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PROF. WILDE

1. The marginal revenue of a perfectly competitive firm is ______ the market price because the firm faces a _________ demand curve.

a) less than ; downward-sloping 

b) greater than; downward-sloping

c) equal to; downward-sloping

d) equal to; horizontal

e) less than; horizontal

2. In a perfectly competitive industry, because there are _________, the market price is determined by __________.

a) only a few firms; the largest firm

b) only a few buyers; the largest buyer

c) a lot of relatively small firms; the forces of demand and supply

d) a lot of buyers; the sellers

e) a lot of sellers; majority rule

3. A perfectly competitive firm will earn positive economic profits in its short run equilibrium if ___________ at its profit-maximizing output level. 

a) ATC>AVC

b) MR=MC

c) ATC>AFC

d) MC>ATC

e) MC>AVC

4. Let Figure A represent the short run situation of a typical perfectly competitive firm. When the market price is P2, the firm earns _______ economic profits shown by the area ________.

a) positive; CEHF

b) negative; AGEC

c) positive; AGHF

d) negative; CEHF

e) positive; AGKO

5. A perfectly competitive firm’s short run supply curve is:

a) the portion of its MC curve above the bottom on ATC

b) the portion of its AVC curve above the bottom of MC

c) the portion of its MC curve above the bottom of AVC

d) the portion of its ATC curve above the bottom of MC

e) the portion of its MC curve above the bottom of AFC

6. A perfectly competitive firm may decide to shut down in the short run. If this represents a profit-maximizing choice, it must mean that:

a) its total revenues have failed to cover its total costs

b) its total revenues have failed to cover its total variable costs

c) its total revenues have failed to cover its total fixed costs

d) its total costs are greater than its total variable costs

e) its total costs are greater than its total fixed costs

7. According to Figure A, in the short run that perfectly competitive firm will shut down if the market price is ________.

a) P1

b) P2

c) P3

d) both a and b

e) none of the above

8. Wilde has employed a consultant to study possible future expansion of the Wilde Bagel Cart (WBC). Her final report suggests that if WBC doubles all of its inputs, the number of bagels that could be produced would be tripled. In other words, the report predicts:

a) increasing returns to scale

b) increasing marginal returns to labor

c) increasing marginal returns to capital

d) increasing marginal costs

e) all of the above

9. A U-shaped Long Run Average Total Cost curve could be reflecting :

a) decreasing marginal returns to labor followed by increasing marginal returns to labor

b) increasing marginal returns to labor followed by decreasing marginal returns to labor

c) increasing returns to scale followed by decreasing returns to scale

d) decreasing returns to scale followed by increasing returns to scale

e) decreasing marginal returns to labor followed by increasing returns to scale

10. What makes LR (the long run) different from SR (the short run) in a perfectly competitive market? 

a) all inputs are variable in the LR, while some are fixed in the SR

b) firms can freely enter and exit in the LR, while they can neither enter or exit in the SR

c) all firms make zero economic profits in the LR, while firms may make positive or negative or zero economic profits in the SR

d) all of the above

e) only a and b 

11. Figure B shows the cost curves of a typical individual potato farmer and market demand and supply conditions in the perfectly competitive potato market. Suppose the equilibrium market price was $1 when the demand was D1. This would represent LR market equilibrium since:

a) individual firms would have MR equal to the market price

b) individual firms have set MR=MC

c) individual firms have set MC=ATC

d) individual firms would have zero economic profits

e) individual firms are producing at the bottom of their MC curves

12. If the market demand shifts from D1 to D2 in Figure B, 

a) the typical potato farmer will produce more potatoes in both the SR and the LR

b) the typical potato farmers will make more economic profits in both the SR and the LR

c) the number of potato farmers will increase in the LR but not the SR

d) the market price will be higher than $1 in both the SR and the LR

e) the market supply curve will shift to the left in the LR but not in the SR

13. Suppose the corn industry is perfectly competitive. If firms in the corn industry are making higher profits than firms in other industries/markets, what would you expect to happen to the corn market in the long run?

a) the market price of corn will decrease

b) the market supply curve of corn will shift to the left

c) the market demand curve for corn will shift to the left

d) the number of corn producers will decrease

e) both b and c

14. When a monopolist faces a downward-sloping demand curve, the associated marginal revenue curve will be:

a) above the demand curve with a flatter slope

b) parallel to the demand curve and above it

c) below the demand curve with a flatter slope

d) below the demand curve with a steeper slope

e) above the demand curve with a steeper slope

15. A monopolist maximizes profits by producing at a level of output where marginal revenue ______ marginal cost and price ________ marginal cost.

a) is greater than; is greater than

b) equals; equals

c) is less than; is less than

d) equals; is greater than

e) is greater than; equals

16. The main reason that natural monopolies exist is because of:

a) patents that allow for exclusive rights to a product over a period of time

b) large variable costs that create barriers to entry

c) economies of scale where a single firm can produce the entire output at a lower average total cost than a number of smaller firms could

d) legal restrictions that can prevent other firms from entering

e) technological expertise possessed by one firm but not by others

17. When a firm has constant marginal (and average variable) costs, its attempt to produce where price equals marginal cost will result in:

a) negative economic profits

b) rising average total costs

c) entry of new firms

d) patent approval

e) negative output

TABLE I

       Quantity 
           Price
      Total Cost
1

10

10

2

9

12

3

8

13

4

7

15

5

6

18

6

5

23

7

4

30

8

3

39

18. Given the information is Table I, we can observe that the total revenue that can be obtained from seven units of output is ________ and that the marginal revenue of the seventh unit is ____.

a) $30; $9

b) $28; -$2

c) $120; $7

d) $28; $2

e) $120; -$9

19. To achieve profit-maximization in the Table I situation, the monopolist would choose:

a) Q=4 and P=7

b) Q=4 and P=4

c) Q=1 and P=10

d) Q=5 and P=6

e) Q=3 and P=8

20. The economic profit level at the profit-maximizing output in Table I is:

a) zero

b) 28

c) 13

d) 1

e) none of the above

21. A cartel is:

a) a monopoly which sets up a set of dummy firms so that the government believes that there is really competition going on

b) an automobile dealership and a hotel operating on the same piece of property

c) a group of demanders who join together to achieve lower prices from suppliers

d) a group of suppliers who join together to act as a monopoly supplier

e) none of the above

22. If a cartel has accurately understood the marginal cost situations of its members, as shown in Figure D, it will realize that its attempt to maximize the profits of the group will result in:

a) a cartel output which is higher than it would have been if the members had perfectly competed

b) a cartel price which is higher than it would have been if the members had perfectly competed

c) a cartel output which is lower than it would have been if the members had perfectly competed

d) a cartel price which is lower than it would have been if the members had perfectly competed

e) both b and c

23. If Figure E represents the cost situation of a member of the Figure D cartel, this member could expect to be given an output quota of :

a) 50

b) 78

c) 99

d) 160

e) the same amount as every other member

24. Every cartel member that is following its assigned output quota gets the sense that an increase in its output might be profitable for itself when it observes:

a) P>ATC

b) P>MC

c) MC>ATC

d) MR=MC

e) MR=P

25. Self-interest on the part of a cartel member is likely to lead it to consider:

a) unilateral increases in the price of its product

b) attempts to sell additional output to other members’ customers

c) a decision to give away its extra production

d) increased advertising

e) leaving the industry

26. Which of the following characterize monopolistic competition?

a) many firms producing similar goods although some differences seem to exist among the various goods

b) many firms facing horizontal demand curves

c) many firms facing decreasing average total cost curves

d) a single firm which acts like a perfect competitor

e) a market in which only a few firms dominate the industry while the rest frantically compete

27. Typically a monopolistically competitive firm will advertise in order to:

a) lower costs

b) increase demand for its product

c) obtain higher profits

d) all of the above

e) both b and c

28. In monopolistic competition, we typically assume that advertising affects the firm’s

a) marginal cost curve

b) average total cost curve

c) marginal revenue curve

d) all of the above

e) both b and c

29. Let Figure C show the expected situation of Joe’s Triangle Pizza, a monopolistically competitive firm, after it has advertised. If Joe’s profits before advertising were $100, then this firm _______ advertise because its post-advertising profits would be ________ .

a) should; $300

b) should; $500

c) should not; - $700

d) should not; -$300

e) should not; $0

30. Suppose that Joe’s Triangle Pizza does face the Figure C situation. If Joe’s competitors in the pizza business advertise and Joe does nothing in response, the effect is likely to be:

a) a shift in Joe’s demand curve to the left and lower profits for Joe

b) a shift in Joe’s demand curve to the right and higher profits for Joe

c) a shift up in Joe’s cost curves and lower profits for Joe

d) a slide down Joe’s demand curve and lower profits for Joe

e) a slide up Joe’s demand curve and higher profits for Joe

31. Given the situation for Joe’s Triangle Pizza as depicted in Figure C, in the long run we could expect to see:

a) Joe leave the pizza business because his economic profits are less than normal

b) new firms enter this pizza market until Joe’s price moves above $17

c) other existing firms leave this market until Joe’s economic profits are zero

d) new firms enter this pizza market until Joe’s P=ATC

e) new firms enter this pizza market until Joe’s output moves to the bottom of his ATC

32. In the labor market, the labor supply curve will usually demonstrate:

a) how discriminatory employers are

b) how the quantity of workers affects the wage rate

c) how changes in the wage rate affect the amount of work that employers want to purchase

d) how changes in the wage rate affect the quantity of work that employees want to offer

e) how old the average worker is

33. When the wage rate rises, leisure becomes ______ and thus the substitution effect causes workers to want to_________.

a) useless; work more

b) more expensive; work less

c) more expensive; work more

d) less expensive; work more

e) less expensive; work less

34. The income effect of an increase in the wage rate causes a desire to:

a) decrease the quantity of labor supplied by individual workers

b) decrease the quantity of labor demanded by individual employers

c) increase the demand for leisure by employees

d) both a and c

e) both a and b

35. The marginal revenue product of labor takes into account both:

a) the physical productivity of the workers and the price of the product

b) the wage rate and the tax rate

c) the unemployment rate and the tax rate

d) the price of the product and its marginal cost

e) marginal cost and marginal revenue

36. The labor demand curve usually corresponds to the:

a) upward-sloping portion of the product demand curve

b) downward-sloping portion of the marginal revenue product curve

c) upward-sloping portion of the marginal revenue product curve

d) upward-sloping portion of the marginal cost curve

e) downward-sloping portion of the marginal cost curve

