Homework #4
 
Econ 101 Sections 1 & 4
Due: Wednesday, 5 March 2003

Print Name_________________________

Section ________

ID# (last 5 digits) ____________________

MULTIPLE CHOICE.  Choose the one alternative that best completes the statement or answers the question.
1)  Fatz Confectionery is a candy company that operates at the risk of unlimited liability for its owner(s) in case, for instance, all of its former employees win a class action lawsuit because of "sugar-lung" developed over decades of working there. Thus Fatz is a 

A) proprietorship. 

B)  partnership. 

C) either of the above 

D)  neither of the above 

2)  Which of the following is a reason why firms can be more efficient than markets as coordinators of economic activity? 

A) elimination of the principal-agent problem 

B) economies of scale and scope 

C) higher transactions charges 

D) all of the above 

3)  The relationship between the stockholders of IBM Corporation and the IBM president is 

A) an incentive relationship. 

B)  a principal-agent relationship. 

C) a common equity relationship. 

D)  a command relationship. 

4)  Suppose Hayley's HairCuts earns a normal profit of $25,000. This normal profit 

A) is an implicit cost of doing business 

B) is an explicit cost of doing business. 

C) represents an opportunity cost of running the hair salon. 

D) Both answers A and C are correct. 

5)  Quick Auto Service will do oil changes. If each oil change is done by five people, each of whom specializes in one task, this is an example of 

A) economies of monitoring. 
B)  economies of scope. 

C) team production. 

D)  economies of coordination. 

6)  A firm has achieved economic efficiency whenever it has 

A) produced the given output at the lowest cost. 

B) fully depreciated all its assets. 

C) produced the given output using the fewest inputs. 

D) all of the above 

7)  The Herfindahl-Hirschman Index measures an industry's concentration of 

A) employment. 


B)  profits. 

C) productive capital. 

D)  sales. 

8)  An  profit for a self-employed entrepreneur is 

A) a profit over and above opportunity cost. 

B) an implicit cost. 

C) an opportunity cost. 

D) None of the above answers are correct. 

9)  A low concentration ratio indicates 

A) a high degree of competition. 

B)  that wages are a low share of costs. 

C) a high degree of monopolization. 
D)  that wages are a high share of costs. 

Jefferson's Cleaners

	      Labor  

 (workers)
	  Total Product  

 (suits cleaned   

     per day)

	0
	0

	1
	12

	2
	26

	3
	46

	4
	60

	5
	73

	6
	84

	7
	94

	8
	102

	9
	10


10)  Using the data in the above table, which worker at Jefferson's Cleaners has the highest marginal product? 

A) the second 

B)  the fifth 

C)  the fourth 

D)  the third 

Decent Donuts

	Labor

(workers)
	Total product

(dozens ofper day)

	0
	0

	1
	12

	2
	26

	3
	44

	4
	64

	5
	86

	6
	110

	7
	122

	8
	125

	9
	127

	10
	128


11)  Use the data in the table above and suppose that labor is the only variable resource. If each worker is paid $42.00 per day, what is the average variable cost to Decent Donuts of producing 122 dozen donuts each day? 

A) $2.41 

B)  $2.16 

C)  $3.06 

D)  $1.91 

12)  When the average product of labor is greater than the marginal product of labor, 

A) there must be increasing marginal returns. 

B) the marginal product of labor must be increasing as labor increases. 

C) the average product of labor is decreasing as labor increases. 

D) all of the above 

13)  Which of the following would be classified as a variable cost for the local Texaco station? 

A) the premiums paid for liability insurance, which are constant throughout the life of the contract 

B) wages to the workers who are all paid $6.00 per hour, no matter how many hours they work each week 

C) interest payments to a local bank for a 5-year loan 

D) the opportunity cost of money used to finance the installation of some new pumps 

14)  Which of the following would lead the  curve to shift upward at Barney's Bagel Bakery? 

A) an increase in the fixed amount of liability insurance premiums that Barney pays for his business 

B) a decrease in the hourly wage that Barney pays his workers 

C) an increase in the hourly wage that Barney pays his workers 

D) Both answers A and C are correct. 

[image: image1.png]M ATC
AVC

Cost {dollars per gallon}

0 10 20 30 40 50 B0 70 80 90 100
Quanty (gallons o lce cream per hou)




15)  Some of the cost curves for Ike's Ice Cream Kitchen are given in the above figure. At which of the following levels of output will be the lowest? 

A) at 0 gallons 

B)  at 10 gallons 

C)  at 70 gallons 

D)  at 40 gallons 

16)  An example of a fixed resource is 

A) electricity. 


B)  capital equipment. 

C) postage for mailing. 

D)  labor. 

17)  The marginal product of labor is equal to the 

A) slope of the marginal product of labor curve. 

B) the increase in the total product that results from hiring one more worker. 

C) total product divided by the total number of workers hired. 

D) all of the above 

Decent Donuts

	Labor

(workers)
	Total product

(dozens of per day)

	0
	0

	1
	12

	2
	26

	3
	44

	4
	64

	5
	86

	6
	110

	7
	122

	8
	125

	9
	127

	10
	128


18)  Using the table above, what is the marginal product of the 5th worker hired at Decent Donuts? 

A) 86 dozen donuts per day 

B)  64 dozen donuts per day 

C) 17.2 dozen donuts per day 

D)  22 dozen donuts per day 

	  Company  
	        Sales

 (millions of    

  dollars)

	A
	100

	B
	100

	C
	100

	D
	100

	E
	100

	F
	100

	G
	100

	H
	100

	I
	100

	J
	100

	K
	100

	L
	100

	M
	100

	N
	100

	O
	100

	P
	100

	Q
	100

	R
	100

	S
	100

	T
	100


19)  The table above lists the market shares of the twenty makers of personal computers. The Herfindahl-Hirschman Index for this industry equals 

A) 1250. 

B)  500. 

C)  250. 

D)  5. 

20)  Jitters Coffee Company owns a warehouse that it uses to store some of its inventories. The implicit rental rate for the warehouse is 

A) the opportunity cost of the using the warehouse rather than renting it to another company. 

B) the dollar value of the resources used to produce the inventories. 

C) the cost of capital used to construct the warehouse a decade ago. 

D) Both answers A and C are correct. 

Jefferson's Cleaners

	      Labor  

 (workers)
	  Total Product  

 (suits cleaned   

     per day)

	0
	0

	1
	12

	2
	26

	3
	46

	4
	60

	5
	73

	6
	84

	7
	94

	8
	102

	9
	10


21)  Using the data in the above table, which worker hired at Jefferson's Cleaners is the first to yield diminishing marginal returns? 

A) the fourth 

B)  the third 

C)  the fifth 

D)  the second 

22)  Which of the following are two components of the opportunity cost of using capital already owned by the firm? 

A) implicit costs and normal costs 

B) implicit rental rate and economic profit 

C) economic depreciation and forgone interest 

D) explicit rental rate and economic costs 

23)  If a firm that repairs  motorcycles and cars is able to do so at a lower cost than a firm that does only one or the other, this would be an example of 

A) economies of scope. 


B)  economies of scale. 

C) increasing transactions costs. 

D)  monitoring. 

ESSAY.  Write your answer in the space provided below or on back page. 2 POINTS
24)  Explain why average total costs initially decrease and then increase as output increases. 
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