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AP MICROECONOMICS 2025 n FREE-RESPONSE QUESTIONS

1.	Voda Reservoir is a profit-maximizing firm and the only producer of bottled water in a country. 
Currently, Voda Reservoir is earning negative economic profit.
A.	Draw a correctly labeled graph for Voda Reservoir and show each of the following.

i.	 The profit-maximizing quantity, labeled QM
ii.	 The profit-maximizing price, labeled PM

iii.	 The average total cost curve consistent with Voda Reservoir earning negative economic 
profit, labeled ATC

iv.	 The area of deadweight loss, shaded completely
B.	 Suppose the government requires Voda Reservoir to produce the socially optimal quantity of 

bottled water. On your graph in part A, show the socially optimal quantity of bottled water, 
labeled QS .

C.	 Suppose instead the government grants a per-unit subsidy to Voda Reservoir. What will 
happen to Voda Reservoir’s profit-maximizing quantity of bottled water? Explain.

D.	Suppose new producers have entered the bottled-water market and Voda Reservoir 
continues to operate in the bottled-water market. Will the demand for Voda Reservoir’s 
bottled water become more elastic, become less elastic, or stay the same as new producers 
enter the market?

E.	 Voda Reservoir hires workers in a perfectly competitive labor market.
i.	 If the demand for bottled water increases, what will happen to Voda Reservoir’s demand 

for labor? Explain.
ii.	 The government implements a new regulation that increases the minimum age required 

for a worker to be employed in a bottled-water factory. What will happen to the market 
wage in the short run? Explain.
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1. RKB is a profit-maximizing monopoly that produces a new, patented electronic device. RKB is earning positive 
economic profit. 

(a) Draw a correctly labeled graph for RKB, and show each of the following. 

(i) The profit-maximizing quantity, labeled QM 
(ii) The profit-maximizing price, labeled PM 
(iii) The average total cost curve consistent with RKB earning positive economic profit 
(iv) The area representing the deadweight loss, shaded completely 

(b) The government wants RKB to produce the allocatively efficient quantity. Would the government impose a 
binding price ceiling, a binding price floor, a per-unit tax, or a lump-sum tax? 

(c) Suppose that the government does not impose the policy you identified in part (b). Consumers now become 
aware of research that confirms the use of this new device harms users’ vision. Given widespread consumer 
awareness of this research, what will happen to RKB’s profit-maximizing quantity in the short run? Explain. 

(d) Assume that RKB hires workers in a perfectly competitive labor market. 

(i) Draw a correctly labeled graph for the labor market, showing the equilibrium wage and quantity of 
labor, labeled WE and QE, respectively. 

(ii) Suppose immigration increases the number of workers in this labor market. On your graph in part 
(d)(i), show the new equilibrium wage and quantity of labor, labeled W2 and Q2, respectively. 

(iii) RKB uses the optimal combination of capital and labor in its production process. The firm rents 
capital at $500 per unit, and the last unit of capital rented has a marginal product of 2,500 units. If 
the marginal product of the last unit of labor hired is 1,000 units, calculate the wage rate. Show 
your work. 

Begin your response to this question at the top of a new page in the separate Free Response booklet 
and fill in the appropriate circle at the top of each page to indicate the question number. 
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3. The table below shows the total cost and total benefit of advertisements placed by AZY Foods, a firm in the 
retail food market. 

Number of Advertisements Total Cost ($) Total Benefit ($) 

1 300 1,200 

2 500 2,200 

3 800 3,000 

4 1,300 3,600 

5 2,100 4,000 

6 3,000 4,200 

7 4,100 4,200 

(a) Calculate the total net benefit of placing three advertisements. Show your work. 

(b) Calculate the marginal net benefit of the third advertisement. Show your work. 

(c) What is the optimal number of advertisements placed by AZY Foods? Explain using marginal analysis. 

(d) Suppose over the next year the marginal benefit that AZY Foods receives from each advertisement 

increases by $300. Identify the optimal number of advertisements. 

(e) There are many firms in the retail food market. Each firm places its own firm-specific advertisements  
without considering the actions of its competitors. In what market structure is AZY Foods operating? 

Begin your response to this question at the top of a new page in the separate Free Response booklet 
and fill in the appropriate circle at the top of each page to indicate the question number. 

© 2021 College Board. 
Visit College Board on the web: collegeboard.org. 

GO ON TO THE NEXT PAGE. 5 

AP® Microeconomics 2021 Free-Response Questions 

STOP 

END OF EXAM 
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