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 Question 1:  (5 pts) Economic profits are calculated by subtracting: 

a: explicit costs from total revenue.

 b: implicit costs from total revenue. 

c: implicit costs from normal profits.

 d: explicit and implicit costs from total revenue. 

Question 2:  (5 pts) Normal profit is:

 a: determined by subtracting implicit costs from total revenue.

 b: determined by subtracting explicit costs from total revenue.

c: the return to the entrepreneur when economic profits are zero 

d: the average profitability of an industry over the preceding 10 years.

 Question 3:  (5 pts) The basic characteristic of the short run is that: 

a: barriers to entry prevent new firms from entering the industry. 

b: the firm does not have sufficient time to change the size of its plant.

 c: the firm does not have sufficient time to cut its rate of output to zero. 

d: a firm does not have sufficient time to change the amounts of any of the resources it employs. 

Question 4:  (5 pts) Average fixed cost: 

a: equals marginal cost when average total cost is at its minimum.

b: may be found for any output by adding average variable cost and average total cost. 

c: graphs as a U-shaped curve. 

d: declines continually as output increases. 

Question 5:  (5 pts) When average fixed costs are falling: 

a: average total cost must be falling. 

b: average variable cost may be either rising or falling.

c: marginal cost must be falling. 

d: average variable costs must be rising.

 Question 6:  (5 pts) The relationship between the marginal cost and the average total cost schedule is such that: 

a: the behavior of one schedule does not affect the other. 

b: if ATC exceeds MC, MC must be rising.

c: if MC is declining, ATC may be either declining or rising.
d: if MC is declining, ATC must also be declining.

Question 7:  (5 pts) Other things equal, if the wage rates paid to a firm's labor inputs were to rise, we would expect the: 

a: AFC, AVC, ATC, and MC curves all to rise. 

b: AVC, ATC, and MC curves all to rise.

 c: AFC and ATC curves to fall. 

d: MP curve to fall. 

Question 8:  (5 pts) Assume a firm closes down in the short run and produces no output. Under these conditions: 

a: TVC is positive, but TFC and TC are zero. 

b: TFC is positive, but TVC and TC are zero. 

c: TFC and TC are positive, but TVC is zero. 

d: TFC, TVC, and TC will all be positive. 

Question 9:  (5 pts) Economies of scale are indicated by: 

a: the rising segment of the average variable cost curve. 

b: the declining segment of the long-run average total cost curve.

 c: the difference between total revenue and total cost. 

d: a rising marginal cost curve. 

Question 10:  (5 pts) The long-run average total cost curve: 

a: will rise if diminishing returns are encountered. 

b: will fall if diminishing returns are encountered. 

c: will rise if economies of scale are incurred. 

d: is based on the assumption that all resources are variable. 
Question 11:  (5 pts) A one-firm industry is known as: 

a: monopolistic competition 

b: oligopoly 

c: pure monopoly 

d: pure competition 

Question 12:  (5 pts) The demand schedule or curve confronted by the individual purely competitive firm is: 

a: relatively elastic, that is, the elasticity coefficient is greater than unity.

b: perfectly elastic. 

c: relatively inelastic, that is, the elasticity coefficient is less than unity.

d: perfectly inelastic. 

Question 13:  (5 pts) If a firm in a purely competitive industry is confronted with an equilibrium price of $5, its marginal revenue: 

a: may be either greater or less than $5. 

b: will also be $5. 

c: will be less than $5. 

d: will be greater than $5. 

Question 14:  (5 pts) In the short run a purely competitive firm that seeks to maximize profit will produce: 

a: where the demand and the ATC curves intersect. 

b: where total revenue exceeds total cost by the maximum amount. 

c: that output where economic profits are zero. 

d: at any point where the total revenue and total cost curves intersect. 

Question 15:  (5 pts) The MR = MC rule applies: 

a: to firms in all types of industries. 

b: only when the firm is a "price taker."

c: only to monopolies. 

d: only to purely competitive firms. 

Question 16:  (5 pts) A purely competitive firm's short-run supply curve is: 

a: perfectly elastic at the minimum average total cost. 

b: upsloping and equal to the portion of the marginal cost curve that lies above the average variable cost curve. 
c: upsloping and equal to the portion of the marginal cost curve that lies above the average total cost curve.

 d: upsloping only when the industry has constant costs. 

Question 17:  (5 pts) If a purely competitive firm is producing at the MR = MC output level and earning an economic profit, then:

a: the selling price for this firm is above the market equilibrium price.

b: new firms will enter this market.

c: some existing firms in this market will leave.

d: there must be price fixing by the industry's firms

.Question 18:  (5 pts) Long-run competitive equilibrium: 

a: is realized only in constant-cost industries. 

b: will never change once it is realized. 

c: is not economically efficient. 

d: results in zero economic profits. 
Question 19:  (5 pts) Allocative efficiency is achieved when the production of a good occurs where: 

a: P = minimum ATC. 

b: P = MC. 

c: P = minimum AVC. 

d: total revenue is equal to TFC. 

Question 20:  (5 pts) If for a firm P = minimum ATC = MC, then:

a: neither allocative efficiency nor productive efficiency is being achieved. 

b: productive efficiency is being achieved, but allocative efficiency is not. 

c: both allocative efficiency and productive efficiency are being achieved.

d: allocative efficiency is being achieved, but productive efficiency is not. 
