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2nd In-Class Exam - - Chapters 4, 18, 7, 8
Part I.  Multiple Choice (3 points each).  For each of the following questions, indicate the best answer in the space provided.
___
1.
Suppose the demand for French bread increases.  What will happen to producer surplus in the French bread market?

A.
It increases.

C.
It is unaffected by this change in market forces.


B.
It decreases.

D.
It decreases briefly, then increases.

Figure 1
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Figure 1 shows a profit-maximizing competitive firm in the short run.

___
2.
According to Figure 1, if the short-run price is equal to P1, the firm would:


A.
produce Q1 units.


C.
produce Q5 units.




B.
produce Q3 units.


D.
 would shut down and produce zero units.

___
3.
Refer to Figure 1.  In the short run, if the market price is P4, the firm would:


A.
produce Q4 units.


D.
earn only normal profits.




B.
produce Q5 units.


E.
Both B and D.


C.
produce Q6 units.

___
4.
Refer to Figure 1.  In the short run, if the market price is P3, the firm would:


A.
incur a loss equal to the absolute value of fixed cost.

B.
incur a loss that is greater than fixed cost in absolute value.


C.
incur a loss that is less than fixed cost in absolute value.


D.
break even.


E.
earn more than the minimum profits needed to attract and keep firms.

___
5.
Refer to Figure 1.  Identify the short-run supply curve for the competitive firm.


A.
It is the entire MC curve.









B.
It is the portion of the MC curve above point b.


C.
It is the portion of the MC curve above point d.


D.
It is the portion of the MC curve between points b and d, plus the portion of the ATC to the right of point d.


E.
It is the portion of the AVC to the right of point b.

___
6.
In a perfectly competitive industry:


A.
the short-run industry supply curve is positively sloped because the firms’ short-run supply curves are positively sloped.


B.
the long-run industry supply curve is always positively sloped because its short-run supply curves are also positively sloped.


C.
a typical firm will earn economic profits at any point on its long-run industry supply curve.









D.
the long-run industry supply curve will be downward sloping if input prices increase as firms exit the industry.


E.
Both A and D.

___
7.
The long-run average cost curve:


A.
is U-shaped because of the law of diminishing marginal returns.


B.
connects the minimum points of the short-run average total cost curves associated with each different plant size.


C.
connects the minimum points of the short-run marginal cost curves associated with each different plant size.






D.
identifies the plant size that minimizes the cost of producing each output.


E.
is downward sloping if the firm experiences diseconomies of scale.

___
8.
If marginal product is positive but falling:


A.
average product must be falling.




D.
output is increasing at an increasing rate.

B.
output is falling.








E.
marginal cost is falling.

C.
output is increasing at a decreasing rate.

___
9.
If average variable cost is falling:

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


D.
Both A and C.

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



E.
Both B and C.

C.
average product must be rising.

___
10.
Suppose a firm’s variable cost curve is a positively-sloped, straight line that cuts the origin.  In this case, the firm’s marginal cost curve:

A.
is U-shaped because of diminishing returns.

D.
is a straight line with a negative slope.

B.
is a horizontal line.






E.
is U-shaped because of economies and diseconomies of scale.

C.
is a straight line with a positive slope.

___
11.
Which of the following does not explain why a firm will experience economies of scale as it increases its plant size in the long run?

A.
As a firm increases its plant size, it can use more sophisticated technology in production.

B.
As a firm increases its plant size, labor and management can specialize even further in their tasks.

C.
As a firm increases its plant size, the quality of information deteriorates and the firm encounters the inherent difficulties in managing and coordinating a larger-scale business

D.
As a firm increases its plant size and expands its production, the firm can purchase inputs at a lower per unit cost.


E.
As a firm increases its plant size, it can use its byproducts more effectively and reduce cost per unit.

___
12.
Which of the following will happen if a firm’s fire insurance premium decrease?

A.
A change in insurance premiums doesn’t affect any of the cost curves and the ATC, AVC, AFC, and MC don’t shift.


B.
The ATC, AFC and MC curves will all shift downward, but the AVC curve is not affected.

C.
The ATC, AVC, and MC will all shift downward, but the AFC curve is not affected.





D.
The ATC and AFC curves shift downward, but the MC and the AVC curves are not affected.





E.
The ATC and AFC curves shift upwards, but the MC and AVC curves are not affected.




Figure 2 shows the U.S. demand and supply for leather footwear.
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___
13.
Referring to Figure 2, when the U.S. is closed to trade, the equilibrium price is _____, consumer surplus is _____, and producer surplus is _____.

A.
$30; area R; area S + T + V + W + X
D.
$30; area R; area S + V


B.
$24; area R + S; area V



E.
$24; area R + S + T + U; area V


C.
$30; area R + S + V; area T + W + X

___
14.
Referring to Figure 2, when the U.S. is open to free trade, the equilibrium price is _____, consumer surplus is _____, and producer surplus is _____.

A.
$30; area R; area S + T + V + W + X
D.
$30; area R; area S + V


B.
$24; area R + S; area V



E.
$24; area R + S + T + U; area V


C.
$30; area R + S + V; area T + W + X

___
15.
Refer to Figure 2.  Assume the U.S. was initially closed to trade.  If the U.S. is opened to free trade, the gains from trade equal:

A.
area R + S + T + U + V.

B.
area T + U + X + Y.

C.
area T + U.

D.
- area S.

E.
area S + T + U.

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.
Sketch the marginal product and average product curve.  Label each axis.  Label the point where diminishing marginal returns sets in as point A.  Label the point where output is maximized as point B.  In one sentence, explain when a profit-maximizing firm stops hiring labor.  (10 points)

2.
Answer the following questions about the firm’s short-run and long-run average costs.  (10 points)
Figure 3

[image: image3.jpg]Cost per unit

$10

© 2N WE R ND D

ATC

| AvC

1

2 3 4 56 67 8 9 10
Quantity (in 1,0008)




A.
 Referring to Figure 3, what is the total cost of producing 3,000 units?  What is the variable cost of producing 3,000 units?  What is the firm’s fixed cost?  (6 points)
B.
Sketch the long-run average cost curve and identify the optimal-sized plant.  (4 points)
3.
Assume a perfectly competitive, increasing-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.  (10 points)
4.
Assume a small country takes the world price as given and imports a good.  Assume the government imposes a tariff on imports of the good.  Illustrate and explain how the tariff affects consumer surplus and producer surplus.  Identify the area of government revenue and the deadweight loss associated with the tariff.  (13 points)
5.
Answer the following questions referring to Figure 4 which shows a competitive firm in short-run equilibrium.  (12 points)
Figure 4
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A.
Explain why the firm’s marginal revenue curve is horizontal.  (4 points)
B.
Given price 0b, explain why the loss-minimizing firm will produce output og in the short run.  What is the loss if the firm produces 0g?  What is the loss if the firm shuts down?  What will firms do in the long run?  What will happen to the market price in the long run?  (8 points)
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