Econ 210
Dr. Mitchell

STUDY GUIDE CHAPTERS 19-21

1. What is utility?

2. What is marginal utility?

3. What usually happens to marginal utility as one consumes more of a good?

4. Define consumers' surplus.

5. Be able to identify consumers' surplus on a graph. 

6. What rule can a consumer follow to maximize his consumer's surplus on consumption of a good?

7. How do we get a market demand curve from individuals’ demand curves?

8. Be able to give examples of explicit and implicit opportunity costs for a firm.

9. Define economic profits.

10. If a firm makes no economic profits, how would you interpret its situation?  Would you recommend that it shut down?  What about positive or negative economic profits?

11. What is depreciation?

12. How do the economist’s and the tax accountant’s views of depreciation differ?

13. What are sunk costs?

14. How should sunk costs be considered when making future plans?

15. Define the short run for a firm.  Give an example.

16. Define the long run for a firm.  Relate it to your example.

17. How do you calculate the marginal product of labor if you are given a table relating total output to the number of workers?

18. State the Law of Diminishing Marginal Returns (LDMR).

19. Must marginal product always be falling?

20. What does the LDMR imply for the shape of the firm's marginal cost curve?

21. What is the distinction between fixed costs and variable costs?

22. In what sense could you say that in the long run there are no fixed costs?  In what sense is it incorrect to say that in the long run there are no fixed costs?

23. Know how to calculate average and marginal costs.

24. Be able to graph average total cost, average variable cost, and marginal cost curves as a function of firm output.

25. Explain why marginal costs are always variable costs.

26. Be sure to practice drawing the firm's cost curves so that they all have the correct shapes and are in the correct relationship to each other.

27. What happens to the firm's cost curves if technology improves?

28. What happens to the firm's cost curves if input costs rise? 

29. Where does the long run average cost curve come from?

30. If a firm is operating on its long run average cost curve, is it also on a short run average cost curve?  Explain.

31. Be able to identify the regions of a long run average cost curve that have economies of scale, diseconomies of scale, and constant returns to scale.

32. Will the long run average cost curve shift if a short run average cost curve shifts?

33. Does the long run average cost curve shift if input prices fall? 

34. Be able to state and explain the five assumptions of the perfect competition model.

35. Explain the concept of price taking.

36. Why does a price-taking firm face a horizontal demand, marginal revenue, and average revenue curve?

37. What determines the price that a price-taking firm takes?

38. What rule do we use to determine whether a price-taking firm will produce in the short run?  Why does this rule work?

39. What rule do firms use to determine how much to produce (given they do produce)?  Why does this rule work?

40. Be able to construct graphs that depict a firm that will not produce in the short run and a firm that will produce in the short run.

41. What is the firm's short run supply curve?

42. What is the industry's short run supply curve?

43. What are the conditions for short run equilibrium in a perfectly competitive market?

44. How do you tell whether or not a firm is making profits or losses in the short run?  Be able to construct graphs of firm in both situations, as well as firms breaking even.

45. Be able to describe and graph changes in the short run equilibrium of a perfectly competitive market, given demand or costs change.

46. What is the key to understanding long-run equilibrium in perfect competition?

47. What signals entry and exit from a perfectly competitive market?

48. What are the conditions for long run equilibrium in a perfectly competitive market?

49. What assumption is needed to get a horizontal long-run industry supply curve?

50. Be able to derive the long-run industry supply curve, given the two assumptions mentioned above.

51. What assumption leads to an upward-sloping long-run industry supply curve?

52. Will firms with lower marginal costs make higher profits in the long run in a perfectly competitive industry?

The questions below are from Ch. 21 but will not be covered until the 3rd midterm.
53. Define economic efficiency.

54. What is productive efficiency?

55. What is allocative efficiency?

56. What is producers’ surplus.  How can we see it on a graph?

57. How can we measure allocative efficiency on a graph?

58. Is a perfectly competitive market allocatively efficient?  Is it productively efficient?
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