LCBB 5008 Management Economics (MGE)  MINI Mock  SOLUTIONS
Week 6 
Time: 3 Hours :9.15 am – 12.15 pm
Section A consists of 10 multiple choice questions. Each question is worth 3 marks. Answer all questions in Section A
Section B: Contains two (2) questions, each question is 30 marks. Please choose 1 question only.
Section C : Contains one compulsory question worth 40 marks. Students must do this question. 
Please write your answers on the answers to section A  on the exam paper. Please write your answers to section B and C on the file paper provided. 
Section A : This section consists of 10 multiple choice questions and each question has a value of 4 marks. The total marks available for section A = 40 marks.

1) The difference between total revenues and total costs (both explicit and implicit ) is the company’s 
a) Accounting profit
b) Total Profit 
c) Economic Profit 
d) Opportunity cost 

2) Marginal cost is defined as –
a) The total cost divided by the quantity produced 
b) The total fixed cost and the total marginal cost 
c) The addition to cost of producing one more unit
d) Total cost-plus average variable costs plus marginal cost

3) If a firm’s long run average total cost curve is falling.
a) There are economies of scale in production 
b) There are diseconomies of scale in production 
c) Costs per unit remain constant as output increases  
 
4) Select form the list below the response which does not cause cost curves to shift?
a) Changes in labour efficiency 
b) Changes in demand 
c) Technological advances 
d) Rise in costs of factors of production 


5) On the curve below select  the correct labels of points X, Y and Z.




a) Economies of Scale 
b) Constant returns to scale 
c) Diseconomies of Scale 
	
6) Which one of the following describes the law of diminishing marginal returns?
a) Total output falls
b) Costs of production rise because higher wages are paid to attract labour 
c) Increase in total output become smaller as additional units of labour are employed 
d) The marginal revenue from each additional unit of output produced will decline 

7) An individual firm in long term equilibrium output in a perfectly competitive market will produce where:
a) Marginal cost is greater than total cost  
b) Marginal cost and average cost are equal
c) Marginal revenue is greater than average revenue 
d) Marginal cost and marginal revenue are less than total cost.

8) At the output level where marginal cost is equal to marginal revenue , profit is ------maximised----------.

9) Economies of scale result in the decline of average costs in the short run. 
a) True
b) False 


10. XYZ company hires 30 employees. Each employee is paid £5 per, and each employee works maximum hours. To employ one more employee the wage rate must be increased to £5.50 per hour. Assuming all other costs remain constant , what is the marginal cost of labour:
a) £20.50 [Find the cost of 31 men’s x£5.50 and 30 mens x (£5) Then subtract. 
b) £15.00
c) £5.50
d) £0.50
End of Section A 
SECTION B
11.
a) Discuss the law of diminishing marginal returns. (10 marks) 
Definition
Explain how the LDMR works 
b) Describe the main reasons why a business may experience  falling long run average costs. (20 marks)
Economies of scale  define . Explain the long run. How does this affect the LRAC.
Distinguish between internal and external economies of scale 
Give examples of forms of internal and external economies of scale and explain how these work 
Technical economies 
Purchasing economies 
Marketing economies 
Managerial economies 
Research and development economies 
Use the appropriate diagram(s)
For evaluation – discuss the optimal point of operation on the LRAC. 
Explain the relevance of fixed costs and how firms combine activities and diversify to reduce costs. 



12. Explain how the price system works to allocate resources in a market economy (30   marks)
Define the price system & relate this to a market economy. (3) 
Explain how the price system works (7)
Signalling (6)
Allocating of resources (8)
Rewarding  (6)
SECTION C 
13. REVENUE AND COSTS
	QUANTITY SOLD
	PRICE (£)
	Total Revenue (P x Qty)
	Marginal Revenue 
	TOTAL COST
	Marginal Cost 

	1
	34
	34
	34
	12
	12

	2
	30
	60
	26
	20
	8

	3
	27
	81
	21
	34
	14

	4
	25
	100
	19
	53
	19

	5
	23
	115
	15
	75
	22

	6
	21
	126
	11
	102
	27

	7
	19
	133
	7
	131
	29



a) Calculate for each level of output 
(i) The marginal cost (5 marks)
Define marginal cost. Use the data in the table to provide examples.						
(ii) The marginal revenue						(5 marks)
Define marginal revenue. Use the data in the table to provide examples.
b) Calculate the level of profit at each level of output and identify the profit-maximising level of output.						(5 marks)
	Quantity Sold
	Total Revenue 
	Total Cost 
	Profit Level 

	1
	34
	12
	22

	2
	60
	20
	40

	3
	81
	34
	47

	4
	100
	53
	47

	5
	115
	75
	40

	6
	126
	102
	24

	7
	133
	131
	2


Profit maximisation:  MC(£19)=MR (£19). At quantity 4. 
c) Calculate the price of elasticity of demand for a price fall from £25 to £23.     							(5 marks)
PED = % change in quantity demanded //% change in price 
Price Change £25 -23 = £2 ; 2/25 x 100 = -8%
Quantity Change 5 – 4 = 1/25  x 100 = 25%
PED = 25/-8 = - 3.125
Demand for the good is elastic as PED is greater than 1 
d) Identify the factors which might explain the value of the elasticity of demand for this good. 
4 Marks per factor – application /exemplification must exist for the full marks
· Substitutes
· Time 
· As a proportion of income 
(12 marks)
e) Explain how the demand will vary if the number of firms in the industry were to rise.                                            						(8 marks)
· New firms enter the industry creating substitutes
· Substitutes increase the PED as customers have greater choice and their bargaining power increases
· Effect on demand curve – flattens
· Increased substitutes and competition – reduce firms market share  and volume. Increased supply reduces price
· Therefore, the profit maximsation point will change  ( Apply data for examples) 
Total Marks 						40 marks

END OF EXAM MOCK 
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