Economics 11 – Fall 2011
Mid-term 2-A
Please answer all 4 questions.  To receive full credit, you must show all work you did to arrive at an answer.  Graphs must be completely labeled.  Good Luck and have a great holiday!

1. Jane is attending the World Series, and has brought $15 to spend on hot dogs and colas.  Use the numbers below to indicate what quantity of each she will buy (Hot dogs cost $3 and colas cost $2):

Hot dogs



Colas



Quantity
Utility


Quantity
Utility



      0

    0


     0

    0



      1

   60


     1

  40



      2

 105 


     2

  70



      3

 135


     3

  90



      4

 150


     4

100



      5

 150


     5

100

a.  How would Jane’s consumption change if she lost $4 upon entering the stadium?

2. (35)
The market for corn is characterized by many sellers, each offering a homogenous product.
a.
Illustrate the equilibrium for a typical seller, and for the market, if all corn farmers are making economic profits..


b.
Illustrate the long run adjustment for the market and the firm.

Part II – Suppose instead that all corn farmers are losing money but rationally decide to stay open.
i.
Illustrate the equilibrium for the market and the firm.

ii.
Repeat your graph if farmers are indifferent between staying open and closing.

3. (35)
The data below indicates the labor input and resulting output of bread (in dozens of loaves) at the Downtown Bakery.  Fill in the table below, and answer the questions:

Labor
Quantity    FC
     VC      TC      AVC    ATC   MC  


     0
      0
     300



     1
      6


     2
    16


         
     3
    36



     4
    48


                 5
    54




     6
    54


a.
Identify the region of gains to specialization


b.
Identify the region of diminishing returns


Part II – If the price of bread is $40/dozen loaves, and labor is paid $120/day, where should this firm produce?






