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October 10, 2006
2nd In-Class Exam - - Chapters 6, 9 - 11
Part I.  Multiple Choice (3 points each).  For each of the following questions, indicate the best answer in the space provided.
___
1.
Which of the following is most characteristic of a pure monopoly?







Figure 1
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The firm has considerable control over the quantity of the product produced, but not over price.

B.
The monopolist is the dominant firm in a multifirm industry.











C.
The firm produces a good or service for which there are no close substitutes.


D.
Like a perfectly competitive firm, a monopoly is a price taker.

E.
Exit from the industry is blocked but entry into the industry is relatively easy.
___
2.
Referring to Figure 1, what level of labor produces the maximum level of output?

A.
point A

B.
 point B

C.
point C

D.
point D
___
3.
Referring to Figure 1, which of the following statements is (are) true?


A.
Marginal cost is minimized when C workers are employed.


B.
AVC is minimized when D workers are employed.


C.
When the firm hires C workers, output is increasing at an increasing rate.

D.
All of the above statements are true.


E.
None of the above statements are true.
___
4.
Referring to Figure 1, what level of labor does diminishing returns initially set in?


Figure 2
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A.
point A

B.
 point B

C.
point C

D.
point D

___
5.
Referring to Figure 2, producer surplus after imposition of the tariff would be equal to:


A.
G.


D.
A + B + C + G + E.




B.
C + G.

E.
D + F.

C.
A + B.

___
6.
Referring to Figure 2, the social deadweight loss because of the tariff would be equal to:


A.
A + B.

D.
D + F.




B.
C + G.

E.
A + B + C + D + E + F.

C.
D + E + F.

___
7.
Referring to Figure 2, if the economy was initially closed to free trade, the gain from trade would equal:


A.
A + B.

D.
A + B + C +D + E + F + G.



B.
G.


E.
B + D + E + F.

C.
D + F.
___
8.
If marginal cost exceeds average variable cost, then:


A.
average total cost must be increasing.

D.
average variable cost must be increasing.

B.
average fixed cost must be increasing.

E.
costs must be increasing at a decreasing rate.

C.
marginal product must be increasing.
___
9.
If the government imposes a $1 per unit excise tax on a single, perfectly competitive firm, then
A. both its ATC and AFC curves will shift up a vertical distance equal to $, but the MC and AVC curves are unaffected.
 
B. all four cost curves - - the ATC, AVC, MC and AFC curves - - shift up a vertical distance equal to $1.
C. the firm will charge a higher price.

D. the ATC, AVC and MC curves shift all shift up a vertical distance equal to $1 while the AFC curve is unaffected.
E. the firm will leave the industry in the short run.

___
10.
If price is greater than marginal cost, then a perfectly, competitive firm should:

A. raise price.


C.
increase output.



B. decrease price.

D.
decrease output.
___
11.
A perfectly competitive firm’s short-run supply curve is:

A.
perfectly elastic.










D.
that portion of the ATC curve that is upward sloping.


B.
that portion of the MC curve that lies above the ATC curve.
E.
that portion of the AVC curve that is upward sloping.


C.
that portion of the MC curve that lies above the AVC curve.
___
12.
Assume a perfectly competitive, decreasing-cost industry is in long-run equilibrium and a decrease in demand occurs.  In the long run, after all economic adjustments have been completed, the product’s price will be:

A.
lower, but total output will be larger than originally.

D.
higher, but total output will be smaller than originally.


B.
higher, but total output will be larger than originally.

E.
the same, but total output will be smaller than originally.

C.
lower, but total output will be smaller than originally.
___
13.
If long-run average costs increases as output increases, this is due to:

A.
economies of scale.





D.
increased specialization of production within the firm.


B.
diseconomies of scale.




E.
Both A and D.

C.
the law of diminishing marginal returns.
Answer Questions 14 – 15 on the basis of Figure 3 which shows the demand and supply curves of the industry and the average cost curves of the typical profit-maximizing firm.










Figure 3
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___
14.
Referring to Figure 3, which of the following statements about the short –run equilibrium is correct? 

A.
The profit-maximizing firm will shut down and incur a loss equal to fixed cost in absolute value.


B.
The profit-maximizing firm will produce output 0q and incur a loss that is less than fixed cost in absolute value.


C.
The profit-maximizing firm will produce output 0q and earn only a normal profit.

D.
The profit-maximizing firm will produce output 0q and earn an economic profit.
___
15.
Referring to Figure 3, which of the following would happen in the long-run?

A.
Curve D will shift to the right, causing both market price and output to increase.

B.
Curve D will shift to the left, causing both market price and output to decrease.


C.
Curve S will shift to the left, causing the market price to increase and the market output to fall.


D.
Curve S will shift to the right, causing market price to decrease and market output to increase. 
Part II. Short Answer Questions (55 points total).  For each of the following questions, give a concise, but complete answer.  When appropriate, use math, graphs, or equations to help explain your answer.  Completely label all graphs.  If you require more space, right on the back of each page, indicating that you have done so.

1.
Below is a short-run production function.  Fill in the values for the marginal product of labor (MPL) and the average product of labor (APL).  Then describe the relationship between marginal and average product.  (10 points)
	Total Product  (Output)
	0
	8
	18
	25
	30
	33
	34

	Labor 
	0
	1
	2
	3
	4
	5
	6

	Marginal Product


	- - - - - - -
	
	
	
	
	
	

	Average Product


	- - - - - - -
	
	
	
	
	
	


2.
Illustrate and describe how the long-run average cost curve is derived.  Show the optimal-sized plant.  Indicate which plants are used over capacity and which plants are used under capacity.  Finally identify those plants that experience economies of scale and diseconomies of scale.  (10 points)
3.
Figure 4 shows a market before and after the imposition of an excise tax.   Answer the following questions based on Figure 4.  Show your work for partial credit.  (13 points)





Figure 4
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A.
The excise tax is ________ per unit.

B.
The tax causes consumer surplus to fall by ________________________.

C.
The tax causes producer surplus to fall by _________________________.

D.
The tax generates government tax revenue equal to _________________ .

E.
The tax burden on consumers is equal to ___________________________.

F.
The tax burden on firms is equal to ________________________________ .
G.
The deadweight loss (DWL) of the tax equals ________________________ .

4.
Answer the following questions regarding the short-run equilibrium of a perfectly competitive firm.  Show your work for partial credit.  (12 points)
	Q
	AFC
	ATC
	MC

	1
	$100.00
	$117.00
	$17

	2
	50.00
	66.00
	15

	3
	33.33
	48.33
	13

	4
	25.00
	39.25
	12

	5
	20.00
	34.00
	13

	6
	16.67
	30.67
	14

	7
	14.29
	30.00
	26

	8
	12.50
	30.00
	30

	9
	11.11
	30.55
	35

	10
	10.00
	31.60
	41

	11
	9.09
	33.09
	48

	12
	8.33
	35.00
	56


A.
How much output will the profit-maximizing (or loss-minimizing) firm produce if the price is $36?  What would be the firm’s profit or loss?   What would happen to the number of firms and market price in the long run?  (4 points)
B.
How much output will the profit-maximizing (or loss-minimizing) firm produce if the price is $20?  What would be the firm’s profit or loss?  What would happen to the number of firms and market price in the long run?  (4 points)
C.
How much output will the profit-maximizing (or loss-minimizing) firm produce if the price is $13?  What would be the firm’s profit or loss?  What would happen to the number of firms and market price in the long run?  (4 points)
5.
Assume a perfectly competitive, constant-cost industry is in long-run equilibrium.  Using two graphs, one showing the market demand and supply curves and the other showing the average cost curves of atypical firm, illustrate and describe what happens in the short run and long run given an increase in demand.  Specifically mention what happens to the market price, the market output, the firm’s profits and the number of firms, both in the short run and the long run.  (10 points)
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