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2nd In-Class Exam - - Chapters 7, 9 – 11, 20
Part I.  Multiple Choice (3 points each).  For each of the following questions, indicate the best answer in the space provided.
___
1.
When a tariff is imposed on a good, the ___ increases.


A.
domestic quantity purchased.

D.
quantity exported.

B.
domestic quantity produced.

E.
world price.

C.
quantity imported.
___
2.
The difference between a tariff and a quota is that the tariff revenue goes to the:

A.
domestic consumer.


D.
firms selling the foreign imports.

B.
domestic producer.


E.
foreign government.

C.
domestic government.
___
3.
The buyer will pay the entire excise tax levied on a good when the demand for the good is ____ or when the supply of the good is ____.

A.
perfectly elastic; perfectly inelastic

D.
perfectly inelastic; perfectly elastic

B.
perfectly elastic; perfectly elastic

E.
unitary elastic; unitary elastic

C.
perfectly inelastic; perfectly inelastic
___
4.
If marginal cost increases when output increases, then:

A.
marginal product must decrease when output increases.
D.
average variable cost must increase when output increases.

B.
average fixed cost is constant.






E.
average total cost must decrease when output increases.

C.
total cost must be increasing at a decreasing rate.
     
5.
Assume rent is a fixed cost in the short run.  If the landlord increases rent, then:

A.
the ATC and AFC curves shift down; but, the AVC and MC curves do not shift.

B.
the ATC, AVC, MC and AFC curves all shift up.

C.
the ATC, AVC and MC curves shift up; but, the AFC curve does not shift.

D.
the ATC, MC and AFC curves shift up; but, the AVC does not shift.

E.
the ATC and AFC curves shift up; but, the AVC and MC curves do not shift.
     
6.

If the average product of labor is increasing, then:

A.
the marginal product of labor must be increasing.

B.
the marginal product of labor must be decreasing.

C.
the marginal product of labor must be greater than the average product of labor.

D.
the marginal product of labor must be less than the average product of labor.

E.
the average variable cost is also increasing.
     
7.

A firm’s long-run average cost curve shows the ____ average cost at which it is possible to produce each output when the firm has had ____ time to change both its labor force and its plant size.

A.
highest; sufficient


D.
highest; insufficient









B.
lowest; sufficient


E.
mean level of; sufficient

C.
lowest; insufficient
___
8.
Diseconomies of scale can occur as a result of which of the following?


A.
Greater specialization of labor and capital as the firm increases its plant size.

B.
The fall in input prices and the better use of byproducts that occurs as the firm increases its plant size.

C.
The law of diminishing marginal returns as increases in the labor force are not matched by increases in plant size.

D.
Management difficulties and the loss of control as the firm increases its plant size.

E.
Both A and B.
___
9.
In general, both a perfectly competitive firm and a pure monopoly will maximize profits by producing that output where:


A.
P = MC.

B.
MR = MC.

C.
P = ATC.
D.
P = AVC.
E.
ATC is minimized.
___
10.
Which of the following statements is (are) true?

A.
If a monopoly has elastic demand, its marginal revenue is negative.

B.
If a monopoly has inelastic demand, its marginal revenue is positive.


C.
A monopolist will maximize revenue by producing that output where MR = 0.


D.
All of the above statements are true.


E.
None of the above statements are true.

___
11.
Figure 1 shows the market demand curve for a pure monopolist.  According to Figure 1, the marginal revenue of the sixth unit of output:

A.
is -$1.
B.
is $1.
C.
is $24.
D.
is $25.
E.
cannot be determined from the information given.
___
12.
In Figure 2, the perfectly competitive firm will break even in the short run if the product price is:


A.
P1.

B.
P2.

C.
P3.

D.
P4.
___
13.
In Figure 2, the perfectly competitive firm will realize an economic profit in the short run if the product price is:


A.
P1.

B.
P2.

C.
P3.

D.
P4.

___
14.
In Figure 2, the perfectly competitive firm will produce at a loss in the short run if the product price is:


A.
P1.

B.
P2.

C.
P3.

D.
P4.

___
15.
In Figure 2, the perfectly competitive firm will shut down in the short run at any price less than:


A.
P1.

B.
P2.

C.
P3.

D.
P4.
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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.
Figure 3 shows a short-run total cost curve.  Explain why the average total cost of producing Q1 units is greater than the average total cost of producing Q2 units.  Assume line 0B is tangent to the total cost curve at point B.  Explain why ATC = MC at output Q2.  (10 points) 


Figure 3
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2.
Illustrate how the long-run average cost curve is constructed.  Identify which plant sizes would be used under capacity, which plant sizes would be used over capacity and explain why.  Indentify which plant is the optimal-sized plant and explain why.  Indicate those plant sizes experiencing economies of scale and those plant sizes experiencing diseconomies of scale.  (15 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 the cost curves of the typical firm - - illustrate and explain what happens in the short run and in the long run if demand increases.  Specifically mention what happens to the market price, the market output, the output of the typical firm and the profits of the typical firm, both in the short and long run.  (20 points)

4.
Table 1 shows the domestic demand and supply of cheese of a small country that cannot affect the world price.  Answer the following questions using Table 1.  Show your calculations for partial credit.  (10 points)
	Table 1

	Price per pound of cheese
	Quantity Supplied
	Quantity Demanded

	$21
	120,000
	60,000

	18
	100,000
	100,000

	15
	80,000
	140,000

	12
	60,000
	180,000

	9
	40,000
	220,000


A.
Assume the country is opened to foreign trade and the world price is $12 per pound.  What would be the market price in the country, the output bought by consumers, the output produced by domestic firms, and the total revenue earned by firms selling domestic cheese and the total revenue of firms selling foreign cheese?  (5 points)
B.
Assume the country is still open to foreign trade, the world price remains at $12 per pound; but, the country’s government now imposes an import quota of 60,000 pounds of cheese.  Given the quota, what is the domestic price of cheese in the country, the output bought by domestic consumers, the output sold by domestic firms and the total revenue of firms selling domestic cheese and the total revenue of firms selling foreign cheese?  (5 points)
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