ECON 200-01
FALL 2018

EXAM 2 – version 1
(150 points)



NAME:   _____________________________________________________________________




MULTIPLE CHOICE QUESTIONS (7.5 points per question)

#1.  

Refer to the diagram below. In this instance: 

A. the BC line is diagonal because the amount spent on both goods is less or equal to income.
B. the consumer will find that every point along the I3 line is outside the budget constraint. 
C. the consumer will find the highest utility where x and y just touch the I2 line.
D. all of the above and the consumer can choose any point on or below the budget constraint line BC. 
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#2.  

Kim has $24 per week in her entertainment budget. She splits her time between going to the movies and yoga classes. Each movie costs $8 while each yoga class costs $3. The total utility from each of these activities is set out in the table below. What is Kim's total utility maximizing point?

	Movies
	Total Utility
	Yoga Classes
	Total Utility 

	0
	0
	0
	0

	1
	40
	1
	30

	2
	75
	2
	55

	3
	105
	3
	76

	4
	130
	4
	92

	5
	160
	5
	106

	
	
	6
	114

	
	
	7
	116

	
	
	8
	117



A. 0 movies, 8 yoga classes
B. 1 movie, 5 yoga classes
C. 2 movies, 2 yoga classes
D. 3 movies, 0 yoga classes

#3

Which of the following is considered to be a tell-tale signal that the point with the highest total utility has been found? 

A. the marginal utility per dollar is the same for both goods
B. the marginal utility per dollar is controlled by trade-offs
C. the quantities demanded change so total utility rises
D. the demand curves are flatter reducing quantity

#4

 ____________________________ occur when the marginal gain in output diminishes as each additional unit of input is added.

A. Diminishing variable returns
B. Diminishing average returns
C. Diminishing marginal returns
D. Diminishing marginal costs
#5

The term _____________ is used to describe the additional cost of producing one more unit.

A. average cost
B. fixed cost
C. variable cost
D. marginal cost

#6

The term __________________ describes a situation where the quantity of output rises, but the average cost of production falls.

A. diminishing marginal returns
B. marginal cost output
C. economies of scale
D. diseconomies of scale

#7

In the US economy, nearly half of all the workers employed by private firms work at

A. 18,000 firms with fewer than 100 employees.
B. 18,000 large firms that employ more than 500 workers. 
C. 26,000 firms with fewer than 100 employees.
D. 26,000 large firms that employ more than 300 workers.

#8

_____________ is calculated by taking the quantity of everything that is sold and multiplying it by the sale price.

A. Total revenue
B. Total profits
C. Average profit margin
D. Total cost

#9

I'MaPizzaCo. produces and sells specialty pizzas. Last year, it produced 8,000 mushroom, sausage and spinach pizzas and sold each one for $8. To produce these 8,000 specialty pizzas, the company incurred variable costs of $24,000 and a total cost of $40,000.  I'MaPizzaCo's average fixed cost to produce 8,000 specialty pizzas was

A. $3.00
B. $2.00
C. $1.80
D. $1.60

#10

The term	refers to a firm operating in a perfectly competitive market that must take the prevailing market price for its product.

A. price setter
B. business entity
C. price taker
D. trend setter

#11
Economic profit can be derived from calculating total revenues minus all of the firm’s costs,

A. excluding its opportunity costs.
B. including its opportunity costs.
C. including its marginal revenue.
D. excluding its marginal revenue.

#12
Kate's 24-Hour Breakfast Diner menu offers one item, a $5.00 breakfast special. Kate's costs for servers, cooks, electricity, food, cleaning supplies, etc. average out to $3.95 per meal. Her costs for rent, insurance, and business license average out to $1.25 per meal. Since the market is highly competitive, Kate should

A. raise her prices above the perfectly competitive level set by the market.
B. keep the business open in the short-run, but plan to go out of business in the long-run.
C. keep the business open in the short-run, and plan to expand the business in the long-run.
D. [bookmark: _GoBack]lay-off her staff, break her lease, and close the business down immediately.
#13

Refer to the table below. If the information pertains to the demand curve and the long run average cost curve for an unregulated electric company that is a natural monopoly, then what quantity will be produced in this market?

	Price
	Quantity Demanded
	LRAC

	$12
	100
	$6.00

	$10
	200
	$5.50

	$8
	300
	$5.33

	$7
	400
	$5.50

	$6
	500
	$6.00



	A. 300
	

	B. 400
	
	

	C. 100
	
	

	D. 200


	
	


SHORT ESSAY QUESTIONS (7.5 pts. per question)

#1

What does the budget constraint framework suggest when income rises?



















#2

Briefly explain what is meant by the term "variable costs" and provide three examples of same.















#3

Briefly explain the nature of a perfectly competitive firm. Briefly discuss the effect of 
new entrants into a perfectly competitive market on existing firms that have profits in the short run.



















#4

Briefly explain the relationship between market price and a firm's profitability in perfectly competitive market.



















#5

Briefly explain why monopolists are neither productively nor allocatively efficient and briefly describe what results from these circumstances.
















#6
Briefly explain what is meant by the term barriers to entry and provide an example of each type of barrier. 









































#7

Briefly describe how a monopolist will select the profit-maximizing level of output and price. Illustrate with a graph. Be sure to identify all relevant curves and points. 
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