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____
1.
Which of the following is NOT a characteristic of a perfectly competitive market?

	a.
	Firms are price takers.

	b.
	Firms have difficulty entering the market.

	c.
	There are many sellers in the market.

	d.
	Goods offered for sale are largely the same.


____
2.
When firms are said to be price takers, it implies that if a firm raises its price,

	a.
	buyers will go elsewhere.

	b.
	buyers will pay the higher price in the short run.

	c.
	competitors will also raise their prices.

	d.
	firms in the industry will exercise market power.

	e.
	other firms will exit the industry.


____
3.
A competitive firm might choose to set its price below the market price, because

	a.
	this would result in higher average revenue.

	b.
	this would result in higher profits.

	c.
	this would result in lower total costs.

	d.
	its demand curve is totally inelastic.

	e.
	None of the above are correct.


____
4.
When a firm in a competitive market receives $800 in total revenue, it has a marginal revenue of $20. What is the average revenue, and how many units were sold?

	a.
	$5 and 100

	b.
	$10 and 50

	c.
	$20 and 10

	d.
	$20 and 40

	e.
	$50 and 5


____
5.
Starting from a situation in which a firm in a competitive market produces and sells 500 door knobs for a price of $10 per doorknob, which of the following events would decrease the firm's average revenue?

	a.
	The firm increases its output above 500 doorknobs.

	b.
	The firm decreases its output below 500 doorknobs.

	c.
	The market price of doorknobs rises above $10.

	d.
	The market price of doorknobs falls below $10.

	e.
	Using the information provided, it is impossible to answer this question.


____
6.
Changes in the output of a perfectly competitive firm, without any change in the price of the product, will change the firm's

	a.
	total revenue.

	b.
	marginal revenue.

	c.
	average revenue.

	d.
	All of the above are correct.


____
7.
As a general rule, when accountants calculate profit they account for explicit costs but usually ignore

	a.
	certain outlays of money by the firm.

	b.
	implicit costs.

	c.
	operating costs.

	d.
	fixed costs.


Use the information for a competitive firm in the table below to answer the following questions.

Table 14-2
	Quantity
	Total Revenue
	Total Cost

	0
	$0
	$10

	1
	 9
	 14

	2
	18
	 19

	3
	27
	 25

	4
	36
	 32

	5
	45
	 40

	6
	54
	 49

	7
	63
	 59

	8
	72
	 70

	9
	81
	 82


____
8.
Refer to Table 14-2. If this firm chooses to maximize profit it will choose a level of output where marginal cost is equal to

	a.
	6.

	b.
	7.

	c.
	8.

	d.
	9.


____
9.
Refer to Table 14-2. If the firm finds that its marginal cost is $11, it should

	a.
	increase production to maximize profit.

	b.
	increase the price of the product to maximize profit.

	c.
	advertise to attract additional buyers to maximize profit.

	d.
	None of the above are correct.


____
10.
A profit-maximizing firm in a competitive market is currently producing 100 units of output. It has average revenue of $10, and its average total cost is $8. It follows that the firm's

	a.
	average total cost curve intersects the marginal cost curve at an output level of less than 100 units.

	b.
	average variable cost curve intersects the marginal cost curve at an output level of less than 100 units.

	c.
	profit is $200.

	d.
	All of the above are correct.


____
11.
When new firms enter a perfectly competitive market,

	a.
	profits of existing firms will fall.

	b.
	entering firms will earn zero profit as soon as they enter.

	c.
	existing firms will see their costs rise.

	d.
	consumers will likely observe increasing prices.


____
12.
Which of the following is an example of a barrier to entry?

	(i)
	A key resource is owned by a single firm.

	(ii)
	The costs of production make a single producer more efficient than a large number of producers.

	(iii)
	The government has given the existing monopoly the exclusive right to produce the good.


	a.
	(i) and (ii)

	b.
	(ii) and (iii)

	c.
	(i) only

	d.
	All of the above are correct.


____
13.
Because monopoly firms do not have to compete with other firms, the outcome in a market with a monopoly is often

	a.
	not in the best interest of society.

	b.
	one that fails to maximize total economic well-being.

	c.
	inefficient.

	d.
	All of the above are correct.


Figure 15-1
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____
14.
Refer to Figure 15-1. The shape of the average total cost curve reveals information about the nature of the barrier to entry that might exist in a monopoly market. Which of the following monopoly types best coincides with the figure?

	a.
	ownership of a key resource by a single firm

	b.
	a natural monopoly

	c.
	a government-created monopoly

	d.
	a dynamic monopoly.

	e.
	None of the above are correct.


____
15.
Refer to Figure 15-1. The shape of the average total cost curve in the figure suggests an opportunity for a profit-maximizing monopolist to take advantage of

	a.
	economies of scale.

	b.
	diseconomies of scale.

	c.
	constant returns to scale.

	d.
	increasing marginal cost.

	e.
	diminishing marginal product.


____
16.
Which of the following scenarios best represents a monopoly situation?

	a.
	Bill and Tom work separately from one another but both sell a very rare form of the same diamond. They are the only sellers of this type of diamond in town.

	b.
	Tom owns a fishing tackle shop in Miami, Florida, in which he sells the top-of-the-line fishing equipment.

	c.
	Bill owns the only grocery store in a small community that lies 200 miles from the nearest city.

	d.
	None of the above adequately represents a monopoly.


____
17.
When a firm operates under conditions of monopoly, its price is

	a.
	not constrained.

	b.
	constrained by marginal cost.

	c.
	constrained by demand.

	d.
	constrained only by its social agenda.


____
18.
A monopolist's average revenue is always

	a.
	equal to marginal revenue.

	b.
	greater than the price of its product.

	c.
	equal to the price of its product.

	d.
	less than the price of its product.


____
19.
Competitive firms have

	a.
	downward-sloping demand curves and they can sell as much output as they desire at the market price.

	b.
	downward-sloping demand curves and they can sell only a limited quantity of output at each price.

	c.
	horizontal demand curves and they can sell as much output as they desire at the market price.

	d.
	horizontal demand curves and they can sell only a limited quantity of output at each price.


____
20.
If a profit-maximizing monopolist faces a downward-sloping market demand curve, its

	a.
	average revenue is less than the price of the product.

	b.
	average revenue equals the price of the product.

	c.
	average revenue is less than marginal revenue.

	d.
	marginal revenue is greater than the price of the product.

	e.
	marginal revenue is less than the price of the product.


____
21.
Which of the following statements is true?

	a.
	The distribution of annual income accurately reflects the distribution of living standards.

	b.
	Lifetime incomes are more equally distributed than annual incomes.

	c.
	Transitory changes in income generally have a significant impact on a family's standard of living.

	d.
	Annual income is more equally distributed than permanent income.

	e.
	None of the above are true.


____
22.
Whether or not policymakers should try to make our society more egalitarian is largely a matter of

	a.
	economic efficiency.

	b.
	political philosophy.

	c.
	egalitarian principles.

	d.
	enhanced opportunity.


____
23.
The concept of diminishing marginal utility is embodied in the utilitarian rationale for

	a.
	trickle-down effects.

	b.
	enhancing market efficiency.

	c.
	redistributing income.

	d.
	maintaining the status quo income distribution.

	e.
	crowding out effects.


____
24.
All of the following will occur when government policies are enacted to make the distribution of income more equitable, EXCEPT

	a.
	behaviour is altered.

	b.
	incentives are distorted.

	c.
	total utility is constant.

	d.
	the allocation of resources is less efficient.


____
25.
In the parable of the leaky bucket, a fundamental problem with government redistribution programs is identified. As long as the government only has "leaky buckets" at its disposal

	a.
	affirmative action programs are doomed to failure.

	b.
	it should not try to reach complete equality in income.

	c.
	full egalitarian policies will always dominate competing policy options.

	d.
	equality of economic opportunity is an unattainable goal.
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25 multiple choice questions from chapters 14, 15 and 20





Identify the choice that best completes the statement or answers the question
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