Second Mid-Term Exam
Intermediate Macroeconomics

Spring 2006
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Please answer all questions. Be sure to explain your math with a few words. That way

algebraic errors will be less costly.

1. Please provide one-senlence explanations of the following terms:
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2. Prove algebraically that the short-run marginal cost curve passes through the short-

run average variable cost eurve at its minimum point.
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3. Suppose that in the short-run a perfectly competilive firm faces p=64 and has a total
cost function «(g)=2¢" +10g+ 28 . At what level of output will the firm produce? What is

the firm’s profits al lhis level of production?
MC = 6@?‘+ 0 .
Sk MC= P = 64*r0 =64
= %i % Fi_‘ =5
O =
Ik we 64(3) (2 (2)° + 06 var)

= 142 — sk
= 136




4. Suppose short-run output is given by y= I" + K .

a) What is the equation of the supply curve?
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b) How does the supply curve shift if the quantity of capital changes?
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c) What is the shadow price of capital?
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5. Explain in words, perhaps with the aid of a disgram, why the short-run price
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6. Prove algebraically that in the long-un cost-minimization problem the slope of the

isocost line must equal the slope of the isoquant.
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7. Suppose long-run output is given by y = JL + K, that w=3, =4, and p=12.

a) What are the profit-maximizing quantities of inputs?
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b) What is the profit-maximizing level of output?
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¢} What are profits?
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d) Imagine that the firm is required to pay a license of $15 per period to operate.
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How does this affect the optimal quantity of K and L7

Ty owld M T = -2 s ks Veter nok
811 th L}L‘:K\A"_’&



