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Circle the letter that corresponds to the best answer.

1. Which would be defining characteristics of pure mo-
nopoly?

(a) The firm does no advertising and it sells a stan-
dardized product.
(b} No close substitutes for the product exist and there
is one seller.
(c) The firm can easily enter into or exit from the
industry and profits are guaranteed.
(d) The firm holds a patent and is technologically
progressive.

2. A barrier to entry that significantly contributes to the
establishment of a monopoly would be
{a) economies of scale
(b} price-taking behavior
(c) technological progress
(d) X-inefficiency

3. The demand curve for the pure monopoiist is -
(a) perfectly price elastic
(b) perfectly price inelastic

(¢) downsloping
(d) upsloping

4. Which is true with respect to the demand data
confronting a monopolist?

(a) Marginal revenue is greater than average revenue.
{b) Marginal revenue decreases as average revenue
decreases.
(c) Demand is perfectly price elastic.
(d) Average revenue (or price) increases as the out-
put of the firm increases.

5. When the monopolist is maximizing total profits or
minimizing losses,
(a) total revenue is greater than total cost
{b) average revenue is greater than average total cost
(c) average revenue is greater than marginal cost
(d) average total cost is less than marginal cost

6. At which combination of price and marginal revenue
is the price elasticity of demand less than 1?
{a) Price equals $102, marginal revenue equals $42.
(b) Price equals $92, marginal revenue equals $22.
(c) Price equals $82, marginal revenue equals $2.
(d) Price equals $72, marginal revenue equals —$18.

7. The region of demand in which the monopolist will
choose a price-output combination will be the

(a) elastic one because total revenue will increase as
price declines and output increases
(b) inelastic one because total revenue will increase
as price declines and output increases
{(c) elastic one because total revenue will decrease as
price declines and output increases
(d) inelastic one because total revenue will decrease
as price declines and output increases

8. At present output a monopolist determines that its
marginal cost is $18 and its marginal revenue is $21. The
monopolist will maximize profits or minimize losses by

(a) increasing price while keeping output constant
(b) decreasing price and increasing output

(c) decreasing both price and output

(d) increasing both price and output

Answer Questions 9, 10, 11, and 12 based on the
demand and cost data for a pure monopolist given in the
following table.

Output Price Total cost
0 $1000 $ 500
1 600 520
2 500 580
3 400 700
4 300 1000
5 200 1500

9. How many units of output will the profit-maximizing
monopolist produce?
(a) 1
(b) 2
(c) 3
(d) 4
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(a) $120
(b) $200
(c) $233
(d) $400

11. If the monopolist could sell each unit of the product
at the maximum price the buyer of that unit would be
willing to pay for it, and if the monopoiist sold 4 units,
total revenue wouid be

(a) $1200

(b) $1800

(c) $2000

(d) $2800

12. if the monopolist were forced to produce the socially
optimal output by the imposition of a ceiling price, the
ceiling price would have to be

(a) $200

(b) $300

(c) $400

(d) $500

13. The supply curve for a pure monopolist
(a) is the portion of the marginal cost curve that lies
above the average variable cost curve
(b) is perfectly price elastic at the market price
(c) is upsloping
(d) does not exist
14. The analysis of monopoly indicates that the monop-
olist
(a) will charge the highest price it can get
(b) will seek to maximize total profits
(c) is guaranteed an economic profit
{d) is only interested in normal profit

15. When compared with the purely competitive industry
with identical costs of production, a monopolist will charge a
(a) higher price and produce more output
(b) lower price and produce more output
(¢) lower price and produce less output
(d) higher price and produce less output

16. At an equilibrium level of output, & monopolist is hot
productively efficient because
(a) the average total cost of producing it is not at a
minimum
(b) the marginal cost of producing the last unit is equal
to its price
(c) itis earning a profit
(d) average revenue is less than the cost of produc-
ing an extra unit of output

17. Which will tend to increase the inefficiencies of the
monopoly producer?

(a) price-taking behavior

(b) rent-seeking behavior

(c) economies of scale

(d) technological progress

18. Which is one of the conditions that must be realized
before a seller finds that price discrimination is workable?
(a) The demand for the product is perfectly elastic.

(b) The selier must be able to segment the market.
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(c) The buyer must be able to resell the product.
(d} The product must be a service.

19. I a monopolist engages in price discrimination rather
than charging all buyers the same price, its

(a) profits and its output are greater

(b) profits and its output are smaller

(c) profits are greater and its output is smaller

(d) profits are smaller and its output is greater

Answer Questions 20, 21, 22, and 23 based on the de-
mand and cost data for a pure monopolist given in the
following table.

Guantity demanded Price Total cost
0 $700 $ 300
1 650 400
2 600 450
3 850 510
4 500 590
5 450 700
6 400 840
7 350 1020
8 300 1250
9 250 1540
10 200 1900

20. The profit-maximizing output and price for this mo-
nopolist would be

(a) 5 units and a $450 price

(b) 6 units and a $400 price

(c) 7 units and a $350 price

(d) 8 units and a $300 price

In answering Questions 21, 22, and 23, assume this mo-
nopolist is able to engage in price discrimination and sell
each unit of the product at a price equal to the maximum
price the buyer of that unit would be willing to pay.

21, The marginal revenue that the price-discriminating
monopolist obtains from the sale of an additional unit is
equal to

(a) total revenue

(b) average cost

(c) unit cost

{d) price

22. The profit-maximizing output for the price-
discriminating monopolist would be

(a) 6 units

{b) 7 units

(c) 8 units

(d) 9 units

23. How much greater would the total economic profits
be for the discriminating monopolist than the non-
discriminating monopolist?

(a) $720

(b) $830

(c) $990

(d) $1070
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24. The price and output combination for the unregulated
profit-maximizing monopoly compared with the socially
optimal price and output combination for the regulated mo-
nopoly wouid be, respectively,

(a) Pqand Q versus P, and Q,

(b) P, and Q, versus P, and Q,

(¢} Ps and Q, versus P, and Q,

(d) P, and Q; versus P; and Q,

25. A monopolist who is limited by the imposition of a
ceiling price to a fair return sells the product at a price
equal to

(a) average total cost

(b) average variable cost

(¢} marginal cost

(d) average fixed cost
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Circle the letter that corresponds to the best answer.

1. Which would be most characteristic of monopolistic
competition?
(a) collusion among firms
(b) firms selling a homogeneous product
(c) a relatively large number of firms
(d) difficult entry into and exit from the industry

2. The concern that monopolistically competitive firms
express about product attributes, services to customers,
or brand names are aspects of

(a) allocative efficiency in the industry
(b} collusion in the industry

(c) product differentiation

(d} concentration ratios

3. The demand curve a monopolistically competitive firm
faces is
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(a) perfectly elastic

(b) perfectly inelastic

(¢) highly, but not perfectly inelastic
(d) highly, but not perfectly elastic

4. In the short run, a typical monopolistically competi-
tive firm will earn
{a) only a normal profit
(b) only an economic profit
(¢) only an economic or normal profit
(d) an economic or normal profit or suffer an economic
loss

5. A monopolistically competitive firm is producing at
an output level in the short run where average total cost
is $3.50, price is $3.00, marginal revenue is $1.50, and
marginal cost is $1.50. This firm is operating

{a) with an economic loss in the short run

{b) with an economic profit in the short run

(c) at the break-even level of output in the short run
(d) at an inefficient level of output in the short run

6. If firms enter a monopolistically competitive industry,
we would expect the typical firm’s demand curve to
(a) increase and the firm’s price to increase
(b) decrease and the firm’s price to decrease
(¢} remain the same but the firm’s price to increase
(d) remain the same and the firm's price to remain the
same

Answer Questions 7, 8, 9, and 10 on the basis of the
following diagram for a monopolistically competitive firm
in short-run equilibrium.
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7. The firm’s profit-maximizing price will be
(a) $9

(b) $12

(c) $15

(d) $18

8. The equilibrium output for this firm will be
{a) 50
(b) 85
(c) 115
(d) 135

9. This firm will realize an economic profit of
(a) $510
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(b) $765
(c) $1021
(d) $1170

10. if firms enter this industry in the long run,
{a) demand will decrease
(b) demand will increase
(¢) the marginal revenue curve will shift upward
(d) econcmic profits will increase

11. Given a representative firm in a typical monopolisti-
cally competitive industry, in the long run
(a) the firm will produce that output at which marginal
cost and price are equal
(b) the elasticity of demand for the firm’s product will
be less than it was in the short run
(c) the number of competitors the firm faces will be
greater than it was in the short run
(d) the economic profits being earned by the firm will
tend to equal zero

12. Productive efficiency is not realized in monopolistic
competition because production occurs where

(a) MR is greater than MC

{b) MR is less than MC

(c) ATC is greater than minimum ATC

(d) ATC is less than MR and greater than MC

13. The underallocation of resources in monopolistic
competition means that at the profit-maximizing level of
output, price is

(a) greater than MC

(b) less than MC

(c) less than MR

(d) greater than minimum ATC

14. Excess capacity occurs in a monopolisticaily com-
petitive industry because firms
(a) advertise and promote their product
(b) charge a price that is fess than marginal cost
(c) produce at an output levet short of the least-cost
output
(d) have a perfectly elastic demand for the products
that they produce

15, Were a monopolistically competitive industry in long-
run equilibrium, a firm in that industry might be able to
increase its economic profits by

(a) increasing the price of its product

(b) increasing the amounts it spends to advertise its

product

(c) decreasing the price of its product

(d) decreasing the output of its product

16. Which would be most characteristic of oligopoly?
(a) easy entry into the industry
(b) a few large producers
{c) product standardization
(d) no controt over price

17. Mutual interdependence means that
(a) each firm produces a product similar but not iden-
tical to the products produced by its rivals
(b) each firm produces a product identical to the
products produced by its rivals

(c) each firm must consider the reactions of its rivals
when it determines its price policy

(d) each firm faces a perfectly elastic demand for its
product

18. One major problem with concentration ratios is that
they fail to take into account

(a) the national market for products

(b) competition from imported products

(c) excess capacity in production

(d) mutual interdependence

19. Industry A is composed of four large firms that hold
market shares of 40, 30, 20, and 10. The Herfindahi
index for this industry is

(a) 100

{b) 1000

(c) 3000

(d) 4500

Questions 20, 21, and 22 are based on the following
payoff matrix for a duopoly in which the numbers indicate
the profit in thousands of doliars for a high-price or a
low-price strategy.

Firm X

High price Low price

S A=8425 | A =9525 |

High price i
L L
Lowpriee | & _ geos J B = $300 |

20. !f both firms collude to maximize joint profits, the
total profits for the two firms will be

(a) $400,000

(b) $800,000

(¢) $850,000

{d) $950,000

21. Assume that Firm B adopts a low-price strategy while
Firm A maintains a high-price strategy. Compared to the
results from a high-price strategy for both firms, Firm B
will now
(a) lose $150,000 in profit and Firm A will gain
$150,000 in profit
(b) gain $100,000 in profit and Firm A will lose
$150,000 in profit
(c) gain $150,000 in profit and Firm A will lose
$100,000 in profit
(d) gain $525,000 in profit and Firm A will lose
$275,000 in profit

22. If both firms operate independently and do not
coilude, the most likely profit is
(a) $300,000 for Firm A and $300,000 for Firm B
(b) $525,000 for Firm A and $275,000 for Firm B
(c) $275,000 for Firm A and $525,000 for Firm B
(d) $425,000 for Firm A and $425,000 for Firm B

23. If an individual oligopolist's demand curve is kinked,
it is necessarily

(a) perfectly elastic at the going price

(b) less elastic above the going price than below it

.
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{c) more elastic above the going price than below it
(d) of unitary elasticity at the going price

Use the following diagram to answer Question 24.
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24. The profit-maximizing price and output for this
oligopolistic firm is
(a) Psand Q,
(b) P,and @,
(e) Psand Q;
(d) P,and Q,

25. What is the situation called whenever firms in an in-
dustry reach an agreement to fix prices, divide up the mar-
ket, or otherwise restrict competition?

(&) interindustry competition

(b) incentive to cheat

(c) price leadership

(d) collusion

26. When cligopofists collude the results are generally
(a) greater output and higher price
(b} greater output and lower price
(¢) smaller output and lower price
(d) smaller output and higher price

27. To be successiul, collusion requires that oligopolists
be able to
(a) keep prices and profits as low as possible
(b) block or restrict the entry of new producers
{c) reduce legal obstacies that protect market power
(d) keep the domestic economy from experiencing
high inflation

28. Which is a typical tactic that has been used by the
price leader in the price leadership mode! of oligopoly?
(a) limit pricing
(b) frequent price changes
{c) starting a price war with competitors
(d) giving no announcement of a price change

29, Market shares in oligopoly are typically determined
on the basis of

(a) product development and advertising

(b} covert coliusion and cartels

(c) tacit understandings

(d) joint profit maximization

30. Many economists think that relative to pure com-
petition, oligopoly is
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(a) allocatively efficient, but not productively efficient
(b) productively efficient, but not allocatively efficient
{c) both allocatively and productively efficient

(d) neither allocatively nor productively efficient





