MICROECONOMICS 101

PRACTICE FINAL EXAM 

A. Multiple Choices
1. __________ If a profit-maximizing monopoly is producing at an output at which marginal cost exceeds marginal revenue, it

a. Should raise price and lower output.

b. Should lower price and raise output.

c. Should lower price and lower output.

d. Is making losses.

e. Is maximizing profit.

2. __________ A natural monopoly is defined as

a a market in which competition and entry are restricted by the granting of a government license.

b an industry in which one firm can supply the entire market at a lower price than two or more firms.

c a market in which competition and entry are restricted by the granting of a patent.

d any market where one firm constitutes the entire industry.
e None of the above
3. __________ Suppose that 2 Pizzas can be produced with 2 workers, and 4 pizzas can be produced with 6 workers.  Then, which of the following is correct?

a. Average product is 1/2.

b. Average variable costs are rising.

c. The marginal product is higher than the average product.

d. The marginal product of labor is 2.

e. None of the above.

4. __________ Which of the following will definitely cause an increase in the equilibrium price?

a. An increase in both demand and supply.

b. An decrease in both demand and supply.

c. An increase in demand combined with a decrease in supply.

d. A decrease in demand combined with an increase in supply.

e. None of the above.

5. __________ The relative prices of bacon to beer (Pbacon/Pbeer) is 1:3.  If Bob’s current consumption is at a level where MUbeer/MUbacon is 3:1, then to achieve maximum utility Bob must

a. Consume more beer and less bacon.

b. Not change his current consumption of beer and bacon.

c. Consume less beer and more bacon.

d. Increase the price of beer.

e. Consume three times as much beer and one-third as much bacon.

6.  _________ Potatoes are inferior goods if 

a. An increase in the price of potatoes causes a decrease in the quantity of potatoes consumers want to buy.

b. A decrease in income causes an increase in the demand for potatoes.

c. A increase in income causes an increase in the demand for potatoes

d. It violates the law of demand.

e. Potatoes are a low quality good.

7. __________ If the income elasticity of demand is -2, then a 1 percent decrease in income will

a. Double the quantity demanded.

b. Reduce the quantity demanded by half.

c. Increase the quantity demanded by 2 percent.

d. Reduce the quantity demanded by 2 percent.

e. Increase the quantity demanded by 0.5 percent.

8. _________ which of the following will shift the supply curve for good X leftward?

a. A decrease in the wages of workers employed to produce X.

b. An increase in the cost of machinery used to produce X.

c. A technological improvement in the production of X.

d. A situation where quantity demanded exceeds quantity supplied.

e. All of the above.

Questions 9 to 11 refer to Figure 1, which illustrates a firm’s average total cost (ATC) and average variable cost (AVC) curves.

Figure 1
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9. _________  When the firm is producing 200 units of output, total costs in the short run are

a. $3,200.

b. $2,700.

c. $16.

d. $13.5.

e. Indeterminable with data provided.

10. _________ At a total product of 200 units, AFC is

a. $16.

b. $2.50.

c. $13.50.

d. $2700.

e. Indeterminable with data provided.

11. _________ If the level of production is 50 units, TFC is

a. $350.

b. $7.

c. $500.

d. $10.

e.
Indeterminable with data provided.

12. ______If a firm’s minimum average variable cost is $15 per unit of output and it faces a market price of $20, it should

a. shut down temporarily.

b. continue production in the short run.

c. continue but reduce production in the short run.

d. continue production as long as average total cost exceeds the price.

e. shut down temporarily in order to reduce its losses.  
13. _________ The cross elasticity of the demand for white tennis balls with respect to the price of yellow tennis balls is probably 

a. Negative and high.

b. Negative and low.

c. Positive and high.

d. Positive and low.

e. Zero.

14. _________  Which of the following is not an assumption of perfect competition?

a. The number of suppliers is large enough that no one produces a significant proportion of the output, and all demanders and suppliers are price-takers.

b. All individuals have perfect knowledge.

c. The products sold by all firms in the market are homogeneous.

d. Each firm faces a downward-sloping demand curve.

e. All the above are assumptions of perfect competition.

15. ___________ The supply curve for an individual firm in a perfectly competitive industry is P=1+2q.  If the industry consists of 100 identical firms, then what is industry supply when P=7?

a. 300.

b. 400.

c. 600.

d. 800.

e. None of the above.

16. ____________ A firm in a perfectly competitive industry is maximizing its short-run profits by producing 500 units of output.  At 500 units of output, which of the following must be false?

a. MC<AVC.

b. MC<ATC.

c. MC>ATC.

d. AR<ATC.

e. AR>AVC.

17. __________ A monopolist

a can sell as much as it wants at the chosen price because it is the only seller.

b can increase the price and the quantity sold at the same time.

c can increase the price only if it is willing to decrease the quantity sold.

d is not restricted by the law of demand.
e None of the above
18.  _____________ Which of the following is true for perfect competition, monopolistic competition, and single-price monopoly?

a. Homogeneous product.

b. Zero long-run economic profits.

c. Short-run profit-maximizing quantity where MC=MR.

d. Easy entry and exit.

e. None of the above.

19. _________  The tax burden on suppliers will be greater the more

a. Elastic is demand.

b. Inelastic is demand

c. Elastic is supply

d. Inelastic is supply

a. 2 only.

b. 1 and 3.

c. 1 and 4.

d. 2 and 3.

e.
2 and 4.
20. _______ An example of a product that could satisfy the assumption of price taker market is 
. barley. 

a. cars. 

b. shampoo. 

c. personal computers. 

d. pizza. 
21. ________ A monopoly is distinguished from a firm operating under any other market structure in the following way: 
. the monopoly charges a price higher than its average revenue. 

a. the monopoly can choose its output level. 

b. the monopoly can choose its level of cost. 

c. the monopoly does not produce at a profit-maximizing level of output. 

d. the monopoly has a demand curve which is identical to the market demand curve. 
22. _______ Sellers who lower their prices and consequently sell a larger quantity earn more
a. total revenue as a result. 

b. Profit as a result. 

c. Total revenue only if the demand is elastic and may even then earn less profit. 

d. total revenue and profit if the demand is inelastic. 

e. None of the above. 
23. ___________A perfectly competitive firm might be in short-fun equilibrium where

a. AVC is falling.

b. ATC is falling.

c. MC is falling.

d. Only a and b are possible.

e. A, b and c all are possible.

	24. ____________ A perfectly competitive firm will not sell below the market price because

	a.
	it faces inelastic demand.

	b.
	it can sell all it wishes to at the market price.

	c.
	the sellers in the market have agreed to not sell below a specified price.

	d.
	there would be little additional revenue earned, and costs would increase.

	e.
	this would lead to a price war among sellers.


25. ___________  In the short run, the profit-maximizing behaviour for a price-taking firm requires it to operate where 
. p = MC, given that p is greater than or equal to AVC. 

a. p = MC, given that p is greater than or equal to ATC. 

b. p = TR = TC. 

c. p > MR > MC. 

d. AVC = AR. 

26. _______ If a competitive firm produces an output where its average total cost is $40, and marginal revenue and marginal cost are $50, in the short run this firm

a. maximizes profit but makes only a normal profit.

b. maximizes profit and makes an economic profit.

c. can still increase profit.

d. has a declining profit.

e. makes an economic loss.  

27. _________ A consumer consumes only two goods, good X and good Y.  The marginal rate of substitution of good Y for good X is Y/X.  Suppose that income M = 260, Px = 2, Py = 3, and the consumer is consuming 40 units of good X and 60 units of good Y.  Which of the following is true?

a. The consumer is maximizing utility subject to her income.

b. The consumer could increase utility by increasing her consumption of good X and decreasing her consumption of good Y.

c. The consumer could increase her utility by increasing her consumption of good Y and decreasing her consumption of good X.

d. The consumer should increase her consumption of both goods because she is not spending all the income.

e. None of the above.

B. (SHOW YOUR WORK)  Here is the market for cashew nuts:

	Price per unit
	8
	16
	24

	Quantity Demanded
	6
	4
	2

	Quantity Supplied
	3
	7
	11


(a) Find the equation for demand. ____________________

(b) Find the elasticity of demand at equilibrium.  Is the curve elastic here? ______________________.

(c) At which point on the demand curve (find both P and Q) will the total revenue reach its maximum?  _______________ .

(d) Complete this table showing the effects of the following policy:

A $6 tax on consumer

	Pc
	Ps
	Qc
	Qs
	ΔCS
	ΔPS
	ΔGR
	DWL

	
	
	
	
	
	
	
	


C. Let U = X​​Y , Px = 10 and Py = 5 and income M = 100 

(a). What is the equilibrium level of X, Y and U?
Let Px change to $15  

(b). Show the income and substitution effects for the increase in Px  on a diagram.
D. Let Total variable cost = 2q2 + 5 q, Total fixed cost =32 and Market demand is given by Qd = 110 – 2P 

(a). In the short run there are 24 identically sized firms in this perfectly competitive industry.  Find the equilibrium price, quantity per firm and profit/loss per firm?

(b). Suppose there is free entry/exit in this perfectly competitive industry, all the firms are identical.  What will the long run price, quantity per firm and number of firms be (use the same cost function) ?

(c). If a monopoly gains control of this industry, what price would it set?  How many units would the firm sell and how much profit would this monopoly make?

(d) What is the socially optimal level of output and price for this firm?  What is the deadweight created by this single-price monopoly?
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