Apg Econ 1041

Name KEY

Third Exam, 140 points 8 am._ Section
MNovember 20, 2008

True/False — one point each

HmHdH M AdHd HAHAd mAdAmA A

-

-

b =]

= =

1.

=

=i

10.
11.

12.

13.
14
15,
16.

—

g

18.
158.
20.
21.
22
23.
24
i

26.

—

4o
28.
29

30.

Non-price competition 1s typical for restaurants, convemence stores and automobile
Companies.

Price discrimination 1s an effort to increase revenues and therefore profits.

Local water supply would be an example of monopolistic competition.

An Increase in the minimum wage will lead to feswer hours of labor being demanded.
The marginal benefit of consuming a good eventally declines, ceteris paribus.

A firm always wants to produce and sell the output that eams it the highest possible
TEVETILE.

A binding or effective price celling will lead to a deadweight loss, a net loss of value.
A decrease mn the price of hamburgers will lead to an increase in the demand for
French fries.

Long mun averape costs (LRACs) reflect the size of a business enterprise.

Profits tend to attract resources into an industry or firm seeking a share of the profits.
If demand decreases for houses we expect consumer surplus to decline from home
purchases.

If I owwm a hotel and leam demand for room rentals 15 inelastic, I should lower room
rates charged.

The quantity of apples pecple buy this month depends on the price of apples.

An increase 1n corporate profits would likely cause an increase 1n demand for 1ts stock.
A flood that remowves land from production would shaft the demand for grain to the left.
A positive cross price elasticity tells us the demand for cne good will increase becanse
the price of another increases.

Income to one person or business is a cost or expense to another.

A monopolist will tend to produce a quantity that 1s on the inelastic portion of 1ts
demand curve.

The cost curves of a monopolistically competitive firm are based on governmental
rules.

A decrease m the cost of oil will cause an increase in the supply of gasoline or cause
the supply curve to shift nght.

A monopolistically competitive firm expects price to exceed marginal cost in its long
run equilibrium positon.

When analyzing a market we want to use demand and supply.

Costs that do not change once they are incurred are called implicit costs.

s>ome firms produce too much or too little to be profitable.

If a monopolist 1s charging 511 for each umt of output, one can infer that marginal
revenue is greater than $12.

An increase 1n the price of cookies reduces the demand for cockies.

Fixed costs should determine short min decisions.

A shift in demand or supply 15 measured as a movement along the vertical axis.

A firm 15 breaking even 1if 1ts AR = ATC.

The market supply curve reflects the lowest opportunity cost for each level of output
and sales facing an indusiry.



Multiple choice — two points each

_ A 31 Afirm that charges different buyers different price 15

a) practicing price discrimination
b) in a contestable market
c) puilty of frand

d) trying to produce at lowest average total cost
e) all of the above

_ANY 32. Which of the following are true for a monopolistic?

a) economic profit possible in the long mn

b) marginal revemue is less than the price charged
c) profit maximizing is less than the price charged
d) loss mimimizing occurs where ME = MC

e) all of the above

_E 33 Ohgopoly refers to the situation wherein a small number of firms are:

a) making strategic decisions relative to competitors

b) imterdependent

c) facing dowmward sloping demand

d) producing goods which differ in terms of quality, design and so forth
e) all of the above

_ A 34 When marginal cost exceeds price, a profit-maximizing competitive firm will:

a) decrease production

b) not change the level of output
c) 1ncrease production

d) produce nothing

_E 35 A monopolistically competitive firm’s profit-maximizing level of output occurs

where:
a) price equals marginal cost
b) price equals marginal revenue
c) marginal cost equals average revenue
d) awverage revenue equals average cost
e) marginal revenue equals marginal cost

Short answers — five points each

36.

37.

At what level of output do firms maximize their profit?
output where MR = MC

Most output 1n the U.5. 15 produced in which market structure?
oligopoly

. What are economaes of scale?
reductions 1n ATC due to si1ze



39. Auto sales declined thoupgh prices for some of the more popular models fell What

happened?
demand declhined

40. What 1s the one thing that always atiracts resources into an industry?
profit

4]1. Diagram a mimmum wage set above the prevailling wage rate. Show the final consumer
and producer surplus if this mimmnm wage 15 imposed.
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42. What do we call 1t if the size of a business increases and this lowers its short run ATC?
economies of scale

43, Someone 1s thinking that if the were not taking this exam they would be at their parents’
home already. What 1s the term for where they would be if not at this exam?
opportunity cost

44 ‘Wrte the term that fits the descriphon

Entrepreneur’s opportunity cost _normal profit

Decline in output change for any increase in input _ diminishing retums

Having a lower opportunity cost _ comparative advantage

Reason for economics _ scarcity




