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2nd In-Class Exam - - Chapters 5 – 7

Part I.  Multiple Choice (3 points each).  Indicate the best answer for each question in the space provided.

___
1.
The marginal revenue for a monopoly will be positive whenever:


A.
demand is inelastic.





B.
demand is unitary elastic.




C.
demand is elastic.


D.
the firm is maximizing total revenue.


E.
the firm is producing at the midpoint of its demand curve.
___
2.
Which of the following statements about a monopoly is false?

A.
To sell more output, a monopoly must lower price.


B.
The demand curve facing a monopolist is the downward-sloping market demand curve.


C.
Because of easy entry and exit of firms, in the long run a monopoly will only earn normal profits.


D.
Patents and government licenses are barriers to entry.


E.
A pure monopoly is a single firm with market power selling a product with no close substitutes.

___
3.
Suppose a perfectly competitive, decreasing-cost industry is in long-run equilibrium.  If there is a decrease in demand, at the new long-run equilibrium:


A.
the industry price will be lower and the industry output will be lower.


B.
the industry price will be higher and the industry output will be higher.


C.
the industry price will be lower and the industry output will be greater.


D.
the industry price will be higher and the industry output will be lower.


E.
the industry output will be lower, but the industry price is the same as the initial market price.

___
4.
The competitive firm’s short-run supply curve is:

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



B.
the portion of the MC curve above the AVC curve.



C.
the potion of the MC curve above the ATC curve.


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

E.
perfectly elastic at the market price.
___
5.
In the short run, a profit-maximizing (or loss-minimizing) perfectly competitive firm will produce that output where P = MC except:

A.
when it is suffering a loss and P > AVC.



B.
when it is earning economic profits.




C.
when it is earning normal profits.


D.
when it is suffering a loss and P < AVC.


E.
In the short run, the firm will always produce that output where P = MC.

___
6.
Assume a perfectly competitive, increasing-cost industry is in long-run equilibrium.  Given a decrease in market demand, which of the following will happen the short run?

A.
Firms will exit the industry, input prices fall and the MC and the ATC curve of the typical firm shifts down.


B.
The market price decreases, the market output decreases, and the typical firm incurs a loss.


C.
The market price increases, the market output increases, and the typical firm earns an economic profit.


D.
The market price decreases, the market output increases, and the typical firm earns an economic profit.

E.
The market price increases, the market output decreases, and the typical firm incurs a loss.

___
7.
Assume a perfectly competitive, increasing-cost industry was initially in long-run equilibrium, but market demand decreased and the industry moved to its new short-run equilibrium.  Which of the following would happen in the further process of adjusting to the new long-run equilibrium?

A.
Firms exit the industry and the short-run market supply curve shifts to the left.



B.
Firms enter the industry and the short-run market supply curve shifts to the right.



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

D.
Both A and C.


E.
Both B and C.
___
8.
Diseconomies of scale is reflected in:

A.
the upward-sloping section of the short-run average total cost curve.


B.
the upward-sloping section of the long-run average cost curve.


C.
the upward-sloping section of the short-run marginal cost curve.


D.
the downward-sloping section of the marginal product curve.


E.
Both C and D.
___
9.
Which of the following statements is true?

A.
The long-run average cost curve is U-shaped because of the law of diminishing marginal returns.

B.
Diseconomies of scale can be attributed to the increase in labor, managerial, and capital specialization as firms use larger plant sizes.


C.
Economies of scale can be attributed the deterioration of information and loss in control that occurs as firms use larger plant sizes.


D.
The long-run average cost curve is derived by connecting the minimum points of the short-run average total cost curves associated with different plant sizes.


E.
None of the above is true.

___
10.
If the price of a variable input falls, then:


A.
the ATC and AFC curves will shift down, but the AVC and MC curves are unaffected.


B.
the ATC, AFC, and MC curves all shift down, but the AVC curve is unaffected.


C.
all the short-run average cost curves - - ATC, AVC, AFC, and MC - - will shift down.


D.
the ATC, AVC, and MC curves all shift down, but the AFC curve is unaffected.


E.
the ATC and AFC curves will shift up, but the AVC and MC curves are unaffected.
___
11.
The vertical distance between the ATC and AVC curve equals:

A.
fixed cost which remains constant as output increases.


B.
fixed cost which decreases as output increases.




C.
average fixed cost which decreases as output increases.


D.
average fixed cost which remains constant as output increases.


E.
marginal cost which remains constant as output increases.
___
12.
If average variable cost is increasing, then:


A.
average total cost must be increasing.






B.
marginal cost must be less than average variable cost.



C.
marginal cost must be less than average total cost.


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


E.
the average product of the variable input must be rising.

___
13.
A perfectly competitive firm will maximize profits in the short run by producing that output where:

A.
the slope of the firm’s total revenue curve is equal to the slope of the firm’s total cost curve.


B.
marginal revenue is equal to marginal cost.


C.
price is equal to marginal cost.


D.
the firm’s total revenue curve lies above the total cost curve and the distance between the two curves is as large as possible.


E.
All of the above are true.

___
14.
A firm will maximize its output by producing that output where:

A.
average product equals to marginal product.


B.
marginal product is maximized.

C.
average product is maximized.


D.
marginal product is equal to zero.


E.
the firm’s production function has an inflection point.
___
15.
When marginal product is increasing:

A.
average product must be falling.





B.
average variable cost must be increasing.



C.
output is increasing at a decreasing rate.


D.
marginal cost is increasing.

E.
marginal cost is decreasing.
Part II.  Short Answer Questions.  Give a concise, but complete answer for each of the following questions.  When appropriate, use math, graphs, and equations to help you explain your answers.
1.
Table 1 below shows a short-run production function where labor is the variable input and capital is the fixed input.   (8 points)
A.
Compute the values of marginal product and average product and enter them in the table.  (4 points)
	Table 1: Short-Run Production Function

	Labor
	0
	1
	2
	3
	4
	5
	6
	7
	8

	Output
	0
	40
	100
	165
	200
	225
	240
	245
	240

	Average Product


	- - - - - - -
	
	
	
	
	
	
	
	

	Marginal  Product


	- - - - - - -
	
	
	
	
	
	
	
	


B.
Define the law of diminishing marginal returns.  (3 points)
C.
Referring to Table 1, at what output does diminishing returns set in (if ever)?  (1 points)
2.
Using a graph showing both the firm’s long-run average cost curve and its short-run average cost curves, explain how a firm exhibiting economies of scale minimizes the long-run cost of producing a given output while using its plant under capacity.  (10 points)
3.
Using a graph showing the monopolist’s demand curve and rectangles showing areas of total revenue, prove that if the monopolist increases output by one unit, then marginal revenue will be less than price. (10 points)
4.
Assume a perfectly competitive, constant-cost industry is initially in long-run equilibrium.  Using two graphs, one showing market demand and supply and the other showing the short-run average cost curves of the typical firm, illustrate and describe how one derives the long-run industry supply curve.  (10 points)
5.
Table 2 shows the short-run average cost of a typical firm in a competitive industry.  Answer the following questions using Table 2.  (17 points)
	Table 1: Typical Firm’s Short-Run Average Costs

	Q
	AFC
	AVC
	ATC
	MC

	1
	$600
	$200
	$800
	$200

	2
	300
	150
	450
	100

	3
	200
	140
	340
	120

	4
	150
	145
	295
	160

	5
	120
	160
	280
	220

	6
	100
	180
	280
	280

	7
	86
	205
	291
	360

	8
	76
	232
	314
	460

	9
	66
	276
	342
	580

	10
	60
	320
	380
	720


A.
Fixed costs equal __________ .

B.
Assume the market price is $600 per unit.
i.
Short-run  profit-maximizing (or loss-minimizing) output = __________ .

ii.
The profits or loss of the typical firm equals 
_______________ .

iii.
In the long run, firms will _______________ .

iv.
In the long-run, market price will __________ .

C.
Assume the market price is $280 per unit.

i.
Short-run  profit-maximizing (or loss- minimizing) output = __________ .

ii.
The profits or loss of the typical firm equals _______________ .

iii.
In the long run, firms will _______________ .

iv.
In the long-run, market price will __________ .

D.
Assume the market price is $250 per unit.

i.
Short-run  profit-maximizing (or loss- minimizing) output = __________ .

ii.
The profits or loss of the typical firm equals 
_______________ .

iii.
In the long run, firms will _______________ .

iv.
In the long-run, market price will __________ .

E.
Assume the market price is $120 per unit.

i.
Short-run  profit-maximizing (or loss-minimizing) output = __________ .

ii.
The profits or loss of the typical firm equals _______________ .

iii.
In the long run, firms will _______________ .

iv.
In the long-run, market price will __________ .
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