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uppose that, at the current level of output, a firm in a perfectly competttize market is producing at a ·· 
evel such that price exceeds marginal cost (P > MC}. Marginal cost is normally shaped (U-shaped). 

the firm f $/VIC. . ,..--- .. . .. . .. . .. ·· ft Fe 
(A) Is currentlyrnaxlreizlnq profit since it is charging a price higher than marginal cost. r __ 
(BJ_Coi.ild .. increase profit by lowering the level of output. r-~:::-:::::: 
~ould increase profit by raising the level of output . 

.. ·· '[6) Cannot increase pr¢it without raising price. tp· 

Q), A competitive firm has the following short run cost functio TC= Q3 - 8 2 + 30Q + 7 . What are the 
/ average variable cost, average total cost, and marginal cost pro uce 1 V units o output? 

(A)AVC = 500,ATC = 507, MC= 170 feVl'?()~_ <gt'J '7 5 <;o 
(B) AVC = 50,ATC = 57, MC= 240 · / '1 'i -t--> 6 ';f a s: ;J- 
(Q AVC;:; 500,ATC = 507, MC= 240 Af'<-;:; a;i _<J'((-r:Ja +(f s 
@)AVC = 50,ATC = 57, MC= 170 1- j(((J J 1f. . 7 

' (Vi,(> 1 q - i -+..J" 5' ,,, ~ (;J ; p :r l~r, 
'8\ If a firm ~TC=2qL5 + 18q05 + 66, what is the shutdown price for this firm? 
°'<' (A) 2 ( i 9 (C) 12 (D) 81 :::=:::- 

. . ()Jl l <; frV<'. 

r c $ z. t}I, ( + It({' 

s. A fixed proportions production function 
(~}t-fas vertical line isoquants. 

~~as straight line isoquants (Q = aL + bk) . 
©)las L-shaped isoquants (Q =min {aL, bK}). 
(D) Has a cOnStailt: marginal rate of technical substitution as the firm substitutes labor for capital. 

2 .__~~2~3~~4~~5--6...-~7 
Quantity 

4. If an individual firm is a ~r, then .. cfarft faces a horizontal demand curve. 
~B) It has no real control over the price that it charges; if it 

raises its price, it will lose all of its customers, and if it lowers 
its price, it loses revenue. 

(C).Jts price is determined by the market-supply and market-demand curves. 
@II of these. 

h1 
11) ~~---....,,.~~~ 

ATC 
Al/C 

The der the following cost curve illustrates for the below figure for a perfectly competitive firm. 
-run supply curve for this firm is its Price 

(A) Marginal cost curve. ~~ 
~ ·D . arginal cost curve at or above $6. ;5 

arginal cost curve at or above $10. n 
VC curve at or above $10. ts 

~:;:: moves from one point on a prod~~~i°..~ is~~~ant to ano~her, which of the following wilt ~T 

(A) A change in the ratio in which the inputs are combi~. ~t:~ · L 
(B) A change in the marginal products of the inputs/ 
(GJ.,A change in the rate of technical substitutionv 
(g)A change in the level of output. L 

2 Th rate at which one input can be exchanged (4-1:!~ ~)for another input without altering the level of 
ut is called the 
arginal product curve. 

(~Average product curve. 
~arginal rate of technical substitution. 
(D) Law of diminishing marginal returns. 

Please, circle the correct answer for each of the following 20 multiple-choice questions. For each question, 
only one of the answers is correct. 

Section/: Multiple Choices (2.5 points_rtachl: 



17~he expansion path graphs . 
/@The combinations of capital and labor that minimize total cost for various levels of output. 

(B) The combinations of capital and labor that have the same total cost for various levels of output. 
(C) The combinations of capital and labor that have the same level of output. 
(D) How the firm can expand output while holding total cost constant. 

3 

15.~ose a firm.'s pr.oduction function is given by q(L,K) = 4KL + L2, where K is capital and Lis labor. 
/,~h:'~ is the marginal product of labor when 1-U.Qits of capital and 10 units of labor are employed? 

(A) 60 ~36 (C) 16 (D) 260 ;uf L z: t/f=:_ + 1 L- s 16-r 1-o 

16. Suppose the wage ratEY'ISTund the rental rate i6)which of the following combinations of capital and 
fil)or are on the isocostlrr<e for total cost equal to@ 

/~~~ ~ 50, L = 100 
· (B) K =2s, L = 100 /c 5 "2- L- -t ~ le 

~-~ = 25, L = 300 <:.::Y' = 40, L = 150 ~ 0 o s: -z. L -t S fc. 

13. Averaqe total cost will equal marginal cost when ;'2t.J ..s 4 q 
/~\MC is at its lowest point. sr: 

~~~il~d~~~i::west point. ; fcr--s_;t_{_(--~-~--L ~-- 

14. Suppose a firm has the following production functio . : q(L,K) =_t!!) Which of the following is true 
about this production function? - 

rl (A) It has increasing returns to scale 
!/"-.. It has constant returns to scale 

It has decreasing returns to scale 
None of the above 

12. Suppose a perfectly competitive firm produce in the short run has a profit Figurel 
~ion is given by: 

/ ~~ == 120Q ~ 2Q2 - 10. How much will it produce to max profit? 
~ = 30 (B) Q = 40 (C) Q = 120 (D) Q= 10 I 2-v _.. CAQ s;- 6 

K 4J)l, 
f rJs ~ ( (flJ'<) 

ft V( 

11:,.§iven the isoquants map in the figurel, which of the following is true? 
/~he inputs are perfect substitutes 

-~he marginal rate of technical substitution is constant 
(C) As labor increases, the amount of capital that must be given up to 
~aintain output decreases 
VA) and (B). 

/ ~ J 

9. A firm faces the following production functio Q = 2K0.s L0·5. Where Q is output, K is the capital input, 
which is fixed at~ in the short run, an ~1s the la~r input per time period. The wage rate is 

./2 and t~; rental rate on capital is £1 per unit. What is the short run total cost? 

/'((A)) 25 + - <t S 
100 J c ~ jJ.--\~ t- 

~ ~~~ 
. 50 ,.. ~ -t '{,~>, A'<7 \ 

(0)2s + ;;- , h ~ is t-t ~ fj~'b . s 
/' ~ ,f /" 'b~-i~ . 

en a perfectly compenttvejtrrn is at its profit-ma~imizin;levti'~/~utput, we can say that it 
Is producing w~C. //l1 c.~ r'.l f ~ !) ...__ __ , 

~

s producing. whAre price e~ceed~ (.:rofi.l) marginal cost. 1 v L r 
( ay be making a pr¢(t or mcurnng a loss (•.) .. ...:.. ~). 

· s producinq where P = AVC. 
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2. derive the short run supply curve for the factory 
) ii,,,},.,,"' .£-rf}, "·"""' ,J th. pJllz.v.. (urih'l-w. i (Vi(' rt.J / ,;{',,/~ •. .b.1.,,... 

;.A>~~ il<L$ft .==:t /~. t: '/~ r·IL ,,,.. (5,..- 
1 "L 

3. If the factory sells its output at a price of 3, how many units o abor will the firm use in order to max 
profit? ;r;;: -~ 

rit~ .. 
'( 

Js- J.G 
~1 VL1l 

;..1/ 5 ] ,,~ ~ (2 

1. derive the short run total cost STC for the factory . CL 4.g 
·.df": ri\ . 6 "\ .~ ~ s· Tc .... ( L-- ~ 5. ~ 10 ~ s:r c .s -t- s 1C :;:;~~r--c ~ · f~ - 

V·'-. . /' 

z: src 
5 

}:(?J +4! ~--5_f-...,,..:_-t_3J_t-i_t--.. 

Section lI: Essav Questions (SO oointsJ 

19 .. A firm that shuts down and produces no output incurs a loss (•.;1 .• ~ ~) equal to its 
/(A) Marginal costs. 
/<!§)Total fixed costs. 

(C) Total variable costs. 
(D) Marginal revenue. 

hat does the result~tell us (W!Jfo)? . 
) In the short run, diminishing marginal returns to labor cause marginal cost to increase 
) In the short run, an increase in the cost of labor causes marginal cost to increase 

~~ the short run, marginal cost can be decreased by increasing the amount of capital 
(/II of the above 

18. If a proflt-maxlmizinq firm flnds tbat, at its3urrent level of production, MR <NC, it will 
ecrease output. · .--- .;;oc4'CW 

ncrease output. 
(C) Shut down. 
(D) Operate at a loss. 
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3. Calculate the shutdown price? What would be the firm's profits or losses at this price? 
~ $~ ~--.______ .i->: 

,M . .::; 's: /! v c ~ f~;-_:5~-::;:~~-17"- _; o i r µ 



4. 

# 

Suppose that a firm's production function of output is a f ction of only two inputs, labor (L) and capital 
(!() and can be written as: q (L, K) = ../K + {2f, 

1. D,oes this production function exhibit constant, increasing, or decreasing returns to scale? Explain. Ar rz-i. I i1c J s ~ + (2]lW 
-::: VS <k + fl: , GL- 
~ ~<?: ( (K + riL 

Vi·i 

/ 
' \\ 
Question #3l'ff points} 


