Chapter 1: Production
1.Assume the standard production function as in the class. Select the wrong answer:
A. If MP increases, then AP increases.
B. If MP decreases, then AP decreases.
C. When AP attains the maximum level, MP decreases.
D. If AP decreases, MP decreases too.
2. Consider a firm that produces 10 units of X using the following productive processes, perfect divisible with constant returns to scale:
P1 L = 2 K = 4
P2 L = 4 K = 2
P3 L = 3 K = 4
P4 L = 3 K = 4, 5
P5 L = 2, 5 K = 2, 5
Select the wrong answer:
A. Process 2 is technically efficient.
B. Process 3 is technically inefficient.
C. Process 4 is technically efficient.
D. Process 5 is technically efficient.
3. A firm uses 10 units of labor and 20 of capital and attains 40 units of product. If it uses 5 units of labor and 10 of capital, it attains 15 units of output. Then the returns to scale are:
A. Increasing.
B. Decreasing.
C. Constant.
D. We do not know.
4. If a firm operates with the following production function [image: image2.png]


, then the technology exhibits:
A. Constant Returns to Scale.
B. Increasing Returns to Scale.
C. Decreasing Returns to Scale.
D. We do not know.
5. Imagine a firm that uses 2 and 3 units of the two inputs it needs, and obtains 9 units of output. If it uses 12 and 18 units of factors, it obtains 36 units of product. Then the returns to scale are:

A. Decreasing.

B. Increasing.

C. Constant.

D. We do not know.
6. If a firm moves from one point on a production isoquant to another point in the same isoquant, which of the following will certainly not happen:

A. The level of output will change.

B. The ratio in which the inputs are combined will change.

C. The marginal product will change.

D. The marginal rate of technical substitution will change.

7. Which of the following production functions exhibit constant returns to scale? In each case Y is output and K and L are inputs. (1) [image: image4.png]


 , (2) [image: image6.png]


, (3) [image: image8.png]X =17 +K2



 and 

(4) [image: image10.png]¥ =2K +3L.




A. 1, 2 and 4.

B. 2, 3 and 4.

C. 1, 3 and 4.

D. 2 and 3.
E. 2 and 4.
Chapter 2: Costs
1. The marginal cost curve of a firm is [image: image12.png]MC = 2g.



 The variable cost to produce 10 units of output q is:

A. 50.

B. 100

C. 150.

D. 200.

E. 20.

2. The following relationship must hold between the average total cost (ATC) and the marginal cost curve (MC):

A. If MC is rising, ATC must be rising.

B. If MC is rising, ATC must be greater than MC.

C. If MC is rising, ATC must be less than MC.

D. If ATC is rising, MC must be greater than ATC.

E. If ATC is rising, MC must be less than ATC.

3. The production function of y is:  
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At the factor price w = r = 1, the cost function of y is:

A. [image: image15.png]



B. [image: image17.png]



C. [image: image19.png]C=3/4y"



.
D. [image: image21.png]C=4/3




.
E.  None of the above.
4. Consider a firm that produces a good with the following production function: [image: image23.png]


. If the prices of the inputs are equal,

A. At the optimum, inputs demands are such that K = 2L.

B. Average costs are decreasing and so are marginal costs that lie above average costs.
C. For any quantity of output produced, average costs are higher than marginal costs.
D. None of the above.
5. Consider the following firm production function: [image: image25.png]Y = L3k



. Then, select the wrong answer:
A. Total, average and marginal costs in the long run are straight lines.
B. Expansion path is a straight line. 
C. If input prices are equal to one, expansion path is K = L.

D. Marginal productivity of labor is a straight line.
6. Imagine the following long-run cost functions 
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 and the short-run cost fuction 
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, where 
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 is the output and  K is the fixed input. If the firm wishes to produce 
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 in the long run, K should be:
A) 
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C) We do not know because we have to know the production function.
D) We do not know because we have to know the input prices.
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