1. The production function 

a) Is the relationship between the quantity of inputs used and the resulting quantity of product.

b) Tells us the maximum attainable output from a given combination of inputs

c) Expresses the technological relationship between inputs and output of a product.

d) All the above 

2. Which of the following will not be a determinant of the price elasticity of demand for 
a commodity?

a) The absence of substitute for the good.

b) The presence of substitutes for the good.

c) The importance of the commodity in consumers’’ budgets.

d) The length of time period to which the demand curve pertains.

e) The cost of producing the commodity.

3. A fixed input is defined as 

a) That input whose quantity can be quickly changed in the short run, in response to the desire of the company to change its production.

b) That input whose quantity cannot be quickly changed in the short run, in response to the desire of the company to change its production.

c) That input whose quantities can be easily changed in response to the desire to increase or reduce the level of production

d) That input whose demand can be easily changed in response to the desire to increase or reduce the level of production

e) All the above 

When answering the next question refer to the following graph.
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4. Which of the following statements is true?

a) After the inflection point of the production function, a greater use of the variable input induces a reduction in the marginal product.

b) Before reaching the inevitable point of decreasing marginal returns, the quantity of output obtained can increase at an increasing rate  

c) The first stage corresponds to the range in which the AP is increasing as a result of utilizing increasing quantities of variable inputs

d) All the above 

e) a)  and b) above 

 5. If a simultaneous and equal percentage increase in the use of all physical inputs leads to a larger percentage increase in physical output, a firm’s production function is said to exhibit

a) Decreasing returns to scale.

b) Constant returns to scale.

c) Increasing returns to scale.

d) Diseconomies of scale.

e) None of the above 

6. Which of the following statements is false in respect of fixed cost of a firm? 

a) As the fixed inputs for a firm cannot be changed in the short run, the TFC are constant, except when the prices of the fixed inputs change

b) TFC continue to exist even when production is stopped in the short run ,but they exist in the long run even when production is not stopped  

c) Total Fixed Costs (TFC) can be defined as the total sum of the costs of all the fixed inputs associated with production in the short run.

d) In the short run, a firm’s fixed cost cannot be escaped even when production is stopped

e) None of the above 

7. Average fixed cost

a) Is U-shaped.

b) Declines over the entire output range.

c) Is a long-run concept only.

d) Is influenced by diminishing returns to production.

e) Is described by none of the above.

8. Which of the following statements explain the relationship between marginal cost and average cost?

a) When AC is falling, MC is falling.

b) AC equals MC at MC’s lowest point.

c) When MC exceeds AC, AC must be rising.

d) When AC exceeds MC, MC must be rising.

9. The slope of the total variable cost curve equals

a) Average variable cost.

b) Marginal cost.

c) Average cost.

d) Marginal physical product.

e) None of the above 

10. A firm’s long-run average total cost curve is

a) Identical to its long-run marginal-cost curve.

b) Also its long-run supply curve because it explains the relationship between price and quantity supplied 

c) In fact the average total cost curve of the optimal plant in the short run as it tries to produce at least cost 

d) Tangent to all the curves of short-run average total cost.

