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Quiz #2
Economics (I), 2012

Quiz date: 2013.1.4
Part I. Multiple Choices: (45 points)
Please fill your answers in below blanks.
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1) Sunk costs

A) are costs associated with repairing something you already own. 

B) are important for optimal decision making. 

C) are costs that have already been paid and cannot be recaptured in any significant way.

D) are costs that firms sink into marketing. 

Answer:  C

2) 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

Answer:  B

3) Which of the following is a fixed cost?

A) payment to hire a security worker to guard the gate to the factory around the clock

B) wages to hire assembly line workers

C) payments to an electric utility

D) costs of raw materials

Answer:  A

4) 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.

Answer:  C

Figure 1
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5) Refer to Figure 1. 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.

Answer:  D

6) 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. 

Answer:  D

7) Marginal utility can be

A) negative.

B) zero.

C) positive.

D) positive, negative or zero.

Answer:  D

8) Which of the following is likely to occur as the result of the law of diminishing marginal utility?

A) Petra's utility from her second apple was less than her satisfaction from her first orange.

B) Hudson enjoyed his second slice of pizza more than his first.

C) Sabine's utility from her first granola bar is greater than Rachel's utility from her second granola bar.

D) Wesley enjoyed his second bottle of iced tea less than his first bottle, other things constant.

Answer:  D

9) Consider a downward-sloping demand curve. When the price of an inferior good decreases, the income and substitution effects

A) work in the same direction to increase quantity demanded.

B) work in the same direction to decrease quantity demanded.

C) work in opposite directions and quantity demanded increases.

D) work in opposite directions and quantity demanded decreases.

Answer:  C

10) The slope of an indifference curve

A) is calculated by dividing the price of good on the vertical axis by price of the good on the horizontal axis.

B) measures total utility.

C) measures the marginal rate of substitution between the two goods in question.

D) is calculated by dividing the quantity of the good on the vertical axis by the quantity of the good on the horizontal axis.

Answer:  C
11) If average total cost is $50 and average fixed cost is $15 when output is 20 units, then the firm's total variable cost at that level of output is

A) $1,000.

B) $700.

C) $300.

D) impossible to determine without additional information.

Answer:  B

12) An isocost line shows

A) all the possible combinations of two inputs that a firm can use to produce its output.

B) all the possible combinations of two inputs a firm can use that have the same total cost.

C) all the possible combinations of two inputs a firm can use that have the same marginal cost.

D) all the possible combinations of two inputs with constant returns to scale.

Answer:  B

Figure 2
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13) Refer to Figure 2. The firm breaks even at an output level of 

A) Q1 units.

B) Q2 units.

C) Q3 units.

D) Q4 units. 

Answer:  D

14) A perfectly competitive firm's supply curve is its

A) marginal cost curve.

B) marginal cost curve above its minimum average total cost.

C) marginal cost curve above its minimum average variable cost.

D) marginal cost curve above its minimum average fixed cost.

Answer:  C

Figure 3
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15) Refer to Figure 3.  Consider a typical firm in a perfectly competitive industry which is incurring short-run losses.  Which of the diagrams in the figure shows the effect on the industry as it transitions to a long-run equilibrium?

A) Panel A

B) Panel B

C) Panel C

D) Panel D

Answer:  A

Part II. True and False (Answer True or False and explain) (24 points)
1) The income effect of a price increase for a Giffen good outweighs the substitution effect.

Answer:  TRUE

2) If average product is decreasing, then marginal product must be negative.

Answer:  FALSE

3) It is possible for average total cost to be decreasing over a range of output where marginal cost is increasing. 

True

Answer:  Yes. As long as the marginal cost is below the average total cost, average total cost will be decreasing. 

4) A perfectly competitive firm's marginal revenue curve is downward sloping. 

Answer:  FALSE

Part III. Problems: 36%
1.
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This figure shows the cost and demand curves for a profit-maximizing firm in a perfectly competitive market.

a. What is the firm's profit-maximizing output level, if the market price is $30?
C) 180.

b. If the market price is $30 and if the firm is producing output, what is the amount of its total variable cost?

D) $3,960

c. What is the amount of its total fixed cost?

C) $2,520

d. 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

e. If the market price is $30, should the firm represented in the diagram continue to stay in business?

C) Yes, because it is covering part of its fixed cost. 

2. Fill in the table.
	
	Market Structure 

	Characteristic 
	Perfect Competition 
	Monopolistic
Competition 
	Oligopoly 
	Monopoly 

	Number of firms 
	             
	Many 
	Few 
	             

	Type of product 
	             
	Differentiated 
	Identical or differentiated 
	              

	Ease of entry 
	High 
	             
	Low 
	Entry blocked 

	Examples of industries 
	• Growing wheat
	• Clothing stores 
	• Manufacturing computers 
	• First-class mail delivery 


Ans:

	
	Market Structure 

	Characteristic 
	Perfect Competition 
	Monopolistic
Competition 
	Oligopoly 
	Monopoly 

	Number of firms 
	Many 
	Many 
	Few 
	One 

	Type of product 
	Identical 
	Differentiated 
	Identical or differentiated 
	Unique 

	Ease of entry 
	High 
	High 
	Low 
	Entry blocked 

	Examples of industries 
	• Growing wheat

• Growing apples 
	• Clothing stores

• Restaurants 
	• Manufacturing computers

• Manufacturing automobiles 
	• First-class mail delivery

• Tap water 
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