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Excess capacity in monopolistically competitive firms is caused by

8. The fact that rival fims entering the industry and reducing the d
The fuet that cach firm attempts to maximize profits.

Cost curves being higher than they arc under perfect competition

The waste associated with many slightly difrentiated products serving almost the same purpos.

‘The fact that each firm faces a demand that is not perfect clastic.

pand for the products of the firms already in the industy.

24, Unlike perfectly competitve and monopolistically comperitve firms, o
a. set MR = MC.
b, take account of the reactions of their competitors to thelr output decisions.
©.  always make positive profits
£ always face a large number of competing frms i their industry.
& always cooperate ith other competing frms in thei industey

opolists

Once a cartl determines the profit-maximizing pric,
5. cach member will face the temptation to cheat on the cartel price i order to increas ¢ is sales and profts.
b, changes in the output of any member firms will bave no impact on the market price
€. cntry into the industry of ival s illraise profits s long as they oin the carel.
4. cnry into the industry o rval frms wil have no impact on the profitof the cartel.
e, all members of the cartel have a strong incentive t sbide by the agreed-upon price

Ii: As the following seve in the ce. If mor five questic

Struc® or “alse” without cxplanation (Total=25 marks).

1. A tax of $2/unit imposed on the sellers of a specific good will result in raising the market price of t
Ans: False — A $2 tax per unit imposed on the sellers of a specific good will raise the market price
by the amount of the tax that the sellers will be able to pass on to the buyers. This will depend upon
the relative elasticity measures of demand and supply, in which case, the side with the least relative
elasticity will bear most of the burden of the tax. Only if the demand has zero elasticity, the price to
be paid by the consumers will be augmented by the full amount of the tax ($2).

2 Si Sz S

Ta {12

—1 don’t hink a price cut will make any difference to my botiom line, because what I may gain from selling more, I
would lose on the lower pricel. This businessman implics that the price clasticity of the demand for his products is

Ans: False — Elasticity is equal to 1. This is why total revenue does not change.
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4. The presence of external benefits associated with production implies that private output s less than the
socially optimal output
Ans: True > MSB>MSC.

5. Monopolists can increase the general well-being of society by using price discrimination.
Ans: True —> As long as the total output level under price discrimination is higher than the output
level under uniform pricing.

6. Monopolistically competitive firms produce the output level that achieves productive efficiency (P=ATC)
and allocative efficiency (P=MC).
Ans: False — Allocative efficiency refers to P=MC, while productive efficiency refers to P=ATCmin.
Monopolistically competitive firms produce the output where MR=MC, and since P>MR, P>MC, so
Qis too low. The marginal benefit of the last unit consumed (P) is higher than the marginal cost. It is
not producing the Q that yields P=ATCmin since the demand curve has to be horizontal in order to
touch the point of ATCmin on a U-shaped cost curve. A monopolistically competitive firm has some
degree of market power, hence the demand is not horizontal.
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7. Diminishing marginal product occurs whenever the quality of the available labor pool deteriorates and
production costs
Ans: False ~ Diminishing marginal product of labor does not refer to low productivity because of its
low quality. The marginal product of labor gets diminishing when the number of hired workers is
increasing while space and equipment are held fixed. Thus, as the number of workers increases,
they have to share a fixed amount of space and equipment making them less and less productive.

6

Because of this logic, the production costs per unit of output rise, as the wages of additional workers
have to be covered by less and less additional units of output.
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Question 1 (20 marks)

Consider an alcohol market where demand and supply functions are given by P =22 - Qand P = 1 + 2
respectively.

(i) Draw the demand and supply curves and compute the equilibrium price and quantity (4 marks)

Price,

16|
15|
13

67 Quantiy

Ans: Setting the demand price to be equal to the supply price, we get P*=15 and Q*=7.

(ii) Suppose the government imposes a $3 tax per unit on alcohol so that the supply curve becomes P =4 +
2Q. Tlustrate the new supply curve on the same diagram as in (i), and find the new equilibrium price and
quantity (4 marks)

Ans: Solving 4+2Q = 22-Q, we get Q*

. Using Q'

into the new supply function, we get P

(iii) What is the amount of tax revenue generated by the government? What is the tax burden on consumers
and on producers, respectively? (4 marks).

Tax burden on producers: (15136 = 12.
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(iv) Suppose that the demand for alcohol were given by P =29 - 2Q instead. Taking into account the
differences of these two demand curves, which demand gives rise to a larger deadweight loss? Which
demand curve gives rise to a larger tax revenue? Explain intuitively by referring to the price clasticities (8
marks).

Ans: The demand curve P=29-2Q is steeper than P=22-Q, and hence has a smaller elasticity of
demand. When the demand elasticity is smaller, the quantity does not respond as much with
Tespect to a price increase, which is a direct result of the tax policy. The equilibrium quantity is
therefore larger when demand is P=29-2Q than when demand is P=22-Q.

With the same per unit tax, the tax revenue generated is higher while the deadweight loss is lower
when the demand for aleohol is P<29-2Q.

Question #2 (20 marks)

‘The PPFs of Country 1 and country 2 are as follows:

Country | Country 2
Lapiops Lapiops

@ v oo v

(i) What is the opportunity cost of producing one laptop for Country 1 and Country 2, respectively? (2 marks)
Ans: Country I’s opportunity cost of producing one laptop s 3 TVs (90/30=3).
Country 2’s opportunity cost of producing one laptop s 1/2 TVs (100/200=12).

(i) What is the opportunity cost of producing one TV for Country 1 and Country 2, respectively? (2 marks)
Ans: Country I’s opportunity cost of producing one TV is 1/3 laptops (30/90=1/3).
Country 2's opportunity cost of producing one TV is 2 laptops (200/100=2).
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(iii) If we let the two countries specialize in producing the good for which they have comparative advantage,
which good should Country 1 and Country 2 produce, respectively? Explain (4 marks)
Ans: Country 1 should specialize in producing TVs, while country 2 should specialize in producing
laptops.

(iv) Now suppose the two countries decide to trade according to the following —terms of tradel ~one laptop
can be exchanged for two TVs. Also assume that Country 1 decides to get 30 units of the good produced
by Country 2. How many laptops and TV each country will end up with after the trade? (8 marks)
Ans: If country 1 is to buy 30 laptops from country 2, it has to pay with 60 TVs.

‘This means country 2 pays 30 laptops to get 60 TVs from country 1. Country 1 ends up with (TVs,
Laptops) = (30, 30), and country 2 ends up with (TVs, Laptops) = (60, 170).

(V) The countries have gained from trade. Discuss the source(s) of the gains from trade (4 marks)
Ans: Both countries benefit from trade as the product combinations after trade are both outside
their original PPFs.
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‘Question #3 (20 marks)
In this question we analyze an industry consisting of a number of identical firms. The graphs below show the
cost curves of a typical firm as well as the industry market demand and supply curves

[0}

(i)

(iii)

(iv)

)

(vi)

(vii)

What are the equilibrium price and total output in this industry or market? (2 marks)
Ans: p=4,Q=400

What is the output of each firm in the industry, and how much profit does each firm make? (4 marks)
Ans: q=8, Profit=0

How many firms are there in this market? (2 marks)
Ans: There are 50 firms in the market (# firms = Q/q = 400/8).

1Is this industry in a long-run equilibrium? Explain (2 marks)
Ans: Yes, Profit = 0. No incentive for new firms to enter or for existing ones to exit.

Suppose that the technology used to produce this product improves so that the ATC curve shifts. What
will be the new quantity supplied by each firm? How much profit does cach firm make? (4 marks)
Ans: The quantity supplied remains at q = 8, and each firm makes a profit = (P - ATC) X
3)X8=8.

Is the industry in a long-run equilibrium now? Explain (2 marks).
Ans: No, it is not in a long-run equilibrium. It is in a short-run equilibrium only, because firms
are making a positive profit that will entice new firms to enter the industry in the long run.

Now suppose that production technology deteriorates so that the ATC curve shifts. At the same time,
there is improvement in the market price so that the MR curve also shifts. What will be the new

quantity supplied by each firm, and how much profit does each firm make? (4 marks)
Ans: The quantity supplied is q = 10, and profit = (P — ATC) X q = (5-6) X 10 = -10 (a loss).
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‘Question #4 (20 marks)

Suppose that Elizabeth Airlines (EA) is a monopolist flying the route from Chicago to Honolulu. The demand

for each flight

P =200~ (1/3)Q. EA’s marginal cost of running each flight is 100 per passenger (Assume a

zero fixed cost). MR=200 — (2/3)Q

[0}

(i)

(iii)

(iv)

Single-Pricing Scheme: What s the profit of EA? (2 marks)
Ans: MR = MC (to maximize profit):

MR = 200 — 2/3Q = MC = 100. Therefore, Q = 150 passengers.
P=200-1/3Q = $150.

Profit: 7 = TR - TC = (150 * 150) - (100 * 150) = $7,500

Discuss two conditions required in order for price discrimination to succeed (4 marks)
Ans: Conditions: (a) seller must be able to screen o segregate the market, and (b) resale of
‘product must be impossible or impractical.

Price-Discrimination Scheme: EA finds out that two different types of passengers fly to Honolulu,
business travellers and students. The demand from the business travellers is P, = 300-Qy and the
corresponding marginal revenue equation is MR,=300-2Qy. The demand from students is

P, = 150-(1/2)Q: and the corresponding marginal revenue equation is MR =150-Q.. If the company
decides to price-discriminate, find the equilibrium price, quantity and profit from each group (6 marks).
Ans: Profit-maximizing rule for the price-discriminating monopolist: MR , = MR, = MC.
300 - 2Qu =150 Qs = 100. Thus, Qs = 100 business passengers. Py =300 - Qv = 300 - 100 = $200.
Q, =50 student passengers. P, = 150 - (112)Q, = $125.

Profit from business: m, = 100(200 - 100) = $10,000
Profit from students: 7, = 50(125 — 100) = $1,250
Total profit under dis: i $11,250

Draw two graphs, one for the business travellers and one for the students. Make sure your graphs are
consistent with your answers in (iii) and label all relevant values (4 marks)
Ans:

P,-200
p-125
MC = 100
Me = 100

%
Q- 100 @
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(V) Discuss intuitively why the profits under one pricing scheme are higher than the profits under the other
pricing scheme (4 marks).
Ans: Profit under price discrimination is greater because the monopolist captures a larger number
of customers by charging different prices, and thus total surplus, in the form of profit,is increased.

Question 5 (20 marks)

Suppose that in the market for paper, demand is P=100-Q. The private cost of producing paper (marginal cost)
is MC = 10+Q. However, pollution generated by the production process creates an external harm that is
estimated to be equal to 0.5Q (i.¢., the level of the external cost increases with the quantity produced).

(i) Whatis the unregulated market equilibrium price and quantity in this market? (4 marks)
Ans: The market equilibrium quantity is Q=45. The market equilibrium price is P<S5.

(ii) 15 the market outcome socially desirable? Why or why not? Explain (4 marks).
Ans: No, because the firms do not have to pay for cleaning up the pollution, their private costs are
lower than social costs. Since they do not internalise these clean-up costs, they over-produce and
over-pollute.
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(iii) What is the socially optimal quantity of paper that should be produced? Draw a rough graph to show
both the unregulated market equilibrium and the socially optimal equilibrium (4 marks).
Ans: Socially optimal equilibrium is characterized by the intersection of the social cost curve and
the demand curve. The social cost is given by 10+Q+0.5Q. Thus the socially optimal quantity is
given by 100-Q=10+1.5Q. The socially optimal quantity is Q=36. The price is P=64.

P Msc
MC
64
55
D
36 45 Q

(iv) Suppose that the government wants to intervene in this market to achieve the socially optimal quantity.
‘What type of policy should the government apply in this a case, impose a tax o pay a subsidy to the
producers? What would be the size of the tax or subsidy per unit of paper? (8 marks)

Ans: Set 100-Q=10+Q+t, and since Q=36, the size of the tax should be $18 per unit.





image16.png
lov re

IV
only the first two will be marked (Total = 20 marks).

Question #1 (10 marks)

Ottawa wants Competition I nternt Phove Merkes
November 157, 2006 Globe and Ml Update

Tosonts —Industy Mister Mo B confimed i s ket sl n Toron n Wededsy, thumbing i oss  h sl
{elcommunicatons egulstor by emovig slationsan rnt-based tkphon sevices.

The st could b iy ovwereephone il o consmersand usineses acess.
e o v v playing e o whic consumers nd sl buspeses il benefic i, B odthe Ecomic Clb of Toont,

The dosson sgnals ht M Beris will aggrssively move G th is pla o overhau Canadls ighly sgulid tlsom s, e thongh he
Conservaties have oty o iy opermnt

M. i, saunch vt o s ke, s e consanrs deeine the winrs ad o, VoIP-basd o evis v b taking
{hosdsof usonees sty o esiabishd phon s s 1 Bl Canacand Tl Corp, For conseer,Ieres-based clling s e ke
competion snd oo prces ke rdidonaly dosinated by resioal manopolic bt hd thi rics st hrough the sverncnt

Even thoush o phane markets were opened o competon sy o, h g imcuibent sl contol bt 97 pa et f e ekt

(i) The above article suggests that by allowing smaller companies to compete freely in the intemnet phone
‘market, consumers and businesses may end up paying lower prices. Discuss one economic reason why
this may not necessarily be true (4 marks).

Ans: Smaller firms may not be able to reap economies of scale by producing high output levels.

(ii) Contrast monopoly versus free market with many small firms: Use relevant economic concepts to argue
‘whether we should expect more innovative products being introduced to the market or fewer of such,
products (4 marks)

Ans: Tough competition induces the firms to innovate, but tough competition drives down
economic profits, 5o the firms may not have the resources to innovate.

(iii) The article says even though local phone markets were opened up for the past seven years, the large
existing firms still control the majority of the market. Why is this so? Relate your answer to the relevant
economic concept (2 marks).

Ans: Fixed costs are very high in setting up traditional phone companies.
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Question #2 (10 marks)

B Alrways and Korean Al Fined Millous for Fixng Pices:
Asocited Press, August 24,2007

WASHINGTON, Aug. 23 (AP) —Two msjocsilins wers fned S300 il sach Thursday s aditin ht they b sonsind s pics on itentional
s d e 0l prsecton e e s

“The ilins, B Ainways, i’ st aiin,and Korean A, South Kore's ntonlcaeie — pleaded sl 0 st conspivcy chares They
ackowedaed collling Wi il oer g i and ol surcharge, wich b b e 0 Fres i spons o s i prices. That mesnt highs costs o
inemasonal shipersand psscrrs.

JudgeJohn . Botes of Fedral Disic Cout n Wosbingtonsid e case ol corsideable comere and rflcted angerm and wilespresd conduct
iovelving o ihogs s players|

— Any amicomptiiv bhvior s o b condsred t s Anways o at e companics. I will o e tolrtd and we e it i spot s
Ay’ cie exceuiv, Wil Wl sid n 3 satenentrelssd e the couet peocsedings.

Kocean e el sttement syin it s —comenitd 1 s compliace d was king s 0 ke s he condut wasnevr rpested.Nether
Company addresed the cxenof i coperato o b Widspread he pracice s he sty

() Setup the matrix of profits depending on the pricing policy of each airliner. The possible profit levels
under different pricing policies are $400, S600, S800 and $1,000 (all values are in millions) (4 marks).

I British Airways
\ High Price Low Price
800 1.000
High Price 800 400
Korean Air - -
Low Price 1,000 600

(i) Show and explain the outcome of this game that the two airliners were trying to achieve. How easy itis
for this outcome to be reached (2 marks)?

The two airliners had agreed to avoid competing with each other and fix the prices at a high level to

enjoy monopoly profits (800 million each). The strict observance of the agreement by the two partners
is required in order for this outcome to be reached (something that was apparently done).

(i) Show and explain the outcome of this game if the two airliners were active competitors (2 marks).

If the two companies competed for clients, they would both follow a low price strategy, which would
entail 600 illion profits to each one.
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(iv) I the $300 million penalty sufficient to deter future price-fixing, assuming that the profit matrix stays
constant? Explain (3 marks)

Yes it is, because if they have 1o pay a penalty of 300 million out of the 800 million of their monopoly

profits they will find themselves at a profitability level that is below what they could have gained if
they had been active competitors instead.

Question #3 (10 marks)

300 Per Fally - A CostlySystm For Consuers
oy e TR S0

(CANADA - The Montel Econonie st i stimating hat spply mangnentof k. eggs s pouley costs st $300 et pe e o il of
o, his mcunt 0 575 il for cveryan n Qusbe.

Marcel Boyerexplins tht stononical st dsisad e st of ighpries for e o s conto  pancully egrsive a o oo
Comsmers T sy, ot ied by protecloism, e gl 454 a5 bl oty ] s Boyer s o snd ecubu
Sctr st adapt o centional ompetion nd o penaliing consanes, o el fmars sl i h long

The suppy vangementsysen et Canad's milk.poulsy nd s prodaces, st of e ot n Qushes and O, st pedcion 10 proect e
incomes,For i papos, gt e et £ maic i rbiry evalation of donestic demad et desiedpics.

Ul the suppy maragernt sysem, comsumers s are sesondary, I Canad, e prieof il s s 539 i he st 12 s, doubl he e of
inlaon. whecas proksion cos sty decined by 3 8% A th sus S, consanpon o il s e 19 and s st o docine s e 129y
2020 Thre et b s, ovee 374, between et il i i Quebes andpics absrved i the Uni o St

Sylvain Charkus, ssocit rofsorof marketng a the Universiy of Regnn,andc-author o the sy, add aothee aspect. "WhenTod disbutors e
Sl o e f Coke 59 cents ad  caro of ik for 5450 o $4.75, e enconraging s o by heapr, s s podces”he sid. “And
et ondrig Wby we hve i obsy rs”

Suppores o the supply maragennnt ysem, ko il pressure srups i e o s aricule s conccred, e e rceiving o sbsidis
Hotwevt, upiy mansgement eseblo inpacioe  4aton pows i by (he overament, Rathes D subaiiz s ity i oney clletod
o cien, e goverment e s s prices by i th anopoly prviles Tis st o h e i, cxept ht e ernent dos
o e the e of consumes, who s avareof e it

() Make a rough graph to show how a milk quota would resultin high prices for milk. Discuss
the changes in the allocation of society’s surplus from the quota (2 marks).

An effective milk quota essentially restricts the quantities available for exchange at a level lower that
that of i free-market-equilibrium level. In such a case, the buyers pay higher prices, which results in
giving up part of their surplus to the producers
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(i) Make a rough graph to show how a milk quota would result in high prices for milk. Discuss
the changes in the allocation of society’s surplus from the quota (2 marks).

An ffective milk quota essentially restricts the quantities available for exchange at a level lower that
that of i free-market-equilibrium level. In such a case, the buyers pay higher prices, which results in
giving up part of their surplus to the producers

o~ S+Tax

Py after quota

Po before quota

Quota Q

(i) Caleulate the price elasticity of milk implied in the study from the changes of market
magnitudes until now (3 marks)

034 The demand for milk is very inelastic

(iii) O your graph in (i), illustrate how a quota is equivalent to a tax in terms of raising prices (3
marks)

See graph above. A lefiward shift in supply (caused by the imposition of a tax) intersects with demand at
ahigher price level for consumers. Given that the demand for milk is very inelastic, consumers would
end up paying most of the tax.
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(i) What s the relation between the two goods, milk and Coke, as this is implied in the article.
Explain (2 marks).

According 10 the article, consumers see Coke as a substitute for milk. Thus, when the price of milk
goes up (while the price of Coke remains about the same). the relative price ratio of the two goods
changes, which prompts consumers 1o buy more Coke than milk with adverse consequences for the
children’s health.

The End..ave a Gret Hollday!

Note: If we wanted to be picky, and also using the information above, then the graph
‘would have to be as below:

P, after quota

N

Po before quota

Quota 9
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STUDENT NAME:

STUDENT NUMBER:

Concordia University
Department of Economics

ECON 201 - INTRODUCTION TO MICROECONOMICS
‘Winter 2008

FINAL EXAMINATION AND ANSWERS

Please read all instructions carefully:

1

This is a three-hour exam (180 minutes). The questions are worth 150 marks altogether. It s a good
strategy to spend one minute per mark for your answers (150 minutes) and spend the remaining time
(30 minutes) to review your answers.

‘The exam has 14 pages and it consists of four parts.
() PartI: 25 multiple-choice questions (25 marks):;

(i) Part II: Choose 5 out of 7 —truefalsel questions (25 marks):

(i) Part I11: Choose 4 out of 5 long questions (80 marks). and

(iv) PartIV. Choose 2 out of 3 —current events! questions (20 marks).

‘Wite all your answers on this exam. Do not use additional booklets.

You are allowed to use a non-programmable calculator. You may use either pen or pencil to provide
your answers




image2.png
Complete the following sentence: Microcconomics is
a. concerned with the size of the total amount of incorme carned by all households i an economy.
b unrelated to macrocconomics.

. concemed exclusively with the role of the government in the economy.

4 the branch of economics that studies the decisions of individual households and firms.

e none of the sboe.

In the economie sense, the cost of something used in production is
the benefit foregone by not using it in s best alternative use.

the explict cost, the same as accountant’s cost

the payment sctually made to the factor af production

the same as the tox authorities” definition

fixed cost and vaiable cost.

Suppose that the price of a substitue for a particular good falls and the prices of the raw mat
ncrease. What would you expect to accur i the market for this good?

“The equilibrium price wouldincrease, but the impact on the amount sokd in the market would be ambi
The equilibrium price would decrease, but the impact on the amount sod i the market would be ambiguous.
Both equilbrium price and equilibrium quantity would increase.
Equilibrium quantity would increase, but the impact on equilibrium price would be ambiguous.
‘Equilibrium quantity would decrease, but the impact on equilibrium price would be ambiguous.

fals used to manufacture th ¢ good

perwe

‘Which one of the following would ot shift the supply curve for good X to the right?
a. A decrease in the price of ¥, a substitute for the production of X.

b A reduction in the price of esources used in producing X.

©. Animprovement n technology affecting the production of X.
& Anincrease in the price of X.

e Anincrease i the price o ¥, 3 compleme

in the production of X.

Suppose the total revene from the sale of Montreal Gazette newspapers ast month inereased due 3 decrease in price (assume
a downward sloping demand curve). What can be concluded about the pric elasticity of demand for Gazette?

5 Demand s clastic.

Demandis inclastc

Demand is unit clasic
Demand elastiity is equal to zero.
Nothing can be coneluded about the price clasticity.

‘Which of the following statements best ifferentates prie ceilings and price floors?
a. Price ceilings represent minimum prices, while price floors represent maximum prices

b Price ceilings are ahvays st below the equilibriun price and price loors are always set abave the equilibium price.
e, Price cellings are maximum llowable prices, whereas price floors are minimum allowable prices.

& Price loors cause shortages 1o appear, whereas price ceilings have the opposite effect

e None of the shove,

Atany single output, the height ofthe demand curve messures
a.  the consumer surplus cnjoyed from consuming that unit

b the difference between the buyers' willingness (o pay for thatunit and the market prie.
€. the profit carned by the seller from the sale of tha unit.

4. the value buyers place on that unit of the good.

e the income clastcity of demand.
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L.

Atany single output, the height of the demand curve measures
a.  the consumer surplus cnjoyed from consuming that unit

b the difference between the buyers' willingness to pay for that unit and the market prce.
€. the profit carned by the seller from the sal of tha uni

4. the value buyers place on that unit of the good.

e the income clasticity of demand.

Currenty Joe and Halyna are consuming the same amount of strawberries, but Joe's demand curve is much more elastic than
Holyna's. Which statement i true?
a. Halyna's consumer surplus exceeds Joe's
Any comparison of consumer surplus depends on the price of trawberrics.
Halyna's consumer surplus equals Joc's.
Nostatement can be made regarding consumer surpluses.
Joe's consumer surplus exceeds Halyna's

Oil-producing counties such as Venezacla have been teying to cut down on oil production n order 1o increase tota reve

Venezucla believes

lsticity of oil demand is

a. Elastic
b, Inclastic.

e Positve

4 Unitelstic.

. None of te shove.

A consumer maimizes his total utlity when goods A and B are consumed in quantitis such that MU y/MUs
8. equals the ratio of the price of A to the price of B.

b cquals the ratio of total utlity of A to thatof B
€. cquals the ratio of theprice of B to the price of A

& cquals the ratio of the quaniites demanded.

e alwvays equals unity.

“The problem with monitoring performance in large companics is often referred 0 35

a. Moral hazard,

b, Adverse selection.

e Principal-agent.
Risk-neutrality

e None of the shove.

When average total cost s falling, marginal cost must be
a. above average cost.

b, below average cost.

e constant

& above variable cost.
e, below variable cost
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12. When average total cost is fallis
a. above average cost.
b, below average cost.
e constant
a

‘marginal cost must be

above variable cost
below variable cost.

13, Below deseribes Acme’s production costs:
Quaniity (in thousands) 1 2 3 4 s 6
Long-run ATC SI00 S0 S1I00 S120 SIS0 60
Acme I experiencing economies of scale at output of two or less and diseconomies of scale at higher quantities.
acing disccononies of scale at output of o or less and cconomics of scale at higher quantitcs.
ncing discconomics of scale at al levels of output.
iencing cconomies of seale at all levels of output.
‘Acme is experiencing diminishing marginal product,

14, Minimum effiient seale i the sma st quantity of output at which
8. The short run ATC curve reaches it lowest level,
b, The long run ATC curve reaches its lowest level.
€. The AFC curve reaches is lowest level
&, The AVC curve reaches is lowest level
e None of the shove.

15, 104 profit-maximizing firm's marginal revenue i grea
a. must be making an economic/superormal profi,
b will decrease it output.
e will increase ts output.
4. must be experiencing ceonomic losses
e will close down

than ts marginal cost, the fiem

16. A pertetly competitive frm will produce output in the she
a. Aslong as PMC, it can minimize it osses
b, Aslong as PAVCanin, it can minimize it losses.
e Profis are positive.

a

trun even if P<ATC because

Fixed costs are avidable in the short run
None of the above.

17, Auits cureent level of output, a perfectly competitive firm's, average variable cost i S8, aves
ostis $9. I the market price is $10, this firm can increase profits by
shutting down production.
decteasing output

¢ total cost is $10, and marginal

inereasing output.

increasing the market price
o changing output because this firm s t it profil-maxinsizing position.
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In the short run, a monopolist with a loss of $50, along with marginal revenue of S15, and marginal costof $10, should
a Shut down,

b Expand output and raise price.

c. Expand output and cut price.

&, Cut output and raise price.

e Cut output and price.

N,

Figure |
Consider the industry demand curve in Figure 1. I the industry operates under perfect competition, which area in the diagram
indicates total surplus?

a ek
b kdi

i

& i

e None of the shove.

Consider Figure 1. 1fthe industry is aperated by a single-price monopolist, what area is producer surplus?

a ke
b ieac.

e kb

& ind

e None of the shove.

‘Which one of the following statements i true?
‘An individual should specialize according to comparative advantage.

‘Anindividual should specialize according to sbsolute advantage.

Anindividual should trade with parties that have the same opportusity costs for the go ods and services produced.

Comparative advantage exists whenever one person engagin in an activity incurs the same costs as some other individual.

Anindividual must be sble to produce more of a good or service than someane else before she can have a comp arative

advantage in the production of that good or service

sen e

Aronthe fllowing, which s th Best cxampl ofpice discrimintion?
. Aifres are lowe i Sping and Fal than in Surnnerand in ot Decenbe

ell Canada chares lwer rtes for long-distance callsafe midaight tan duing he day
“The metroallows sealor ciizns,the unemployed, nd children 1o ride at reduced fares.
Public transporaton ystensoften charge éach sdividul acconding 1 the disance traveled
A cinena chargeslowr price on Tuesdays thanon Frdays or Saurdays.









