PS 371
Spring 1996
1st Exam

Circle One (4 points each)

The famly in the follow ng statenments is obviously
fictitious, but sonme of the follow ng statenents coul d be
true about sone people. Mark each question (T)rue or
(F)alse and if you choose (F), explain what is wong at the
bottom and on the next page.

T F 1
T F2
T F3
T F4
T F5
T F6
T F7
T F8
T FO9

Bi g MacDonal d's grandfather started out in the broiler
busi ness on the Del marva peni nsul a when a di sease
struck that only affected Single Conb Wiite Leghorn

| ayi ng chi ckens.

Since he already had a | aying house, O d MacDonal d's
vari able costs to raise broilers were lowin the |ong
run.

Each year dd Mac grew nore and nore broilers,
i ncreasing his inputs and out puts.

In the short-run, A d Mac considered carefully the cost
of his building when deciding how many broilers to
gr ow.

The Delmarva area had a mld climte, so housing was
i nexpensi ve and feed was his biggest variable cost.

In the long-run, O d Mac realized there was great
potential and so considered costs, fixed and vari abl e,
in deciding to build new broiler houses.

When Mac Jr. returned fromWVNII, he agreed to buy his
father's farmfor a fixed fee each year, for the
follow ng ten years, an annuity.

When Big Mac inherited the farm his grandfather
started, he was nore interested in reduci ng marginal
costs like pick-up trucks and tel ephone bills than in
enterprise costs.

By 1970, the MacDonal d farm had beconme part of an
integrated system buying their feed and selling birds
to the Urner Barry Conpany.



PS 371, 1st

Exam Spring 1996

Page 2

T F 10. 1In the long-run, B.M revoked many of his poorer

deci sions and | earned not to rush judgenents unl ess
there was an i nm nent need.

(10 pts.) 11. Nanme 5 changes in technology that allowed Big Mac
to grow nmany nore pounds of chicken each year than
hi s grandfather in the sanme housi ng space.

(10 pts.) 12. Draw a line graph showi ng theoretical production
functions for commercial broilers from 1996 and
how you think they will grow in 2001. Label the
axes:

(2 pts.

each) 13. Draw line graphs and | abel the follow ng curves
correctly:
AFC = Average fixed costs Tot al cost
TFC = Fi xed costs Level of output
TVC = Total variable costs Cost per unit output
TC = Total costs Level of output
AVC = Aver age vari abl e costs
MC = Mar gi nal costs
ATC = Average total costs

(10 pts.) 14. A turkey producer can purchase a nmachine to toe
clip poults for $200,000. The conpany expects
| abor savi ngs of $5,500/ nmonth over the 10-year
life of the machine. |If the interest rate is 12%
per year, should they buy the machi ne? Show your
wor K.

(5 pts.) Extra Credit: \What is the payback period for the toe

(8 pts.)

15.

cli pper?

Def i ne Managenent and expl ain what a manager does.



