 36 Minutes on Dr. Ben-

kovic’s part and 72 minutes on each of the other two parts.

To give you a hint on how to distribute your effort on the different problems you will find the points you

can achieve for any one of them. The maximal number of points you can get is 180 in total.

Viel Erfolg!

Economics part of the exam (Naeve)

This part of the exam is in English, should you have problems expressing yourself it is o.K. if you insert

German or French expressions at certain points. Please remember to present your solutions in a manner

making it possible to follow your train of thought and to give reasons for your answers.

Please use the blank space after each question for your answers. Should this not suffice use the blank pages

on the reverse side or the two additional sheets provided at the end. In this case, please make sure to

indicate where your answer can be found.

You are allowed to use your pocket-calculator.

Problem 1 (20 Points)

The two friends Arthur (A) and Burt (B) would like to pimp-up their morning cereals by adding an
additional ingredient. The following ingredients are under consideration: dried apple (a), banana chips (b),
cashew nuts (c), and pieces of dates (d).
Their preferences are given as

Arthur: d ≻
A c ≻A b ∼A a Burt: a ≻

B c ∼B b ≻B d

1.1 (6 Points)

Which ingredient would Arthur choose? And Burt? Which ingredients are Pareto efficient?
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1.2 (5 Points)

In their discussion Burt remembers that Chris who shares the appartment with them is allergic against
apple. Thus dries apple is out. Which ingredient would Arthur chose under this restriction? Which would
Burt chose? Which ingredients are Pareto efficient now? Does your answer change in comparison to question
1.1 and if so, why?

1.3 (5 Points)

Please illustrate the situation graphically. Make sure it becomes clear how the Pareto efficient aternatives
can be indentified graphically.
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1.4 (4 Points)

Will the set of Parteo efficient ingredients change if Chris preferences are also taken into account and Chris
favorite ingredient is banana chips?
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Problem 2 (24 Points)

Mr. Häberle likes red wine of the Stuttgart region. His favorites are Trollinger, the quantity of which we
denote by x1, and Lemberger, the quantity of which we denote by x2, both measured in bottles. Between
Trollinger and Lemberger Mr. Häberle does not prefer one over the other; all he cares about is the total
number of bottles he is able to purchase.
Mr. Häberle’s budget is m = 90.

2.1 (7 Points)

The prices of the two types of wine are p1 = 4.5 for Trollinger and p2 = 6 for Lemberger.
Please determine graphically Mr. Häberle’s demand in this situation. Put Trollinger (x1) on the horizontal
axis and Lemberger (x2) on the vertical one. Make sure to provide space for at least 20 units on the
horizontal and also 20 on the vertical axis.

4



2.2 (7 Points)

Now the price for Trollinger increases by 0.5, i.e. the new price is p′
1
= 5. Determine the demand of Mr.

Häberle in this situation (use your graphic for question 2.1). What are the substitution and the income
effect induced by the increase of the price of Trollinger?

2.3 (7 Points)

Due to a major case of Botrytis (grey mold) hitting the Trollinger grapevines there is less Trollinger on the
market and its price increases to p′′

1
= 9. Again, determine the demand of Mr. Häberle in this situation.

What are the substitution and the income effect now? (It would be best, if you also use your graphic for
2.1 for this problem).

2.4 (3 Points)

Is Trollinger a normal or a Giffen good for Mr. Häberle? Is Trollinger for him a superior or an inferior
good?
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Problem 3 (28 Points)

We consider a firm with cost function C(y) = 1

4
y2.

It supplies its product to a market charcterized by the demand function D(p) = 900− p.

3.1 (6 Points)

Assume the firm acts as price taker. What is the profit maximizing quantity for the firm? What is the
resulting price and which profit does the firm make in this situation?

3.2 (6 Points)

Now assume the firm acts as a monopolist. Again calculate the resulting quantity, the price and the firm’s
profit.
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3.3 (6 Points)

Depict your solutions to 3.1 and 3.2 graphically (make sure that the graphic shows how the quantities and
prices are determined). You should use 1 cm for 100 units on both axes and it will suffice if both axes are
12 cm long.

3.4 (5 Points)

Indicate consumer and producer rent in both situations in your graphic. How big is the welfare loss in
monopoly?

7



3.5 (5 Points)

The government introduces a sales tax of t = 90 payable by the consumers. What is the resulting new
equilibrium if the firm acts as price taker?
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