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Economics 92

Principles of Microeconomics – Honors

Midterm Exam

Directions:  This is a closed book exam.  You may neither give nor receive help.  You must complete all parts of the two questions within the normal time for class; 1 hour and 20 minutes.

1. Consider the following game

	
	
	Player 2

	
	
	M
	N

	Player 1
	R
	-1, 3
	6, 2

	
	S
	5, 0
	-2, 5

	
	T
	0, 9
	4, 9


a. Does player 1 have a dominant strategy?  How do you know?

b. Does player 2 have a dominant strategy?

c. Is there a dominant strategy solution to the game?

d. Does player 1 have any dominated strategies? How do you know?

e. Is there an Iterative Elimination of Dominated Strategies solution to the game? How do you know?

f. What is player 2’s best response when player 1 chooses strategy S?

g. What is player 1’s best response when player 2 chooses strategy N?

h. Are there any pure strategy Nash equilibria in this game?  How do you know?

i. Find mixed strategies for player 1 and for player 2.

j. Are the mixed strategies that you found in the previous part a Nash equilibrium? How do you know?

2.  For this question refer to the newspaper article on the following page.

(a) What was the average (nominal) room rate in 1988?

(b) What was the average (nominal) room rate in 1989?



(c) What was the occupancy rate in 1989?



(d) The 1989 occupancy rate corresponded to how many room nights actually purchased by guests, according to the article? 



(e) Given your earlier answer, what was the total number of room nights available in 1989?



(f) What was the occupancy rate in 1988?



(g) If no hotels closed and no new hotels were opened between 1988 and 1989, what was the number of room nights purchased by guests in 1988?



(h) Using your earlier answers, estimate the elasticity of demand for hotel rooms in Philadelphia. Do not try to adjust for inflation.






(i) If the goal of Philadelphia hoteliers is to maximize revenues, should they raise or lower rates for 1990?

