ECO 101 830  Principles of Microeconomics 
Exam 2

Study Guide 
Spring 2007   

Format:   20 multiple choice (60 points), 4 problem (40 points); Chapters 4-7         Bring:  pencil, basic calculator (optional)

 

To prepare: 

· come to class regularly and pay attention, keep up with the reading, follow up on any of the lecture slides that you do not understand

· go through this study guide carefully, understanding all the terms and being ready to answer any of the questions without referring to your notes or the book

· some students make flash cards from index cards

· try the Testing System on Amosweb.com: http://www.amosweb.com/tst/
· topics:  utility, perfect competition, firm, cost, production

· some of these questions are more applicable to our class than others

4.  Economic Theory, Markets, and Government

· The elements of economic theory: objectives, constraints, choices
· What are the objectives of consumers, firms, governments?
· What types of constraints are there?  What are examples of constraints?
· How is the law of demand an example of a choice arising from objectives and constraints?
· Rational choices
· What is rationality?  How does bounded rationality differ from full rationality?
· What is the difference between self-regarding vs. other-regarding preferences?
· When explaining different choices, why do economists rely on differing constraints rather than differing preferences?

· Market failures—what does this mean?

· Externalities

· Positive vs. negative—what are they?  

· What are the consequences?  (i.e. why do they lead to market failures?)

· Be prepared to identify examples as positive or negative externalities.

· Public Goods

· Nonrival (property of rivalry)—what does this mean?

· Nonexclusive (property of exclusion)—what does this mean?

· Examples of public good

· What is the free rider problem?

· Why do public goods lead to a market failure?

· Note:  just because a good is publicly funded does NOT mean it is a public good (example: education)

· Lack of competition/market power

· Monopoly, oligopoly, cartels

· Why is this a problem?

· Why/how does the government create monopolies through patents, copyright?

· Government failure

· Why might the government fail to improve upon market outcomes?

· What do we mean by political rent-seeking?

5.  Consumer Choice

· Utility

· what is the difference between total utility and marginal utility?

· how do TU and MU change as consumption of a good rises?

· what is the rule for maximizing TU?  why does this rule work?

· The Budget Line

· how is the budget line constructed from knowing the budget and the prices of the goods?

· how do points inside, on, and outside the budget line compare in terms of affordability?

· how does the budget line change when (1) prices change, (2) the budget changes?

· Indifference Curves

· what does the indifference curve show us?

· how does total utility change

· along the same indifference curve?

· when we shift to a different indifference curve?

· how are the budget line and indifference curve related at the consumer equilibrium?

· identify consumer equilibrium on a graph

· why is it an equilibrium?

6. Production and Costs 

· economic costs and profits

· explicit vs. implicit costs

· economic vs. normal profit

· normal profit = zero economic profit

· short run vs. long run

· what inputs are fixed? variable?

· short run production

· what is total product? marginal product? average product?

· how does marginal product change as the firm increases labor? why?

· law of decreasing returns

· why does marginal product intersect average product at its maximum?

· short run costs

· total costs

· total fixed costs vs. total variable costs

· marginal cost and average cost

· why does marginal cost intersect average cost at its minimum?

· why is average cost U-shaped?

· what shifts the cost curves?

· long run costs

· what is meant by  economies of scale?  diseconomies of scale?  constant returns to scale?

· how do we derive the long run average cost curve?

7.  Perfect Competition 

· what are the characteristics of a perfectly competitve firm?

· why is a perfectly competitive firm a price taker?

· to maximize profits: choose Q where MR = MC. why?

· market demand/supply, firm's demand curves

· identify market price

· identify profit-maximizing quantity

· why will firms stay in the short run if P > AVC?

· short run equilibrium

· what do the firms demand and cost curves look like under the case of

· economic profit?

· economic loss?

· how would you identify/calculate the economic profit/loss?

· long run equilibrium

· how does free entry & exit lead to zero economic profit (a normal profit) in the long run?

· shifts in market supply curve

· changes in equilibrium price

· changes in firm demand curve

