Instructor: Hirofumi Shimizu

Economics 101 Section 8

Second Midterm Exam Fall 1999

Exam 2A

Mark the one best answer to each of the following 30 multiple choice questions on the answer sheet.  

Be sure to mark the answer by the corresponding question number on the answer sheet.  Do not make any stray marks on your answer sheet.

1.

Average product of labor (APL) is maximized when 

(a) total product (TP) is maximized.

(b) marginal product of labor (MPL) is maximized.

(c) average product of labor (APL) equals marginal product of labor (MPL).

(d) diminishing returns cease to operate.

2.

If total product (TP) is increasing, then

(a) average product of labor (APL) must be increasing.

(b) marginal product of labor (MPL) must be increasing.

(c) marginal product of labor (MPL) must be decreasing.

(d) marginal product of labor (MPL) must be greater than zero.

3.

The hypothesis of diminishing returns states that 

(a) as more labor is employed, total output will eventually decrease.

(b) the incremental output achieved by increases in a variable factor (variable input) will eventually decrease.

(c) as output increases, marginal costs of production will decrease.

(d) as output increases, profits will eventually decline.

4.

When average total cost (ATC) is falling, marginal cost (MC) must be

(a) above average total cost (ATC).

(b) below average total cost (ATC) and falling.

(c) below average total cost (ATC).

(d) above average total cost (ATC) and increasing.

5.

As the firm's output increases, in the short run,

(a) average variable cost (AVC) approaches the average total cost (ATC).

(b) average fixed cost (AFC) increases continuously.

(c) marginal cost (MC) reaches a maximum, then decreases.

(d) average variable cost (AVC) reaches a maximum, then decreases.

6.

A short-run average total cost (SRATC) curve will touch the long-run average cost (LRAC) curve at a level of output only

(a) where the short-run cost curve is downward sloping.

(b) where the short-run cost curve is upward sloping.

(c) when the quantity of the fixed inputs (capital) being employed is at the optimal level for that level of output.

(d) by coincidence.

7.

Increasing returns to scale are shown graphically by 

(a) a downward-sloping long-run average cost (LRAC) curve.

(b) an upward-sloping long-run average cost (LRAC) curve.

(c) an upward-sloping long-run marginal cost (LRMC) curve.

(d) a horizontal long-run average cost (LRAC) curve.

8.

Which of the following conditions indicates long-run cost minimization, assuming two inputs, labor (L) and capital (K)?

(a) PK(MPK) = PL(MPL)

(b) MPL / MPK = PL / PK
(c) MPL / MPK = PK / PL
(d) MPL / PK = MPK / PL
9.

For Firm A, the marginal product of capital (MPK) is 6 and that of labor (MPL) is 2.  The price of capital is $2 and that of labor is $1.  To minimize total costs, Firm A should

(a) not alter the factor mix.

(b) substitute labor for capital.

(c) substitute capital for labor.

(d) hire more capital but keep labor constant.

10.

Suppose an isoquant map is drawn with capital (K) on the vertical axis and labor (L) on the horizontal axis.  As the firm moves along the isoquant from left to right, the ratio 

MPL / MPK
(a) increases.

(b) decreases.

(c) remain the same.

(d) cannot be determined from the information given.

11.

A profit-maximizing firm should NOT produce in the short run if

(a) price is less than average variable cost (AVC).

(b) price is less than average total cost (ATC).

(c) it suffers a loss.

(d) marginal revenue (MR) exceeds average total cost (ATC).

12.

If it produces at all, a profit-maximizing firm should produce the output at which 

(a) average total cost (ATC) is minimized.

(b) total revenue (TR) exceeds total cost (TC).

(c) total revenue (TR) is maximized.

(d) the incremental change in revenue equals the incremental change in costs.

13.

In a perfectly competitive industry, the product's market price is $12.  Firm A is producing the output at which average total cost (ATC) equals marginal cost (MC), both of which are $10.  To maximize its profits, firm A should

(a) reduce output.

(b) increase output.

(c) leave output unchanged.

(d) shut down.

14.

A perfectly competitive firm's short-run supply curve is the 

(a) entire marginal cost (MC) curve.

(b) average revenue (AR) curve.

(c) rising portion of the average revenue (AR) curve.

(d) marginal cost (MC) curve above the average variable cost (AVC) curve.

15.

If a perfectly competitive market experiences an increase in demand, the short-run response will be

(a) entry into the market by new firms.

(b) increased output by existing firms and higher prices.

(c) an outward shift of the market supply curve.

(d) all of the above.

16.

Economists predict that new firms will enter an industry whenever

(a) accounting profits are greater than zero.

(b) economic profits are zero.

(c) accounting profits are zero.

(d) economic profits are greater than zero.

17.

If a firm can sell 5 units of output for $10 each or 6 units for $9 each, the marginal revenue (MR) of the eleventh unit sold is

(a) $9

(b) $9.5

(c) $4

(d) $5

The diagram below represents the cost and demand conditions facing a monopoly firm.













18.

According to the above diagram, the profit-maximizing monopolist will choose

(a) price = P1 and Q = QA.

(b) price = P2 and Q = QB.

(c) price = P3 and Q = QC.

(d) price = P4 and Q = QA.

19.

A difference between monopoly and perfect competition is that

(a) monopolists tend to ignore consumer demand in their price setting.

(b) monopolists are apt to maximize revenue while a competitive firm will maximize profit.

(c) perfectly competitive firms cannot maintain positive economic profit in the long run.

(d) monopolists emphasize cost minimization.

20.

Price discrimination increases a seller's profits because it

(a) increases the willingness of consumers to pay for a good.

(b) allows the seller to more fully exploit economies of scale.

(c) allows the seller to capture some consumer surplus.

(d) shifts the demand curve faced by the seller.

21.

One reason concert tickets are sold to students at a lower price is

(a) because students have a relatively higher income elasticity of demand than non-students. 

(b) because students have a relatively lower income elasticity of demand than non-students.

(c) because students have a relatively higher price elasticity of demand than non-students. 

(d) because students have a relatively lower price elasticity of demand than non-students.

22.

An important prediction of the theory of monopolistic competition is that the long-run equilibrium output of the firm is

(a) where price exceeds average total cost (ATC).

(b) less than the one at which marginal cost (MC) equals marginal revenue (MR).

(c) less than the one at which average total cost (ATC) is at a minimum.

(d) less than the one at which average total cost (ATC) equals average revenue (AR).

23.

In game theory, a dominant strategy is one that

(a) makes every player better off.

(b) best for the player regardless of what strategy other players follow.

(c) maximizes the total payoff for the all players.

(d) always leads to a cooperative outcome.

24.

A non-cooperative (Nash) equilibrium among oligopolistic firms

(a) tends to be unstable because each firm has an incentive to cut price and increase output.

(b) results in each firm producing more, but earning less than it would in a cooperative equilibrium.

(c) maximizes joint profits for the firms in the industry.

(d) is the same outcome that a single-firm monopoly would reach if it owned all the firms in the industry.

25.

Which one of the following four payoff matrices shows "prisoner's dilemma" game?

(a)







(b)





(c)






(d)







26.

The OPEC cartel was successful initially for all of the following reasons EXCEPT:

(a) Short-run demand for oil was highly inelastic.

(b) Demand for oil was increasing over the initial period.

(c) It takes time to find new sources of oil supply.

(d) Long-run demand for oil was highly elastic.

27.

Producer surplus can be defined as

(a) total revenue (TR) minus total fixed cost (TFC).

(b) profit minus total revenue (TR).

(c) total revenue (TR) minus total variable cost (TVC).

(d) total revenue (TR) minus total cost (TC).

28.

Assuming that costs would be the same in an industry under either monopoly or perfect competition, a monopoly will produce at a point where, compared with the perfectly competitive equilibrium, 

(a) output is larger and price is higher.

(b) output is larger and price is lower.

(c) output is smaller and price is higher.

(d) output is smaller and price is lower.

29.

A natural monopoly exists when 

(a) there is only one source of supply of a natural resources.

(b) long-run average cost (LRAC) declines throughout the range of market demand.

(c) a firm has a patent to be the sole supplier of a new invention.

(d) a firm produces a product essential to national security.

30.

In the United States antitrust law operates in all of the following areas EXCEPT:

(a) Mergers

(b) Agreements among Competitors

(c) Monopolization

(d) Diseconomies of Scale
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