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Name: ___________________
Final Exam
Multiple Choice (30 points)

1. The production possibilities frontier “bows outward” because
a.) the opportunity cost of a good increases as more of that good is produced
b.) the opportunity cost of a good decreases as more of that good is produced
c.) the opportunity cost of a good remains constant as more of that good is produced
d.) not all points on the production possibilities frontier are efficient
2. A demand curve will shift with a change in:
a.) the price of that good
b.) income
c.) an increase in the number of firms producing that good
d.) all of the above shift demand
3. A supply curve will shift with a change in
a.) the price of that good
b.) income
c.) an increase in the number of firms producing that good
d.) all of the above shift supply
4. In the supply and demand model, if the price is above the equilibrium: 

a.) there is a tendency for price to rise
b.) there is a shortage at this price
c.) there is a surplus at this price
d.) price will have a tendency to remain above equilibrium
5. If economic profit is positive:
a.) opportunity cost is zero
b.) accounting profit is also positive

c.) accounting profit is zero
d.) the firm is making more profit than the next best alternative

6)  Suppose the equilibrium price of a gallon of milk is $3.  If the government imposes a price floor of $4 per gallon of milk, the 

A) quantity supplied of milk is less than the quantity demanded of milk.

B) quantity supplied of milk is greater than the quantity demanded of milk.

C) supply increases.

D) demand increases

7. Which of the following is true of the short-run?   

a.) all inputs are variable 
b.) at least one input is fixed
c.) the firm must earn zero economic profit
d.) the short-run is a period of 5 or less years
8. Which of the following is NOT an assumption of perfect competition?

a.) identical products are sold

b.) free entry and exit in the long-run

c.) barriers to entry exist, even in the long-run
d.) current firms have no advantage over new firms 

9.  Which of the following is NOT a potential source of inefficiency? 
a.) taxes  
b.) monopoly power

c.)  externalities                   
d.) competition

10. The point of diminishing returns occurs:

a.) at the minimum (bottom) of the marginal cost curve

b.) at the maximum (top) of the marginal cost curve

c.) at the minimum (bottom) of the average cost curve 

d.) at the maximum (top) of the average cost curve
11)  Which of the following is not an implicit cost?
a) value of equipment used in another firm

b) wage earned by the owner if employed in another firm

c) cost of raw materials

d) all of the above are implicit costs

12. Which of the following is the best real world example of perfect competition? 
a.) diamonds
b.) agriculture markets
c.) automobile manufactures 
d.) higher education

 13) A key feature of oligopoly is 

a) firms selling an identical product

b) barriers to entry

c) zero economic profit in the long-run

d) independent behavior of firms

14)  Perfect price discrimination by firms is difficult because

a) it is against the law

b) other firm’s may have patents

c) firms may not have perfect information about customers preferences 

d) there are barriers to entry

15. Which of the following is NOT true of monopolistic competition?
a) there is free entry in the long-run
b) there are many firms selling identical products
c) firms will earn zero economic profit in the long-run
d) firms may earn positive economic profit in the short-run 

Short Answer (70 points)

1. a.) On the axes below, graph a supply and demand graph, and show what happens if firms exit this industry.

[image: image1]
b.) Assuming the above market is perfectly competitive, provide a reason as to why firms would leave an industry.
c.) Suppose a sales tax is imposed on sellers in this market.  What determines the incidence of the tax?  Explain in one/two sentences.
d.) The above tax creates a deadweight loss.  Explain how one would determine the size of the deadweight loss.  In other words, what is the cause of the deadweight loss and what would cause the loss to be large versus small?
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a.) Fill in the table above.  At what quantity does this firm produce?
b.) Explain in one sentence why the above table could not represent a perfectly competitive firm?
c.) Provide one difference between monopoly and monopolistic competition.
d.) In the above example, Marginal Cost increases as quantity rises.  Explain why this must be true, in the short-run?  (Be sure to explain the concept).
3.) 
a.) Explain the principal-agent problem and provide one real world example of this problem.
b.) Provide an argument (either pro or con) for whether monopolistic competition is efficient.
c.) Provide and explain one reason why monopolies are “bad” for consumers.

d.) Provide one “good” thing about a monopoly market in some types of industries.  What conditions must be true for monopolies to be “good” for consumers?

4.) 
a.)Explain what the prisoner’s dilemma game has to do with oligopoly behavior (for example: OPEC or airline pricing).  Be specific about the similarities, as opposed to general comments about game theory.
b.) Interpret (in your own words) what a Nash equilibrium means.

5.) Explain what a price elasticity of demand of 3 means, in your own words.
6.) Provide one scenario as to why a firm/government/economist might use an elasticity to help understand the real world.
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