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 1.) The loss minimization point for a firm is 

  A. when at the minimum point on the average total cost curve. 

  B. when at the minimum point on the average variable cost curve. 

  C. where marginal cost equals marginal revenue. 

  D. when total revenue is maximized. 

 

 2.) A profit maximizing firm will always produce at that output at which 

  A. marginal cost = marginal revenue. 

  B. it minimizes its costs. 

  C. it operates at peak efficiency. 

  D. it maximizes its total revenue. 

 

 3.) To find the output at which the firm maximizes its profits you MUST know the 

firm's 

  A. average total costs. 

  B. average variable costs. 

  C. average fixed costs. 

  D. marginal costs. 

 

 4.) To maximize profits, a perfectly competitive firm should produce at an output up to 

the point where 

  A. the difference between price and marginal cost is at its maximum. 

  B. total cost equals total revenue. 

  C. price equals marginal cost. 

  D. total revenue equals variable cost. 

 

 5.) Marginal analysis is useful to a firm that seeks to 

  A. maximize its profits, but not minimize its losses. 

  B. minimize its losses, but not maximize its profits. 

  C. both maximize its profits and minimize its losses. 

  D. neither maximize its profits nor minimize its losses. 

 

 6.) The firm's short-run supply curve runs up the marginal cost curve 

  A. to the shutdown point. 

  B. from the shutdown point all the way up the curve. 

  C. to the break-even point. 

  D. from the break-even point all the way up the curve. 



 

 7.) At the level of output where marginal revenue equals marginal cost, assume that the 

price of a competitive firm's product is between the firm's average total cost curve 

and its average variable cost curve. In this case the firm would 

   A. decrease output to reduce the costs. 

   B. continue to operate in the short run. 

   C. shut down. 

   D. increase output to increase profit. 

 

 8.) The lowest point on the firm's long-run supply curve is 

   A. the shutdown point. 

   B. the break-even point. 

   C. between the shutdown point and the break-even point. 

   D. None of the choices are the lowest point on the firm's long-run supply curve. 

 

 9.) The minimum possible average total cost of a computer repair shop is $40 and the 

minimum possible average variable cost is $30. If you operate this shop, you will 

shut it down immediately if the equilibrium price of computer repairs falls below 

   A. $40. 

   B. $35. 

   C. $30. 

   D. $20. 

 

 10.) A firm's long-run supply curve 

   A. runs up its marginal cost curve starting at the break-even point. 

   B. runs up its marginal cost curve starting at the shutdown point. 

   C. is identical to the firm's entire marginal cost curve. 

   D. runs up the firm's marginal cost curve from the shutdown point to the break-

even point. 

 

 11.) Which statement is false? 

   A. The minimum point of the AVC curve is the shutdown point. 

   B. The minimum point of the ATC curve is the breakeven point. 

   C. The firm's short-run supply curve runs up the marginal cost curve from the 

shutdown point all the way up the curve. 

   D. None of these statements are false. 

 

 12.) Which statement is false? 

   A. The firm's short-run supply curve runs along the MC curve from the shutdown 

point to the break-even point. 

   B. The MC curve intersects the ATC curve at the latter's minimum point. 

   C. Total revenue = price x output sold. 

   D. None of these statements are false. 

 



 
 13.) Using the above graph, the firm's shutdown point occurs at an output of 

   A. 30. 

   B. 45. 

   C. 60. 

   D. 65. 

 

 

 
 14.) Using the above graph, this firm's most profitable output is at 

   A. 40. 

   B. 50. 

   C. 60. 

   D. 70. 

 

 

 
 15.) Using the above graph, the firm's long-run supply curve begins at an output of 

   A. 30. 

   B. 40. 

   C. 55. 

   D. 70. 

 

 

 



 
 16.) Using the above graph, the firm's break-even point occurs at an output of 

   A. 100. 

   B. 150. 

   C. 215. 

   D. 300. 

 

 
 17.) Using the above graph, this firm's most profitable output is at 

   A. 150. 

   B. 230. 

   C. 300. 

   D. 350. 

 

 
 18.) Using the above graph, the firm's short-run supply curve begins at an output of 

   A. 100. 

   B. 175. 

   C. 250. 

   D. 300. 

 

 19.) A firm will go out of business if price is below 

   A. marginal cost. 

   B. marginal revenue. 

   C. average total cost. 

   D. average fixed cost. 

 



 20.) In the short run if price is below average variable cost the firm will 

   A. raise the price. 

   B. stay in business. 

   C. shut down. 

   D. operate. 

 

 21.) If price is between the shutdown and break-even points, in the short run the firm will 

_____ and in the long run the firm will _____. 

   A. operate; go out of business 

   B. operate; stay in business 

   C. shut down; go out of business 

   D. shut down; stay in business 

 

 22.) If price is above the break-even point, in the short run the firm will _____ and in the 

long run the firm will _____. 

   A. shut down; stay in business 

   B. shut down; go out of business 

   C. operate; go out of business 

   D. operate; stay in business 

 

 
 23.) Using the above graph, the firm's shutdown point occurs at an output of 

   A. 40. 

   B. 45. 

   C. 50. 

   D. 55. 

 

 
 24.) Using the above graph, the firm's most profitable output is at 

   A. 40. 

   B. 45. 

   C. 50. 

   D. 55. 



 
 25.) Using the above graph, if the price were $60, this firm would _________ in the short 

run and __________ in the long run. 

   A. shut down; stay in business 

   B. shut down; go out of business 

   C. operate; stay in business 

   D. operate; go out of business 

 

 
 26.) If the price were $25, this firm would _______ in the short run and _______ in the 

long run. 

   A. shut down; stay in business 

   B. shut down; go out of business 

   C. operate; stay in business 

   D. operate; go out of business 

 

 27.) Which statement is true? 

   A. The perfect competitor has some control over price. 

   B. The perfect competitor produces at peak efficiency in the long run. 

   C. The perfect competitor makes a profit in the long run. 

   D. None of the statements are true. 

 

 28.) Under perfect competition, if some firms are taking losses in the short run, in the 

long run 

   A. equilibrium price will rise until all firms are earning zero economic profits. 

   B. those firms will cut back their output until they get to the level at which 

marginal cost equals price. 

   C. firms will leave the industry until all firms are making a profit. 

   D. those firms will earn losses until demand increases. 



 29.) Under perfect competition, price is equal to 

   A. marginal revenue. 

   B. total revenue divided by output. 

   C. average revenue. 

   D. All of the choices are equal to price under perfect competition. 

 

 30.) Which of the following is NOT a basic characteristic of perfect competition? 

   A. considerable non-price competition 

   B. no barriers to the entry or exit of firms 

   C. a standardized or identical product 

   D. a large number of buyers and sellers 


