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Fall 2010 ECONOMICS 102     2 mid-term       
QUEENS COLLEGE         
Prof. Dohan  

Relating concepts and definitions to the real world
Match the phrases in the three lists which are best related to the concepts or words in the table below each list.

 * Indicates a tricky problem.  Some concepts in the table may not be used, some may be used twice.    1 point each term 

____ A.   For a firm to continue producing in the long run, its total revenue must exceed its_________


B*  If a competitive industry relies on a large but fixed resources that is unique to that industry, such as the vineyards in the province of Champagne as this industry expands, its producers will experience ____ 


C*.    A firm is at a true long-run profit maximum output level when MC=MR, P> or = minimum average costs or when for an increase in output, the following is true.


D*.    Marginal rate of substitution in consumption of clothing for food (= (C/(F ) measures _______


E.   The amount consumers would be willing to pay above the market price is called ______. 


F.   An industry with no barriers to entry, no unique factors of production and no economies of scale to the 


firm will probably exhibit _____ 


G.   Sellers charging buyers different prices according to their willingness to pay are engaging in ___.
TABLE A.
	1. consumer profit
	10. total costs
	18.  internal diseconomies of scale

	2. consumer surplus
	11. total fixed costs
	19.  constant returns to scale

	3. deadweight economic gain
	12. total variable costs
	20. > marginal costs

	4. MU food/MU clothing
	13. marketing costs
	21. < marginal costs

	5. MU clothing/MU food
	14. marginal benefit < marginal cost
	22. a unified price policy

	6. MU clothing = MU food 
	15. marginal benefit > marginal cost
	23. Illegal pricing policies

	7. MU clothing = P clothing
	16. MC > MR, from producing and selling an additional unit of output so that it meets the second-order condition
	24. price discrimination to capture consumer surplus

	8. Total benefit < total cost
	17. external diseconomies (of scale) as competitive firms bid up the price of the fixed input
	25. illegal insider pricing

	9.  total revenue greater than its 


     fixed costs
	
	



 H.    The long-run shut-down point of a competitive firm is at where___________


 I.   The slope of a line drawn from the origin of the total cost curve to a point on the total cost curve measures____


 J.   The slope of a line just tangent to point A on the total variable cost curve measures__________


 K.   The increase in total revenue from an increase in sales of one unit ((TR/(Q) is called ________

 L* The increase in total revenue from hiring one more unit of labor ((TR/(L) and selling its output  is called __
TABLE B.
	B1.  marginal revenue
	B8.  marginal cost at output level A
	B15. total fixed costs

	B2.  total revenue
	B9.   average fixed costs at A
	B16. total variable costs

	B3.  average revenue
	B10. average variable cost
	B17. total costs

	B4.  price
	B11. average total cost or ATC
	B18. fixed average marginal cost

	B5. marginal physical product
	B12. marginal cost of labor
	B19. P=minimum average variable costs

	B6. marginal revenue product
	B13. average profit is maximized
	B20. P=minimum average fixed cost

	B7. MC = MR 
	B14. Total revenue is maximized
	B21. P=minimum average total cost 



 M.  Firms are minimizing costs of producing a given level of output if the slope of the isocost is line just tangent to the isoquant curve. This occurs when ___________.


 N.  If the selling price of a firm’s product rises, then the marginal revenue product curve of labor would ______


 O.   If for two products A and B, the indifference curve just touches (is tangent to) the budget line, then the__


 P.  If the price of labor rises, the producer would  ______

TABLE C. 
	C1. 
MPL = MPK
	C8.  Substitute labor for capital 

       (lower K/L)
        (lower K/L)
	C15.  ratios of prices

	C2.  PKk = PL
	
	C16.  ratios of marginal costs

	C3.  MPL /PL = (L/(K
	C9.    MUa = MUb
	C17. shift downward and  reduce 

          dd for L

	C4.  MPPL/MPPk = PL/PK
	C10.  MUa/Pa=MUb/Pb
	

	C5.  MPPL/MPPk = PK/PL
	C11.  Pa=Pb
	C18. remain unchanged

	C6.  increase output to make up for the

        higher cost of  labor
	C12.  MUa/MUb = ((A/(B)
	C19. shift upwards and  increases 

        demand for L

	C7.  Substitute capital for labor 
       (higher K/L)

       K/L)
	C13.  ratio of marginal products
	         

	
	C 14. ratios of marginal utilities
	        


II. MULTIPLE CHOICE (1.5 points each unless otherwise noted) 

Place the correct answer in the space next to the number.  Hint:  sketch curves.

           
1.  Which of the following is not a reason for economies of scale and falling average costs?


a. 
inherent in the technology such as in oil pipelines and warehouses.

   
b. 
specialization in the division of labor (the pin factory).


c. 
technologies such as drilling which must be embodied in costly capital to be used.


d. 
spreading fixed costs over a higher volume of output.

  

2*.  Labor produces income by taking away from leisure time. Both produce utility. With this in mind, we can say that an increase in the wage rate will _____ the quantity of labor supplied, according to the substitution effect, but might  ____ the quantity of labor supplied, according to the income effect.*

a. 
increase, increase


c. 
decrease, increase

   
b. 
increase, decrease


d. 
decrease, decrease



3*. A perfect competitor who is producing where P is more than MC and AVC but less than ATC, should


a. 
increase production in the long run.
d. 
raise prices to AC

   
b. 
reduce price in the long run.

e. 
shut down in the long run


c. 
reduce production in the short run



5. We discover that Mucoffee / Mutea < Pcoffee /Ptea. This implies that 


a.
  we are inside our budget constraint and should buy more of both.


b. 
switching some funds from coffee to tea will increase my utility.


c. 
switching some funds from tea to coffee will increase my utility 


d. 
coffee is more expensive than tea.


e. 
tea is more expensive than coffee. 



 
6.* Px  is $3 and Py is $6.  These market prices are given and indicate that the individual could

a. increase his utility by buying more of the more highly-valued Good Y.



b. increase his utility by buying more units of the cheaper Good X.


c. trade 4 units of Good X for 2 of Good Y in the market place 


d. trade 2 units of Good X for 2 of Good Y in the market place.


e. trade 1 unit of Good X for 2 of Good Y in the market place.




 7. Fred has had 1 banana and 4 apples this week and is now indifferent between them. Bananas cost $1 and Apples cost $2 currently. Remember MUx/MUy = ΔY/Δ X = Px/Py

a. 
Fred’s total utility of bananas is equal to that of apples.


b.
Fred’s total utility of bananas is double that of apples.


c. 
Fred’s marginal utility of apples is double that of bananas.


d. 
Fred’s marginal utility of bananas is now equal to that of apples.


e. 
Fred’s marginal utility of bananas is double that of apples.



 8. In a two-input analysis (capital and labor), the isocost line is K = (cost/Pk) – (Pw/Pk) * L



the slope of the iso-cost line is equal to 
     a. 
the total cost of production


b.  the wage of labor over the price of capital.


c. 
the marginal product of labor  and the marginal product of capital.


d. 
the marginal product of labor divided by the price of labor. 



e. 
the price of capital over the wage of labor.



9. The diamond-water paradox is resolved recognizing that the prices of products tends to reflect its





a. total value. 
b. consumer surplus
c. marginal value to society of the last units used.

   



d.  use value
e. marginal cost to society of the last units used relative to their marginal utility



10*. Based on the firm’s total cost curve shown on the right, its marginal cost 


a. 
rises and then falls as output increases.

   
b. 
falls and then rises as output increases.


c. 
continually rises.

d. continually falls.



*11. Based on the firm’s total cost curve shown on the right, its average cost  


a. 
rises and then falls as output increases.

   
b. 
falls and then rises as output increases.


c. 
continually rises.

e. continually falls.



12. In the short run, profits in a competitive industry will be maximized at the output level 


a. 
where average total cost is minimized (and is equal to marginal cost).


b. 
where price is equal to marginal revenue.

   
c. 
where marginal cost for all firms is equal to price (which is equal to marginal revenue for a firm).


d. 
where marginal cost is equal to average variable cost (which is when AVC is minimized).





13.  Marginal cost at any point C on the total cost curve can always be measured as the


a.  slope of a line from the origin of the variable cost to point C on the total cost curve.


b. 
the distance between the horizontal axis and point C on the total cost curve.


c.  slope of a line from the origin to point C on the total cost curve.


d.  slope of a line just tangent to point C on the total cost curve.


e.  none of the above



14*. When average cost is greater than marginal cost,


a. 
average cost is rising.

c. 
marginal cost is rising.

   
b. 
average cost is falling.

d. 
marginal cost is falling.



15. A perfectly competitive firm sells its output for $50 per unit.  Its current output is 500 units.  At that level, its marginal cost is $60 and increasing, average variable cost is $35, and average total cost is $45.  To maximize short-run profits, the firm should


a.  shut down



d. 
increase production and sales until AC = 50


b. 
increase price



e. 
decrease production and sales until MC = 50.


c. leave production levels unchanged



16**. ABC Corp. increases all inputs by 50%.  Average costs rises 20% when producing at the new higher levels . This firm is experiencing

a. decreasing marginal product.

d. external diseconomies of scale

   
b. decreasing returns to scale


e. constant returns to scale


c.

increasing returns to scale


f. none of the above



17. In the short run, a perfectly competitive firm incurring losses should still produce if total revenue is 

a. greater than fixed costs
.

c. greater than average total costs

   
b. greater than average variable costs.

d. greater than marginal costs
.



*18. A competitive firm is in an industry with external economies of scale so that the price of some inputs actually fall as Q increase.  Thus, n the short-run, an increase in output in response to an increase in price may 


a.

decrease average costs

c. not change price

   
b. 
increase fixed costs

d. will produce at a higher marginal cost.



19. In the long-run perfectly competitive equilibrium, one of the following conditions must be true (tricky)  Hint: Draw diagram of LR costs, then figure out short-run MC if only labor can be changed. 

 
a. 
 Long-run average total cost is at a minimum = P


b. 
 Short-run marginal cost is at a minimum


c. 
 MC = minimum average variable cost


d. 
 P = SRMC = LRMC = minATC

e. 
 P > MR

Use the following information for the next two questions.  James’s income is $100; the price of apples is $5 per unit: the price of bananas is $10 per unit.  Assume a consumer choice diagram with apples on the vertical axis and oranges on the horizontal axis.  (Hint:  sketch a diagram)



20.*If James’s income rises to $125, but the prices of apples & bananas remain unchanged, there will be

a. 
a parallel shift inwards of the budget line.


b.
a parallel shift inwards of the indifference curves.

   
c. 
a parallel shift outwards of the budget line.


d. 
a increase in James’s consumption of both apples and oranges.



21.
If the price of apples falls (decreases) to $3 per unit,


a. 
the budget line will move out along the vertical axis only.

   
b. 
the budget line will move inward along the vertical axis only.


c. 
James will be on the same indifference curve, but more apples will be consumed.


d.
James’s consumption of apples will increase.



Extra credit (4 pts) The market demand curve for pizza is given by Qd = 800 - 50P, where P is the price of pizza in dollars.  If the price of pizza is $6. The consumer surplus is.


a.
 $16 
b. $2500
c. $3000 
d. $5000

 Consult special notes. Remember the ½ of a rectangle rule for calculating consumer surplus.  A sketch is useful.


Problem I.   Perfect Competition and Efficiency


These are the industry long-run revenue

and cost curves for growing great coffee






Qd = 600 – 100P

on coffee plantations in Urep.  Initially, this is a 





Ps = 2

perfectly competitive industry with hundreds 

of producers all producing at thesame minimum average cost.


       1.1 What is the equilibrium price and quantity in this  .

              industry? P =  $____               Q = ___ /lb.

        1.2 What is the marginal cost to society of producing 


one more pound of coffee at equilibrium?
        1.3 What is the marginal benefit to society of having 


one more pound of coffee at equilibrium? 

        1.4 What is the total cost to society (and coffee growers) 


of producing coffee at equilibrium? 


       1.5 What is total revenue to all the coffee growers together. 
       1.6 (2 pt. Uses notes, show work) What is consumer surplus 
              under perfect competition.

        1,7  What is economic profit above normal profit.
Problem III  Least Cost Production of Bicycles  (1 pt each unless noted)

        3.1   If the wage of labor is $20 per unit, the isocost line  AC represents the combinations of K and L that you can buy for a total cost of $______

  Hint:TC = Pl*L + Pk*K and if L = 200

   when K = 0, then TC = 200 *w


a.  $8000

c. 2000



b.  $4000

d. depends on the 




    price of capital

      _  3.2  Thus, if the wage of labor is $20 per unit, then the price of a unit of capital (called “r)



a. is $10 

c. is $40



b. is $20 
 
d. not enough information

      _  3.3  If the firm chooses to produce 100 bicycles, its least-cost mix of labor and captial is represented by point is:

  
a. point A
        b. point B    
   c. point C
d. point D    
 e. point E

$_____3.4 What is the average cost per bicycle if this firm is producing 100 bicycles at its least-cost mix of
     2 pt          labor and captial [TC = (w x L) + (r x K)  so ATC = TC/100
_____3.5  The slope ((K/(L) of  the isocost line with respect to the labor axis in the diagram above represents a.   Pl/Pk          b. Pk/Pl 
c. Pl/(L 
d. Pk/(K

______3.6  The slope of a line ((K/(L) just tangent to the “100 bicycles isoquant” at point B with respect to the labor axis in the diagram above represents



    a.  MPPl/MPPk.          b. MPPk / MPPl

 c.  MPPl
 d. MPPk

Use the following to answer the questions 3.7 and 3.8 below.
 a.  MPPl >   Pl
 
b.  MPPl  < MPPk 
c. MPPl = MPPk 
d.   MPPl=MPPk 
e.  MPPl =   (L

      _____   _____              _____     _____          _____   _____         _____   _____        _____     ___                                                                                    

      MPPk     Pk 


Pl          Pk 
   Pl          Pk              Pk        Pl 
   MPPk      (K
_______3.7  At point B which of the above inequalities and/or relationships is true?
_______3.8  At point G (at the top) which of the above inequalities and/or relationships is true?

Internal to the Firm Economies and Diseconomies of Scale
_______3.9 If in the long run the firm produces 500 bicycles; what is total cost on the line DE for the
     3 pt    firm to buy the inputs to produce 500 bicycles, given that labor is still $20 per unit and the price of capital has not changed  What amount of labor could I buy on the x-axis. That is what is the total cost of 500 bicycles?

$______ 2 pts. 3.10 What is the firm’s average total cost of producing 500 bicycles?

_______3.11 How do you explain the sharp change in the average cost of producing 500 bicycles?


     a. spreading of overhead
b. diseconomies of scale
e increase marginal returns


     c. economies of scale
d. diminishing marginal returns

_______3.12  Do costs fall or rise after 500 units? (look at the added inputs for 100 more units)

$______2 pts 3.13 What is the lowest average cost available for any firm in this industry, ceteris paribus?
Q =_____2 pts 3.14 If you were to construct a new factory in this competitive industry, with no barrier to    

  entry what scale of output Q would you choose in order to remain competitive?   


 
3. 15  If the price of capital fell to $5, draw in the new isocost line for producing 100 bicycles and show the new minimizing combination of inputs.  Hint: look at the new isocost line for the new price and then shift inward to where it is just tangent to the 100 bicycle  isoquant. 

What approximately are the new combinations of labor and capital?

    _______
3.16 About____units of labor 

    _______
3.17 About____ units of capital

    $______
3.18   Approximate total cost ___

     $______
3.19   Approximate average cost ___
Problem IV.  Supply Curves of the Firm and Industry in Perfect Competition

1. The tomato growing industry in New Jersey in small relative to all the resources it uses, there are no barriers to entry and the technology is well known and free and the product is homogeneous. 

2. Farmers maximize “profit” from their labor, land and capital (tractors, trucks, etc) 

3. There are currently 100 farms growing tomatoes. 

4.  In the short run, farmers can produce more tomatoes by using more labor and water .

The graph to the right illustrates the short-run cost curves for producing various quantities of tomatoes by the typical tomato farmer in New Jersey. 
 1 At what quantity (point) does the farmer 


a. minimize average cost?


b. minimize average variable cost?


c. minimize marginal cost?


2* If the price is equal to 10, how many bushels
    would the farmer produce in order to maximize
    his/her profit?

$
___  3* What are total revenues at the profit maximizing
    output level at a price of  10.

 
4*. What are the approximate total costs and 


5 What are total economic profits at the profit maximizing output. 

$
6 Total costs.  SHADE IN RECTANGLE ON ABOVE GRAPH
$______ 7 Economic profit. SHOW ON ABOVE GRAPH


8*. If the price of tomatoes falls to 3, how many tomatoes would the farmer produce?


9 What is the farmer’s economic profit?


10 Is the farmer also earning normal profit?  Will he or she continue to produce? 


11 Below what price would the farmer stop producing tomatoes even in the short run?

    Why ______________________________________?
Problem V Maximizing Consumer Utility
         5.1  If the price of food is $10 per unit and the price of clothing is $20 per unit, what is the maximum amount of food that can be purchased with $4000. Hint:  I = Pf*F + Pc*C


 a. 100 units         b. 200 units


    c. 300 units
    d. 400 units

____5.2  If income is $4000, and if this person buys 150 units of clothes at point A, how much food can he buy? 

a. 200 units 
b. 100 units



c. 150 units 
d. Not enough information

____ 5.3  At what point does this consumer maximize



 his utility from $4000?


a. point A
 
 b. point B   
  c. point C  

d. point D      e. point E

____ 5.4  At what point does this consumer maximize his utility from $2000?


a. point A
 
 b. point B   
  c. point C  

d. point D      e. point E

_____5.5 The slope of  the income line with respect to the food axis in the diagram above represents 




 a. Pc/(C 

b.  Pf/Pc  
c.  Pc/Pf 

d.  Pf/(F

____5.6  At point A: a. MUf/MUc >  Pf/Pc,  b. MUf/MUc <  Pf/Pc,  c. MUf/MUc =  Pf/Pc 
____ 2 pt 5.7 What is the numerical value of the slope of a line just tangent to the indifference curve  ((C/(F) with  

  respect to the food axis at point B, given the prices above? Pay attention to the sign.
End of Exam
Extra Credit 7 pt.  If the price of clothing fell to $10/unit, draw the new income line, and indicate the new equilibrium point.   Indicate in the above graph what changes are caused by the income effect and what changes are caused by the substitution effect. (7 pts)
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