Final Examination, Economics 310, Summer 1, 1997


Name:___________________________________________

Question 1. (10 points) True, False, Uncertain, Explain. The burden of a sales tax will fall more on consumers than producers the more elastic the demand curve is.

Question 2. Consider a person with $10,000 to spend depicted on the graph below.

A. (5 points) What is the price of good X? What is the relative price of Good X? What is the marginal rate of substitution at point A. Explain your logic. 

B. (5 points) What can you say about the relative price vs. the marginal rate of substitution at point B? Will the individual ever voluntarily choose to be at point B. Explain 

C. Consider the graph below. The graph depicts the same person in parts A and B.

 

C.1 (5 points) What has happened to cause the budget line to shift from BL1 to BL2? A numerical answer is required. 

C.2 (5 points) Show the substitution and income effects on the graph. 

C.3 (5 points) Suppose someone told you that the income elasticity for this good is minus 2. Is this consistent with your graph? Explain.

C.4 (5 points) Use the graph to draw a demand curve for good X. Fully label points A and D on your graph.

Question 3. Consider the graphs given below. Suppose the firm is a point A producing 10,000 units of the good at an average total cost of $10 per unit.

A. (5 points) What is the price of Capital? If the price of labor is $2 how many units of labor is the firm using at point A?

B. (5 points) Suppose the firm starts out producing at point B and is producing a Total Cost of $5000. Is the firm's average total cost of production higher or lower than at point A? A numerical answer is required. 

C. (5 points) Suppose the firm starts at point B and then wants to expand output to 10,000 units in the short run. What will be the ATC and AVC of output? 

D. (5 points) In the long run, when the firm expands output what will happen to the ATC of production. A numerical answer is required. 



E. (5 points) Label the area on the graph below where the marginal product of labor is rising and where the marginal product of labor is falling.

F. (5 points)  Show on the graph below where do output levels of 6.000 and 10,000 units appear. How much labor is being used at each output level.


Question 4. Consider the market demand curve given below.

A. (5 points) Fill in the missing cells in the table. 

B. (5 points) Suppose a firm was the sole producer of the good and could produce the good at a constant marginal cost of $1. What is the theoretical maximum consumer surplus that could be realized through mutually beneficial voluntary exchange.

C. (5 points) Suppose the firm acted as a price taker. Depict the situation on a graph and show the consumer and producer surpluses and the social loss on your graph. Give each area a numerical value. 

Price
Market Demand
Total Revenue
Marginal Revenue
Total Willingness to Pay

7
0




6
5




5
10




4
20




3
30




2
40




1
50




D. (5 points) Suppose the firm were to act as a simple price searcher. What rule would the firm use to find the profit maximizing output and price? What is the logic behind this rule? 

E. (5 points) Depict the situation using a graph. Show the profit maximizing output level, the producer and consumer surplus and the social loss on your graph. Give each a numerical value. 

F. (5 points) Suppose the market for the good was composed of two individuals whose demand curves are given below. Fill in the empty cells in the table. 

G. (10 points) Suppose the price searcher was to engage in a multi-part pricing scheme. Describe such a scheme and depict it graphically. Show on your graph what happens to consumer and producer surplus and the social loss when the price searcher uses a multi-part pricing scheme compared to when the firm acts as a simple price searcher. 

H. (5 points) What might prevent a price search from using a multi-part pricing scheme? 

Price
Consumer X Quantity Demanded
Total Revenue
Marginal Revenue
Consumer Y Quantity Demanded
Total Revenue
Marginal Revenue

7
0


0



6
5


0



5
10


0



4
15


5



3
20


10



2
25


15



1
30


20



I. (5 points) Suppose the price search was going to price discriminate between person X and Y. What is the economic logic behind price discrimination? 

J. (10 points) Suppose the firm was going to charge persons X and Y different prices and let each person but as much as they wanted. What price would the firm set and how much additional profit would the firm earn. What might prevent a firm from price discriminating?

K.  (5 points) Could the firm earn more by making X and Y separate all-or-nothing offers? What is the theoretical maximum profit the firm could earn from each individual?

All Other Goods ($'s)





Good X





2000





1000





Point A





Point B





Point C





IC1





IC2





1200





2000





Point D





BL1





5000





IC1





BL2





1400





Point A





1000





2000





Good X





All Other Goods ($'s)





K








L





iso-output A





100





Point B





iso-output C





6000 units





175,000











Point A





50





500





Total Product





Labor





Output





2000





500





BL1





IC3
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