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I. Multiple Choice Questions:

1. The distinction between the long run and the short run is that in the long run:


A)
the opportunity costs of production are higher than in the short run.


B)
some inputs are fixed, while in the short run, all inputs are fixed.


C)
all inputs are variable, while in the short run some are fixed.


D)
if a firm produces zero output, it still incurs a cost.

2. The marginal, average, and total product curves encountered by the firm producing in the short run exhibit all of the following except:


A)
when total product is rising, average and marginal product may be either rising or falling.


B)
when marginal product is negative, total product and average product are falling.


C)
when average product is at a maximum, marginal product equals average product, and total product is rising.


D)
when marginal product is at a maximum, average product equals marginal product, and total product is rising.

3. If a firm's output increases from 1760 to 1890 units when it increases its labour from 147 to 148 workers, the marginal product is:


A)
1890.


B)
1130.


C)
130.


D)
189.

4. The law of diminishing returns:


A)
is a law about the technology of production.


B)
shows that output can always be expanded by adding more of the variable input.


C)
states that after a point, each additional unit of a variable input produces less than the previous unit.


D)
more than one of the above.

5. When the marginal product of a factor of production used by a firm to produce its output is falling:


A)
marginal cost is rising.


B)
average total cost is constant.


C)
average fixed cost is rising.


D)
marginal cost is falling.

6. Suppose you are told that total costs (TC) depend on output (Q) as follows: TC = 100 + 7*Q. You can infer therefore that fixed costs are:


A)
$100.


B)
$100/Q.


C)
$7.


D)
$107.

Part II: Short Questions

1. The following chart represents the production function and cost curves for a firm. Assume that capital and labor are paid a constant rental rate and wage.
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(i) Fill in the table above.

(ii) At what quantity of output is average total cost at its minimum? 

(iii) At what quantity of output is average variable cost at its minimum? 

(iv) At what quantity of output is marginal cost at its minimum? 

(v) Plot the MC, AVC, AFC and ATC curves. Plot the general shapes, no need for graph papers.

2. Explain the relationship between the long-run average cost curve and its associated short-run cost curves.
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