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Bremmer I




October 13, 2009
2nd In-Class Exam - - Chapters 4, 18 (pp. 609-614), 7, 8, 9 (pp. 274-280)
Part I.  Multiple Choice (3 points each).  For each of the following questions, indicate the best answer in the space provided.
___
1.
To sell a larger output, a monopoly:


A.
must raise price.

C.
must charge a constant price.







E.
None of these answers.

B.
must lower price.

D.
must allow new firms to enter the industry in the short run.
























Figure 1
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2.
If the firm shown in Figure 1 is in a perfectly competitive industry, the firm will realize an economic profit in the short run if the price is:

A.
P1.

B.
P2.

C.
P3.

D.
P4.

___
3.
If the firm shown in Figure 1 is in a perfectly competitive industry, the firm will shut down in the short run at any price less than:


A.
P1.

B.
P2.

C.
P3.

D.
P4.

___
4.
If the firm shown in Figure 1 is in a perfectly competitive industry, the firm will be in long-run equilibrium if the price is:


A.
P1.

B.
P2.

C.
P3.

D.
P4.
























Figure 2
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Figure 2 depicts the average total cost curves for a firm that produces automobiles.

___
5.
Assuming the firm is currently operating on ATCB in Figure 2, what options does the firm have if it wants to increase production in the short run?
A.
It can operate at any level of output as long as it stays on ATCB.

B.
It can operate at any level of output between points M and N.

C.
It can operate at any level of output, as long as it stays on ATCD.
D.
The firm has no options.  It cannot change its output level in the short run.

___
6.
Which curve in Figure 2 represents the long-run average cost curve?


A.
ATCA

B.
ATCB

C.
ATCC

D.
ATCD
___
7.
According to Figure 2, this firm will experience diseconomies of scale at what output levels?


A.
Output levels above N.


B.
Output levels between M and N.


C.
Output levels below M.


D.
All of the above, if the firm is operating  in the long run.

___
8.
Which of the following statements is correct?

A.
Marginal cost is the vertical distance between the average total cost curve and the average variable cost curve.

B.
If average variable costs are increasing, then average total costs must be increasing too.

C.
Marginal cost is the change in average total cost when output increases by one unit.

D.
The short-run average cost curves are U-shaped because of economies and diseconomies of scale.

E.
The marginal cost curve cuts both the average variable cost curve and the average total cost curve at their lowest points.

___
9.
When the wages paid to production workers increase in the short run, the firm’s:

A.
marginal cost curve will shift up.


D.
Answers A, B, and C are true.

B.
average fixed cost curve will shift up.

E.
Only answers  A and C are true.

C.
average total cost curve will shift up.
___
10.
When the firm’s average variable cost curve is at a minimum:








Figure 3
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A.
its average product of labor curve is at a maximum.

D.
Both A and C.

B.
its marginal product of labor curve is at a maximum.

E.
Both B and C.

C.
diminishing returns have initially set in.

___
11.
Referring to Figure 3, at what level of labor does diminishing returns initially set in?


A.
A

B.
B 

C.
C

D.
D

___
12.
Referring to Figure 3, at what level of labor is output maximized?


A.
A

B.
B 

C.
C

D.
D


























Figure 4
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13.
Referring to Figure 4, with free trade consumer surplus equals ____ and producer surplus equals ____.


A.
G + C; E





D.
A + B; G + C

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

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

C.
D + F; E
___
14.
Referring to Figure 4, the tariff causes producer surplus to ____ by area _____.


A.
decrease; C + D + E + F

D.
decrease;  D + F

B.
increase; E




E.
increase; C + D + E + F

C.
increase; C
___
15.
Referring to Figure 4, assuming there are no market failures, the tariff causes society welfare to ____ by area _____.


A.
increase;  D + E + F



D.
decrease; C + D + E + F

B.
decrease; D + E + F



E.
decrease ; D + F 

C.
increase; D + F

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, write on the back of each page, indicating that you have done so.

1.
Answer the following questions about the production function in Table 1.  Show your work for partial credit.  (10 points)
	Table 1

	Units of Output
	0
	40
	100
	165
	200
	225
	240
	245
	240

	Units of Labor
	0
	1
	2
	3
	4
	5
	6
	7
	8



A.
Referring to Table 1, what is the average product of 3 workers?  (2 points)

B.
Referring to Table 1, what is the marginal product of the sixth worker?  (3 points)
C.
Does the production function in Table 1 exhibit diminishing marginal returns?  Why or why not?  Explain.  (5 points)
2.
Figure 5 shows the effect of a city government imposing a rent ceiling on apartments.  Assuming no market failures, the free market rent would equal R* while the rent control sets the highest legal rent that landlords can charge at R0.  Answer the following questions about Figure 5.  (11 points)


















Figure 5
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A.
Using the information in Figure 5, fill in Table 2.  (6 points)
	Table 2

	
	Before the
Rent Ceiling
	After the
Rent Ceiling

	Consumer
Surplus
	
	

	Producer
Surplus
	
	

	Society

Welfare
	
	



B.
What is the deadweight loss, if any, associated with the rent control?  (2 points)


C.
Under what conditions will the rent control make consumer surplus fall?  (3 points)
3.
Assume a perfectly competitive, decreasing-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 a decrease 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.  (15 points)
4.
Figure 6 shows the short-run cost curves of a firm selling sweatshirts in a competitive industry.  Answer the following questions on the basis of Figure 6.  (14 points)



















Figure 6
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A.
If the firm shuts down in the short run, what will be the numerical value of the loss (in thousands of dollars)?  (3 points)
B.
What is the firm’s short-run, profit-maximizing level of output (in thousands)?  (3 points)
C.
At the short-run, profit-maximizing level of output, what is the firm’s total revenue (in thousands of dollars)?  (2 points)
D.
At the short-run, profit-maximizing level of output, what is the firm’s total cost (in thousands of dollars)?  (2 points) 

E.
What is the numerical value of the firm’s profits or losses (in thousands of dollars) at the short-run, profit maximizing level of output?  (2 points)
F.
Given the information in Figure 6, what will happen to the number of firms and the market price in the long run?  (2 points)
5.
Define what is meant by economies of scale and list three factors that cause economies of scale.  (5 points)
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