Microeconomics I

Final Exam期末考(A)
Fall, 2009

12/01(Tue), 10:10-12:00

（Notice：若題目有要求，計算過程及圖形繪製請清楚說明）

I. Multiple choice questions
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	B
	A
	B
	B
	B
	D
	C
	A
	B
	C

	11
	12
	13
	14
	15
	
	
	
	
	

	C
	D
	B
	A
	D
	
	
	
	
	


1) As the price of a good increases, the loss in consumer surplus is larger,  

A) the more elastic demand is.  

B) the more money previously spent on the good.  

C) the less money previously spent on the good.  

D) the smaller the price increase.  

Answer:  B  

Topic:  Market Consumer Surplus
2) If workers are in the backward-bending section of their labor supply curves, than an increase in the income tax rate will  

A) increase the tax revenue and increase the number of hours worked.  
B) increase the tax revenue and decrease the number of hours worked.  

C) decrease the tax revenue and increase the number of hours worked.  

D) decrease the tax revenue and decrease the number of hours worked.  

Answer:  A  
Topic:  Deriving Labor Supply Curves
3) Suppose the production function for a certain device is q = L + K. If neutral technical change has occurred, which of the following could be the new production function?  

A) q = L + 5K  

B) q = 5 ∗ (L + K)  

C) q = 5L + K  

D) All of the above are possible.  

Answer:  B  

Topic:  Productivity and Technical Change
4) Johnny has worked as a CPA for five years and wants to open his own public accounting practice. The cost of his college degree in accounting represents  

A) the opportunity cost of this endeavor.  

B) a sunk cost.  

C) an expense.  

D) a variable cost.  

Answer:  B  

Topic:  Measuring Costs
5) A production possibilities frontier that is a bowed-inward line implies  

A) economies of scale.  

B) diseconomies of scope.  

C) economies of scope.  

D) no economies of scope.  

Answer:  B  
Topic:  Cost of Producing Multiple Goods
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6) The above figure shows the cost curves for a competitive firm. If the market price is $15 per unit, the firm will earn profits of  

A) $0.  

B) $4.  

C) $40.  

D) $160.  

Answer:  D  

Topic:  Profit Maximization  
7) Suppose that for each firm in the competitive market for potatoes, long-run average cost is minimized at 20¢ per pound when 500 pounds are grown. The demand for potatoes is Q = 10,000/p. If the long-run supply curve is horizontal, then how much will consumers spend, in total, on potatoes?  

A) $0  

B) $500  

C) $10,000  

D) $50,000  

Answer:  C  

Topic:  Competition in the Long Run
8) If the average productivity of labor equals the marginal productivity of labor, then  

A) the average productivity of labor is at a maximum.  

B) the marginal productivity of labor is at a maximum.  

C) Both A and B above.  

D) Neither A nor B above.  

Answer:  A  

Topic:  Short-Run Production: One Variable and One Fixed Input
9) Which of the following statements best describes a production function?  

A) the maximum profit generated from given levels of inputs  

B) the maximum level of output generated from given levels of inputs  

C) all levels of output that can be generated from given levels of inputs  

D) all levels of inputs that could produce a given level of output  

Answer:  B  

Topic:  Production
10) A specific tax of $1 per unit of output will affect a firm's  

A) average total cost, average variable cost, average fixed cost, and marginal cost.  

B) average total cost, average variable cost, and average fixed cost.  

C) average total cost, average variable cost, and marginal cost.  

D) marginal cost only.  

Answer:  C  

Topic:  Short-Run Costs  
11) If a competitive firm maximizes short-run profits by producing some quantity of output, which of the following must be true at that level of output?  

A) p > MC.  

B) MR > MC.  

C) p ≥ AVC.  

D) All of the above.  

Answer:  C  

Topic:  Profit Maximization
12) Suppose the market supply curve is p = 5Q. At a price of 10, producer surplus equals  

A) 50.  

B) 25.  

C) 12.50.  

D) 10.  

Answer:  D  

Topic:  Producer Welfare
13) A competitive market maximizes social welfare because in a competitive market  

A) profits are zero.  

B) price equals marginal cost of the last unit produced.  

C) price equals average cost of the last unit produced.  

D) there is free entry and exit.  

Answer:  B  

Topic:  How Competition Maximizes Welfare
14) The Equivalent Variation resulting from a quota is best defined as  

A) The amount a consumer would pay to have the quota removed  
B) The amount the consumer would need to voluntarily accept the quota  

C) The amount a consumer would pay for the quantity specified by the quota  

D) The loss in utility resulting from the quota  

Answer: A  

Topic:  Effects of Government Policies on Consumer Welfare
15) Suppose the production of VCRs can be represented by the following production function: 
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Answer:  B  

Topic:  Returns to Scale
I. True and False (25 points)

1. With capital on the vertical axis and labor on the horizontal axis, vertical isoquants imply that capital and labor are perfect substitutes.
Ans.:  False.  It implies that capital is not productive.  
2. When the isocost line is tangent to the isoquant, then the firm is producing that level of output at minimum cost.
Ans. True.   MRTS = w/r.

3. If a firm is a price taker, then its marginal revenue will always equal marginal cost.
Ans.  False.  If a firm is a price taker, its marginal revenue will always equal price (ie. average revenue).

4. When the production of a good involves several inputs and inputs are used in fixed proportions, an increase in the cost of one input will usually cause total costs to rise less than in proportion.
Ans.  False.  The total costs will rise by the exact amount of the input price increase.
5. A flat tax (constant marginal tax rate) can also be a progressive tax such that rich people pay a higher average tax rate than poor people.

Ans. True. See page A-4 of the textbook for the answer.
II. Problem
(1) (15 points)
A glass manufacturer’s production function is q=10*L(1/2)K(1/2) (Based on Hsieh,1995). Suppose that its wage, w, is $1 per hour and that the rental cost of capital, r, is $4. 

a. Draw an accurate figure showing how the glass firm minimizes its cost of production.

b. What is the equation of the (long-run) expansion path for a glass firm? Illustration a graph.

c. Derive the long-run total cost curve equation as a function of q.

Ans:


a.
See Figure 7.12.

b.
MPL/MPK  (1/2q/L)/(1/2q/K)  K/L  w/r  1/4  > L  4K;

c.
c  wL  rK  L  4K  8K;


q  10(LK)1/2  20K  K  q/20; c  8K  2q/5
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Figure 7.12

(2) (10 points)

If the inverse demand function for books is p = 60 – Q and the supply function is Q = p, what is the competitive equilibrium? Why reducing output from the competitive equilibrium level lowers welfare.  Draw a graph to illustrate. 

Ans:
9-33 (The initial equilibrium is Q*  30, p*  30.)
ch9.3 textbook p.293, figure 9.3
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Reducing output  from the competitive level Q1 to Q2 causes price to increase from p1 to p2. Consumer surplus is now falling. Producer surplus is now B+D, a change of =B-E. Over, welfare falls by –C-E, which is a deadweight loss (DWL) to society.

(3) (15 points)

Each firm in a competitive market has a cost function of C = 16 + q2.  The market demand function is Q = 24 – p.  Determine the long-run equilibrium price, quantity per firm, market quantity, and number of firms.

Ans：
8-34


In the long run price equals marginal cost, and profits are zero. Thus given that industry output 
Q  nq, the following will be true in long-run equilibrium, p  24  nq. Therefore,


24  nq  2q

(24  nq)q  16  q2.


Solving these equations for q, n, Q, and p yields

q  4

n  4

Q  16

p  8.
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