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 1. Perfectly competitive firms will:
 A) maximize total revenue by using the marginal decision rule.
 B) increase output up to the point that the marginal benefit of an additional unit of output 

is greater than the marginal cost.
 C) increase output up to the point that the marginal benefit of an additional unit of output 

is equal to the marginal cost.
 D) always attempt to minimize average variable cost.

 2. The equilibrium price of a guidebook is $35 in the perfectly competitive guidebook 
industry. Our firm produces 10,000 guidebooks for an average total cost of $38, marginal 
cost of $30, and average variable cost of $30. Our firm should:

 A) raise the price of guidebooks, because the firm is losing money.
 B) keep output the same, because the firm is producing at minimum average variable cost.
 C) produce more guidebooks, because the next guidebook produced increases profit by $5.
 D) shut down, because the firm is losing money.

 3. For a perfectly competitive firm in the short run:
 A) if the firm produces the quantity at which P > ATC, then the firm is profitable.
 B) if the firm produces the quantity at which P < ATC, then the firm breaks even.
 C) if the firm produces the quantity at which P = ATC, then the firm incurs a loss.
 D) if the firm produces the quantity at which P < ATC, then the firm is profitable.

 4. Many furniture stores run “going out of business” sales but never go out of business. In 
order for the shut-down decision to be the appropriate one, the price of furniture must be 
________ than the ________ average variable cost.

 A) higher; maximum
 B) lower; minimum
 C) higher; minimum
 D) lower; maximum
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Use the following to answer question 5.

 Figure: Cost Curves for Corn Producers

 5. (Figure: Cost Curves for Corn Producers) Look at the figure Cost Curves for Corn 
Producers. The market for corn is perfectly competitive, and an individual corn farmer faces 
the cost curves shown in the figure. If the price of a bushel of corn in the market is $14, then 
the farmer will produce ________ of corn and earn an economic ________ equal to 
_________.

 A) 4 bushels; profit; $0
 B) 4 bushels; profit; just less than $80 per bushel
 C) 2 bushels; profit; $0
 D) 2 bushels; loss; just more than $80 per bushel
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Use the following to answer question 6.

 Figure: The Marginal Decision Rule

 6. (Figure: Marginal Decision Rule) Look at the figure The Marginal Decision Rule. At q2 or 
the ________, the ________ is equal to marginal cost.

 A) minimum-cost output; shut-down price
 B) profit-maximizing quantity; market price
 C) maximum-cost output; break-even price
 D) profit-minimizing quantity; break-even price
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Use the following to answer questions 7-8.

 Figure: The Profit Maximizing Firm

 7. (Figure: The Profit Maximizing Firm) Look at the figure The Profit Maximizing Firm. The 
figure shows cost curves for a firm operating in a perfectly competitive market. M is the 
________ curve.

 A) ATC
 B) MR
 C) MC
 D) AVC

 8. (Figure: The Profit Maximizing Firm) Look at the figure The Profit Maximizing Firm. The 
figure shows cost curves for a firm operating in a perfectly competitive market. If the 
market price is P4, the firm will produce quantity ________ and ________ in the short run.

 A) q1; break even
 B) q3; make a profit
 C) q4; break even
 D) q5; lose fixed costs
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 9. Economic profits in a perfectly competitive industry encourage firms to ________ the 
industry, and losses encourage firms to ________the industry.

 A) exit; enter
 B) enter; enter
 C) enter; exit
 D) exit; exit

 10. In perfect competition, the assumption of easy entry and exit implies that:
 A) in the long run all firms in the industry will earn zero economic profits.
 B) in the short run all firms in the industry will earn positive economic profits.
 C) in the short run all firms in the industry will earn zero economic profits.
 D) in the long run all firms in the industry will earn positive economic profits.
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Answer Key - chapter12pretest

 1. C
 2. C
 3. A
 4. B
 5. A
 6. B
 7. C
 8. B
 9. C
 10. A
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