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Agricultural Economics 101
Exam #1
October 17, 1990 (revised version)

SHOW ALL WORK



Thetotal physicd product (TPP), average physica product (APP) and margind physica
product (MPP) curves are shown above for an input X, (water) applied to an output Y (corn).
Given these curves.
@ Label each curve and both axes.
(b) On the graph above, indicate Stage |1 of the production function.
(© Why is Stage || consdered the “rationa” area of production?

Note to current students. Questions covering this material will only be on exam 1 if the

“ economics of production” is covered for this exam. If not on this exam, material will be on
exam 2.



Y ou have been employed by a consulting firm that has been hired to assess the demand for
poultry and poultry products. Y ou have been asked to andyze the demand for processed
turkey products, and have examined: (1) turkey hot dogs, (2) turkey bologna, and (3) caun
turkey (abig favorite!). So far, you have determined that a 20% increase in the price of turkey
“dogs’ will result in (1) a 15% decrease in the quantity of “dogs’ demanded, (2) a 20%
increase in the quantity of turkey bologna demanded, and (3) no change in the quantity of cgun
turkey demanded. Y ou aso know that a 20% increase in the price of turkey bologna will result
in (1) a10% decrease in the quantity of turkey bologna demanded, (2) a 30% increase in the
quantity of “dogs’ demanded, and (3) no impact on the quantity of cgun turkey.

Given this information:

@ Determine the absolute vaue of the own-price dadticity of demand for turkey bologna

(b) Determine the cross-price dagticity of demand for turkey bologna with respect to
turkey “dogs.”

(© If the price of turkey hot dogs doubles (i.e., increases by 100%), determine the
percentage change in the quantity of “dogs’ demanded.

(d) Is cgun turkey a subgtitute for turkey “dogs’? Why (or why not)?



The left-hand graph above indicates the aggregate or market-level demand and supply curves
for acommodity X. Inaddition, you know that the equilibrium price (P,) in the market equals
$2.20 and the equilibrium quantity (Q,) equals 1.20 million units of commodity X. Pleasedo

the fallowing:

@ Labe the market-level supply and demand curves shown above and both axes for the
market-level graph.

(b) On the right-hand graph, graph the farm-level demand curve.

(© Determine the absolute vaue of the own—price eadticity of demand at the farm leve.

|Byl = .

(d) Suppose that the supply of commaodity X increases. What impact (increase, decrease,
no change) will this change have on the tota revenue earned by al producers of
commodity X asagroup?

(e Determine the margina revenue (MR) for the individua producer when he/she

produces 1,000 units of output.



IV.  Trueor Fase? For those statements that are fase, change the satement so that the statement
becomes true.

(@  Changesinincome cause changes in the consumer’ s indifference curves.

(b)  When demand increases, the quantity demanded will not change if supply is
perfectly eadtic.

(©0 Thedemand a thefam levd is perfectly indadtic.
(d)  Necesstiesand superior goods are both considered to be “norma goods.”
(60  When the quantity demanded decreases, the demand curve shifts to the | ft.

()  Attheequilibrium price (P, the quantity of output supplied by producersis Q,
when the market clears.

(@  Luxuries are commodities for which the absolute vaue of the own-price eadticity
of demand is greater than 1.0.

(hy  Giffen goods are commodities for which the demand curve is positively doped.

() The demand for a product is inelastic when the percentage change in the priceis
greater than the percentage change in quantity (in absolute value terms).

(k)  When the cross-price eadticity for two commodities is positive, the goods are
complements.



Ed Burger issuch an incredible guy! Thistime he is coordinating the College of Agriculturd
Sciences annud fal barbecue and has decided that the menu should include barbecued hot
dogs and barbecued chicken wings.

Ed was dlocated $800 to purchase “dogs’ and “wings’ before ticket sdles were over, and he
purchased 200 “dogs’ at $2.00/lb. and 400 “wings’ at $1.00/lb. However, now that ticket
sdes are complete, Ed has been given another $800 to purchase more “dogs’ and more
“wings.” However, when Ed cdled in his order for more of both he was told that the price of
“wings’ had doubled to $2.00/1b., the same price asthat for “dogs.” Asaresult, Ed decided to
(additionally) purchase 300 “dogs’ at $2.00/Ib. and 100 “wings’ at the higher price of $2.00/Ib.

@ On the graph below, graph Ed's demand curve for “wings.” Be sureto labd both axes.

(b) Is Ed's demand for “wings’ eadtic, indastic, or unit elastic? Support your answe.

Graph for V(a)




