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Homework #4
Economics (I), 2012
Due day: 2013. .
Part I. Multiple Choices: 60% (4% each)
Please fill your answers in below blanks.
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1) A characteristic of the long run is

A) there are fixed inputs.

B) all inputs can be varied.

C) plant capacity cannot be increased or decreased. 

D) there are both fixed and variable inputs

2) The law of diminishing marginal returns states

A) that at some point, adding more of a fixed input to a given amount of variable inputs will cause the marginal product of the variable input to decline.

B) that at some point, adding more of a variable input to a given amount of a fixed input will cause the marginal product of the variable input to decline.

C) that in the presence of a fixed factor, at some point average product of labor starts to fall as more and more variable inputs are added. 

D) average total costs of production initially fall and after some point starts to rise at a decreasing rate as output increases.

Figure 11-2
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3) Refer to Figure 11-2. The curve labeled "E" is

A) the total product curve.

B) the average product curve.

C) the marginal product curve.

D) the output supply curve. 

4) Refer to Figure 11-2. The average product of labor declines after L2 because

A) the marginal product of labor is below the average product of labor.

B) the marginal product of labor is falling.

C) the marginal product of labor is negative.

D) the marginal product of labor is positive.

5) An expansion path shows

A) the level of sales necessary for a firm if it wants to expand.

B) the level of long-run average cost at different scales of operation.

C) the least-cost combination of inputs for each level of output. 

D) the returns to scale at each level of output.

Figure 11-6
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6) Refer to Figure 11-6. Which of the following statements about the input combinations shown in the diagram is false?

A) The firm produces a higher output level when it uses input combination b compared to input combination a. 

B) The firm produces a lower output level when it uses input combination d compared to input combination a.  

C) The firm produces the same output level when it uses input combination a or c.

D) The firm incurs the same total cost when it uses input combination a or c to produce a given quantity of output.

7) Which of the following is not a characteristic of a perfectly competitive market structure?

A) There are a very large number of firms that are small compared to the market.

B) All firms sell identical products.

C) There are no restrictions to entry by new firms.

D) There are restrictions on exit of firms. 

8) Both individual buyers and sellers in perfect competition

A) can influence the market price by their own individual actions.

B) can influence the market price by joining with a few of their competitors. 

C) have to take the market price as a given.

D) have the market price dictated to them by government. 

9) The demand curve for an individual seller's product in perfect competition is

A) the same as market demand.

B) downward sloping. 

C) vertical.

D) horizontal. 

Figure 12-4
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Figure 12-4 shows the cost and demand curves for a profit-maximizing firm in a perfectly competitive market.

10) Refer to Figure 12-4. If the market price is $30, the firm's profit-maximizing output level is

A) 0.

B) 130.

C) 180.

D) 240.

11) Refer to Figure 12-4.  What is the amount of its total fixed cost?

A) $1,080

B) $1,440

C) $2,520

D) It cannot be determined.

12) Refer to Figure 12-4.  If the market price is $30 and the firm is producing output, what is the amount of the firm's profit or loss?

A) loss of $1,080

B) profit of $1,440

C) loss of $2,520

D) profit of $1,300

13) In the long run, a perfectly competitive market will

A) produce only the quantity of output that yields a long-run profit for the typical firm. 

B) supply whatever amount consumers will buy at a price which earns the market an economic profit.  

C) supply whatever amount consumers demand at a price determined by the minimum point on the typical firm's average total cost curve. 

D) generate a long-run equilibrium where the typical firm operates at a loss.

14) What is productive efficiency?

A) a situation in which resources are allocated to their highest profit use

B) a situation in which resources are allocated such that goods can be produced at their lowest possible average cost

C) a situation in which resources are allocated such the last unit of output produced provides a marginal benefit to consumers equal to the marginal cost of producing it

D) a situation in which firms produce as much as possible

15) What is allocative efficiency?

A) It refers to a situation in which resources are allocated to their highest profit use.

B) It refers to a situation in which resources are allocated such that goods can be produced at their lowest possible average cost.

C) It refers to a situation in which resources are allocated such that the last unit of output produced provides a marginal benefit to consumers equal to the marginal cost of producing it.

D) It refers to a situation in which resources are allocated fairly to all consumers in a society.

Part II. Problems: 40%
1. 
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a. Identify each curve in the diagram. (Simply describe the meaning of each curve.)
b. What kind of cost the vertical difference between curves F and G measures? 
c. Why does curve G approach curve F?
2.
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Use the figure above to answer the following questions.

a.
How can you determine that the figure represents a graph of a perfectly competitive firm? Be specific; indicate which curve gives you the information and how you use this information to arrive at your conclusion.

b.
What is the market price? 

c.
What is the profit-maximizing output? 

d.
What is total revenue at the profit-maximizing output? 

e.
What is the total cost at the profit-maximizing output? 

f.
What is the profit or loss at the profit-maximizing output? 

g.
What is the firm's total fixed cost? 

h.
What is the total variable cost? 
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