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January 20, 2006
2nd In-Class Exam - - Chapters 9 - 11
Part I.  Multiple Choice (3 points each).  For each of the following questions, indicate the best answer in the space provided.
___
1.
A monopolist maximizes its total revenue by producing that output where:


A.
marginal revenue equals marginal cost.

C.
marginal revenue is zero.

B.
marginal revenue is positive.



D.
marginal revenue is negative.

___
2.
In equilibrium, which of the following conditions will exist in both pure competition and monopoly?


A.
P = MC = ATC

B.
MR = ATC

C.
MR = MC

D.
P = MC

___
3.
If a profit-maximizing monopoly’s marginal costs decrease, it will:


A.
decrease price and decrease output.

C.
increase price and decrease output.

B.
decrease price and increase output.

D.
increase price and increase output.
___
4.
If all costs are fixed in the short run, a monopolist:


A.
maximizes profits where demand is unitary elastic.

C.
maximizes profits where demand is elastic.

B.
maximizes profits where demand is inelastic.


D.
cannot maximize profits.

___
5.
When price is greater than marginal cost, a purely competitive firm will:


A.
decrease price.

B.
decrease output.

C.
increase price.

D.
increase output.

___
6.
A perfectly competitive firm’s short-run supply curve is:

A.
the portion of the marginal cost curve above the average total cost curve.


B.
the portion of the marginal cost curve above the average variable cost curve.


C.
the portion of the marginal cost curve with a positive slope.


D.
the portion of the average total cost curve that is upward sloping.

___
7.
A firm should produce in the short run as long as:

A.
it earns a positive economic profit.

C.
price exceeds average fixed cost.

B.
economic profits are not negative.

D.
price exceeds average variable cost.
___
8.
In a decreasing-cost, perfectly competitive industry, when demand decreases what is the effect on long-run equilibrium price and quantity?


A.
Both price and quantity will decrease.


C.
Price increases and quantity decreases.

B.
Price does not change and quantity decreases.
D.
Price decreases and quantity increases.

___
9.
If the long-run supply curve of a perfectly competitive industry is upward sloping, this means:

A.
input prices remain constant as firms exit the industry.
C.
input prices increase as firms exit the industry.

B.
input prices decrease as firms exit the industry.


D.
input prices decrease as firms enter the industry.

___
10.
Assume a perfectly competitive industry is initially in long-run equilibrium.  If demand increases, which of he following will not happen in the short run?


A.
Both the market price and the market output will increase.







D.
All of the above.

B.
The output of the typical firm increases and the typical firm earns economic profits.

E.
Only A and B.


C.
The short-run market supply curve shifts to the right.

___
11.
Assume a perfectly competitive industry was initially in long-run equilibrium, demand increased and the industry moved to its new short-run equilibrium.  Which of the following describes what happens as the industry moves to its new long-run equilibrium?

A.
Firms would exit the industry and the short-run industry supply curve would shift to the left.


B.
The market demand curve would shift in back to its original position.


C.
The market price will decrease and market output will increase.


D.
The profits of the typical firm increases.


E.
None of the above describes the industry’s adjustment to its new long-run equilibrium.
___
12.
In the long-run, if firm experiences economies of scale:
A.
the current plant size is larger than the optimal-sized plant.

B.
the firm can decrease long-run average cost by decreasing its plant size and producing less output.

C.
it is using its current plant size under capacity.

D.
it is using its current plant size over capacity.

E.
Both A and D.

___
13.
A U-shaped long-run average cost curve reflects:


A.
economies and diseconomies of scale.

C.
the presence of fixed costs.

B.
the law of diminishing marginal returns.

D.
the absence of economic profits.

___
14.
Which of the following statements is not true?


A.
The MC curve cuts both the ATC and the AVC at their minimum points.

B.
When MP is increasing, MC is decreasing.


C.
The vertical distance between the ATC and the AVC is equal to AFC which decreases as output increases.


D.
When average product is at its maximum, ATC is at its minimum.


E.
At any output, marginal cost is equal to the slope of the variable cost curve.

___
15.
If average variable cost is rising, then:

A.
average total cost must be rising.


B.
average total cost must be falling.


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


D.
average fixed cost must also be rising.


E.
None of the above.

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.  Label all the axes of your graphs.  If you require more space, right on the back of each page, indicating that you have done so.

1.
Define what is meant by economies of scale.  List three items mentioned in class that causes economies of scale.  No graphs are necessary.  (5 points)
2.
What does an increase in the price of a variable input do to the short-run ATC, AVC, AFC, and MC curves?  What does an increase in insurance premiums do to the short-run ATC, AVC, AFC, and MC curves.  Just list the shifts, no graphs or further explanation is necessary.  (8 points)
3.
Table 1 shows the short-run average cost of a typical firm in a competitive industry.  Assume the typical firm either maximizes profits or minimizes losses in the short run.  Answer the following questions using Table 1.  (12 points)
	Table 1: Typical Firm’s Short-Run Average Costs

	Q
	ATC
	AFC
	MC

	1
	$135.00
	$84.00
	$51.00

	2
	86.00
	42.00
	37.00

	3
	67.00
	28.00
	29.00

	4
	57.00
	21.00
	27.00

	5
	52.00
	16.80
	32.00

	6
	50.00
	14.00
	40.00

	7
	51.00
	12.00
	57.00

	8
	55.00
	10.50
	83.00


A.
AVC of 6 units = ___________ .

B.
In the long run, if new firms enter the industry, then the market price will __________ .

C.
Assume the market price is $34 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 _______________ .

D.
Assume the market price is $47 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 _______________ .

E.
Assume the market price is $65 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 _______________ .

F.
Diminishing returns initially sets in when Q = ____ .

4.
Suppose an increasing-cost, perfectly competitive industry is initially in long-run equilibrium.  Using two graphs, one showing the market demand and supply curves and the other showing the short-run average cost curves of a typical firm, illustrate and describe the short-run and long-run effects of a decrease in demand.  Use your graph to identify the long-run supply curve for this perfectly competitive, increasing cost industry.  (15 points)
5.
Figure 1 shows the market demand curve for a pure monopolist.  The graph also shows the ATC and MC curves of the monopolist where it is assumed that TC = cQ (ATC1 = TC/Q= cQ/Q=c and MC1 = ∂TC/∂Q=∂cQ/∂Q=c).  (15 points)
A.

Using Figure 1, show how the monopolist’s profit-maximizing price (P*) and profit-maximizing output (Q*) are determined.   Label both P* and Q* and indicate the area of economic profits.  (10 points)
B.
Using Figure 1, illustrate and explain what would happen to the monopolist’s profit-maximizing price and output if the government makes the monopolist pay a $1 per unit excise tax.  (5 points)




Figure 1
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