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2nd In-Class Exam - - Chapters 18, 7-8
Part I.  Multiple Choice (3 points each).  For each of the following questions, indicate the best answer in the space provided.
___
1.
If a firm experiences diseconomies of scale in the long run:

A.
its long-run average costs will fall if it increases its plant size.


D.
Both A and C.

B.
its long-run average costs will increase if it increases its plant size.

E.
Both B and C.

C.
it is underutilizing its current plant size.

___
2.
Economies of scale exist because as a firm increases its size in the long run:


A.
the firm can afford more specialized capital.


B.
labor and management can increase the specialization of their activities.

C.
as a larger input buyer the firm can purchase inputs at a lower price.


D.
All of the above.


E.
managerial complexities increase as the quality of information and the control within the firm deteriorates.
     
3.

If fixed costs increase in the short run, then:


A.
the ATC, AVC and MC curves all shift up, but the AFC curve is unaffected.










B.
the ATC and the AFC curves shift up, but the AVC and the MC curves are unaffected.


C.
the ATC, AFC and MC curves shift upward, but the AVC curve is unaffected.

D.
the ATC and AFC curves shift downwards, but the AVC and the MC curves are unaffected.

E.
the ATC, AVC and MC curves all shift downward, but the AFC curves is unaffected.

     
4.

Which of the following statements is (are) true?

A.
Marginal cost equals the change in variable cost that occurs when a firm produces one more unit.


B.
If average variable cost is increasing, then average total cost must be increasing also.


C.
The minimum of the ATC curve is at the same level of output as the minimum of the AVC curve.


D.
The vertical distance between the ATC and the AVC curves is equal to fixed cost which decreases as output increases.

E.
None of the above statements are true.

___
5.
If average product is decreasing, we know that:


A.
average variable cost is also decreasing.


D.
marginal product must be less than average product.

B.
output must be decreasing.





E.
marginal cost must be falling.

C.
marginal product must be negative.

     
6.
When average total cost is rising:


A.
average variable cost is falling.










D.
marginal cost must be greater than average total cost.

B.
the average product of labor is increasing.



E.
marginal cost must be falling.

C.
marginal cost must be less than average total cost.
___
7.
A tariff and an import quota will both:


A.
increase the quantity of imports and raise domestic price.
D.
decrease the quantity of imports and lower domestic price.


B.
increase the quantity of imports and lower domestic price.
E.
generate tax revenue for the domestic federal government.

C.
decrease the quantity of imports and raise domestic price.

___
8.
When the United States is closed to trade, the domestic price of pineapples is $500 per ton. The world price of pineapple is $600 per ton.  Assume the U.S. is a price taker in the pineapple market and its production cannot affect the world price.  If the U.S. becomes open to trade:

A.
the U.S. will become an importer of pineapple.



D.
Both A and C.

B.
 the U.S. will become an exporter of pineapple.



E.
Both B and C.

C.
U.S. consumers will buy less pineapple at a higher price.
___
9.
Diminishing returns initially sets in when:

A.
the marginal product of labor equals zero.

D.
average variable cost is minimized.

B.
the marginal product of labor is maximized.

E.
Both C and D.

C.
the average product of labor is maximized.
___
10.
Assume an increasing-cost, perfectly competitive industry is in long-run equilibrium.  If demand decreases, in moving to the new short-run equilibrium:


A.
market price, market output, and the output of the typical firm all decrease.

D.
Answers A, B, and C are all correct.

B.
firms exit the industry and the short-run industry supply curve shifts to the left.
E.
None of these answers are correct.

C.
the MC and the ATC curves of the typical firm shift down.

___
11.
Assume an increasing-cost industry was in long-run equilibrium, experienced a decrease in demand, and moved to its new short-run equilibrium.  In the further process of moving to the new long-run equilibrium:


A.
the market demand curve shifts to the right.

B.
firms exit, the short-run industry supply curve shifts to the left, and the MC and ATC curves of the typical firm shifts down.

C.
the market price will increase and the market output will decline.


D.
All of the above.


E.
Only B and C are correct.

___
12.
If a perfectly competitive industry has a long-run industry supply curve that slopes downward, then:


A.
input prices will increase as firms exit the industry.

B.
input prices will decrease as firms exit the industry.


C.
input prices will remain constant as firms either enter or exit the industry.


D.
input price will increase as firms enter the industry.


E.
the long-run affect of an increase in demand will be a higher market price and a larger market quantity.

___
13.
If a perfectly competitive seller is producing at an output where price is $8 and the marginal cost is $3.45, then to maximize profits the firm should:


A.
raise price.








D.
produce a smaller level of output.

B.
lower price.








E.
produce a larger level of output.

C.
continue producing the same level of output.

___
14.
If a typical firm in a perfectly competitive industry is earning economic profits in the short run, then:


A.
all the firms will continue earn economic profits in the long run.

B.
new firms will enter in the long run, causing market supply to increase and market price to fall, decreasing profits.


C.
new firms will enter in the long run, causing market supply to decrease and market price to rise, increasing profits.


D.
firms will enter the industry in the short run, driving price down.


E.
the market demand will decrease in the long run, causing market price and firm profits to fall.

___
15.
A perfectly competitive industry will be in long-run equilibrium when:


A.
no firms are entering or leaving the industry.





D.
Answers A, B, and C are all correct.

B.
the typical profit-maximizing firm earns only a normal profit.

E.
Only answers A and B.

C.
the market price equals the minimum ATC.

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.
What is the formula for the marginal product of labor (MPL) and the average product of labor (APL)?  Define the law of diminishing marginal returns.  Does the law of diminishing returns apply to the long run?  Explain.  (10 points)
2.
Answer the following questions about a firm’s costs.  (10 points)
A.
What is the relationship between MPL and MC?  (2 points)
B.
What causes the short-run ATC, AVC and MC curves to be U-shaped?  (2 points)

C.
What cause the long-run average cost curves to be U-shaped?  (2 points)
D.
What happens to the short-run ATC, AVC, AFC and MC curves if the government imposes a $1 per unit tax on the firm?  (4 points)
3.
Assume Country X is a small country that is opened to foreign trade and that takes the world price as given.  Using a demand and supply diagram, explain how a reduction in the world price (PW) affects domestic consumers, domestic producers and the level of imports.  (10 points)
4.
Table 1 shows the average cost data for a typical firm in a perfectly competitive industry.  Answer the following questions based on Table 1.  Show your work for partial credit.  (12 points)
	Table 1

	Output
	AFC
	AVC
	ATC
	MC

	1
	$40.00
	$55.00
	$95.00
	$55.00

	2
	20.00
	37.50
	57.50
	20.00

	3
	13.33
	30.00
	43.33
	15.00

	4
	10.00
	27.50
	37.50
	20.00

	5
	8.00
	27.00
	35.00
	25.00

	6
	6.67
	28.33
	35.00
	35.00

	7
	5.71
	31.43
	37.14
	50.00

	8
	5.00
	36.25
	41.25
	70.00


A.
If the market price is $52, how much output will this firm produce in the short run?  What is its profit or loss?  What would happen to the market price in the long run?  (3 points)
B.
If the market price is $28, how much output will this firm produce in the short run?  What is its profits or loss?  What would happen to the market price in the long run?  (3 points)

C.
If the market price is $35, how much output will this firm produce in the short run?  What is its profit or loss?  What would happen to the market price in the long run?  (3 points)

D.
If the market price is $20, how much output will this firm produce in the short run?  What is its profit or loss?  What would happen to the market price in the long run?  (3 points)
5.
Assume a perfectly competitive, constant-cost industry is in long-run equilibrium.  Using two graphs, one showing market demand and supply and the other showing average cost curves of a typical firm, illustrate and explain the short-run and long-run effects of an increase in demand.  Be sure to explain what happens to the market price, the market output, the number of firms, input prices and profits or losses, both in the short run and in the long run.  (13 points)
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