Review of Chapter 11


Econ 101 Sections 1 & 4

This is for you exam preparation. Answers are on the last two pages.

MULTIPLE CHOICE.  Choose the one alternative that best completes the statement or answers the question.
1)  In a perfectly competitive market that is in long-run equilibrium, a permanent leftward shift in the market demand curve will cause 

A) firms to leave the industry in the long run. 

B) profits to fall in the short run. 

C) the price to fall in the short run. 

D) all of the above 
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2)  In the above figure, if the price is $4 per unit, how many units will a profit maximizing perfectly competitive firm produce? 

A) 20 

B)  0 

C)  5 

D)  30 

3)  In the long run, perfectly competitive firms earn zero economic profit. This result is due mainly to the assumption of 

A) a perfectly elastic market demand. 
B)  unrestricted entry and exit. 

C) price taking by the firms. 

D)  few buyers and sellers. 

4)  Which of the following conditions allows perfect competition to arise? 

A) Attempts by each firm to make their product different from products produced by other firms reinforces competition between firms. 

B) Sellers and buyers are well informed about available quantity but not prices. 

C) New firms must operate more efficiently in order to overcome the competitive advantage of existing firms. 

D) The minimum efficient scale of a single producer is small relative to the demand for the good or service. 
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5)  The figure above shows a perfectly competitive firm. The firm is operating; that is, the firm has not shut down. The firm is 

A) earning a normal profit. 

B)  incurring an economic loss of $600. 

C) incurring a economic loss of $200. 
D)  earning an economic profit of $200. 

6)  The figure above shows a perfectly competitive firm. The firm will shut down in the short run if 

A) total fixed costs exceed $200. 

B)  total fixed costs equal zero. 

C) total fixed costs are less than $200. 
D)  total fixed costs exceed total costs. 
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7)  In the above figure, if the price is $16 per unit, the profit maximizing perfectly competitive firm will 

A) earn an economic profit. 

B) shut down. 

C) earn a normal profit. 


D) incur an economic loss but continue to operate. 

8)  In a perfectly competitive market in the short run, as the market demand increases, the firms ________ their output and their profit ________. 

A) decrease; decreases 

B)  increase; increases 

C) increase; decreases 

D)  decrease; increases 

9)  In the short run, which of the following can occur in a perfectly competitive market? 

A) Firms can earn an economic profit. 

B) Firms can charge a price above the market price. 

C) Firms can enter or exit the industry. 

D) Firms can adjust the size of their plant. 

10)  If the market price of a perfectly competitive firm's product is below its average variable cost, then the firm's 

A) marginal revenue is zero. 

B) total revenue if it stayed open would be less than its total variable costs. 

C) total revenue if it stayed open is less than its total cost but greater than its total fixed costs. 

D) total revenue is as large as possible. 

11)  When marginal revenue equals marginal cost, the firm is 

A) establishing its shutdown point. 

B)  maximizing its profit. 

C) maximizing its revenues. 

D)  setting price. 

12)  External costs are 

A) the costs of working outdoors. 

B) not an obstacle to an efficient use of resources. 

C) costs of production not borne by the producer. 

D) easily corrected by perfectly competitive firms. 

13)  As long as it does not shut down, a perfectly competitive firm will 

A) produce so that marginal revenue equals marginal cost. 

B) never set its price equal to its marginal revenue. 

C) produce so that price equals average cost. 

D) always earn an economic profit. 

14)  The assumption that a perfectly competitive industry has many sellers, each selling an identical product, leads to the conclusion that 

A) the economic profit will be positive in the long run. 

B) consumers get to see a variety of outputs. 

C) firms are price takers. 

D) there are many buyers. 

15)  In a perfectly competitive industry, the demand for a single firm's product is perfectly elastic 

A) because this firm's output is a perfect substitute for any other firm's output. 

B) because there are many buyers in this market. 

C) only in the long run. 

D) because this firm is a price maker. 

16)  A perfectly competitive firm's short-run shutdown point is the level of output at which 

A) price is above the minimum average total cost but below the minimum average fixed cost. 

B) price equals average fixed costs. 

C) price equals average total cost. 

D) price equals the minimum average variable cost. 

17)  Economic profit sends a signal to entrepreneurs by telling them where 

A) the shutdown point is. 

B) there are many buyers and many sellers. 

C) price exceeds marginal cost. 

D) an above normal return on investment can be earned. 


Total fixed, 

Total variable, 
	(dollars)

	Quantity


	Total fixed cost, TFC (dollars)

           
	Total variable cost, TVC (dollars)

	0
	500
	0

	1
	500
	100

	2
	500
	180

	3
	500
	220

	4
	500
	300

	5
	500
	390

	6
	500
	500

	7
	500
	640

	8
	500
	800

	9
	500
	1000

	10
	500
	1250



18)  The table above shows some of the costs for a perfectly competitive firm. The firm will produce 9 units of output if the price per unit is 

A) $300. 

B)  $200. 

C)  $1750. 

D)  $500. 

19)  A perfectly competitive firm's supply curve 

A) is upward sloping. 

B) is the portion of the marginal cost curve above the average variable cost curve. 

C) shows the relationship between the price and the quantity the firm will produce. 

D) All of the above are correct. 

20)  The goal of a perfectly competitive firm is to maximize its 

A) output. 


B)  economic profit. 

C) normal profit. 


D)  revenue. 

21)  In the short run, an increase in demand for a product that is sold in a perfectly competitive market will 

A) increase the number of firms in the market. 

B) cause more firms to shut down. 

C) have no effect on the price. 

D) increase the profits of existing firms in the market. 
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22)  The figure above shows a perfectly competitive firm. To maximize its profit, the firm will 

A) produce 20 units of output and the price will be $30 each. 

B) produce 20 units of output and the price will be $40 each. 

C) produce 30 units of output and the price will be $40 each. 

D) produce 30 units of output and the price will be $30 each. 

23)  Which of the following is  true for a profit maximizing perfectly competitive firm in short-run equilibrium? 

A)  

B)   

C)   

D)   

24)  In the long run, a perfectly competitive firm can control 

A) the number of firms in the industry. 
B)  the price of its product. 

C) its own plant size.


D)  shifts in market demand. 

25)  For a perfectly competitive firm, in the long-run equilibrium, 

A) . 

B)  . 

C) . 

D)  . 
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26)  In the above figure, if the price is $16 per unit, how many units will a profit maximizing perfectly competitive firm produce? 

A) 0 

B)  35 

C)  30 


D)  20 

TRUE/FALSE.  Write 'T' if the statement is true and 'F' if the statement is false.
27)  A firm's shutdown point is the output and price at which the firm's total revenue just equals its total variable cost. 

28)  Perfectly competitive firms are price takers. 

29)  If a firm is maximizing profits, the extra revenue it receives from selling its last unit of output exceeds the extra cost of producing that unit. 

30)  Entry of new firms into a perfectly competitive market raises the product's price. 

31)  In the absence of external benefits and costs, perfectly competitive markets are inefficient. 

32)  The supply curve for a perfectly competitive firm is the portion of its marginal cost curve that lies above the average variable cost curve. 

ESSAY.  Write your answer in the space provided or on a separate sheet of paper.
33)  Explain the process that drives the economic profit to zero in the long run for a perfectly competitive firm. 

34)  What role does economic profit play in a competitive market? 

35)  Define the shutdown point. Explain why the firm shuts down in the short run if the price falls below this point. 

36)  Starting from a long run equilibrium, what effect does a leftward shift in the market demand curve have on a perfectly competitive firm's profit in both the short run and the long run? 

MULTIPLE CHOICE.  Choose the one alternative that best completes the statement or answers the question.
1)  D 

2)  B 

3)  B 

4)  D 

5)  C 

6)  C 

7)  A 

8)  B 

9)  A 

10)  B 

11)  B 

12)  C 

13)  A 

14)  C 

15)  A 

16)  D 

17)  D 

18)  B 

19)  D 

20)  B 

21)  D 

22)  C 

23)  B 

24)  C 

25)  D 

26)  B 

TRUE/FALSE.  Write 'T' if the statement is true and 'F' if the statement is false.
27)  TRUE 

28)  TRUE 

29)  FALSE 

30)  FALSE 

31)  FALSE 

32)  TRUE 

ESSAY.  Write your answer in the space provided or on a separate sheet of paper.
33)  In the long run, new firms will enter a perfectly competitive market if they can earn an economic profit. The increased supply causes the price to fall. As long as an economic profit exists, new firms continue to enter, and the price continues to fall until eventually the economic profit equals zero. In the long run, firms leave a perfectly competitive market if they are suffering an economic loss. By exiting, the price rises and the economic loss of the surviving firms shrinks. Eventually enough firms exit so that the price rises to the point that the survivors no longer incur an economic loss, earning instead a normal profit. 

34)  Economic profit acts as a signal to entrepreneurs telling them where above normal returns are being earned. Economic profit serves society by directing resources to those activities for which society is currently paying a premium. 

35)  The shutdown point is the point at which the price equals minimum average variable cost. If the price falls further, the firm does not even cover its variable costs if it operates. Its loss if it operated thus exceeds the loss of shutting down and so the firm shuts down. 

36)  The leftward shift in the demand curve will cause the price and hence the profit to fall in the short run. The firms incur an economic loss, which causes some firm to exit in the long run. As firms exit, the short-run market supply curve shifts leftward, which causes the price to rise. The higher price reduces the economic loss, until eventually the price is high enough so that the firms earn a normal profit. 

