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. Atechnological change in the waymm

. Suppose there is a permanent shift

. Which of the following is true of economies of scale?

They imply that a given percentage increase in all inputs results in a smaller percentage increase in
output.

They imply a decrease in average cost as output increases.

Economies of scale are never technological in nature

They do not actually exist in practice.

Most empirical studies show that firms’ cost curves
are U-shaped.

slope down to the right.

slope up to the right.

slope down to the right and then level off.

. Because public goods are characterized by being collectively consumed,

the government cannot produce them.

they areillegal.

they are very expensive, thus the private sector cannot provide them.

the private sector may not provide them because they cannot exclude those who do not pay.

Your next-door neighbor has a beautiful rose garden. But you are allergic to roses and cannot use your
yarduamdmemwmmmmmmrmmummmmkmmﬁ
a public good. 2

a good that imposes an external cost.

a good that provides an external benefit.
a Pareto good

affectonlythemarketsforinpuuuudb_
affect only the way cars are produced.
have no effect on consumers.

affectinputandoutputmarhztslnﬂn

chips. The most likely result
in the short run is economic losses
in the long run is a fall in the sup

inmuhortrunhnmelnﬂm
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1. Which is an assumption of the perfect competition model?

(a) Firms produce heterogeneous products.

(b)  There are few firms, each large relative to the size of the market.
(c) Firms are price setters.

(d) There s free entry and exit.

2. Economic costs

(a) include both a normal rate of return on investment and the opportunity cost of each factor of
production.

(b) are equal to the direct costs of hiring all factors of production.

(c)  are the opportunity cost of each factor of production minus any interest charges paid on
borrowed funds.

(d) are equal to anything you want.

3. There are 100 dog kennels in Atlanta. An economist studying the pricing behavior of dog kennels
tells you that she is limiting her analysis to a time period that neither allows any new dog kennels to
enter the industry nor for any established dog kennels to leave the industry. The time period this
economist is referring to is

(a) the market period.

(b) the industry run.

(c) thelong run.

(d) the short run.

4. Inthelongrun,

(a) afirm can shut down, but it cannot exit the industry.

(b) there are no fixed factors of production.

(c) afirm can vary all inputs, but it cannot change the mix of inputs it uses.

5. The optimal method of production is the one that

(a) minimizes the normal rate of return.

(b) maximizes inputs.

(c) minimizes cost. < %
(d) maximizes output regardless of cost. g
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8. Atthe Pampered Pet Salon the marginal products of the first, second, and third workers are 38,
49, and 30 dogs washed, respectively. The total product of the three workers is

(a) 39.

(b) 37.

16 137

(d) 137.

9. Diminishing returns does NOT imply which of the following?
(a) the short run
(b) a fixed factor of production

(c) it becomes progressively more difficult to increase output as a firm approaches capacity output
(d) thelongrun

10. If diminishing marginal returns have already set in for The Picture Perfect Framing Store and the

marginal product of the sixth picture frame is 40, then the marginal product of the seventh picture
frame must be

(a) negative.

(b) zero.

(c) less than 40.
(d) greater than 40.

11. If the marginal product of labor is less than the average product of labor, then the
(a) marginal product must be increasing.

(b) average product must be decreasing.

(c) marginal product must be decreasing.

(d) bothbandc.
12. If the marginal product of labor equals the average pmdwt of labor, then the
(a) marginal product i still increasing. x

£ () mamajpmﬂuctlsmaﬁmhed Song et

e o) Mpmducﬂsmaxlmlled
~ (d) average product s still increasing.
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. The Lawn Ranger has total costs of $8,500 & total variable costs of $2,700. Total fixed costs are
$5,800.
$11,200.
$5,000.
indeterminate because the firm’s output level is not known.

. As output decreases, average fixed costs
fall.
initially fall and then increase.
remain constant.
increase.

. The costs that depend on output in the short run are
total fixed cost only.
total variable costs only.
total costs only.
both total variable costs and total costs.

. Which of the following is most likely to be vadableoostforaﬂrm?
The payroll taxes that are paid on
Thefrandnlser’sfeethahmh'
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. For Fred’s Dog Walking Service, the only variable input is labor. Fred’s labor costs are $550 a day and

his service walks thirty dogs per day. To walk thirty-one dogs per day, his labor costs increase to $557 a
day. The marginal cost of walking that thirty-first dog is

> A

$9.83.

$19.52.

indeterminate from the information given.

. If marginal cost is above average variable cost, then

average variable cost is increasing.
marginal cost must be decreasing.
average variable cost is constant.
average variable cost is decreasing.

. Which of the following statements is TRUE?

The AVC curve has a positive slope throughout.

The AVC cost curve intersects the MC curve at the minimum point of MC.
The MC curve intersects the AVC curve at the minimum point of AVC.
The AVC curve resembles an upside-down U.

If total costs are $3000 when 30 tents are produced, then the marginal cost of the 30" tent is
$0.01.

$10.

$100.

indeterminate since the total cost is not given for the 29™ tenth.
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If marginal revenue is greater than marginal cost, the profit-maximizing firm should
increase output.

do nothing since it is already maximizing profits.

decrease output.

exit the industry.

The profit-maximizing level for all firms, regardless of industry structure, is the output level where
TR=MC.

P=MC.

ATC=P.

MC = MR.

A firm in a perfectly competitive industry is producing 50 units, its profit-maximizing quantity. Industry
price is $5 and total fixed costs & total variable costs are $60 and $90, respectively. The firm’s profit is
$100.

$30.

$35.

$70.

Wheat is produced in a perfectly competitive market. Market demand for wheat increases. This will
cause the individual wheat farmer’s marginal revenue to and their profit maximizing level
of output to

increase; increase
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40. The phrase “sometimes profit maximization means loss minimization” is most appropriate for a firm in
a perfectly competitive industry that is producing where

(a) AVC<P<ATC.

(b) P>ATC.

(c) P=ATC.

(d) MR=MC<P.

41. A firm stands to gain by operating rather than by shutting down as long as
(a) price is sufficient to cover AFC.

(b) AFC is greater than AVC.

(c) price is sufficient to cover AVC.

(d) AVCis greater than MC.

42. A firm will shut down in the short run if
(a) itissuffering a loss.

(b) fixed costs exceed revenues.

(c) variable costs exceed revenues.

(d) total costs exceed revenues.

43. The shut-down point for a perfectly competitive firm is
(a) the lowest point on the ATC curve.

(b) the point at which a firm’s long-run supply curve ends.
(c) the lowest point on the AVC curve.

(d) the lowest point on the marginal cost curve.

44. The short-run supply curve of a competitive firm is
the portion of the average variable cost curve that lies above its mrgﬁu{e@: curve.

the portion of its marginal cost curve that lies
the portion of its marginal cost curve that lies

. A decrease in the number of firms will ¢
Nochangelntmmdmwwppiy;- /e





