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I. Answer the following multiple choice questions on your scantron.  



1.  Economists predict that resources will move into an industry whenever:

 accounting profits are greater than zero

 economic profits are zero

 accounting profits are zero

 economic profits are greater than zero



2.  Marginal cost:

can be calculated by multiplying average total cost by the number of units produced

can be calculated by multiplying average variable cost by the number of units produced

is the increase in fixed costs that results from increasing production by one unit

is the increase in total costs that results from increasing production by one unit



3.  The firm's average variable cost is at its minimum when:

 marginal physical product is at its maximum

 ATC = MC        

 ATC = AVC        

 AVC =  MC



4.  Short-run cost curves rise eventually because of:

 the fact that all factors are variable

 increasing factor prices

 diminishing marginal product

 increasing marginal product



5.  Decreasing long-run average costs mean:

 that an unlimited amount will be produced

 any scale of production is as cheap as any other

 the larger the scale of production, the higher the average costs

 the larger the scale of production, the lower the average costs



6.  If a firm builds a larger, lower cost plant with existing technology, it would be indicated by:

 a downward shift of the long-run average cost curve

 an upward shift of the short-run average cost curve

 a movement along the upward-sloping portion of the short-run average cost curve

 a movement along the downward-sloping portion of the long-run average cost curve



7.  The rule that marginal cost must equal marginal revenue for profit maximization applies to firms in:

 a monopolistic market structure only

 a competitive market structure only

 oligopoly and monopolistic market structures only

 all of the various types of market structures



8.  One of the critical assumptions upon which the theory of perfect competition is built is:

 the individual firm can affect the price of the product it sells

 the individual firm can influence demand by advertising

 a firm can easily enter or leave the industry

 there are few producers of an identical product



 9.  A competitive firm's demand curve is determined by:

 firm demand and firm supply

 the price set by the individual firm

 market demand and market supply

 the level of the firm’s short run average costs



10.  We would expect a profit-maximizing competitive firm to cease production in the short run when:

 P < ATC

 P = ATC

 P > AVC

 P < AVC



 11.  A price-taking firm's supply curve in the short run is the:

 entire marginal cost curve

 rising portion of the average variable cost curve

 average revenue curve

 marginal cost curve at and above the average variable cost curve



 12.  If firms in a competitive industry are earning profits, then one would expect that in the long run:

 the demand curve for the product will shift to the left so that the price of the product will fall

 the supply curve for the product will shift to the right as new firms enter the industry, causing industry output to increase

 there would be no change in the industry as long as P = MC for the individual firms

 the individual firms will lower their price to discourage new firms from entering the industry



 13.  The demand curve of a single-firm monopolist:

 is the market demand curve and slopes downward to the right

 does not exist

 is a perfectly horizontal line

 can be anywhere the monopolist wishes because of his economic power



 14.  A monopolist's marginal revenue curve:

 coincides with the demand curve

 coincides with the average revenue curve

 is a horizontal line equal to the price of the product

 lies below the demand curve



 15.  If a monopolistic firm is operating in the range where price elasticity of demand is less than one, it:

 can increase its profits by raising its price and reducing its sales

 is operating in the most profitable range of output possible

 can maximize its profits by moving to the point where price elasticity of demand is exactly unity

 can increase its profits by reducing its price and increasing its sales



 16.  If a monopoly firm is in short-run equilibrium and is earning a profit, then we can be sure that all of the following are true except:

 MR = MC

 AR > ATC

 P = AR

 P = MC



17.  A cartel is:

 any small number of firms

 any group of monopolists

 another name for a boycott

 a number of firms cooperating to restrict output and to raise prices



 18.  If purely competitive producers form a cartel to restrict output and raise the price of their product, individual producer A will gain most benefit from the cartel if:

 all producers, including A, cooperate and restrict output

 all producers, except A, cooperate and restrict output

 producer A restricts output and none of the other producers restrict output

 none of the producers restrict output



 19.  Monopoly power of a firm can be weakened if:

 the monopolist's demand curve shifts to the right

 substitute goods are introduced into the market

 complement goods are introduced into the market

 prices of substitute goods are increased



 20.  Successful price discrimination requires all of the following except:

 consumers can be separated into identifiable groups

 the ability to prevent resale of the product

 significant cost differences in selling to different groups of buyers

 the ability of the seller to control the supply to each group



21.  A monopolistically competitive industry will exhibit all of the following characteristics except:

 the typical firm operates at the minimum point on its average total cost curve

 there is easy entry and exit into and from the industry

 in the long run, the typical firm earns zero economic profit

 there is a high degree of product differentiation in the market



22.  A monopolistically competitive industry is:

 like a monopoly in that entry into the industry is impossible

 like perfect competition in that firms have horizontal demand curves

 like monopoly in that firms have downward sloping demand curves

 like perfect competition in that firms produce at outputs where  price equals marginal cost



 23.  A monopolistically competitive industry is similar to a perfectly competitive industry in that firms in both industries:

 are price takers

 produce differentiated products

 face highly elastic but downward sloping demand curves

 will tend toward zero economic profits in the long run



 24.  A monopolistically competitive industry is like a competitive industry in that:

 each industry produces a standardized product

 non-price competition is a feature of both types of industries

 neither has significant barriers to entry

 each of the many sellers faces a horizontal demand curve



 25.  For an industry to be classified as oligopolistic, it must be true that:

 there are fewer than 20 firms in the industry

 rivalry among firms does not exist

 firms find it impossible to enter the industry

 firms recognize that they are interdependent, and rivalry among firms exists



26.  When oligopolists try to cooperate, either explicitly or implicitly, a problem that is often encountered is that:

 the number of firms in the industry is too small for effective cooperation

 some firms might cheat on the established cooperative price

 firms really are not interested in cooperating with their competitors

 most oligopolists produce highly differentiated products



II. Answer the following questions in the spaces provided.  



1.Explain in your own words the reasoning that leads from the principle of diminishing returns to the conclusion that in the short run a firm's marginal costs will, after some level of output is reached, begin to rise.  

























2.	a. What rule should a monopolist follow to determine the best level of output? 













b. .How does the result of applying this decision rule in a monopoly situation differ

 from that which occurs under competitive conditions? 











c. How does this, in turn, affect the efficiency with which the community's scarce

 resources are utilized? 













3. .What is price discrimination and is it beneficial or harmful from the standpoint of consumers? Under what conditions is it most likely to occur? What would motivate a firm to engage in this practice? 



























4.Draw a diagram depicting the costs and revenues (average and marginal) of a firm operating in long-run equilibrium under a) perfect competition and b) monopoly.  


