
Name: ___________________________________    Date: ______________

 1. Which of the following is not a characteristic of a perfectly competitive industry?
 A) Firms seek to maximize profits.
 B) Profits may be positive in the short run.
 C) There are many firms.
 D) There are differentiated products.

 2. In the short run, a perfectly competitive firm produces output and earns zero economic 
profit if:

 A) P > ATC.
 B) P = ATC.
 C) P < AVC.
 D) AVC > P > ATC.

Use the following to answer question 3.

 Figure: The Marginal Decision Rule

 3. (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 question 4.

 Figure: The Profit Maximizing Firm

 4. (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 P3, the firm will produce quantity ________ and ________ in the short run.

 A) q2; make a profit
 B) q1; break even
 C) q2; incur a loss
 D) q4; incur a loss

 5. If firms are experiencing economic losses in the short run, firms will leave the industry, 
industry output will ________, and economic losses will ________ in the long run.

 A) fall; fall
 B) rise; fall
 C) rise; rise
 D) fall; rise

 6. Provided that there are no external benefits or costs, resources are efficiently allocated when:
 A) P = MR.
 B) P = AVC.
 C) P = MC.
 D) MC = AVC.
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Answer Key - pretest2perfectcompetition

 1. D
 2. B
 3. B
 4. C
 5. A
 6. C
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