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Econ 101, Sections 5 and 7, S03

Schroeter

Exam #4, Red
Choose the single best answer for each question.

1. Economists normally assume that the goal of a business firm is to

a. maximize revenue.

b. minimize cost.

*. maximize profit.

d. all of the above.

2. For 2002, the firm "Gary's Gizmos" earned revenue that exceeded its implicit costs.  At the same time, revenue was less than the sum of implicit costs and explicit costs.  On the basis of this information, we can conclude that Gary's Gizmos had

*. negative economic profit.

b. positive accounting profit.

c. negative accounting profit.

d. both a and b.

3. The marginal product of labor is defined as

a. the increase in labor necessary to produce one more unit of output.

b. the increase in the wage necessary to raise labor supply by one worker.

c. the increase in cost resulting from the addition of one more worker.

*. the increase in output obtained from a one unit increase in labor.

4. "Wanda's Widgets" is a small manufacturing company with a production process that is subject to diminishing, but positive, marginal product of labor.  Holding fixed the employment levels of all other inputs, Wanda's output is 750 widgets/day when she employs 10 workers, and 780 widgets/day when she employs 11 workers.  If she were to employ 12 workers, her output would be

a. less than 750 widgets/day.

b. between 750 and 780 widgets/day.

*. between 780 and 810 widgets/day.

d. more than 810 widgets/day.

5. Consider the following cost information for a particular firm.

At an output level of 200 units/day: MC = $1.20/unit and ATC = $1.40/unit.

At an output level of 300 units/day: MC = $1.50/unit and ATC = $1.40/unit.

Furthermore, the firm's marginal cost curve is upward-sloping over the entire output range from 200 to 300 units/day.  Which of the following is true?  At every output level between 200 and 300 units/day, ATC

a. is equal to $1.40/unit.

b. is greater than or equal to $1.40/unit.

c. is upward sloping.

*. none of the above.

The following table contains some figures for a firm's fixed cost (FC), variable cost (VC), total cost (TC), average fixed cost (AFC), average variable cost (AVC), and average total cost (ATC), for various output levels (Q).  Use this information to answer questions 6, 7, 8, and 9.

Q
FC
VC
TC
AFC
AVC
ATC

units/day
$/day
$/unit

10
1000
3000

100.00



20


4500




30

4200



173.33

40


6100
25.00



50
1000
6200





6. TC at Q = 30 units/day is

a. $4200/day.

*. $5200/day.

c. $6200/day.

d. none of the above.

7. ATC at Q = 40 units/day is

a. $127.50/unit.

b. $135.50/unit.

*. $152.50/unit.

d. none of the above.

8. AVC at Q = 20 units/day is

a. $140.00/unit.

*. $175.00/unit.

c. $225.00/unit.

d. none of the above.

9. Over the output range from 10 to 20 units/day the firm's marginal cost is approximately

*. $50.00/unit.

b. $175.00/unit.

c. $250.00/unit

d. $325.00/unit.

10. When economists say that a firm has "market power," they mean that it can

a. control the number of firms in its industry.

b. ignore government regulatory efforts.

c. sell as much as it wants without having an impact on price.

*. influence the price at which it sells its product.

11. A competitive firm faces a price of $7/unit for its product.  It is currently operating where marginal cost is $4/unit, average variable cost is $5/unit, and average total cost is $9/unit.  To maximize profit (or minimize loss) in the short-run, the firm should

a. maintain its current output.

b. shut down.

c. decrease output, but not shut down.

*. increase output.

12. A profit-maximizing firm's fixed costs are sunk in the short-run.  Suppose that the firm chooses to continue producing for the short-run.  If market conditions remain unchanged, however, it will stop producing and exit the industry in the long-run.  The firm's revenue

a. is greater than fixed cost, but less than variable cost.

b. is greater than variable cost, but less than fixed cost.

c. is greater than total cost, but less than fixed cost.

*. is greater than variable cost, but less than total cost.

13. A competitive industry is in long-run (zero-profit) equilibrium to begin.  Then demand shifts permanently to the left.  The short-run response to the demand shift will include

a. no change in price.

b. exit of some of the industry's firms.

*. a decrease in the representative firm's output.

d. none of the above.

14. A competitive industry is in long-run (zero-profit) equilibrium to begin.  Then demand shifts permanently to the left.  Which of the following will be a feature of the new zero-profit equilibrium that will eventually be reached in the long-run?

a. Price will be higher than in the original long-run equilibrium.

*. Industry output will be lower than in the original long-run equilibrium.

c. There will be the same number of firms as in the original long-run equilibrium.

d. all of the above.

15. A competitive firm has a "U-shaped" ATC curve and faces a price of $10/unit.  It maximizes profit by choosing to produce at an output level with average total cost = $8/unit.  For this firm, ATC = MC at an output level of 100 units/day.  How much profit is earned by this firm?

a. exactly $200/day.

*. more than $200/day.

c. less than $200/day.

d. impossible to determine without more information.

16. The prescription heartburn remedy, Prilosec, is manufactured by AstraZeneca PLC.  When AstraZeneca's patent on the drug's active ingredient expired

a. generic versions of Prilosec immediately entered the market at prices much lower than the pre-expiration prices of the brand-name version.

*. the company got a new patent on a previously-unpatented feature of Prilosec.

c. AstraZeneca withdrew Prilosec from the market because production was no longer profitable in the face of generic competition.

d. a and c.

17. A monopolist can sell 50 widgets/day when it charges a price of $8/widget.  At this output level, its marginal revenue is -$5/widget (Note: minus $5/widget).  Approximately how much would the monopolist have to reduce its price to sell 51 widgets/day?

a. $0.05/widget.

b. $0.15/widget.

*. $0.25/widget.

d. $0.50/widget.

18. If a monopolist faces a downward-sloping demand curve, its

a. average revenue is less than its marginal revenue.

*. marginal revenue is less than its price.

c. average revenue is less than its price.

d. price is less than its marginal revenue.

19. At its current output level, a monopolist finds that price is $1.50/unit, average total cost is $1.30/unit, and marginal revenue and marginal cost are both $1.20/unit.  To maximize profit (or minimize loss) in the short-run, the monopoly should

*. maintain its current output level.

b. increase its output level.

c. shut down; that is, reduce its output level to zero.

d. reduce its output level but not shut down.

20. Which of the following is true?

a. The U.S. Department of Justice can file suit under federal antitrust law, but private firms cannot.

b. The Department of Justice's suit against Microsoft ended when the company was acquitted (found innocent) of all wrong-doing by a federal court.

*. The Department of Justice's suit against Microsoft charged that the company used anti-competitive tactics to hurt its rival in the Internet browser market, Netscape.

d. The most recent court ruling in the Microsoft case orders the company broken up into smaller companies.

Questions 21 and 22 refer to the following information.  A monopolist faces two groups of potential customers.  There are 500 potential customers with a willingness-to-pay (WTP) of $8 for the first unit of the monopolist's product, and $0 for additional units.  Also, there are 1000 potential customers with a WTP of $5 for the first unit and $0 for additional units.  The monopolist produces her product at zero fixed cost and a constant marginal cost of $4/unit.

21. If the monopolist were allowed to price discriminate, the maximum profit it could earn would be

a. $6000.

b. $4000.

*. $3000.

d. $2000.

22. If the monopolist were required to charge a uniform price, the maximum profit it could earn would be _______, and the total consumer surplus of the "high" WTP customers would be _______.

a. $2000, $1500.

*. $2000, $0.

c. $1500, $2000.

d. none of the above.

23. A competitive industry is monopolized; in other words, all of the firms in the industry are purchased by one person who proceeds to operate them as a single, profit-maximizing firm.  The welfare effects of this change in market structure include

*. decreases in consumer surplus and total surplus.

b. increases in consumer surplus and producer surplus.

c. decreases in producer surplus and total surplus.

d. none of the above.

24. Consider an industry consisting of two firms selling identical products.  One possibility is that the firms collude in restricting their output levels so as to achieve the joint-profit-maximizing, or "monopoly," outcome.  Another possibility is the Nash equilibrium outcome.  Which of the following is true?  The Nash equilibrium involves

a. a higher price and a greater output than the "monopoly" equilibrium.

b. a higher price and a lower output than the "monopoly equilibrium.

*. a lower price and a greater output than the "monopoly" equilibrium.

d. a lower price and a lower output than the "monopoly" equilibrium.

Use the following information to answer questions 25 and 26.  Each of two competing firms plans to develop a new advertising campaign.  A firm's decision to "advertise" (develop and launch the new campaign) will directly affect its costs and sales, and will also indirectly affect its rival's sales.  The overall effects on a firm's profits, therefore, depend on its own and its rival's decisions.  The situation is represented by the following payoff matrix in which the reported payoffs are profit levels for firms 1 (π1) and 2 (π2) respectively.


Firm 2's strategies


"Don't advertise"
"Advertise"

Firm 1's strategies
"Don't advertise"
(1 = 20,  (2 = 20
(1 = 14,  (2 = 24


"Advertise"
(1 = 25,  (2 = 12
(1 = 16,  (2 = 17

25. Which of the following is true?

*. "Advertise" is a dominant strategy for Firm 1.

b. "Don't advertise" is a dominant strategy for Firm 2.

c. Neither firm has a dominant strategy.

d. Both a and b are true.

26. In the Nash equilibrium of this game, Firm 1 chooses

*. "Advertise" and Firm 2 chooses "Advertise."

b. "Advertise" and Firm 2 chooses "Don't advertise."

c. "Don't advertise" and Firm 2 chooses "Advertise."

d. "Don't advertise" and Firm 2 chooses "Don't advertise."

27. When an identical product duopoly is in Nash equilibrium

a. the two firms' joint profits are maximized.

b. output is equal to the efficient (total-surplus-maximizing) level.

*. neither firm has an individual incentive to unilaterally change its output.

d. all of the above.

28. Game theory is useful for understanding the behavior of

a. competitive markets.

b. monopolies.

c. markets in which firms behave as price-takers.

*. oligopolies.

29. When OPEC's cartel discipline breaks down, and member nations begin to pursue their individual interests, crude oil prices

a. decrease and production levels decrease.

*. decrease and production levels increase.

c. increase and production levels decrease.

d. increase and production levels increase.

30. Which of the following pricing strategies is least likely to involve price discrimination?

a. Senior citizen discounts at restaurants.

b. Airline "super-saver" fares that require 2 weeks advance booking and a Saturday night stay.

*. Discounts offered for large volume purchases.

d. Newspaper coupons for "20 cents off" on the purchase of a grocery item.

