Economics 101 – Section 4 Exam 2
1. Group of buyers and sellers with potential to trade with each other. C
a. Corporation

b. Sole proprietorship
        c. Market


d. Business
            e. None


2. When the price of a good rises and everything remains the same, the quantity of the good supplied will rise. B
a. Law of demand
b. Law of Supply

        c. Profit


d. Cost

            e. All

3. Increase and decrease in price of a given supply curve E
a. Movement up

b. Movement down
        c. Shift to the right

d. Shift to the left
            e. a & b

4. How would an increase in the price of labor, an input in production, change supply? D
a. Movement up

b. Movement down
        c. Shift to the right

d. Shift to the left
            e. a & b

5. How would an introduction of a yield increasing seed technology, holding other factors the same, change supply? C
a. Movement up

b. Movement down
        c. Shift to the right

d. Shift to the left
            e. a & b

6. How would an increase in the price of soybean, assuming they are related, affect the supply of corn? D
a. Movement up

b. Movement down
        c. Shift to the right

d. Shift to the left
            e. a & b

7. What market condition would exist if the price happens to be below the equilibrium price? B
a. Excess supply

b. Excess demand

        c. Equilibrium

d. All

            e. None

8. What market condition would exist if the price happens to be above the equilibrium price? A
a. Excess supply

b. Excess demand

        c. Equilibrium

d. All

            e. None

9. What will happen to equilibrium price and quantity if income of consumers rise causing demand to increase? B
a. P up and Q down
b. P up and Q up

        c. P down and Q up

d. P down and Q down    e. P and Q same

10. What will happen to equilibrium price and quantity if a storm reduces supply as production plants are closed? A
a. P up and Q down
b. P up and Q up

        c. P down and Q up

d. P down and Q down    e. P and Q same

11. Oil supply was disrupted after Iraq invaded Kuwait. If natural gas is a substitute for oil how, will the natural gas market be affected? B
a. P up and Q down
b. P up and Q up

        c. P down and Q up

d. P down and Q down    e. P and Q same

12. The law of diminishing marginal returns states that as more of any one input is added, holding the other inputs constant, its marginal product will eventually decline. B
a. False


b. True

        

c. All


d. None

13. Type of business ownership that has unlimited liability. B
a. Corporation

b. Sole proprietorship
        c. Multinational

d. Domestic
            e. All


14. A time horizon long enough for a firm to vary all of its inputs. D
a. One year

b. Month

        c. Short run


d. Long run
            e. Medium run

15. An input whose quantity remains constant, regardless of how much output is produced. C
a. Variable input

b. Labor Input

        c. Fixed input

d. Capital Input               e. All of above


16. The additional output produced when one more worker is hired. C
a. Average cost

b. Marginal cost

        c. Marginal product

d. Total product               e. Fixed cost

17. The cost of all inputs that are fixed in the short run E
a. Average cost

b. Marginal cost

        c. Marginal product

d. Total product               e. Fixed cost

18. The marginal product of labor decreases as more labor is hired is the principle of diminishing marginal. B
a. Cost


b. Return

        c. Profit


d. Total product               e. Fixed cost

19. The increase in total cost from producing one more unit of output. B
a. Average cost

b. Marginal cost
     
       c. Marginal product

d. Total product               e. Fixed cost


20. The cost per unit of output in the long run (LR), when all inputs are variable. A
a. LRATC

b. LRMC

        c. LRAVC


d. LRAFC
            e. All of above


21. Type of business ownership that suffers double taxation. A
a. Corporation

b. Sole proprietorship
        c. Multinational

d. Domestic
            e. None


22. Long-run average total cost decreases as output increases. B
a. Fixed cost

b. Economies of scale
        c. Diseconomies

d. Constant                       e. Average

23. A time horizon during which at least one of the firm’s inputs cannot be varied. C
a. One year

b. Month

        c. Short run


d. Long run
            e. Medium run

24. If the marginal product of labor rises over a particular range of output, then—over that range B
 a. MC rises

b. MC falls

        c. ATC rises


d. Both a and c                 e. None


25. The point where average variable cost is at the minimum is the point where C
 a. Minimum MC

b. Minimum ATC
        c. AVC=MC


d. ATC=MC                     e. ATC=AVC

26. Long-run average total cost increases as output increases. B
a. Fixed cost

b. Diseconomies of scale          c. Marginal


d. Constant                       e. Average

27. Which point (output) has lower AFC? C
 a. Minimum MC

b. Minimum AVC
        c. Minimum ATC

d. ATC=AVC 
            e. None

28. In making a decision, all costs—whether sunk/fixed or not—should be considered. B
a. True


b. False

        
        c. All


d. None
         
29. The point where average total cost is at its minimum  is when D
a. Minimum MC

b. Minimum AVC
        c. AVC=MC


d. ATC=MC                     e. ATC=AVC


30. At any level of output, a firm’s ATC can be greater than or equal to, but not less than, its LRATC. A
a. True


b. False

        
        c. All


d. None
         

31. As output increases in the short run, average fixed cost always declines. A
a. True


b. False

        
        c. All


d. None
         

32. The output level at which the firm’s LRATC curve is lowest. B
a. Total product

b. Minimum efficient scale        c. Marginal product

d. Constant product           e. Average
33. Whenever marginal revenue is positive, increasing output by one unit will increase total revenue. A
a. True


b. False


c. All


d. None




34. The firm maximizes profit by producing the output level at which B
a. TR=TC

b. TR-TC is greatest
c. MR-MC is greatest
d. TR is maximum
e. None
35. No matter how large the loss, a firm should always stay open in the short-run if its total revenue is more than sufficient to cover the total variable cost of production, even if it is less than total cost. A
a. True


b. False


c. All


d. None




36. Change in total revenue for one additional unit of output sold is C
a. TR


b. TC


c. MR 


d. MC


e. None

37. When a firm faces a downward sloping demand curve then it is always the case that B
a. MR > price

b. MR < price

c. MR equal to price
d. All


e. None

38. When a firm faces a horizontal demand curve then it is always the case that C
a. MR > price

b. MR < price

c. MR equal to price
d. All


e. None

39. The output level that maximizes profit is the same as the output level that maximizes total revenue. B
a. True


b. False


c. All


d. None




40. Which cost is not relevant in determining profit maximizing output. D
a. ATC


b. MC


c. AFC 


d. a and c

e. None

41. When MR and MC cross at two places, the profit maximizing output level is the one at which the MC curve crosses the MR curve from above. B
a. True


b. False


c. All


d. None




42. Under what condition will you increase output to maximize profit. B
a. MC greater than MR
b. MC less than MR
c. MC equal to MR 
d. All


e. None

43. Under what condition will you reduce output to maximize profit. A
a. MC greater than MR
b. MC less than MR
c. MC equal to MR 
d. All


e. None

44. A useful rule for deciding whether to increase output is to compare the gain in revenue with the average cost of production. B
a. True


b. False


c. All


d. None




45. When firms face a perfectly elastic demand curve, which cost represents its supply function E
 a. ATC


b. AFC


c. AVC

 
d. MR


e. MC

46. In the short run, if a firm’s total revenue is less than its total variable cost at all levels of output, the firm should shutdown. A
a. True


b. False


c. All


d. None




47. The shutdown price is. B
a. Price < ATC

b. Price < AVC

c. Price < AFC
 
d. Price < MC

e. None

48. The price which gives zero profit will be. A
a. Price = ATC

b. Price = AVC

c. Price = AFC
 
d. Price = MC

e. None

49. If quantity supplied is lower than the quantity demanded, prices will B
a. Decrease

b. Increase

c. Remain as is
 
d. None


50. If quantity demanded is lower than the quantity supplied, prices will A
a. Decrease

b. Increase

c. Remain as is
 
d. None


