UNIT 3-1 PERFECT COMPETITION STUDY GUIDE

TERMS
1. Pure (Perfect) Competition: Characterized by a large number of firms, no barriers to entry/exit, homogenous products (no differentiation), and price takers

2. Price-taking Firm: A market in which the seller accepts the market price and doesn’t make their own

3. Total Revenue: The total amount of currency received by a seller(s) from the total product sold; equal to the total quantity sold (demanded)  multiplied by the product’s price

4. Average Revenue: Revenue per unit received by the seller

5. Marginal Revenue: The change in total revenue from the sale of one additional unit of product; equal to the total change in revenue divided by the total quantity sold

6. MR=MC: A firm will maximize its profits or minimize its losses by producing an output where marginal revenue is equal to marginal cost, when the product price is equal to or greater than average variable cost (above the shutdown point)

7. Break-Even point: An output at which a firm makes a normal profit but not an economic profit

8. Average Total Cost (ATC): Total cost divided by output; if price=ATC, then the firm is breaking even and receiving zero economic profit

9. Average Variable Cost (AVC): Total variable cost divided by output; if a firm’s price is below AVC, it will shut down; if a firm’s price is equal to or greater than AVC then it will stay open

10. Short run supply curve: The part of the marginal cost curve above the point where it meets average variable cost; it tells us the amount of output the firm will supply at each price in a series of prices.

11. Consumer surplus: The difference between the maximum prices that consumers are willing to pay for a product and the market price of that product.

12. Producer surplus: the difference between the minimum prices that producers are willing to accept for a product and the market price of the product.

FORMULAS
Revenue Equations
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Cost Equations


Profit/Loss

Important Equalities



Efficiency


CONCEPTS
· There are a large number of firms producing an identical product.  

· Price Takers: due to the large number of firms in the market, no single firm can influence prices.  The firms are at the mercy of the market, and can only adjust to changes in prices.

· All firms have the same information regarding the market. 

· A perfectly competitive firm will always produce where Marginal Cost = Marginal Revenue. 

· Price is affected by shifts in the supply and demand curves. 
· The marginal cost curve functions as the supply curve when it is above the average variable cost curve. 

· There are no obstacles to entry, so firms can freely enter and leave the market.

· Perfectly Competitive firms are productively and allocatively efficient at the optimal level of output.  (P=MR=MC=(min) ATC).

· Economic Profit: In the long term, it is always zero.

· If a firm is making short-run economic profits, more firms will move into the industry.  The supply curve will shift right, causing price to go down. The firm will establish long - term equilibrium with no economic profit.   

· When there are economic losses, firms leave the industry.  This causes the supply curve to shift left and price to increase so the firm no longer has negative economic profits.

· A firm will produce when it is making economic losses as long as price
·  is greater than the average variable costs.



Long Run Equilibrium without Economic Profit

MNEMONIC DEVICE
· To remember the relationship of Marginal Revenue = Demand = Average Revenue = Price:

· Mr. Darp (MR = D = AR = P)

· To remember the order of Average Total Cost and Average Variable Cost on a graph:

· The ‘T’ in ATC stands for Top, so it’s on top

· To remember that a firm maximizes profit/minimizes loss where Marginal Revenue = Marginal Cost (MR = MC):

· This is where you will Minimize Regret or get the Most Cash, depending on the circumstances

· To remember that at the Allocatively Efficient level a firm produces where Marginal Cost = Mr. Darp:

· At Allocative Efficiency, Mr. Darp becomes an eMCee, thus Mr. Darp = MC

· To remember that at the Productively Efficient level a firm produces where Mr. Darp = minimum Average Total Cost:

· At Productive Efficiency, Mr. Darp is A Terrible emCee, because he isn’t being paid as much (costs the least), thus Mr. Darp = min ATC
· To remember the order of Average Total Cost and Average Variable Cost on a graph:

· The ‘T’ in ATC stands for Top, so it’s on top

· To remember that a firm maximizes profit/minimizes loss where Marginal Revenue = Marginal Cost (MR = MC):

· This is where you will Minimize Regret or get the Most Cash, depending on the circumstances

· To remember that at the Allocatively Efficient level a firm produces where Marginal Cost = Mr. Darp:

· At Allocative Efficiency, Mr. Darp becomes an eMCee, thus Mr. Darp = MC

· To remember that at the Productively Efficient level a firm produces where Mr. Darp = minimum Average Total Cost:

· At Productive Efficiency, Mr. Darp is A Terrible emCee, because he isn’t being paid as much (costs the least), thus Mr. Darp = min ATC
MULTIPLE CHOICE QUESTIONS

1. Which of the following is not a valid option for a perfectly competitive firm?

a. Increasing its output.

b. Decreasing its output.

c. Increasing its price. 

d. Increasing its resources.

2.  A perfectly competitive firm should always:


a.   Earn an economic profit.


b.   Increase its price if it is experiencing an economic loss.

c.   Produce the quantity where its marginal cost equals its marginal revenue. 

d.   Produce at the productively efficient level of output.

3.  A perfectly competitive firm that is in long-run equilibrium will

a.   Earn an economic profit, be allocatively efficient, and be productively efficient.

b.   Not earn an economic profit, but be allocatively efficient and productively efficient. 

c.   Not earn an economic profit, not be allocatively efficient, but be productively efficient.

d.   Not earn an economic profit, not be productively efficient, but be allocatively efficient.

4. As its output increases, a firm’s short-run marginal cost will eventually increase because of 

a. diseconomies of scale

b. a lower product price

c. inefficient production

d. the firm’s need to break even

e. diminishing returns

5. Which of the following is always true of the relationship between average and marginal costs?

a. Average total costs are increasing when marginal costs are increasing.

b. Marginal costs are increasing when average variable costs are higher than marginal costs.

c. Average variable costs are increasing when marginal costs are increasing.

d. Average variable costs are increasing when marginal costs are higher than average variable costs.

e. Average total costs are constant when marginal costs are constant.

Questions 6-7 refer to the following diagram and assume a perfectly competitive market structure.
6. At the price 0A, economic profits are

a. ABJG 

b. ABKH 

c. ABLI 

d. ACMG 

e. C0FM

7. In the short run, the firm will stop production when the price falls below

a. 0A 

b. 0B 

c. 0C 

d. 0D 

e. 0E

8. A market is clearly NOT perfectly competitive if which of the following is true in equilibrium?

a. Price exceeds marginal cost.

b. Price exceeds average variable cost.

c. Price exceeds average fixed cost.

d. Price equals opportunity cost.

e. Accounting profits are positive.

9. If a perfectly competitive industry is in long-run equilibrium, which of the following is most likely to be true?

a. Some firms can be expected to leave the industry.

b. Individual firms are not operating at the minimum points on their average total cost curves.

c. Firms are earning a return on investment that is equal to their economic costs. 

d. Some factors are not receiving a return equal to their opportunity costs.

e. Consumers can anticipate price increases.

10. Economies of scale occurs when

a. The average variable cost is greater than the marginal cost.

b. The average fixed cost is equal to the marginal cost.

c. The total cost falls as output increases.

d. The long-run average total cost falls as output increases.

e. The marginal cost is greater than the average total cost.

11. In the short run, if a firm’s marginal cost is higher than the average total cost,

a. The marginal cost curve is at its highest point.

b. The average total cost curve is rising.

c. The marginal cost curve is falling. 

d. The average total cost curve is falling.

e. The average total cost curve is at its lowest point. 

12. In a perfectly competitive market, the demand curves have the following slopes:

Industry

Individual firm
a. Downward Sloping
Horizontal

b. Downward Sloping
Downward Sloping

c. Horizontal

Horizontal

d. Horizontal

Downward Sloping

e. Upward Sloping
Upward Sloping

13. At a particular output, a perfectly competitive firm’s marginal cost and average total cost are lower than the price. To maximize profit, the firm should

a. Raise the product price.

b. Remain at the same level of output.

c. Increase output.

d. Decrease output.

e. Shut down.
14. Which of the following is always true of the relationship between average and marginal costs?

a. Average total costs are constant when marginal costs are constant.

b. Average total costs are increasing when marginal costs are increasing.

c. Average variable costs are increasing when marginal costs are higher than average variable costs.

d. Average variable costs are increasing when marginal costs are increasing. 

e. Marginal costs are increasing when average variable costs are higher than marginal costs.

15. As its output increases, a firm’s short-run marginal cost will eventually increase because of

a. A lower product price.

b. Diseconomies of scale.

c. Diminishing returns.

d. The firm’s need to break even.

e. Inefficient production.

For questions 19 through 24 use the above graph of a firm producing the little plastic wrappers which encase Capri Sun straws (a perfectly competitive market).

16. At which quantity and price will this firm produce straw wrappers?

a. p1 and q3
b. p2 and q2
c. p3 and q1
d. p1 and q1
17. What is the Average Total Cost of this firm at this output?

a. p1
b. p2
c. p3
d. 0

18. At this output and price the firm will…

a. suffer an economic loss.

b. receive an economic profit.

c. increase price.

d. shut down.

19. Is the above firm producing at the allocatively efficient level?

a. yes

b. no

20. If this firm were producing at the allocatively efficent level with the same output and price, what would be the Average Total Cost of the firm?

a. p1
b. p2
c. p3
d. 0

21. With the above curves remaining as drawn, why would this firm never produce if the price fell below p3?

a. the firm would be suffering economic loss equal to its average fixed costs.

b. the firm would be suffering economic loss less than its average fixed costs.

c. the firm would be at its shut-down point.

d. the firm would be suffering economic loss greater than its average fixed costs.

For questions 25 through 28: The following information applies to a perfectly competitive firm producing fake moustaches at a market price of $75.

	Quantity
	AVC
	ATC
	MC

	1
	200
	900
	200

	2
	100
	800
	100

	3
	50
	600
	70

	4
	75
	650
	90

	5
	100
	625
	110


22. What is the output of this firm?

a. 1

b. 2

c. 3

d. 4

e. 5

23. What is the Total Cost of producing 3 units?

a. 50

b. 125

c. 600

d. 1800

24. What is the Marginal Cost at the profit-maximizing output for this firm?

a. 200

b. 100

c. 70

d. 90

e. 110

For questions 29 through 30: The following information applies to a perfectly competitive industry producing Crunch Wrap Supremes.

	Price
	Quantity Demanded
	Quantity Supplied

	1.87
	70
	50

	2.19
	60
	60

	2.25
	50
	70

	2.32
	40
	80

	2.59
	30
	90


25. What is the equilibrium price of Crunch Wrap Supremes in this industry?

a. 1.87

b. 2.19

c. 2.25

d. 2.32

e. 2.59

26. What will be the Average Total Cost for each firm in long run equilibrium?

a. 1.87

b. 2.19

c. 2.25

d. 2.32

e. 2.59
27. In a perfectly competitive market, a firm produces Snuggies at a certain quantity with an average total cost of $17 and a marginal cost of $13. It sells its Snuggies for a price of $15. This firm should:
a. Increase the quantity produced because the marginal cost is less than the average total cost

b. Decrease the price because it is higher than the marginal cost

c. Increase the quantity produced because marginal cost is less than price

d. Decrease the quantity produced because the price is greater than the marginal cost

e. Shut down because it is incurring a loss

28. A firm produces 800 eyebrow rings for $1000. The marginal cost for the last unit produced is $1. What is the average total cost?

a. $1.00

b. $0.80

c. 1.25

d. 2.50

29. The marginal revenue for the 110th unit of door knobs produced is $6 in a perfectly competitive firm. At this quantity, what is the total revenue of the firm?

a. $330

b. $660

c. $600

d. Unable to determine the total revenue with the given information

30. The total cost of producing 250 units of air deodorizers is $750. The total variable cost is $500. What is the average fixed cost?

a. $250

b. $3

c. $.18

d. $330

e. $1

31. A profit-maximizing perfectly competitive firm is selling 500 units of Nalgene water bottles for $10 each. The total cost of production is $3000. This firm is experiencing:

a. A loss of $2000

b. A profit of $2000

c. The break-even point

d. A loss of $2500

e. A profit of $3500

32. Assume a perfectly competitive firm producing toenail accessories is in long-run equilibrium. Due to a nuclear spill, thousand of babies are born with 12 or more toes. (It is all the rage to accessorize all of your baby’s toes) This firm will experience:

a. Economic loss

b. Economic profit and a increase production in the short run

c. Economic profit and a decrease production in the short run



d.   No economic profit and will continue producing at the same quantity

Answers:
1. C

2. C

3. B

4. E

5. D

6. B

7. D

8. A

9. C

10. D

11. B

12. A

13. C

14. C

15. C

16. B

17. A

18. A

19. A

20. A

21. D

22. C

23. D

24. C

25. B

26. B

27. C

28. C

29. B

30. E

31. B

32. B

REVIEW QUESTIONS:

1. A perfectly competitive firm’s short-run supply curve is its:


(A) marginal cost curve below average variable cost


(B) average total cost curve above average variable cost


(C) marginal cost curve above average variable cost


(D) marginal revenue curve above average variable cost


(E) marginal revenue curve below average variable cost

2. How will lower per-unit variable costs in the industry affect each of the following if it is a perfectly competitive industry in long-run equilibrium?


      Short-run firm output
Short-run profit
Long-run firm movement


(A) Increase


Increase 

Enter


(B) Decrease 

Decrease

Exit


(C) Increase


Decrease

Exit


(D) Decrease


Increase

Enter


(E) Decrease


Increase

Exit

3. If a certain brand of shoes are sold in a competitive market and the technology used to produce these shoes increases productivity, it can be said that


(A) the equilibrium price of shoes in the market will increase


(B) some producers of shoes will leave the industry


(C) the equilibrium quantity of shoes in the market will increase


(D) the equilibrium price of shoes in the market will decrease


(E) the equilibrium price and quantity of shoes in the market will both 
decrease

4. A profit-maximizing perfectly competitive industry in long-run equilibrium exhibits which of the following features?

     I. Allocative efficiency

     II. Productive efficiency

     III. Firms earning economic profit

     IV. Firms earning normal profit


(A) II only


(B) III only


(C) I, III, and IV only


(D) I, II, and IV only


(E) I, II, III, and IV

5. Which of these is not a characteristic of a perfectly competitive market?


(A) price-taking individual firms


(B) a large number of firms


(C) no significant barriers to entry or exit


(D) identical products


(E) long-run economic profit

6. The marginal cost curve in a perfectly competitive industry


(A) is the sum of the average fixed cost and average variable cost curves


(B) is inversely related to the average total cost curve


(C) increases slightly and then falls


(D) equals average total cost at the lowest point on the average total cost 
curve


(E) equals the average total cost curve at the highest point of the marginal 
cost curve

7. An increase in demand causes the individual firm to experience a short-run increase in a perfectly competitive industry in its


(A) marginal revenue


(B) average total cost


(C) average fixed cost


(D) average variable cost


(E) normal profit

8. A perfectly competitive firm in long-run equilibrium that is profit maximizing will produce


(A) where marginal revenue is greater than marginal cost


(B) at both productive and allocative efficiency 


(C) at an output that stays at long-run equilibrium


(D) at the output where marginal cost is at its minimum


(E) where the marginal cost equals the average variable cost

9. If a firm’s marginal cost is higher than the average total cost in the short-run


(A) the marginal cost curve is at its highest point


(B) the marginal cost curve is falling


(C) the total cost curve is falling


(D) the average total cost curve is at its lowest point


(E) the average total cost curve is rising

10. Why does a purely competitive firm’s marginal revenue equal the product price?


(A) The firm maximizes profit by raising the product price


(B) As a price taker, the firm must sell each product at the same price


(C) As a price maker, the firm increases the product price by restricting 
output


(D) There is a price ceiling on the product


(E) Lower product demand increases product price

11. An increase in the fixed cost of production at a particular output causes


(A) an increase in the average total cost


(B) an increase in the average variable cost


(C) an increase in the marginal cost


(D) an increase in the marginal product


(E) an increase in the marginal revenue

12. The difference between the price a producer is willing to sell a product for and the actual price of the product is


(A) consumer surplus


(B) producer surplus


(C) profit


(D) average total cost


(E) elasticity

13. A perfectly competitive firm’s marginal cost and average total cost are lower than the price. To maximize profit, the firm should


(A) increase output


(B) decrease output


(C) remain at the same output level


(D) shut down


(E) raises the product price

14 The long-run average cost curve



(A) is always below the short-run average cost curve


(B) is always above the short-run average cost curve


(C) always intersects the short-run average cost curve at the minimum of 
short-run average cost


(D) is above the short-run average cost except at the one point


(E) is below the short-rum average cost except at one point 

15. In perfect competition, firms can sell



(A) as much as they want at the market price


(B) at most the quantity at which marginal cost eqals average total cost


(C) at most the quantity at which marginal cost equals average variable 
cost


(D) at most the quantity at which marginal revenue equals average total 
cost


(E) at most the quantity at which marginal revenue equals average 
variable cost

16. Marginal cost always intersects average variable cost at


(A) the profit-maximizing quantity


(B) the minimum of marginal cost


(C) the maximum of average variable cost


(D) the minimum of average variable cost


(E) the maximum of marginal cost

17. A characteristic of individual firms in a perfectly competitive market is that they 


(A) engage in product differentiation


(B) earn positive long-run economic profits


(C) advertise to sell more of their product


(D) have a downward-sloping demand curve


(E) may enter and exit an industry in the long run

18. A market is NOT perfectly competitive when which of the following is true in equilibrium?


(A) Price > MC


(B) Price > AVC


(C) Price > AFC


(D) Price = Opportunity cost


(E) accounting profits are positive

19. Which statement best describes perfect competition? 


(A) many small firms producing differentiated products, with 
significant 
barriers to entry


(B) many small firms producing homogeneous products, with no 
significant barriers to entry


(C) a few large firms producing differentiated products, with no 
significant barriers to entry


(D) a single firm producing a unique product, with significant barriers 
to entry


(E) many small firms producing homogeneous products, with 
significant barriers to entry

20. Total revenue will_________when a perfectly competitive firm sells additional units of output


(A) remain constant


(B) increase at a decreasing rate


(C) increase at an increasing rate


(D) increase, then decrease


(E) increase at a constant rate

21. If a perfectly competitive firm is producing where price exceeds both MC and AVC and it wishes to maximize profits, then the firm is 


(A) producing too little output


(B) not earning economic profit


(C) charging too high of a price


(D) using too much input


(E) producing where MR < MC

22. In the short run, a perfectly competitive industry demand curve & firm demand curve will, respectively, have which of the following slopes? 


(A) downward & horizontal


(B) horizontal & downward


(C) horizontal & horizontal


(D) downward & downward


(E) vertical & horizontal

23. Consider the following perfectly competitive industry: market product price is $12, the firm’s ATC is $16, MC is $16, and AVC is $8. To maximize profit, the firm should 


(A) increase selling price


(B) decrease selling price


(C) decrease output, but keep producing


(D) keep price and output the same


(E) shut down

24. Average fixed cost is represented by what?


(A) average revenue minus AVC

(B) sum of ATC and AVC


(C) price where MR. DARP is, divided by quantity of production


(D) difference between ATC curve and AVC curve


(E) where marginal cost equals AVC

25. In a firm is perfectly competitive, in the long run it will operate when 


(A) price=average cost=MC


(B) price=average cost=total cost


(C) price=marginal revenue=total cost


(D) total revenue=total variable cost


(E) marginal cost= total variable cost

ANSWERS:

1. C

2. A

3. C

4. D

5. E

6. D

7. A

8. B

9. E
10. B

11. A

12. B

13. A

14. E

15. A

16. D

17. E

18. A

19. B

20. E

21. A 

22. A

23. C

24. D

25. A
REVIEW QUESTIONS:

1. A perfectly competitive firm’s short-run supply curve is its:


(A) marginal cost curve below average variable cost


(B) average total cost curve above average variable cost


(C) marginal cost curve above average variable cost


(D) marginal revenue curve above average variable cost


(E) marginal revenue curve below average variable cost

2. How will lower per-unit variable costs in the industry affect each of the following if it is a perfectly competitive industry in long-run equilibrium?


      Short-run firm output
Short-run profit
Long-run firm movement


(A) Increase


Increase 

Enter


(B) Decrease 

Decrease

Exit


(C) Increase


Decrease

Exit


(D) Decrease


Increase

Enter


(E) Decrease


Increase

Exit

3. If a certain brand of shoes are sold in a competitive market and the technology used to produce these shoes increases productivity, it can be said that


(A) the equilibrium price of shoes in the market will increase


(B) some producers of shoes will leave the industry


(C) the equilibrium quantity of shoes in the market will increase


(D) the equilibrium price of shoes in the market will decrease


(E) the equilibrium price and quantity of shoes in the market will both 
decrease

4. A profit-maximizing perfectly competitive industry in long-run equilibrium exhibits which of the following features?

     I. Allocative efficiency

     II. Productive efficiency

     III. Firms earning economic profit

     IV. Firms earning normal profit


(A) II only


(B) III only


(C) I, III, and IV only


(D) I, II, and IV only


(E) I, II, III, and IV

5. Which of these is not a characteristic of a perfectly competitive market?


(A) price-taking individual firms


(B) a large number of firms


(C) no significant barriers to entry or exit


(D) identical products


(E) long-run economic profit

6. The marginal cost curve in a perfectly competitive industry


(A) is the sum of the average fixed cost and average variable cost curves


(B) is inversely related to the average total cost curve


(C) increases slightly and then falls


(D) equals average total cost at the lowest point on the average total cost 
curve


(E) equals the average total cost curve at the highest point of the marginal 
cost curve

7. An increase in demand causes the individual firm to experience a short-run increase in a perfectly competitive industry in its


(A) marginal revenue


(B) average total cost


(C) average fixed cost


(D) average variable cost


(E) normal profit

8. A perfectly competitive firm in long-run equilibrium that is profit maximizing will produce


(A) where marginal revenue is greater than marginal cost


(B) at both productive and allocative efficiency 


(C) at an output that stays at long-run equilibrium


(D) at the output where marginal cost is at its minimum


(E) where the marginal cost equals the average variable cost

9. If a firm’s marginal cost is higher than the average total cost in the short-run


(A) the marginal cost curve is at its highest point


(B) the marginal cost curve is falling


(C) the total cost curve is falling


(D) the average total cost curve is at its lowest point


(E) the average total cost curve is rising

10. Why does a purely competitive firm’s marginal revenue equal the product price?


(A) The firm maximizes profit by raising the product price


(B) As a price taker, the firm must sell each product at the same price


(C) As a price maker, the firm increases the product price by restricting 
output


(D) There is a price ceiling on the product


(E) Lower product demand increases product price

11. An increase in the fixed cost of production at a particular output causes


(A) an increase in the average total cost


(B) an increase in the average variable cost


(C) an increase in the marginal cost


(D) an increase in the marginal product


(E) an increase in the marginal revenue

12. The difference between the price a producer is willing to sell a product for and the actual price of the product is


(A) consumer surplus


(B) producer surplus


(C) profit


(D) average total cost


(E) elasticity

13. A perfectly competitive firm’s marginal cost and average total cost are lower than the price. To maximize profit, the firm should


(A) increase output


(B) decrease output


(C) remain at the same output level


(D) shut down


(E) raises the product price

14 The long-run average cost curve



(A) is always below the short-run average cost curve


(B) is always above the short-run average cost curve


(C) always intersects the short-run average cost curve at the minimum of 
short-run average cost


(D) is above the short-run average cost except at the one point


(E) is below the short-rum average cost except at one point 

15. In perfect competition, firms can sell



(A) as much as they want at the market price


(B) at most the quantity at which marginal cost eqals average total cost


(C) at most the quantity at which marginal cost equals average variable 
cost


(D) at most the quantity at which marginal revenue equals average total 
cost


(E) at most the quantity at which marginal revenue equals average 
variable cost

16. Marginal cost always intersects average variable cost at


(A) the profit-maximizing quantity


(B) the minimum of marginal cost


(C) the maximum of average variable cost


(D) the minimum of average variable cost


(E) the maximum of marginal cost

17. A characteristic of individual firms in a perfectly competitive market is that they 


(A) engage in product differentiation


(B) earn positive long-run economic profits


(C) advertise to sell more of their product


(D) have a downward-sloping demand curve


(E) may enter and exit an industry in the long run

18. A market is NOT perfectly competitive when which of the following is true in equilibrium?


(A) Price > MC


(B) Price > AVC


(C) Price > AFC


(D) Price = Opportunity cost


(E) accounting profits are positive

19. Which statement best describes perfect competition? 


(A) many small firms producing differentiated products, with 
significant 
barriers to entry


(B) many small firms producing homogeneous products, with no 
significant barriers to entry


(C) a few large firms producing differentiated products, with no 
significant barriers to entry


(D) a single firm producing a unique product, with significant barriers 
to entry


(E) many small firms producing homogeneous products, with 
significant barriers to entry

20. Total revenue will_________when a perfectly competitive firm sells additional units of output


(A) remain constant


(B) increase at a decreasing rate


(C) increase at an increasing rate


(D) increase, then decrease


(E) increase at a constant rate

21. If a perfectly competitive firm is producing where price exceeds both MC and AVC and it wishes to maximize profits, then the firm is 


(A) producing too little output


(B) not earning economic profit


(C) charging too high of a price


(D) using too much input


(E) producing where MR < MC

22. In the short run, a perfectly competitive industry demand curve & firm demand curve will, respectively, have which of the following slopes? 


(A) downward & horizontal


(B) horizontal & downward


(C) horizontal & horizontal


(D) downward & downward


(E) vertical & horizontal

23. Consider the following perfectly competitive industry: market product price is $12, the firm’s ATC is $16, MC is $16, and AVC is $8. To maximize profit, the firm should 


(A) increase selling price


(B) decrease selling price


(C) decrease output, but keep producing


(D) keep price and output the same


(E) shut down

24. Average fixed cost is represented by what?


(A) average revenue minus AVC

(B) sum of ATC and AVC


(C) price where MR. DARP is, divided by quantity of production


(D) difference between ATC curve and AVC curve


(E) where marginal cost equals AVC

25. In a firm is perfectly competitive, in the long run it will operate when 


(A) price=average cost=MC


(B) price=average cost=total cost


(C) price=marginal revenue=total cost


(D) total revenue=total variable cost


(E) marginal cost= total variable cost

ANSWERS:

1. C

2. A

3. C

4. D

5. E

6. D

7. A

8. B

9. E
10. B

11. A

12. B

13. A

14. E

15. A

16. D

17. E

18. A

19. B

20. E

21. A 

22. A

23. C

24. D

25. A
Total Revenue=Price x Quanity





TR=PQ





Marginal Revenue=Change in total revenue divided by change in quantity





MR=∆TR / ∆Q





Average Revenue=Total Revenue divided by quantity





AR=TR / Q





Average Fixed Cost = Fixed Cost divided by quantity 


AFC=FC/Q





Average Variable Cost = Variable Cost divided by quantity


AVC=VC/Q





Average Total Cost = Average Variable Cost plus Average Fixed Cost


ATC=AVC+AFC





Average Total Cost = Total Cost divided by quantity 


ATC=TC/Q





The difference between Price and Average Total Cost multiplied by quantity (P-ATC) x Q





Total Revenue minus Total Cost 





TR-TC





Marginal Revenue = Demand = Average Revenue = Price 


MR=D=AR=P





Profit-Maximizing/Loss Minimizing Point of Production: Point at which Marginal Revenue = Marginal Cost


MR=MC





Price = Marginal Cost = Minimum ATC in Long run Equilibrium


P=MC=minATC





Productive Efficiency & Fair Returns: Price = minimum (ATC)


P=minATC





Allocative Efficiency & Socially Optimal: Price = Marginal Cost


P=MC








