Final Examination, Spring 1998, Economics 310


A. Name:____________________________________

Score:______

B. Question 1 (20 points) . Movie theaters typically offer candy bars in large sizes only. Lillian Chang would like 2 ounces of candy at 10 cents and ounce but must buy 8 ounces at 40 cents. True or False. This is an example of an all or nothing offer. 

You must answer using a graph and verbal explanation. Your score will be determined by how well your graph illustrates the relevant economic principles.
C. Question 
 SEQ question \* MERGEFORMAT 
2
. (20 points) Suppose Julianne Chang has $45 per week to spend on food and gasoline, where the price of food is $3 per unit and the price of gasoline is $2.25 per gallon. 
A. Draw Julianne's budget line.

B. During a war, the government decides to freeze prices and ration gasoline by limiting all customers to a maximum purchase of 10 gallons per week. Barter in gasoline is strictly forbidden. Assuming that Julianne is a Law-abiding citizen show how her budget line is modified by the government's rationing plan. 

C. Is if possible that Julianne's consumption would be unaffected by the plan and/or that Julianne's level of satisfaction could be lowered by the plan? Draw two graphs illustrating this situation. 

D. For each case, indicate whether the marginal rate of substitution between food and gasoline is greater than, less than, or equal to the relative price of food in terms of gasoline at the optimum under rationing.

D. Question 3. (20 points) A firms total cost schedule and the demand for it's product are summarized in the table below. 

Quantity Produced
Total Cost
Marginal Cost
Quantity Demanded
Price
Total Revenue
Marginal Revenue
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E. Complete the table. What level of output will maximize the firms profits? Why? 

F. Suppose the firm signs a contract with and advertising Firm, agreeing to pay $100 for its efforts, Suppose the effect of the advertising is to increase the price consumers are willing to pay for the firms product by $60 per unit at each and every quantity. Complete the table below to show the new situation that the firm faces. As in part A, determine the firms level of output priced charged and maximum profit. 

Quantity Produced
Total Cost
Marginal Cost
Quantity Demanded
Price
Total Revenue
Marginal Revenue
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G. Suppose instead that the advertising is totally ineffective and does nor change the demand for the firm's product. How will the level of output, price charged and maximum profit determined in part A change under these circumstances. Explain.

A. Question 4. (20 points) What is the difference between a firm's shutdown of operations and its exit from the industry? 

B. What must happen for to the market price to make a competitive firm shut down it's operations.? 

C. What must happen to the market price to make a firm exit from the industry? 

D. Why are short-run economic losses an insufficient reason for a firm to shut down?

Question 
 SEQ question \* MERGEFORMAT 
5
. (20 points) What is the labor theory of value? Why is it wrong?
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