ECN 150: Pre-test 3
Multiple Choice
Identify the letter of the choice that best completes the statement or answers the question.
____
1.
Which of the following must be true if average total costs are rising?

	a.
	Average fixed costs must be rising.

	b.
	Total fixed costs must be rising.

	c.
	Average variable costs must be falling.

	d.
	Marginal costs must be greater than average total costs.


____
2.
In the long run, a firm might experience rising per unit costs due to

	a.
	economies of scale.

	b.
	diseconomies of scale.

	c.
	the law of supply.

	d.
	the law of diminishing marginal returns.


Figure 8-10

Use the following graph when answering the following questions.
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____
3.
Refer to Figure 8-10. What is the firm's approximate average total cost when it produces twelve units?

	a.
	$5

	b.
	$10

	c.
	$15

	d.
	$20


____
4.
The short run is a time period of insufficient length for the firm to change its

	a.
	output.

	b.
	amount of labor employed.

	c.
	plant size and heavy equipment.

	d.
	price.


____
5.
Which of the following factors is most likely to shift the cost curves of an Iowa corn farmer downward?

	a.
	an increase in the price of fertilizer

	b.
	an increase in the tax on diesel fuel, which is used by the farmer

	c.
	the development of a new, more efficient corn harvester

	d.
	the adoption of a regulation requiring farmers to treat their crops with three new pesticides.


____
6.
Which of the following is the best example of a business firm operating in a competitive price taker market?

	a.
	a Midwest farmer producing beef cattle.

	b.
	a laundromat located a few blocks from a major university.

	c.
	a pizza parlor located in a major metropolitan area.

	d.
	a small brewery supplying a local brand of beer.

	e.
	Wal-Mart, a large retailer that competes in many markets.


____
7.
Competitive price-taker markets are characterized by

	a.
	all firms producing the same product.

	b.
	a large number of firms in the market.

	c.
	each firm producing a small portion of the total amount supplied to the market.

	d.
	all of the above.


____
8.
In the competitive price-taker model, what impact does the individual firm have on the price of its product?

	a.
	The firm must accept the price determined in the market in order to sell its product.

	b.
	The firm may raise or lower its price to a small extent, but sales revenues will tend to be the same regardless of price.

	c.
	The firm may raise its price and thereby increase its revenues.

	d.
	The firm may raise or lower its price to a considerable extent, but sales revenues will tend to be the same regardless of price.


____
9.
Suppose antitheft auto alarms are produced in a price-taker market that is initially in long-run equilibrium. It is estimated that only 23 percent of all autos have alarms. Due to rising auto theft, Congress mandates alarms in every vehicle. Assume complete compliance. If the industry is an increasing cost industry,

	a.
	price will increase in both the short run and long run.

	b.
	price will decrease in both the short run and long run.

	c.
	price will increase in the short run but not in the long run.

	d.
	price will decrease in the short run but not in the long run.


____
10.
If a product is manufactured under conditions of constant cost, an increase in the demand for the product will increase

	a.
	both equilibrium quantity and equilibrium price in the long run.

	b.
	equilibrium price, but equilibrium quantity will be unchanged in the long run.

	c.
	equilibrium quantity, but equilibrium price will be unchanged in the long run.

	d.
	equilibrium quantity but reduce equilibrium price in the long run.


Figure 9-12
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____
11.
Refer to Figure 9-12. The above graphic illustrates a

	a.
	competitive price-taker firm that is earning economic profit.

	b.
	competitive price-taker firm that is only able to break even when it is maximizing economic profit.

	c.
	firm that should shut down immediately.

	d.
	competitive price taker firm that is making economic losses.


Exhibit 9-11
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Exhibit 11 depicts a firm in a price-taker market. Use this exhibit to answer the following questions.
____
12.
Refer to Exhibit 9-11. At the profit-maximizing level of output, the firm will earn an economic

	a.
	profit of AHEB.

	b.
	loss of AGDC.

	c.
	loss of AHEB.

	d.
	loss of AIFB.


____
13.
Refer to Exhibit 9-11. Given the current market conditions, in the long run,

	a.
	new firms will enter the industry and market price will fall.

	b.
	firms will exit the industry and market price will rise.

	c.
	firms will neither enter nor exit because the market is in long-run equilibrium.

	d.
	firms will continue to suffer economic losses


____
14.
Assume that "PC Clone" computer makers are price takers operating in an increasing cost industry. If demand increases, initially the PC manufacturers will be able to make economic profits. What is likely to happen to these profits with the passage of time?

	a.
	They will persist as long as the demand for personal computers is high.

	b.
	As computer makers compete for inputs (chips, disk drives, engineers, etc.), they will bid up input prices, which will increase costs and reduce their profitability.

	c.
	Once consumers know that the computer makers are earning profits, they will reduce their purchases, which will lead to a reduction in demand and a lower market price.

	d.
	New PC manufacturers will enter the industry over time, which will lead to an increase in supply and a reduction in computer prices until the profits are eliminated.

	e.
	Both b and d are correct.


____
15.
The strategy underlying price discrimination is

	a.
	to charge higher prices to customers who have good substitutes available to them.

	b.
	to charge everyone the same price, but limit the quantity they are allowed to buy.

	c.
	to increase total revenue by charging higher prices to those with the most inelastic demand for the product and lower prices to those with the most elastic demand.

	d.
	to reduce per unit cost by charging higher prices to those with the most inelastic demand and lower prices to those with the most elastic demand.


____
16.
Which of the following is the general distinction between price takers and price searchers?

	a.
	Price takers are small firms; price searchers are large firms.

	b.
	Price takers must compete with rival sellers; price searchers do not confront rival sellers.

	c.
	Price takers cannot raise their price without losing all their sales; price searchers can.

	d.
	Price takers make economic losses; price searchers make economic profit.


____
17.
Because barriers to entry are low in competitive price-searcher markets, in the long run, a firm's price will be equal to

	a.
	marginal revenue.

	b.
	average total cost.

	c.
	average variable cost.

	d.
	average fixed cost.


____
18.
Which of the following is a necessary condition for price discrimination to be profitable?

	a.
	All consumers must have identical preferences.

	b.
	It must be easy to distinguish consumer groups with differing responses to higher prices.

	c.
	The seller must face a horizontal demand curve for its product in at least one part of the market.

	d.
	Both b and c are correct.


____
19.
For the competitive price searcher,

	a.
	price will exceed marginal cost at the profit-maximizing level of output.

	b.
	price will equal average total cost in the long run.

	c.
	economic profit will be driven to zero in the long run by the entry and exit of firms.

	d.
	all of the above are correct.


____
20.
If economic profits were present in a competitive price-searcher industry,

	a.
	production inefficiency would develop, causing costs to increase until the profits had been eliminated.

	b.
	firms would operate in the short run, but they would be forced out of business in the long run as competition eliminated the economic profit.

	c.
	competition from new entrants would occur until the economic profits had been eliminated.

	d.
	the firms would eventually find these profits offset by long-run economic losses.


____
21.
Why do oligopolists (or cartel members) have an incentive to cheat on collusive agreements designed to maximize the joint profits of the firms in the industry?

	a.
	Because individual firms could gain if they charged a price greater than the industry's profit-maximizing price.

	b.
	Because the industry demand curve is more elastic than the demand curve confronting each of the firms in the industry.

	c.
	Because the firms would like to see the industry produce a larger output and charge a lower price.

	d.
	Because the demand curve confronting the individual firms is more elastic than the market demand curve for the product.


____
22.
If mutual interdependence among firms is present, each profit-maximizing firm in the market

	a.
	produces a product that must be identical to the products of its rivals.

	b.
	must consider the reactions of its rivals when it determines its price policy.

	c.
	faces a perfectly elastic demand curve for its product.

	d.
	faces a perfectly inelastic demand curve for its product.


____
23.
The demand curve facing an individual oligopolistic firm will be

	a.
	considerably more inelastic than the industry demand curve.

	b.
	considerably more elastic than the industry demand curve.

	c.
	perfectly elastic at the market price.

	d.
	perfectly inelastic at the market price.


____
24.
The prisoners' dilemma is used to illustrate the basic idea that

	a.
	oligopolistic firms would be better off if they collude, but each has an incentive to cheat on the collusive agreement.

	b.
	oligopolistic firms are always worse off when they collude.

	c.
	oligopolistic firms never have an incentive to cheat on collusive agreements, unlike prisoners.

	d.
	students who cheat on economics exams end up in jail.


____
25.
Consider the following:

	I.
	If cartel members produce a homogenous product, then collusive agreements are more difficult to maintain.

	II.
	Each individual oligopolist has an incentive to cheat on collusive agreements.


	a.
	I is true; II is false.

	b.
	I is false; II is true.

	c.
	Both I and II are true.

	d.
	Both I and II are false.


____
26.
Which of the following will be an obstacle to oligopolistic collusion in a market?

	a.
	government regulations restricting entry

	b.
	a relatively small number of oligopolistic firms

	c.
	unstable demand conditions

	d.
	uniform products


Use the following graph to answer the next two questions.

Figure 11-8
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____
27.
Refer to Figure 11-8. If the output in the industry is produced by a monopolist, at what price will the good sell and what quantity will be produced?

	a.
	price, $10; quantity produced, 100

	b.
	price, $15; quantity produced, 50

	c.
	price, $15; quantity produced, 75

	d.
	price, $20; quantity produced, 50


____
28.
Imagine two cities, Engelgrad and Legreeville, where the rich, middle, and poor income recipients in one city have annual incomes identical to their counterparts' incomes in the other city. In Engelgrad, the poorest families one year almost always end up as the richest families the next year and become middle-income families the year after that. In Legreeville, however, the poor remain poor and the rich remain rich. Which of the following is true about the two cities?

	a.
	Annual data on the distribution of income will indicate that the degree of income inequality in the two cities is identical.

	b.
	The degree of lifetime income inequality in the two cities is identical.

	c.
	The income mobility for the two cities is identical.

	d.
	The distribution of annual income is more unequal in Legreeville.


____
29.
Most studies indicate that the degree of income inequality in the United States has

	a.
	been increasing in recent decades.

	b.
	been declining in recent decades.

	c.
	been constant since 1970.

	d.
	fluctuated widely from year to year.


____
30.
Compared to those with lower incomes, families with higher incomes are more likely to be headed by a person

	a.
	age 65 years and older.

	b.
	have both a husband and a wife in the labor force.

	c.
	be single-parent families.

	d.
	be headed by a college graduate.

	e.
	Both b and d are true.


____
31.
Poor people, who receive income assistance from the government, often do not work because

	a.
	they face very high implicit marginal tax rates.

	b.
	they are usually not physically able to work.

	c.
	they have no desire for additional money.

	d.
	the government forces them to stay at home and take care of their children.


____
32.
In a market economy,

	a.
	there is not a fixed economic pie to be divided among individuals, but rather income is created by the individuals who earn it.

	b.
	differences in incomes provide individuals with an incentive to supply resources that are highly valued by others.

	c.
	a person's income is determined by the quantity and value of the resources that they supply to the market.

	d.
	all of the above are true.


____
33.
Consider the following:

	I.
	When there is only a weak link between work effort and reward, individuals will undertake fewer projects that would create income

	II.
	Taxing the rich and distributing the money to the poor will increase the size of the economic pie.


	a.
	Both are true

	b.
	I is true; II is false

	c.
	I is false; II is true

	d.
	Both are false


____
34.
In 2000, the poorest 20 percent of families in the United States population earned approximately _________ percent of the before-tax total income. (Fill in the blank.)

	a.
	1

	b.
	4

	c.
	9

	d.
	12
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