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Multiple Choice
I dentify the choice that best completes the statement or answer s the question.

1. Economic profit is equal to

total revenue minus the explicit cost of prodgajoods and services.

total revenue minus the opportunity cost of piddg goods and services.

total revenue minus the accounting cost of produgoods and services.

average revenue minus the average cost of pragltie last unit of a good or service.

aoow

2. The marginal product of labour is equaht
a. incremental cost associated with a one unieass in labour.
b. incremental profit associated with a one urdtéase in labour.
c. increase in labour necessary to generate arahmeorease in output.
d. increase in output obtained from a one unitdase in labour.

The figure below depicts a total cost functionddirm that produces cookies. Use the figure tavenghe
following questions.

Figurel

Total
cost

Quantity of Output
(# of cookies)

3. Refer to Figure 1. Which of the following is true of the productiomriction (not pictured) that underlies this
total cost function?
(i)  Total output increases as the quantity of ispgatreases, but at a decreasing rate.
(i)  Marginal product is diminishing for all levelsf input usage.
(i)  The slope of the production function decresas the quantity of inputs increases.

a. (i)only

b. (i) and (iii)

c. (i) and (iii)

d. All of the above are correct.
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Scenario 1
For the following questions, assume that a given &xperiences decreasing marginal product of lainaii
the addition of each worker regardless of the cuiroatput level.

. Refer to Scenario 1. Average total cost will be
a. always rising.

b. always falling.

C. constant.

d. U-shaped.

. Refer to Scenario 1. Average fixed cost will be
a. always rising.

b. always falling.

c. U-shaped.

d. constant.

When marginal cost is less than averagédost,
a. marginal cost must be falling.

b. average variable cost must be falling.

c. average total cost is falling.

d. average total cost is rising.

. Johnny is a third year student in collaglaas a 2.5 cumulative grade point average (GRAnny's
cumulative GPA will be better next semester if he

(i)  performs better than he did in first year.

(i)  performs better than his cumulative GPA.

(i)  gives an average performance.

a. (i) only

b. (i) only

c. (i) and (iii)

d. All of the above are correct.

The curves on the following page reflect informatabout the cost structure of a firm. Use the figtar
answer the following questions.
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Figure2
Cost ($)

D

Quantity of Output

8. Refer to Figure 2. This particular firm is necessarily experienctiginishing marginal product when curve
(i) Alsrising.
(i)  Bisrising.
(i)  Cisrising.

a. (i)only
b. (i) only
c. (i) and (ii)
d. All of the above are correct.
Tablel
Measures of Cost for ABC Inc. Widget Factory
Quantity Variable Total Fixed
of Widgets Costs Costs Costs
0 $10
1 $1
2 $3 $13
3 $6 $16
4 $10
5 $25
6 $21 $10
9. Refer to Table 1. The average variable cost of producing four wislge
a. $2.00
b. $2.50
c. $3.33
d. $5.00
10. Refer to Table 1. The marginal cost of producing the sixth widget i
a. $1.00.
b. $3.50.
c. $5.00.

d. $6.00.
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The figure below depicts average total cost fumdifior a firm that produces automobiles. Use theré to
answer the following questions.

Figure3
Average
Total
Cost (%)
ATCp
ATC, ATCc
N4
| i
1 i
1 i
1 i
1 i
1 i
1 ]
1 i
1 i
M N
Quantity of
Automobiles
per day

11. Refer to Figure 3. This firm experiences diseconomies of scale atwehitput levels?
a. output levels above N
b. output levels between M and N
c. output levels below M
d. All of the above are correct, if the firm is ogtng in the long run.

12. When a firm in a competitive market praut0 units of output, it has a marginal revenu#8d®0. What
would be the firm's total revenue when it produgesits of output?

a. $4.80
b. $6.00
c. $48.00
d. $60.00

13. When a profit-maximizing firm in a compigg market has zero economic profit, accountirafipr
a. is negative (accounting losses).
b. is positive.
c. isalso zero.
d. could be positive, negative or zero.

14. For a competitive firm,
a. average revenue equals the price of the godanénginal revenue is different.
b. marginal revenue equals the price of the gootaterage revenue is different.
C. average revenue equals marginal revenue, byrites of the good is different.
d. average revenue, marginal revenue, and the gfrbe good are all equal to one another.
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Use the information for a competitive firm in thable below to answer the following questions.

Table 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

Refer to Table 2. At a production level of 4 units which of thelfaling is true?
a. Marginal cost is $6.

b. Total revenue is greater than variable cost.

c. Marginal revenue is less than marginal cost.

d. All of the above are correct.

Refer to Table 2. If this firm chooses to maximize profit it wilhoose a level of output where marginal cost

is equal to
a. 6.
b. 7.
c. 8.
d. 9.

Refer to Table 2. If the firm finds that its marginal cost is $6should
a. reduce fixed costs by lowering production.

b. increase production to maximize profit.

c. decrease production to maximize profit.

d. maintain its current level of production to nraiie profit.

The graph on the following page depicts the coscsire for a firm in a competitive market. Use ¢neph to
answer the following questions.
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Figure4
Price

ATC

Q1Q2 03 Q4 Quantity

18. Refer to Figure 4. When price rises from,Ro B;, the firm finds that
a. marginal cost exceeds marginal revenue at aiptioth level of Q.
b. if it produces at output level;@ will earn a positive profit.
c. expanding output toQvould leave the firm with losses.
d. All of the above are correct.

19. Refer to Figure 4. Which of the following statements best refletis situation faced by the firm when price
falls from B, to B.?
a. Average total cost is lower than at the previeus| of output so it increases production.
b. The firm will earn profit equal to (R P,) x Q..
c. Marginal revenue is lower than marginal coghatprevious level of output, so it
decreases production.
d. Marginal revenue is higher than marginal coshatprevious level of output, so it
increases production.

20. A profit-maximizing firm in a competitivearket will always make marginal adjustments tadpiation as
long as
a. average revenue is greater than average tatal co
b. average revenue is equal to marginal cost.
c. marginal cost is greater than average total cost
d. price is above or below marginal cost.

21. When total revenue is less than variatdésca firm in a competitive market will
a. continue to operate as long as average reveweeds marginal cost.
b. continue to operate as long as average reveeeds average fixed cost.
c. shut down.
d. always exit the industry.

22. Inthe long run all of a firm's costs aadable. In this case the exit criterion for afirmaximizing firm is
a. price < average total cost.
b. price > average total cost.
C. average revenue > average fixed cost.
d. average revenue > marginal cost.
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23. Profit-maximizing firms enter a compettimarket when, for existing firms in that market,
a. total revenue exceeds fixed costs.
b. total revenue exceeds total variable costs.
C. average total cost exceeds average revenue.
d. price exceeds average total cost.

The figure below depicts the cost structure ofm in a competitive market. Use the figure to ansthe
following questions.

Figure5

Price
ATC

1
1
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Q1 Q2 Q3 Q4 Quantity

24. Refer to Figure5. When market price issPa profit-maximizing firm's profits can be repressd by the area
a. Psx Qs
b. (Ps-Ps)x Q..
C. (Ps-Py)xQa
d. When market price issBhere are no profits.

25. Refer to Figure 5. Firms would be encouraged to enter this markealiqrices that exceed

a. R.
b. R.
c. R

d. None of the above are correct.

The figure on the following page depicts the casicture of a firm in a competitive market. Use figeire to
answer the following questions.
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Figure 6

Price
ATC

Q Q Q3 Qq Quantity

Refer to Figure 6. When market price is;Pa profit-maximizing firm's total profit or losso be represented
by which area?

a. P, x Qg profit

b. (P;-P)xQ;,;loss

C. (P2-P)xQy;loss

d. We can't tell because we don't know fixed costs.

Refer to Figure 6. When a profit-maximizing firm is earning profithase profits can be identified by
a. PxQ.

b. (MC-AVC) x Q.

c. (P-ATC)xQ.

d. (P-AVC)x Q.

A profit-maximizing firm in a competitivearket is currently producing 100 units of outpuhas average
revenue of $10, and its average total cost ist#8llbws that the firm's
a. average total cost curve intersects the margogticurve at an output level of less than
100 units.
b. average variable cost curve intersects the malrgost curve at an output level of less
than 100 units.
c. profitis $200.
d. All of the above are correct.

For a certain firm, the 100th unit of autihat the firm produces has a marginal revenul6fand a
marginal cost of $7. It follows that
a. the production of the 100th unit of output irmses the firm's profit by $3.
b. the production of the 100th unit of output ireges the firm's average total cost by $7.
c. the firm's profit-maximizing level of outputlisss than 100 units.
d. All of the above are correct.
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Scenario 2
Assume a certain firm is producing 1,000 unitsatpat (so Q = 1,000). At Q = 1,000, the firm's maad)
cost equals $15 and its average total cost eqadlsThe firm sells its output for $12 per unit.

30. Refer to Scenario 2. At Q = 999, the firm's total cost amounts to

a. $10,985.
b. $10,990.
c. $10,995.
d. $10,999.

31. Afirmin a competitive market has thédaing cost structure:

Output Total Cost
$5
$10
$12
$15
$24

AWNEFLO

This firm will shut down

if price falls below $3.33 and exit if it falielow $5.
if price falls below $5 and exit if it falls mk $3.33.
if price falls below $7 and exit if it falls ki $10.
and exit if price falls below $5.

aoow

32. Because monopoly firms do not have to etenwith other firms, the outcome in a market veithonopoly
is often
a. nhotin the best interest of society.
b. one that fails to maximize total economic wedlty.
c. inefficient.
d. All of the above are correct.

33. A natural monopoly occurs when
a. the product is sold in its natural state (suctvater or diamonds).
b. there are economies of scale over the relewagger of output.
c. the firm is characterized by a rising marginadtacurve.
d. production requires the use of free naturaluesas, such as water or air.

34. The market demand curve for a monopalistgically
a. unitary elastic at the point of profit maximipat
b. downward sloping.
c. horizontal.
d. vertical.

35. For a profit-maximizing monopolist, its

average revenue is less than the price of tidupt.
average revenue is less than marginal revenue.
marginal revenue is less than the price of teuyrt.
marginal revenue is greater than the price ®pttoduct.

aoow
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Table3
Total Average Marginal
Quantity Price Revenue Revenue Revenue
1 35 35
2 64 32 29
3 29
4 17
5 23 11
6 120
7 17 -1
8 -7
9 99 11 -13
10 8 80

Refer to Table 3. If the monopolist sells 8 units of its produabyhmuch total revenue will it receive from
the sale?

a. 40

b. 112

c. 164

d. It cannot be determined from the informationvited.

Refer to Table 3. Assume this monopolist's marginal cost is consaafl1. What quantity of output (Q) will
it produce and what price (P) will it charge?

a. Q=4,P=%27

b. Q=4,P=%25

c. Q=5 P=%23

d Q=7,P=%17

Which of the following statements is true?
(i)  When a competitive firm sells an additionaltusii output, its revenue increases by
an amount less than the price.
(i)  When a monopoly firm sells an additional uoftoutput, its revenue increases by an
amount less than the price.
(i)  Average revenue is the same as price for lootimpetitive and monopoly firms.

a. (i)only

b. (i) only

c. (i) and (ii)
d. (ii) and (iii)
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Refer to Figure 7. Which of the graphs shown would be consistent wifirm in a monopolistically

competitive market that is earning a positive pfofi

a.

b.
c.
d

panel a
panel b
panel ¢
panel d

As new firms enter a monopolistically cetitive market, profits of existing firms

a.
b.
c.
d.

rise and product diversity in the market incesas
rise and product diversity in the market decesas
decline and product diversity in the market ¢éases.
decline and product diversity in the market dases.

When a firm operates at efficient scale,

a. its average revenue must exceed the minimumesfge total cost.

b. its average revenue must be equal to the miniofuawerage total cost.
c. the average-total-cost curve must be falling.

d. the average-total-cost curve must be rising.

The point of tangency which charactefi@eg-run equilibrium for a monopolistically compate firm
always occurs at a certain level of output; calt flevel of output @ Then Q

a.

b.
c.
d.

exceeds the level of output at which margimamneie equals marginal cost.
exceeds the level of output at which marginalt eguals average total cost.
falls short of the level of output at which maaj revenue equals zero.

All of the above are correct.
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43. Refer to Figure 8. Panel (a) shows a profit-maximizing monopolidticaompetitive firm that is

a.
b.
c.

earning a zero profit.
in long-run equilibrium.

charging a price that is equal to average tuisl.
d. All of the above are correct.

44. The product-variety externality is asseciavith

a.

=3

Lo

the producer surplus that accrues to incumlins in a monopolistically competitive

industry.

loss of consumer surplus from exposure to amfdhtiadvertising.
the consumer surplus that is generated frormtheduction of a new product.
the opportunity cost of firms exiting a monopttially competitive industry.
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Figure9
Price

$6.00 1
5.00 1
4.060 1
3.00 1
2.00 1

1.00 1

50 60 Quantity

45. Refer to Figure9. The equilibrium price in the market after the tsuxmposed is
a. $1.00.

b. $3.50.
c. $5.00.
d. $6.00.
46. Refer to Figure 9. The amount of the tax that buyers would pay wdadd
a. $1.00.
b. $1.50.
c. $2.50.
d. $3.00.

47. Which of the following is the most corrstitement about tax burdens?

A tax burden falls most heavily on the sidehef tharket that is elastic.

A tax burden falls most heavily on the sidehaf market that is inelastic.

A tax burden falls most heavily on the sidehs market that is closer to unit elastic.
A tax burden is distributed independently oatieke elasticities of supply and demand.

coop

48. When the government places a tax on aiptod

a. the cost of the tax to buyers and sellers \illdss than the revenue raised from the tax by
the government.

b. the cost of the tax to buyers and sellers wjillad the revenue raised from the tax by the
government.

c. the cost of the tax to buyers and sellers exxtedrevenue raised from the tax by the
government.

d. without additional information, such as the &tity of demand for this product, it is
impossible to compare tax cost with tax revenue.
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49. When evaluating the size of the deadwédigistdue to a tax we know that the
a. greater the elasticities of supply and demdredgteater the deadweight loss.
b. smaller the elasticities of supply and demalne greater the deadweight loss.
c. smaller the decrease in both quantity demandédjaantity supplied, the greater the
deadweight loss.
d. primary factor that determines the size of teadiveight loss in the percentage the tax is
of price.

Figure 10

Price

Py

P

4 Quantity

50. Refer to Figure 10. After the tax is levied, consumer surplus is espnted by area
a. A
b. A+B+C
c. D+E+F
d F
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Figure1l

Price

$22

16 1

10

0 300 600 Quantity

Refer to Figure 11. What would happen to producer surplus if a takeviaposed in this market?
It would fall by $600.

b. It would fall by $900.

c. It would fall by $1800.

d. It would fall by $2400.

o

Market demand and supply for a good arengby Qd = 128 - 9P and Qs = 7P - 32. The govembhimgoses
a tax on consumers, resulting in a new demand iequatt Qd = 112 - 9P, With the tax, the price cansus

pay is
a. $9 c. $8.83
b. $10.78 d. $11.42
Given the situation in Question 52 abtve deadweight loss due to the tax is
a. $6.23 c. $55.18
b. $12.46 d. $35
Given the situation in Question 52 abtdwve government collects tax revenue equal to
a. $334.18 c. $97.02
b. $55.18 d. $70
Given the situation in Question 52 abarech is more elastic - demand or supply?
a. Demand c. Both have the same elasticity

b. Supply d. Not enough information to determine
elasticities.
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A monopolist faces a demand P = 40 - 2grgMal revenue is MR = 40 - 4Q and marginal cesbinstant at
MC = 4. To maximize profits, the monopolist willquuce a quantity of _ and sell at a price of .
a. 18; %4 c. 9;%$22
b. 9;%4 d. 18; $22.
Given the information in Question 56 abdivilne monopolist’s total costs are TC = 90 atsfit per unit is
a. $10 c. $12
b. $22 d. $10.80.
Given the information in Question 56 ahdlre deadweight loss due to monopoly is
a. $18 c. $162
b. $9 d. $81.
Given the information in Question 56 ahdvilnis were a perfectly competitive firm, it wiolsell its product
at a price of
a. $22 c. $5
b. $18 d. $4
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Given the information in Question 56 ahdvilnis were a monopolistically competitive firit, would sell its

product at a price of
a. $22
b. $18

c. $
d. $4.

Now that football is over until the f&irofessor Holmes will be following

a. The Maple Leafs
b. Tiger Woods

c. The Summer Olympics
d. Denny Hamlin.



