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Multiple Choice: 
1.  When the number of firms producing and selling product X increases, the market supply curve shifts

a.  shifts to the right.

b.  shifts to the left.

c.  does not shift because supply is the same as the marginal cost curve.

d.  none of the above

2.  In order to produce good X efficiently, it is necessary to use a chemical process that was invented by Smith, Inc.  Smith, Inc. holds the patent on this process.  They can decide whether to sign a licensing agreement to permit a firm that produces good X to use the chemical process.  Smith, Inc, is currently the only firm that produces good X.  Does this market have free entry?

a.  no, because Smith, Inc is a monopolist

b.  no, because the technology is not freely available

c.  This market could have free entry if Smith, Inc. announced that it would sign a licensing agreement with any firm that applies. If this happened, any firm could use the chemical process if they pay an annual fee to Smith, Inc. of $5million.

d.  both b and c

3.  In long-run equilibrium with free entry:

a.  the equilibrium price must equal the minimum average total cost.

b.  profit is equal to zero.

c.  each active firm must produce at its efficient scale of production .

d.  All of the above

4.  If an individual firm supply function is Q = 2+3P, and there are 5 firms, then the market supply function is:

a. Q = 2+3P

b. 5Q = 2+3P

c.  Q = 10 + 15P

5.  If demand increases, price will typically (assuming that input prices do not change)

a.  increase in the short run and then return to the original level.

b.  increase in the short run and stabilize at a new higher level.

c.  remain the same in the short run, and increase in the long run.

6.  Ski resort condo prices can fall below average total cost because:

a.  this market does not have free entry.

b.  this market does not have free exit.

7.  Aggregate surplus is equal to

a.  consumer surplus + producer surplus.

b.  consumers' total willingness to pay for a good minus the total avoidable cost of producing the good.

c.  the net benefit created by the production and consumption of the good.

d.  all of the above

8.  Schmalensee, et al. estimate that the trading of pollution allowances

a.  increased total SO2 emissions.

b.  reduced the cost of cutting SO2 emissions by at $225-375 $million per year.

c.  increased the profits of large polluters at the expense of consumers.

d.  none of the above

9.  When aggregate surplus is maximized, deadweight loss is

a.  equal to sunk costs.

b.  zero.

c.  the area under the demand curve.

d.  none of the above

10.  When the former Soviet bloc countries transitioned from communism to capitalism,

a.  the collapse of the old system created immediate disruption that reduced initial efficiency.

b.  over time the economies moved toward economic efficiency.

c.  it became clear that the legal framework is very important (e.g. protection of private property).

d.  All of the above

Essay Questions

A:  Chapter 14 In-Text Questions

14.3  (BW p.505)

14.4 (BW p.510)

14.5 (BW p.528)
B: End-of-Chapter 14 Questions (BW p.532-533)
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