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INSTRUCTIONS
· This assignment is to be completed and send to the   University for Evaluation. Its maximum weight is 30%
· Make sure that your exam contains seven (7) questions
· Do not try to complete the assignment until you have covered all the lessons and reviewed the study guide and your exercises and activities.

· Replication from other will result total cancellation of your marks

· After successfully completing this assignment, be certain to write your name, ID.No and address on the cover page of your assignment.
General instruction: Give the appropriate answer for the following questions 
1) The production function for a firm is given by:  [image: image2.png]Q =3K°L°




      Suppose that labor costs Birr 15 per unit and capital costs Birr 35 per unit. Then,

A) Determine the quantity of labor and capital that the firm uses in order to maximize the output with total outlay of Birr 560? (3 points)
B) Calculate maximum level of output? (1 point)
C) Calculate MPL   and MPK? (1.5 points)
D) Determine the factor intensity of the production process? And why? (0.5 point)
E) State the returns to scale of the production process? (1 point)
2) Assume ‘Timret Agro-Industry’ using only labor and capital inputs for the production of Teff. In one production period they produced 400 quintals of teff by using 48 and 24, labor and capital respectively. But in the second production period they can produce 500 quintals of teff by using 60 and 30, labor and capital respectively. State the returns to scale of the above hypothetical production process? And briefly explain your reason? (3 points)
3) Suppose the utility function of a person consuming two commodities X and Y with income of 480 Birr is given by[image: image4.png]U = 50x%%y0s



. If the per unit price of X and Y is Birr 20 and 40 respectively. Then, find 
A) The utility maximizing level of consumption of X and Y? (NB: use the Lagrangian Multiplier Method) (3 Points)
B) The [image: image6.png]MRSy



 and [image: image8.png]MRSy



 at optimum & interpret the result? (1.5 Points)   

C) The maximum utility? (1 Points)
D) The value of λ & interpret the value? (1.5 Points) 
4) If the total quantity of the output of the factory changes from 200 to 400 units when the variable inputs (labor) changes from 9 to 25 units. Correspondingly, Total variable cost changes from Birr 600 to 1400, and the total fixed cost equals Birr 700. Calculate  
A) The marginal cost of producing the extra unit? (1 point)
B) The total cost per unit output after the change? (1 point)
C) The marginal product of the variable input? (1 point)
5) Fill in the following table about the summary characteristics of the four basic market models. (4 points)
	Characteristics
	Market models

	
	Pure competition
	Pure Monopoly
	Monopolistic competition
	Oligopoly

	Number of   firms 


	
	
	
	

	Type of product 


	
	
	
	

	Control over price 


	
	
	
	

	Conditions of entry 


	
	
	
	

	Non ­ price competition


	
	
	
	


6) In a perfectly competitive product and factor market, when labor is the only variable factor, the demand for labor for a firm is VMPL curve. But when labor is one of the several variable factors, the demand for labor for a firm is not simply the VMPL curve. For a two variable factor case (where the variable factors are labor and capital), explain, with the aid of graphs, how the demand for labor for a firm can be derived. (3 Points)
7) A health insurance company a charging a single premium, for the company cannot distinguish between high risk and low risk individuals. High risk individuals may insure making it impossible to sell insurance. People who buy insurance know more about their general health than any insurance company can hope to know, even it insists on a medical examination. Because unhealthy people are more likely to want insurance, the proportion of unhealthy people in the pool of insured people increases. The asymmetric information between the insured people and the insurance company will result in a market failure. What is the form of market failure which will result from this information asymmetry? (3 points)
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