Final Examination, Spring 1998, Economics 310


Name:____________________________________

Score:______

Question 1. (20 points) Suppose there are two countries, the U.S. and Mexico. Assume that food and cloth are the only two commodities and that their production requires only labor. The amounts of labor required to produce one unit of each of these commodities in the U.S. and Mexico are shown in the following table.


U.S.
Mexico

One Bushel of Food
2 hours
7 hours

One Bolt of Cloth
8 hours
14 hours

A. Calculate the costs of producing cloth in each of the two countries. When the U.S. and Mexico specialize and trade, which country should specialize in food production and which should specialize in cloth production. 

B. Suppose that Mexico offers to give the U.S. 1 bolt of cloth in exchange for every 5 bushels of food received. Will the U.S. accept such an offer? Why? 

C. Suppose that the U.S. makes a counteroffer to Mexico offering 1 bushel of food in exchange for each bolt of cloth received. Will Mexico accept such an offer? Why? 

D. Find the rates of exchange that would be agreeable to both countries. Explain. 

Question 2. (20 points) What factors can cause a shift in each of the following.

A. The firms' short run supply curve. 

B. The industry's short run supply curve. 

C. The industry's long run supply curve.

Question 3. (20 points) What is a principal agent Problem? What are some possible remedies for principle agent problems?

Question 4. (20 points) Use graphs to determine whether the following are examples of price discrimination.

A. Use graphs to explain your answer.
B. Airlines have "frequent flier" plans, in which, the consumer is geiven a free or discounted flight after compiling a certain level of mileage in flights with the airline.

C. A car salesperson typically works with a 15% profit margin. A good salesperson "sizes up" his customer and determines how much of his profit margin he can give away to land the sale.

Question 5. (20 points) Suppose that the only items you consume are bread and wine. One day the price of wine increases and simultaneously your income increases. You notice that you are exactly as happy as you were before either change took place.

A. What happens to the quantity of wine you consume? To the quantity of bread?

B. Can you still afford your original market basket if you want it?

Illustrate your answer with indifference curves.
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