IKT 495 - Advanced Microeconomic Theory - Fall 2010 - Midterm

Zafer Akin

November 10, 2010 b \Crm& S N m

NAME: GOOD LUCK!

You have 100 minutes to complete the exam. NO CALCULATORS. You should write your answers in English.
Numerical examples will not be counted as proofs. Turn off your cell phones and put them away. Put any
lass related document away. When necessary, you can write approximate answers by rounding the numbers.

1. (20 Points) Please indicate whether each statement below is #rue or false OR fill in the blanks. You do not need to
explain, your answer. You can write your answers on this page or on a separate page.
Po.w._u._.t.mrou..&wmw or cardinal) approach to redistributive justice basically offers voting mechanisms to aggregate
individual preferences. .
b. Discounted ticket prices for students stems from the hbamgﬁom@iwnwﬁmr
c. Reamdor & principal suggests that past sacrifices (wrongdoings) justify larger (lesser) shares.
+rve. d. If there is free disposal of utility, then we have comprehensiveness.
4rve e Pareto optimality most of the time does not suggest anything about distributive justice and boils down to a no
waste condition.
falsef. The most egalitarian sharing rule is Proportional sharing then equal surplus and the least egaliterian is the
uniform gain rule.
£ g Utilitarian and Leximin (egalitarian) approach pays no attention to the intensity of preferences.
T  h. A binary relation - is said o be rational if it satisfies completeness and transitivity.
f i. Plurality voting rule takes into account the entire preference relation of voters over candidates.
T 4. Plurality rule is a special scoring rule.
“T" k. The key for the signal to be credibie in an adverse selection problem is the signal being more costly enough for
one type than the other. .
F I If the deductible amount is higher, you expect to pay a higher premium for the insurance.
m. Moral hazard refers to a situation where there is hidden ﬂ&u.m«_u adverse selection refers to a situation where
there is hidden Jaflefmation ,
 n. In auctions, valuation (v) refers to buyers’ (sellers’) maximum willingness to pay (sell) amounts. However, b refers
to bid of each buyer. Moreover, they have to be the same in all anction mechanisms.
n_l 0. In second price (Vickrey) auctions, It is optimal to bid one’s own valuation regardless of risk preferences.
T p. Incentive compatibility simply refers to a "not mimicing others" condition (Bid your own value). ,
r. In auctions, one of the most important aims is the cutcome being wm%mm..n.b+5mmaﬁm that the one who has the
highest valuation should get the asset.
F s. Winners curse is more dangerous when the auction is Vickrey auction.
T t. As the number of bidders increase, winners curse becomes worse.
F . If a set is compact and convex, then it has to be comprehensive.

2. (12 Points) Assume that there are five agents and their taxable incomes are 10, 15, 30, 40, 55, respectively. Their
total aftertax income is t = 100. a) First cornpute the aftertax distribution of incomes under the basic methods,
PRO (Proportional rule), UG (Uniform Gain), and UL (Uniform Loss). b) Now, form a table by writing down the
preference of each agent over these three alternative methods. If the nmm&mm could vote over these alternatives, which
method of shering (PRO, UG or UL) would be the winner based on three voting rule (Plurality, Condorcet, Borda)?
Write down all the preference orderings based on each voting rule {For example: first agent prefers UG over PRO

and she prefers PRO over UL. After making these orderings for each agent, apply each voting rule).
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