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1. Suppose that a firm produces 100,000 units a wear -
and sells them all for $5 each. The explicit costs of pea-
duction are $350,000 and the implicit costs of produciion :
are $100,000. The firm has an accounting profit of .=

(a) $200,000 and an economic profit of $25,00C
{b) $150,000 and an economic profit of $50,000
(c) $125,000 and an economic profit of $75,000"
(d) $100,000 and an economic profit of $50,000;

2. Economic profit for a firm is defined as the total rev-
enue of the firm minus its

(a) accounting profit

{b) normal profit

(c) implicit costs
- {d) economic cost | - -

3. Which would best describe the short run for a firm as
defined by economists?
{a) The plant capacity for a flrm is variable.
(b). The_plant capacity for a firm is fixed.
(c) There are. diseconomies of scale.
(d) There are economies of scale.

4. Which is most likely to be a long-run adjustment for
a firm that manufactures golf carts on an assembly line
basis?

(a) an increase in the amount of steel the firm buys
(b) a redugction in the number of shifts of workers from
three to two

-(c) a change in.the production managers of the as-
sembly line

(d) a change from the production of golf carts to mo-
torcycles

5. The change in total product divided by the change in
resource input defines
(a) total cost .
{b) average cost
. {¢) average product
(d) marginal product

Use the following table to answer Questions 6 and 7. -
Assume that the only variable resource used lo produce
output is labor.

Amount of output
3
g .
VARRY)
' 15
\ 17
- 18

Amount of labor

L R

6. The marginal product of the fourth unit of labor is
(a) 2 units of output
(b) 3 units of output
{c) 4 units of output
{d) 15 units of output

-

7. When the firm hires four units of labor the average
= product of labor is
{a) 3 units of output
{b) 3.75 units of output
{c) 4.25 units of output
(d) 15 units of output
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8. Because the marginal product of a variable resource

initially increases and later decreases as a firm increases

its output,

«  (a) average variable cost decreases at first and then
increases
(b) average fixed cost declines as the output of the
firm expands
(c) variable cost at first increases by increasing
amounts and then increases by decreasing amounts
(d) marginal cost at first increases and then
decreases ' '

9. Because the marginal product of a resource at first
increases and then decreases as the- output of the firm
increases,

(a) average fixed cost declines as the output of the
firm increases

(b) average variable cost at first increases and then
decreases -

A{c). variable cost at first increases by increasing
amounts and then increases by decreasing amounts

(d) total cost at first increases by decreasing amounts

and then increases by increasing amounts

For Questions 10, 11,-and 12, use the data given in'the

following table. The fixed cost of the firm is $500, and the
firm'’s total variable cost is indicated in the table. .

Output Total variable cost
1 $ 200
- 360
500
700
1000
1800
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10. The average variabie cost of the firm when 4 units of
output are produced is

(a) $175

(b) $200

(c) $300

(d) $700

11. The average total cost of the firm when 4 units of
output are being produced is
(a) $175
(b) $200
(c) $300
(d) $700

12. The marginal cost of the sixth unit of output is
(a) $200 '
(b) $300
(c) -$700
(d) $800

13. Marginal cost and average variable cost are equal at
the output at which

{a) marginaf cost is a minimum

(b) marginal product is a maximum

(c) average product is a maximum

{d) average variable cost is a maximum
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(a) marginal cost is decreasing

(b) marginal product is increasing

(c) average fixed cost is decreasing

(d) average total cost is increasing

15. Why does the short-run marginal cost curve eventually
increase for the typical firm?

(a) diseconomies of scale

(b) minimum efficient scale

(c) the law of diminishing returmns

(d) economic profit eventually decreases

16. If the price of labor or some other variable resource
increased, the

(a) AVC curve would shift downward

(b) AFC curve would shift upward

(c) AFC curve would shift downward

(d) MC curve would shift upward

Questions 17, 18, 19, and 20 are based on the following
figure.

OQutput

17. In the figure, curves 1, 3, and 4, respectively, represent
(a) average variable cost, marginal cost, and average
total cost
(b) average total cost, average variable cost, and mar-
ginal cost
(c) average fixed cost, average total cost, and mar-
ginal cost
(d) marginal cost, average total cost, and average
variable cost

18. At output level @, the average fixed cost is measured
by the vertical distance represented by

(a) DE

(b) DF

{c) DQ

(d) EF

19. As output lncreases beyond the’ Ievel represented
by Q,

_(a) marginal produc1 is rising

(b) marginal product is falling
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" (c) total fixed costs are rising
(d) total costs are fafling

20. If the firm is producing at output level @, then the
total variable costs of production are represented by
area
(a) 0QFC
(b) OQEB
{c) 0QDC
(d) CFEB

21. At an output of 10,000 units per year, a firm’s total
variable costs are $50,000 and its average fixed costs are
$2. The total costs per year for the firm are

(a) $50,000

(b) $60,000

(c) $70,000

(d) $80,000

—
22. A firm has total fixed costs of $4,000 a year. The

average variable cost is $3.00 for 2000 units of output.
At this level of output, its average total costs are

(a) $2.50

(b) $3.00

(c) $4.50

(d) $5.00

23. If you know that fotal fixed cost is $100, total variable
cost is $300, and tota! product is 4 units, then

(a) marginal:cost is $50

(b) average fixed cost is $45

(c) average total cost is $125

(d) average variable cost is $75

24, If the short-riin average variable costs of production

_for a firm are falling, then this indicates that

(a) average variable costs are above average fixed
costs . )

(b) marginal costs are below average variable costs
(c) average fixed costs are constant

(d) total costs are falling

Answer Questions 25 and 26 using the -following ta-
ble. Three short-run cost schedules are given for three
plants of different sizes that a firm might build in the
long run. ~ ’

Plant 1 Plant 2 Plant 3
Output _ATC Quiput _ ATC Output = ATC
10 $10 10 $15 10 .$20
20 9 20 10 ) 20 15
30 8 30 7 30 10
40 9 40 10 40 8

50 10 50 14 50 9

25. What is the long-run average cost of producing 40 units
of output? .

(a) $7

(b) 8

(c) $9

(d) $10
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26. At what output is long-run average cost at a mini-
mum? :

(a) 20

(b) 30
" (c) 40

(d) 50

27. If the fong-run average total cost curve for a firm is
-downsloping, then it indicates that there

(a) is a minimum efficient scale -

(b) are constant returns to scale

(c) ‘are diseconomies of scale”

(d) are economies of scale

28. Which factor contributes to economies of scale?

- (a) less efficient use of capital goods
(b) less division of labor and specialization "
(c) .greater specialization in management of-a firm
(d) greater difficulty controliing the ope(ationé of a firm

29, A firm is encountering constant returns to scale when
it increases all of its inputs by 20% and its output in-
creases by -

(a) 10%

(b) 15%

{c) 20%

(d) 25% .

30. If economies of scale are limited and diseconomies
appear quickly in an industry, then mihimum efficient scale
occurs at a . : ’

(a) high level of output, and there will be a few firms
(b) high level of output, and there'will be many firms
(c) iow level of output, and there will be few firms
(d) low level of output, and there will be many firms
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