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Q) 1: A monopoly is un inefficient way O produce a product because
4 smaller level of output than would b produced in 1 competitive market.
otentialbuyers.

A. it produces

13, it laces 4 dow
the value of that unit to p

nward-sloping demand curve.
(. the cost 1o the monopolist of producing one more unit exceeds
1), it cun earn both short-run and long-run prolits.
Q2: Bevis opening her own court-reporting busines
pcrson:-nl savings aceount. When she closed the accout
carnied $300 in inlerest next year. 11 Bey hadn’t opened he
$25.000. In her first yeur, Bev's revenues were $30,000. Whic
A, Bev’s (ot explicit costs are $25.300,
13, 13ev's qecounting prolils exceed het ceonontie prolits by
. Bev's Lotal plicit costs ure $300.
1), Bev's ceonumiv profit is $4,700.
3 A prulil-u1;l.<inu‘/.ing firm will shut down in the short run when
A, averige revenue is greater thun ave 13. price is less than average var
(e pricc is less thun average 1otal cost. 1). average revenue is greater th

Q4: Inu game, & dominant strategy is

A

5. She linanced the pusincss by W
W, the bunk representative mentioned that sh
¢ owh business. she would have carned

Iy ol the Tollowing statements is cort

S300.

rage lixed cosl.

Q

:}. the best stratesy [or a player 10 lollow, regardless of the strateg

g ostrategy i leads aver'e interes e l

2 A ll‘lul\.dQﬁ Lo one pluy er's interests doniinating the interests of the other players
e atewy tor a player 10 follow only il other players are cooperative Rty
() 5: Technology spillover is one Lype of LiF
13. negative externalily.

A. producer surplus.
. positive externality.

C. subsidy.

ithdrawing moncy from
¢ would have

her

y sulary of
cet?

iable cost,
an marginal cost.

o strategy thin must appear in every game.
ics ollowed by other players.
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Q 9: A function that indicates the maxing s
3 M ouput per uniy of time that a firm can produce, |
LW 4 L

of inputs with a given tochnology. is called:
A. a production function

C. 2 production possibility curve g = ::;crm function
. 3 < 1
Q 10: A compctitive firm will hirc workers . < i
oquals the up 10 the point at which the value of the marginal product of fuber
A. wage.

B. average variabl
C.a ct Sk o
. verage total cost. D. price per unit of output.
Q 11: The supply curve for the monopolist
2. :‘s Wl. B. n upward sloping.
. docs not cxist. D. is vertical.
Q 12: Which of the following statcments best reficets a price-taking firm?
A. Pricc-taking firms maximizc profits by charging a price above marginal cost.
1. The firm has an incentive to charge less than the market price to camn higher revenuc.
C. If the firm were to charge more than the going price. it would sell nonc of its goods.
1. The firm can sell only a limited ameunt of output at the market price before the market price will fall

Q 13: The rental price of capital is

price pai i imited timeperiod.
_the pr 10 usc capital for a !mm
A‘ ‘ mﬂmlhcwdm pricc.

1. always morc : | _
C. the price paid for ownership of the aplul,rk
_ determined outside the realm of factor markets.

o Whiv hich of the following statements is NOT correet?
Q. 14: W ; Jre constant. B. Variablc costs change as output changes

£y mvxd’. ¢ o‘:‘wm e l.ypically Li-s/sapod. D. Average fixed costs are constant
, C«N’rafsc "’ftheifdlwing formulas would correctly calculate a monopolist’s profit?
Q15 Which 0 _ marginal cos! B. profit = (pricc — average total cost) x quantity

ofit = price _ marginal cost) * quantity D. profit = pricc —average total cost

it = (price ;
'+ or the concentration ratio, the

. itive the industry. B. more control an individual firm bas o st prices
petitive the industry. D. Both a and b arc correct.
of the following illustrates the concept of a negative externality?
cats a Big Mac during his lunch break.
wipes out a [armer’s entire corn crop.
ge student plays his new sterco system at 2:00 a.m.

college professor plays a vigorous game of racquet ball with the racquet he recently purchased.

Q 18: As a group, oligopolists would always carn the highest profit if they would

A. operate according to their own individual scll-interests.

B. produce more than the perfectly competitive quantity of output.

C. charge the same price that a monopalist would charge if the market were a monopoly.
D. produce the perfectly competitive quantity of outpul.
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( 19: Which of the following would be most likely to have monopoly power”
' ookstore: - 1. o local clectrical cooperative

oris : - 1. u locul restuurunt

13 average revenue cquils averige tolal cost
1. marginul revenue equals averuge total cost.

wilibrium, :
inlluences the well-being of u bystander und yet neither puys nor receives

13, purcitasc price o the land stock.
. number of laborers the lund can support.

L 13. tota! cost/output.
cost + total fixed cosi. 12, total cost - totul quantity of output.
olistic competition are enjoying positive cconomic profits, in the long run:
oying such profits, since new [irms will be unable to enter the industry.
wanting 1o buy the good and will switch to cheaper alternatives,
have to step in and regulate the price.
firms into the industry, causing prices 1o drop and profits 1o disappear.
ne fullowing is an example ol an implicit cost?
L on office space owned and used by the finm

ners who work for the firm

nuney borrowed o linunce equipment purchases

'the following statements is correct?

lists suceesstully collude. (hen their conbined output will be cqual to L
¢ murket were @ monopoly.

1 the logic of self=interest increases i duopoly’s level ol output
uopolists tw reach the competitive level.

the logic of seli-interest decreases u duopoly's price below the monopoly price, it doesnot push the
y reach the competitive price.

e ubove ure correet.

-ase their individual profits, members of'y cartel have an incentive 1o

ase production above the level agreed upon.
he satne price a monopolist would charge.
higher price than the other members of the cartel,
he chuices made by the other Hirms and 1ct as @ monopolist.
ich ol the tollowing inputs are variuble in the long run?
3. capital and cquipment
1. all of these

he output that would be

above the monopoly level, it does not

9: For u lirnn in a pertectly competitive market. the price ol the pood is always

grewter thun average revenue, 13. equal 1o 1ol revenue.

_aml 10 manginal revenue. 1), equial 1o the lirm's efficient scale ol output.

A major arsument in favor of advertising is that:

promotes u-»mpcli.lim among finns in the industry. leading 10 lower prices.
; pmvidcs information to consumers that allows them to make better choices.

helps poople reatliom their tastes and preferences
C it will lower the market price.
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Part 2: Problem Solving (30 points)
Problem 1:

Given demand - supply function for the product as follows:
Qpn=210-20P

Qs = 10P =30 . |
a. Determine cquilibrium pricc and quantity? [llustratc by a demand — supply diagram.

b. Calculatc the price clasticity of demand at the market cquilibrium price? Staic the mecaning of e

result. . - - ' .
c. When the government scis a price floor of P’ = §9. is the market surplus or shortage of producis? In

what quantity? : ) g .
d. The govcrnmcnl imposcs a lax of $1 per unit on seller. Determine the ncw cquilibrium povce amd

quamily?
Problem 2:

‘'he demand function for software market is I’ = 18 — 0.6Q. There is only ACC firm in the marketl. The
firm’s cosl structurc is:
TC=0.6Q*>+6Q + 12
a. Determine the best level of output of the firm. the price at which the firm sclis its product
profit, as well as the profit per unitand in total?
b, Find firm’s output and total profits when government sets ceiling price per unit of 3107
c. Find the best level of output of the firm and the price at which the firm sclls its product o ma
revenuc? Caleulate the firm’s total profit.
“d. Find firm’s maximum output and pricc at brcak-cven (that is its total revenuc cquals total costs)?
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Part 2: Problem Solving (30 points)

Problem 1:

Given demand - supply function lor the product as follows:
Qo =120-20P

Qs=

a.

b.

d.

10P - 30
Determine cquilibrium price and quantity? Illustrate by a demand — supply diagram. -
g ol the

Calculate the price clasticity of demand at the market cquilibrium price? State the meanin

result.
When the government scts a price ceiling of P = $4, is the market surplus or shortage of products? In

what quantity?
The government imposcs

quantity?

a tax of $1 per unit on scller. Determine the new equilibrium pricc and

Problem 2:

The demand and cost function for a company is estimated to be as follows:

P =190 -0.5Q
TC = 4000 + 10Q + 0.5Q?

a.
b.

Write the following cost function: ATC, VC, AVC and MC?
What price should the company charge if it wants to maximize its profit in the short-run? Calculate

the company’s total profits?
What price should it charge if it wants to maximize its revenue in the short run? Calculate the

company’s total revenuc?
FFind firm’s maximum output and price at break-cven (that is its total revenue equals total costs)?



