SL 151





Name __________________________________________ CM _______

Bremmer I




July 7, 2009
3rd In-Class Exam - - Chapters 8-9, 11-14
Part I.  Multiple Choice (3 points each).  For each of the following questions, indicate the best answer in the space provided.
___
1.
Refer to Figure 1 which shows a typical perfectly competitive firm in short-run equilibrium.  Suppose the current market price is P1 and the firm is currently producing its profit-maximizing (or loss-minimizing) quantity.  In the long run:
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A.
there will be fewer firms in the industry and total industry output decreases.









B.
there will be more firms in the industry and total industry output increases.


C.
there will be fewer firms in the industry but total industry output increases.


D.
there will be more firms in the industry and total industry output decreases.


E.
there will be fewer firms in the industry and total industry output remains constant.

___
2.
Refer to Figure 1.  Suppose the current price is P1 and the firm is currently producing its profit-maximizing (or loss-minimizing) level of output.  If the firm represented in Figure 1 continues to stay in business, in long-run equilibrium:


A.
it will reduce its output to Q0 and face a price of P0.









B.
it will continue to produce Q1 but faces a higher price of P2.


C.
it will expand its output to Q2 and face a price of P2.

D.
it will expand its output to Q3 and continue to face a price of P1.

E.
it will expand its output to Q1 and continue to face a price of P1.
___
3.
Assume a perfectly-competitive, constant-cost industry is in short-run equilibrium.  The industry produces 3,000 units of a good at a total cost of $36,000 and the prevailing market price is $15.  Based on this data what will happen to the industry in the long run?


A.
The number of firms will increase, market output increases and the market price increases.


B.
The number of firms will decrease, market output decreases and the market price decreases.


C.
The number of firms will increase, market output increases and the market price decreases.


D.
The number of firms will decrease, market output decreases and market price increases.

E.
The number of firms will increase, market output increases but the market price will not change.
___
4.
Assume a perfectly-competitive industry is in long-run equilibrium.  If an increase in demand results in a higher long-run equilibrium price, then:


A.
the industry is a decreasing-cost industry.

D.
input costs decreased as firms entered the industry.


B.
the industry is an increasing-cost industry.

E.
Both A and D.


C.
the industry is a constant-cost industry.

___
5.
Assume a perfectly-competitive, decreasing-cost industry is in long-run equilibrium.  If there is an increase in demand, then:


A.
the long-run equilibrium price will be lower than the original long-run equilibrium price.


B.
the long-run equilibrium market output will decline.


C.
firms will leave the industry in the long run.


D.
the new long-run equilibrium price will be higher than the original long-run equilibrium price.

E.
the new long-run equilibrium price will be equal to the original long-run equilibrium price.

___
6.
Assume a perfectly competitive, constant-cost industry in long-run equilibrium becomes monopolized.  Given the same cost conditions, compared to perfect competition the consumer surplus in a monopoly:

A.
is eliminated.


B.
is higher because the monopoly price is lower and the monopoly output is greater.

C.
is higher because the monopoly price is higher and the monopoly output is the same.


D.
is lower because the monopoly price is higher and the monopoly output is lower.


E.
is unchanged because the monopoly price and output are the same.

___
7.
When a monopoly has elastic demand, marginal revenue:

A.
may be either positive or negative.

C.
is positive.

E.
is zero.

B.
 is represented by a horizontal line.

D.
is negative.

___
8.
Refer to the monopolist depicted in Figure 2.  Based on the information in Figure 2, which of the following statements is true?
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A.
If regulators forced this monopoly to charge to the socially optimal price, it would earn economic profits.

B.
If the monopoly wanted to maximize profits, it would produce 600 units and charge a price of $13 per unit.


C.
If the monopoly produced the profit-maximizing price and charged the profit-maximizing price its economic profits would equal $4.50.


D.
The monopoly would earn normal profits if it produced 800 units and set its price equal to $27 a unit.


E.
If the monopoly produced its profit-maximizing output, it would achieve both allocative and productive efficiency.

___9.
In calculating GDP, an example of investment spending would be:


A.
Citicorp buys 100 shares of AT&T stock.


B.
KBR, an American engineering and construction company buys a used Caterpillar industrial loader that is five years old.


C.
An engineering and construction firm in Brazil buys a brand new Caterpillar industrial loader that was made in Illinois.


D.
The purchase of a new house in Chicago by an American household.


E.
The purchase of a personal computer by a American household living in St. Louis.

___
10.
Suppose that nominal GDP in 2005 was less than real GDP in 2005.  Given this information, we know for certain that:


A.
real GFP in 2005 was greater than real GDP in the base year.


B.
real GDP in 2005 was less than real GDP in the base year.


C.
the price level in 2005 was less than the price level in the base year.


D.
the price level in 2005 was greater than the price level in the base year.


E.
No conclusions can be made until one knows the value of the GDP price deflator in 2005.

___
11.
Which change in the price index shows the greatest rate of inflation: 100 to 110, 150 to 165, or 180 to 198?


A.
100 to 110

C.
180 to 198

B.
150 to 165

D.
All of these changes show the same rate of inflation.

___
12.
Holding everything else constant, which of the following would cause a decrease in consumption?

A.
A decrease in taxes.





D.
A fall in both stock and bond prices.

B.
A decrease in the nominal interest rate.

E.
An increase in consumer confidence.

C.
A decrease in the price level.

___
13.
Holding everything else constant, which of the following would cause an increase in investment?

A.
An increase in the taxes imposed on corporations
.


B.
An increase in excess capacity.







C.
An increase in the nominal interest rate.


D.
An increase in the price of capital.

E.
A period of rising real GDP.
___
14.
According to the loanable funds approach, which of the following would cause an increase in the nominal interest rate?

A.
A recession.












D.
An increase in the price level.


B.
A decrease in expected inflation.







E.
A decrease in the riskiness of bonds.


C.
The federal government has several years of a budget surplus.

___
15.
If the federal government implements successful programs so that the unemployed are more quickly matched with jobs, then:

A.
the natural rate of unemployment will increase.




B.
the natural rate of unemployment will decrease.








C.
the natural rate of unemployment will not change.


D.
both frictional and structural unemployment will increase.


E.
Both A and D.

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.
Table 1 shows the short-run cost curves for a typical firm in a perfectly competitive industry.  Answer the following questions on the basis of Table 1.  (16 points)
	Table 1

	Output
	AVC
	ATC
	MC

	1
	$200
	$800
	$200

	2
	150
	450
	100

	3
	140
	340
	120

	4
	145
	295
	160

	5
	160
	280
	220

	6
	180
	280
	280

	7
	205
	291
	360

	8
	232
	314
	460

	9
	276
	342
	580

	10
	320
	380
	720


A.
Assume the current price is $600.  How much output would the profit-maximizing (or loss-minimizing) firm produce at this price?  What would be its profit or loss?  What would happen to the number of firms in the industry and the market price in the long run? (4 points)
B.
Assume the current price is $280.  How much output would the profit-maximizing (or loss-minimizing) firm produce at this price?  What would be its profit or loss?  What would happen to the number of firms in the industry and the market price in the long run? (4 points)
C.
Assume the current price is $180.  How much output would the profit-maximizing (or loss-minimizing) firm produce at this price?  What would be its profit or loss?  What would happen to the number of firms in the industry and the market price in the long run? (4 points)
D.
Assume the current price is $120.  How much output would the profit-maximizing (or loss-minimizing) firm produce at this price?  What would be its profit or loss?  What would happen to the number of firms in the industry and the market price in the long run? (4 points)
2.
Assume a perfectly competitive, increasing cost industry is in long-run equilibrium.  Using two diagrams, one showing the market demand and supply curves and the other showing the short-run average cost curves of the typical firm, illustrate and describe the short-run and long-run effects of a decrease in demand.  (10 points)
3.
Assume a profit-maximizing monopoly is currently earning economic profits.  Illustrate and explain how a decrease in fixed costs affects the firm’s profit-maximizing price and output.  (10 points)
4.
Using a diagram showing the demand and supply of loanable funds, compare and contrast how either an increase in government spending or an increase in the money supply affects the equilibrium interest rate and the equilibrium quantity of loanable funds.  What should happen to consumption and investment in either case?  (10 points) 
5.
Suppose a person who is currently considered as unemployed becomes discouraged and stops looking for a job.  What happens to the unemployment rate, the labor force and the labor force participation rate?  Explain.  (5 points)
6.
Describe the Fisher Effect.  What is the true cost of borrowing and the true return from lending?  (4 points)
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