UNIT 3-2 Study Guide
IMPERFECT COMPETITION
Cameron Brown, Kelsie Lahti, Blake Lamb, AJ Navarro, Connor Noda
Comparing Market Structures
	
	Perfect Competition
	Monopolistic Competition
	Oligopoly
	Pure Monopoly

	# of Firms
	Infinite # of sellers
	Many
	Few dominant
	One

	Market Power
	None
	Some
	Some
	High

	Barriers to entry
	None
	Low
	High
	High

	Substitutes
	Many, many
	Many
	Some
	None

	Elasticity of Demand
	Perfectly elastic
	Highly elastic
	Highly elastic above P, but much less below
	Relatively inelastic

	Product Differentiation
	None/Homogenous
	Mostly differentiated
	Differentiated or homogenous
	Absolute

	Excess Profits
	None
	None
	Yes
	Yes

	Efficiency
	Yes
	None
	None
	None

	Profit Max Condition
	P=MR=MC
	MR=MC
	Cannot determine, but usually MR=MC
	MR=MC

	Ability to set price
	Price taker
	Price setter/Maker
	Price setter/ Maker
	Price setter/Maker


Pure Monopoly

A.  Characteristics

1.Single seller; no close substitutes

2. the seller is a price searcher/maker (prices set in elastic region of demand curve)

3. Barriers to entry; economic, legal, etc

4. Maximize Profits; (P<MR)

5.Product can be homogeneous or differentiated

6. No market graph, Firm is Market

7. Monopoly can profit, lose money, or break even in long run
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B.  Monopoly Concerns

1. Excess profits


2. Low Production


3. X-Inefficiency


4. Rent seeking behavior (set the price)


5. Price does not equal Marginal cost (Allocative Efficiency), Price does not equal minimum ATC (Productive Efficiency)
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D. Monopoly Graphs
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E. Terms
1. Pure Monopoly- a single firm is the only  producer of a product for which there are no close substitutes.

2. Barriers to Entry- obstacles that prevent firm entry into an industry. (Example: Economies of scale, Patents, Licenses, etc)

3. Network Effects- Value of product increases for each user as the total number of users rises. (.Example: Cell phones, Facebook, etc)

4. Rent-Seeking Behavior- Any activity that causes a transfer of wealth  to a particular firm or supplier at the expenses of some one else or society

5. Simultaneous Consumption- when a large number of consumers gain utility at the same time from a product.

6. X-Inefficiency-   firm produces at an output where it costs more then is necessary to produce the product

Price Discrimination

A. Main Points
      
1. Three Forms



a. Charging individual customers the highest price they will pay.

b. Charging individual customers one price for the first set of units                             purchased and a lower price for the subsequent units purchased.

c. Charging some customers one price and other customers another.

2. The seller must be a monopolist or possess the ability to control output and price.

3. The seller must be able to segregate buyers into distinct classes with different willingness and abilities to pay for the product.

4. The original purchaser cannot resell the product or service. 
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B. Formula and Terms

1. MR=D=AR=P

2. Price Discrimination- when a product is sold to different buyers at different prices, and the products have no differences in cost.

Regulated Monopolies

A. Main Points:
1. Socially Optimal

a. Allocatively Efficient

b. Monopoly profit maximizes or loss minimizes

c. Can result in a loss for the firm

2. Fair Return

a. Firm gets normal profits

B. Formulas and Terms

1. Socially Optimal: P=MC

2. Socially Optimal Price- a product price that results in the most efficient allocation of resources for an economy. P=MC.

3. Fair-Return: P=ATC

4. Fair-Return Price- a product price that lets its producer obtain a normal profit. P=ATC.

Monopolistic Competition

A. Main Points: Monopolistically competitive markets are characterized by:

1. A large number of firms (sellers) in the market

2. Low barriers to entry, allowing new firms to enter when it is profitable

3. Product differentiation

4. Being neither allocatively nor productively efficient in the long run (P does not equal MC or ATC)

5. Zero economic profit in the long run. Firms can only break even and obtain normal profit.

6. Most common market

7. Little ability to control price

8. “Lazy chopsticks” – MR and D=AR=P curves are very elastic
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B. Examples of Industries:

1. Shoes (ex. Nike vs. Adidas vs. Skechers vs. Vans)

2. Clothing (ex. Nordstroms vs. Sears vs. Macy’s)

· Differentiated products are based off of:

a. Quality

b. Level of service

c. Location

d. Branding/packaging

C. Formulas (same as pure monopolies)

D. Terms:

Monopolistic Competition – market structures in which there are many firms that sell a differentiated product with relatively easy entry.  Firms have little control over the product price and there is considerable nonprice competition

Nonprice Competition –  competition based on product differentiation and advertising the different products to consumers. Ways to influence consumers to buy from a certain company without that firm changing its product price.

Product Differentiation – changing the design, related services, quality, location, or other attributes (excluding price) of a product to distinguish it from competing products.

Excess Capacity – plant resources which are underused.  This occurs when imperfectly competitive firms produce less than the output that is associated with achieving the minimum average total cost.

Herfindahl Index – a measure of the concentration and competitiveness of an industry; calculated as the sum of the squared percentage market shares of the individual firms in the industry.

Oligopoly
A. Main Points

1. Produce both homogenous and differentiated products

2. Few large firms that control most of the market

3. Since there are so few firms, each firm must consider the reaction of its competitors to its own output, pricing, and advertising decisions

4. Collusion often occurs, maximizes profits for the colluding firms

5. During Collusion there is a high incentive to cheat because cheating will maximize profits

6. In the short run, cheating creates more profits, but in the long run, everyone will start to cheat, and it will balance out.

7. Price increases and decreases are very elastic

8. “Sticky prices”

Examples

1. Sprint, AT&T, T-Mobile, and Verizon in the cell phone service industry

2. Sony, Microsoft, and Nintendo in the video game console industry

3. DirecTV and Dish Network in the satellite television industry

B. Terms
1. Strategic Behavior – self-interested economic behavior that considers the reactions of others.

2. Mutual Interdependence – each firm’s profit depends on the sales strategies and pricing of the competing firms 

3. Concentration Ratio – the percentage of total sales of an industry made by the largest sellers in the industry.

4. Sticky Prices – Prices do not change every time costs change 

5. Mergers – The combining of two or more competing firms that results in a larger market share and more control over market supply and thus more control over the price of its product

6. Kinked-Demand Curve – demand curve in an oligopoly without collusion.  It is based on the assumption that rivals will match a price decrease and will ignore a price increase.

7. Price War – constant decreases in prices in an oligopoly industry.  Each firm lowers its price below their rival, hoping to increase its sales and revenues at the rivals’ expense.

8. Cartel – formal agreement among firms to set product price and establish the outputs of individual firms.  For countries, it may divide the market for the product geographically.

9. Price Leadership – informal method that sets one firm of an oligopoly as the “leader.”  This “leader” has the power to announce a change in price, which the other firms must follow.

10. Tacit Understandings – method used by oligopoly to set prices and outputs that do not involve collusion, such as price leadership.

11. Interindustry Competition – competition that develops between companies in different industries.  For example, an automobile company may compete with an aerospace company for a government manufacturing contract for a military subsystem.

12. Import Competition – competition that develops between a company’s concentration of actual production and the quantity supplied to the previous industry by a foreign supplier.

Questions
1. What is true for Monopolistically Competitive Firms in Long Run Equilibrium?

A) P is greater than MC and MR is equal to ATC

B) MR is equal to MC and P is equal to ATC

C) P is greater than MR and MC is greater than ATC

D) P is greater than MR and MC is equal to ATC

2. A member of a cartel would be most likely to increase its profits by:

A) Cheating on cartel output restrictions 

B) Following a high price strategy

C) Starting a price war with its competitors

D) Using strategic behavior 

3. Which of the following is NOT necessary for price discrimination to occur? 

A) The firm must be able to separate the market into identifiable groups. 

B) The firm must be selling a durable good. 

C) The firm must have a downward sloping demand curve. 

D) The firm has to be able to prevent resale of the product or service.

4. Marginal Revenue is less then price because:

A) Monopolies don’t use marginal revenue to set price

B) The downward sloping demand curve means that a monopoly can only increase sales by lowering price

C) To maximize profit the marginal revenue of each product must be greater then price

D)  The downward sloping supply curve means that a monopoly can only increase sales by lowering price

5. A primary difference between monopolistic competition and oligopoly is:

A) Monopolistically competitive industries have higher barriers to entry into the industry.

B) The Herfindahl index is much higher for industries organized as oligopolies.

C) It is much easier to organize firms in monopolistically competitive industries to undertake collusive behavior.

D) Each firm in an oligopoly has a very small market share.

6. One of the characteristics of an oligopoly is “sticky prices”. When we say that prices are “sticky”, we mean that…

A) Prices are set by the market.

B) The firm sets prices so that profits are always maximized.

C) Prices are constantly changing due to collusion

D) Prices are less responsive to changes in costs than in perfectly competitive markets. 
7. Price discrimination
A) Occurs whenever a good or service is resold. 
B) Is prohibited by law. 
C) Occurs when a seller charges two or more prices for the same good or service. 
D) Occurs when the seller charges different prices for different quality products.

8. Why can monopolies make money in the long run?

A) Price is greater than Marginal Revenue

B) Government subsidies

C) Corruption

D) Barriers to entry

9. Selling costs of a monopolistically competitive firm are:

A) Greater than a monopoly but less than a competitive firm

B) The same as a monopoly

C) The same as a competitive firm

D) Greater than a competitive firm or monopoly

10. Which of the following is not a characteristic of an oligopoly?


A) “Sticky” Prices


B) Mutual Interdependence


C) Large number of firms


D) Strategic behavior

11. A monopoly operating at a socially optimal level is always

A) Making normal profits

B) Allocatively efficient

C) Incurring a loss

D) Being subsidized

12. Why does a monopoly produce less then optimal output?

A) To increase price of product

B) They don’t have competition

C) To maintain monopoly on product

D) Because they know that the government will give them money to produce more

13. In the long run, the profit-maximizing, monopolistically competitive firm fails to produce a level of output where: 

A) MR = MC. 

B) P = ATC. 

C) P > MC. 

D) Economic profits are realized. 

14. Oligopolies sell what kinds of products?


A) Homogenous


B) Differentiated


C) Homogenous and Differentiated


D) None. Oligopolies don’t sell anything, you fool

15. If a government wants to provide a natural monopoly with a fair return, it should establish a price that is equal to:

A) Minimum average fixed cost.

B) Average total cost.

C) Marginal cost.

D) Marginal revenue.

16. At a monopolist’s profit maximizing output:

A) Price equals minimum ATC

B) Price equals marginal cost

C) Profit per unit is maximized

D) Price exceeds marginal cost

17. The demand curve that confronts a monopolistically competitive firm is: 

A) Less elastic than the demand curve that confronts the industry. 

B) Perfectly inelastic because of numerous substitutes for the firm's product. 

C) Less elastic than the demand curve facing a perfectly competitive firm. 

D) Horizontal, showing that MR = P. 

E) Perfectly elastic in the long-run, driving economic profits to zero

18. If the price leader in an oligopoly increases their price, what will the other firms do?


A) Decrease their price


B) Increase their price


C) Do nothing to their price

D) Hire Mr. Knutson to destroy the price leader using only his mind

19. In which of the following cases would economic profit be the greatest?

A)  An unregulated monopolist which is able to engage in price discrimination

B)  An unregulated monopolist

C)  A regulated monopolist charging a price equal to average total cost

D) A regulated monopolist charging a price equal to marginal cost

20. The monopoly has no supply curve because:

A) The relationship between price and quantity supplied for a monopolist is set by the market

B) The monopoly is a firm not a market; therefore does not have supply

C) Several prices can be associated with a specific supply quantity of output supplied

D) The monopoly has no competition and supply is irrelevant.

Answers:

1. B

2. A

3. B

4. B

5. B

6. D

7. C

8. D

9. D

10. C

11. B

12. A

13. D

14. C

15. B

16. D

17. C

18. B

19. A

20. C

Multiple Choice

1. For a competitive firm, what is the most important thing to consider in deciding whether to shut down in the short run?

(A) Compare AVC to MR

(B) Compare TR to TC

(C) Do not produce if the TFC is not covered by revenue

(D) Produce the highest quantity demanded regardless of price

(E) Compare P to ATC

2. Which characteristic is likely a part of a monopoly market but not of monopolistic competition?

(A) Differentiated products 

(B) Patents and copyrights

(C) Possibility of profit in the short run

(D) Dead weight loss exists

(E) None of the above

3. If the perfectly competitive price is currently above minimum ATC, we can expect which of the following events in the long run?

(A) Price rises as firms enter the industry

(B) Markey equilibrium quantity rises as firms exit the industry

(C) Nothing, the industry is currently in long run equilibrium

(D) Profits fall as the market price rises

(E) Price falls as firms enter the industry

4. Which of these situations is not an example of price discrimination?

(A) Brent works nights so he chooses to buy bread at 7 a.m. rather than at 7 p.m.

(B) Bob and Nancy each receive a “$1 off” coupon in the mail, but Bob redeems it while Nancy does not

(C) Katie buys 12 Cokes for $3 and Josh buys one Coke at a time for $1

(D) Velma likes to go to the movies at the lower afternoon matinee price and Rosemary would rather pay more for the evening show

(E) Jason and Jen pay go to a popular nightclub. Because it is “Ladies Night” Jen pays no cover charge, but Jason must pay to enter the club
	Price
	Quantity

	11
	11

	10
	12

	9
	13

	8
	14

	7
	15

	6
	16


5. The demand curve facing Feels Good Man? Inc. is described by the table above. The firms marginal revenue from the 14th unit is:

(A) 8

(B) 5

(C) -5

(D) -7
6. The profit-maximizing price and output choices for Allmart, Inc., are illustrated correctly in which diagram?
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        D

7. Dank Tank Ltd. Sells fresh water to the residents of two desert islands, Soif and Polydipsia. Demand on the two islands is described by the tables below. The firm's marginal cost to deliver water to either island is $4. No other supplier can serve the islands and the islanders have no boats. What prices should DT charge on the two islands?
Polydipsia
                 


	Price
	Quantity

	 21
	5

	19
	6

	17
	7

	15
	8

	13
	9

	11
	10


 Soif

	Price
	Quantity

	11
	5

	10
	6

	9
	7

	8
	8

	7
	9

	6
	10


(A) It should charge $4 on Polydipsia and $4 on Soif

(B) It should charge $21 on Polydipsia and $11 on Soif

(C) It should charge $11 on Polydipsia and $11 on Soif

(D) It should charge $17 on Polydipsia and $10 on Soif

8. Cartel agreements often break down because:

(A) They are prosecuted by the Department of Justice under the Sherman Act

(B) It is hard for firms on output levels

(C) Firms have an incentive exceed their agreed-upon outputs

(D) A cartels restriction of industry output creates a shortage

9. A set of strategies is a Nash equilibrium if:

(A) No player can gain by changing strategy on his or her own (that is, assuming that no other player changed strategy)

(B) No player had an alternative strategy that is superior, regardless of what strategies other players choose

(C) Every player is maximizing profit

(D) Every player is maximizing utility
10. A Players strategy is dominant if:

(A) It gives the player a greater utility or profit level than any other player receives

(B) The player cannot gain by changing strategy on his or her own (that is, assuming that no other player changes strategy)

(C) It yields a payoff to the player that is at least as large as that obtained from any other strategy choice, regardless of the actions of other players

(D) It is part of a Nash equilibrium

11. Payoffs to participants in a two-person game are described by the accompanying table. The first number in each cell is Frederic's payoff; the second is Mabel's payoff. (Top, Left) is:
(A) A Nash equilibrium but not a dominant strategy equilibrium
(B) A Nash equilibrium and a dominant strategy equilibrium
(C) A dominant strategy equilibrium but not a Nash equilibrium
(D) Neither a Nash equilibrium nor a dominant strategy equilibrium
	
	
	Mabel
	

	
	
	Left 
	Right

	Fredrick
	Top
	5,6
	0,0

	
	Bottom
	1,2
	4,3


12. Payoffs to participants in a two-person game are described by the accompanying table. The first number in each cell is Frederic's payoff; the second is Mabel's payoff. (Bottom, Right) is:
(A) A Nash equilibrium but not a dominant strategy equilibrium
(B) A Nash equilibrium and a dominant strategy equilibrium
(C) A dominant strategy equilibrium but not a Nash equilibrium
(D) Neither a Nash equilibrium nor a dominant strategy equilibrium
	
	
	Mabel
	

	
	
	Left 
	Right

	Fredrick
	Top
	5,6
	0,0

	
	Bottom
	1,2
	4,3


13. The autopsies-by-mail market is monopolistically competitive. A possible demand curve facing a firm in the industry when the industry is in long-run equilibrium is:

(A) D1

(B) D2

(C) D3

(D) D4
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14. Herring Ade® is a delicious new beverage produced by a single supplier whose cost and revenue functions are illustrated at right. The allocatively efficient quantity of this commodity is:
(A) A
(B) B
(C) C
(D) D
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15. The lunch-meat industry has eight firms. Their market shares are given in the table at right. The Herfindahl-Hirschman Index for this industry is:
(A) 80
(B) 1780
(C) 1650
(D) 920
	Firm
	Market Share

	Des Moines Sirloin
	25%

	Pittsburg Burger
	20%

	Labrador Abbatoir
	20%

	Bauhaus Slaughterhouse
	15%

	Abercrombie Pastrami
	9%

	New York Pork
	6%

	Happaugue Hot Dog
	3%

	Macon Bacon
	2%


16. Under the current Merger Guidelines, antitrust authorities would likely approve a merger involving Abercrombie Pastrami and:
(A) Neither New York Pork nor Happaugue Hot Dog
(B) Either New York Pork or Happaugue Hot Dog
(C) New York Pork but not Happauue Hot Dog
(D) Happaugue Hot Dog but not New York Pork
	Firm
	Market Share

	Des Moines Sirloin
	25%

	Pittsburg Burger
	20%

	Labrador Abbatoir
	20%

	Bauhaus Slaughterhouse
	15%

	Abercrombie Pastrami
	9%

	New York Pork
	6%

	Happaugue Hot Dog
	3%

	Macon Bacon
	2%


17. Indy Pendants, Inc., is the monopoly supplier of exhaust-manifold-theme jewelry. The deadweight loss due to monopoly in this industry is the area of region:
(A) Aeb
(B) Aeh
(C) Aedc
(D) Aegf
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18. Gasco is a regulated public utility whose cost and revenue functions are shown at right. The most likely price that regulators would seek to impose on this firm is:
(A) A
(B) B
(C) C
(D) D
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19. The employer least likely to have monopsony power would be:

(A) A secretarial service job in Chicago 

(B) The police force in Macon, Georgia 

(C) The US Army

(D) A lumber mill in Greer, Arizona

(E) The community hospital in Pocatello, Idaho

20. In monopolistic competition, which one of the following is true?

(A) The outcome is the same as in pure monopoly in the short run and the same as perfect competition in the long run.

(B) Each producer faces a downward sloping demand curve, sets MC=MR and makes no profit in the long run.

(C) Each producer sets marginal cost equal to price in both the short run and the long run.

(D) Each producer sets MC equal to price in the long run but not in the short run.

(E) Each firm in the long run produces where average cost is at a minimum.

21. Which one of the following will not be true of profit maximizing firms under monopolistic competition when the industry is in long-run equilibrium?

(A) Price for each firm is above marginal cost.

(B) Price for each firm is equal to average total cost.

(C) Each firm produces at an output for which marginal cost equals marginal revenue.

(D) Profit ('economic' or 'excess') is zero.

(E) Each firm produces at the minimum point of its average total cost curve.

22. Which of the following is not an assumption used in the model of monopolistic competition?

(A) Each firm produces one specific variety, or brand, of the industry's differentiated product.

(B) The industry contains so many firms that each one ignores the possible reactions of its many competitors when it makes its own price and output decisions.

(C) There is freedom of entry and exit in the industry.

(D) There is symmetry in that each new entrant takes market share equally from existing firms.

(E) Each firm faces a perfectly elastic demand curve and is thus a price taker.

23. Which of the following is an accurate definition of oligopoly?

(A) A market structure in which there are a few big firms competing strategically with each other.

(B) A market in which big oil producers sell their products.

(C) A market in which there are few firms but all are price takers.

(D) A market in which one big firm dominates.

(E) A market is which there is patent protection.

24. Which of the following defines the characteristics of a Nash equilibrium?

(A) Each player has an incentive to cheat on the other.

(B) Each player could improve their situation so long as other players do not change what they are doing.

(C) Each player is doing the best that he/she can, given the strategies currently pursued by the other players.

(D) All players jointly are doing as well as they could by full cooperation.

(E) Each player is unsure of what to do.

Answers

1. A

2. B

3. E

4. A

5. C

6. C
7. D

8. C

9. A

10. C

11. A

12. A

13. C

14. C

15. B

16. D

17. A

18. C

19. A

20. B

21. E

22. E

23. A

24. C
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Imperfect Competition Multiple Choice

1. A monopolist’s marginal revenue curve:

a. decreases as more units are sold

b.  increases as more units are sold

c.  is controlled by the monopoly

d.  is a horizontal line

2. A firm in monopolistically competitive competition:

a. Earns positive economic profits in the long run because it sells differentiated products

b. Earns zero economic profits in the long run because of free entry

c. Earns zero economic profits because of the constant returns to scale technology in monopolistic competition

3. If a monopoly is maximizing profits:

a. Price will always be greater than average cost

b. Price will always be equal to marginal cost

c. Price will always be greater than marginal cost

d. Price will always equal marginal revenue

4. The demand curve of a monopoly is ________________, while the demand curve of a  perfectly competitive firm is _________________:

a. Downward sloping, downward sloping

b. Upward sloping, downward sloping

c. Downward sloping, upward sloping

d. Horizontal, upward sloping

e. Downward sloping, horizontal

5. Mr. Paul's Bakery, a monopolistically competitive firm, is incurring a

loss. This firm will produce as long as

(a) marginal revenue is greater than marginal cost.

(b) price is greater than or equal to average variable cost.

(c) price is greater than or equal to average fixed cost.

(d) marginal revenue is greater than or equal to average variable cost.

6. The feature that distinguishes monopolistic competition from perfect

competition is that monopolistically competitive firms are 

(a) large relative to the market. 

(b) price takers. 

(c) able to block the entry of other firms. 

(d) able to differentiate their product

7. The Rare Bird Company has a monopoly in the sale of macaws in Iowa.

When the Rare Bird Company sells 3 macaws its marginal revenue is $30.

When the Rare Bird Company sells 4 macaws its marginal revenue will be

 (a) less than $30.

(b) greater than $30.

(c) equal to $30.

(d) greater than $30 if demand is elastic and less than $30 if demand is     

    inelastic.

8.  Relative to a competitively organized industry, a monopoly 

 (a) produces more output, charges higher prices and earns economic 

    profits. 

(b) produces less output, charges lower prices and earns economic profits. 

(c) produces less output, charges lower prices and earns only a normal

    profit. 

(d) produces less output, charges higher prices and earns economic

    profits.

9. In which of the following market models do individual firms exert no control over product price?

(a) Oligopoly

(b) Monopoly

(c) Monopolistically competition

(d) Pure competition

Use the following to answer questions 10-12:
 
Answer the next question(s) on the basis of the following information for a pure monopolist
[image: image9.png]lotal  Froduct
Ouput cost  price

0§50 §500
1 260 30
2 00 230
3 0 am
4 a0 150
5 70 10




     10.    How many units would the above profit-maximizing monopolist produce? 

A)1 

                B)    2 
                C)    3 
                D)   4  
 


11.    The above monopolist should set its price at: 
 
A)   $300. 
                B)    $250. 
                C)    $200. 
                D)   $15. 
     12.    At its profit-maximizing output, the above monopolist: 
                A)   incurs a loss. 
                B)    earns an economic profit of $250. 
                C)    earns a normal profit of $250. 
                D)   earns an economic profit of $150. 
  

13.   For an imperfectly competitive firm: 
                A)   total revenue is a straight, upsloping line because a firm's sales are independent of product price. 
                B)    the marginal revenue curve lies above the demand curve because any reduction in price applies to all units sold. 
                C)    the marginal revenue curve lies below the demand curve because any reduction in price applies to all units sold. 
                D)   the marginal revenue curve lies below the demand curve because any reduction in price applies only to the extra unit sold. 

     14.    Which of the following is not a barrier to entry? 
                A)   patents 
                B)    X-inefficiency 
                C)    economies of scale 
                D)   ownership of essential resources
15.    Assuming no change in product demand, a pure monopolist: 
                A)   can increase price and increase sales simultaneously because it dominates the market. 
                B)    adds an amount to total revenue which is equal to the price of incremental sales. 
                C)    should produce in the range where marginal revenue is negative. 
                D)   must lower price to increase sales. 
 
 
     16.    Suppose a pure monopolist is charging a price of $12 and the associated marginal revenue is $9. We thus know that:
                A)   demand is inelastic at this price. 
                B)    total revenue is increasing. 
                C)    the firm is maximizing profits. 
                D)   total revenue is at a maximum. 
 
 
     17.    A pure monopolist is selling 6 units at a price of $12. If the marginal revenue of the seventh unit is $5, then: 
                A)   price of the seventh unit is $10. 
                B)    price of the seventh unit is $11. 
                C)    price of the seventh unit is greater than $12. 
                D)   firm's demand curve is perfectly elastic. 
 
 
     18.    An unregulated pure monopolist will maximize profits by producing that output at which: 
                A)   P = MC. 
                B)    P = ATC. 
                C)    MR = MC. 
                D)   MC = AC. 
 
 
     19.    A pure monopolist is producing an output such that ATC = $4, P = $5, MC = $2, and MR = $3. This firm is realizing: 
                A)   a loss that could be reduced by producing more output. 
                B)    a loss that could be reduced by producing less output. 
                C)    an economic profit that could be increased by producing more output. 
                D)   an economic profit that could be increased by producing less output. 
 
 
     20.    If a monopolist's marginal revenue is $3.00 and its marginal cost is $4.50, it will increase its profits by: 
                A)   reducing output and raising price. 
                B)    reducing both output and price. 
                C)    increasing both price and output. 
D) raising price while keeping output unchanged. 

21. When a monopolist produces an additional unit, the marginal revenue generated by that unit must be

(a)  above the price because the output effect outweighs the price effect

(b)  above the price because the price effect outweighs the output effect

(c)  below the price because the price effect outweighs the output effect

(d)  below the price because the output effect outweighs the price effect

22. Which of the following is not a barrier to entry in a monopolized market? 

(a)  A single firm is very large

(b)  The government gives a single firm the exclusive right to produce some good

(c)  The costs of production make a single producer more efficient than a large number of producers

(d)  A key resource is owned by a single firm

23. A firm whose average total cost continually declines at least to the quantity that could supply the entire market is known as a

(a)  natural monopoly

(b)  perfect competitor

(c)  government monopoly

(d)  regulated monopoly

24. Compared to a perfectly competitive market, a monopoly market will usually generate

(a)  higher prices and lower output

(b)  higher prices and higher output

(c)  lower prices and lower output

(d)  lower prices and higher output

25. A monopoly is able to continue to generate economic profits in the long run because 

(a)  potential competitors sometimes don't notice the profits

(b)  there is some barrier to entry to that market

(c)  the monopolist is financially powerful

(d)  antitrust laws eliminate competitors for a specified number of years

(e)  of all of the things described in these answers

26. If regulators break up a natural monopoly into many smaller firms, the cost of production 

(a)  will rise

(b)  will fall

(c)  will remain the same

(d)  could either rise or fall depending on the elasticity of the monopolist's supply curve

27. A monopoly with a straight, downward sloping demand curve has a marginal revenue curve that is

(a) upward sloping

(b) halfway between the demand curve and the vertical axis

(c) initially downward sloping and then upward sloping

(d) parallel to the demand curve

(e) parallel to the vertical axis

28. In an oligopoly market, firms 

(a) cannot earn economic profits

(b) are interdependent

(c) are not subject to antitrust legislation

(d) are large in number

(e) have no market power

29. Relative to a competitive product market with the same costs, a monopoly can be expected to involve

(a) higher-quality products

(b) lower prices

(c) higher production levels

(d) more firms

(e) more deadweight loss 

30. Which of the following characteristics do long-run perfect competition and long-run monopolistic competition have in common?

(a) homogenous products

(b) efficient production

(c) P=MC

(d) zero profit

31. When the marginal cost curve shifts up for the dominant firm in the kinked demand curve model, the quantity the firm produces will:

(a) rise

(b) fall

(c) stay the same

(d) there is not enough information to answer this question

32. In all of the models of an oligopoly, the one thing in common was that the firm would produce less and charge more than a perfectly competitive firm does.

(a) true

(b) false

(c) there is not enough information to answer this question

33. Which of the following describes what will happen to market price and market quantity if firms in a competitive market band together to form a cartel?

 

            Price                Quantity
      a.   Decrease          Decrease

      b.   Decrease          Increase

      c.   Increase           Increase

      d.   Increase           Decrease

      e.   Increase           No Change
34. Imperfectly competitive firms may allocate resources inefficiently because they produce at a level of output where…

      a.   average total cost is at its lowest point.

      b.   price equals marginal revenue.

      c.   marginal revenue is greater than marginal cost.

      d.   price equals marginal cost.

      e.   price is greater than marginal cost.

35.   Which of the following is true about firms in the long run?

      a.   Perfectly competitive firms reach a long run equilibrium where TR>TC.

 b.   Oligopoly firms reach a long-run equilibrium because there is competition in their market.

      
c.   Monopolistically competitive firms cannot reach a long-run equilibrium because of product loyalty.

      
d.   Oligopoly markets do not reach a long-run equilibrium because there is only one firm.

      
e.   Monopolistically competitive firms reach a long-run equilibrium because it is easy to enter and exit their market.

36) Which characteristic is likely a part of a monopoly market but not of monopolistic competition?

a) Differentiated products

b) Patents and copyrights

c) Possibility of profit in the short run

d) Dead weight loss exists

37) Which of these situations is not an example of price discrimination?

a) Bret works nights so he chooses to buy bread at 7 a.m. instead of 7 p.m.

b) Bob and Nancy each receive a “$1 off” coupon, but Bob redeems it while Nancy does not

c) Katie buys 12 cokes for $3. Josh buys one coke at a time for $1

d) Megan goes to the matinee show and pays $6 but Alex goes to the evening show and pays $13

38) Dead weight loss occurs in

a) Monopolistic competition as P>MC

b) Monopoly markets because P>MC

c) Oligopoly markets because P>MC

d) all of the above

39) An industry described as an oligopoly would most likely have

a) Normal profits in the long run

b) No opportunities for collusive behavior

c) Significant barriers to entry

d) Price-taking behavior

e) One firm with no close rivals

40) Which is true of monopolistic competition? 

a) Firms earn long-run economic profits

b) P=MR=MC=ATC

c) Firms spend money to differentiate and advertise their products

d) In the long run the market is allocatively efficient

e) Excess capacity is eliminated in the long run

41) If firms are entering an industry that is monopolistically competitive, we would expect

a) The demand for existing firms to shift rightward

b) The market price of the product to increase

c) The demand for existing firms to become more inelastic

d) Economic profits to rise for all firms

e) The demand for existing firms to shift leftward

42) Monopolistic competition is said to be productively inefficient because

a) The long run price is above the minimum average total cost

b) Long-run profits are positive

c) Firms engage in collusive behavior

d) There exist no barriers to entry

e) There exist diseconomies of scale

43) One of the reasons the government discourages and regulates monopolies is that

a) Producer surplus is lost and consumer surplus is gained

b) Monopoly prices ensure productive efficiency, but cost society allocative efficiency

c) Monopoly firms do not engage in significant research and development

d) Consumer surplus is lost with higher prices and lower levels of output

e) Lower prices and higher levels of output create dead weight loss

44) Which of the following is most likely to be true in the long-run for a monopoly firm?

a) P=MR=MC=ATC

b) P=MR=MC>ATC

c) P>MR=MC=ATC

d) P=MR>MC=ATC

e) P>ATC>MR=MC

45) Monopoly dead weight loss if the result of

a) Setting the price above MC

b) Setting the price above ATC

c) Monopoly output being greater than the competitive output

d) Long-run normal profits

e) MR=MC

46) Which of the following is a characteristic of a monopoly market?

a) Firms produce a homogenous product

b) Barriers to entry exist

c) Firms are price-taking profit maximizers

d) Dead weight loss is eliminated through entry of competing firms in the long run

e) In the long run the firm earns normal profits

47) A monopolist may be able to maintain long-run positive profit due to

a) Dead weight loss

b) Economies of scale in production

c) A price that is set equal to ATC

d) Perfectly elastic demand for the product

e) Entry of new firms that keep the price high

48) The monopolistically competitive price is above marginal revenue because

a) Firms have differentiated products

b) Firms are price takers

c) Firms produce a homogenous product

d) The market is allocatively efficient

e) Profits are normal in the long run

49) A monopsony employer hires up to the point where

a) Wage=MFC

b) MFC=MPL

c) MFC= Marginal Revenue Product of Labor

d) Wage= Marginal Revenue Product of Labor

e) Wage = Price of the good produced by the labor

50) A cartel is often the result of

a) Perfectly competitive firms that agree to produce a homogenous product

b) Oligopoly competitors that agree to restrict output to maximize joint profits

c) A monopoly that has been regulated by the government

d) A natural monopoly that has evolved into a perfectly competitive industry

e) Monopolistically competitive firms that have agreed to earn normal profits in the short run

Answers

	1) A
	2) B
	3) C
	4) E
	5) B

	6) D
	7) A
	8) D
	9) D
	10) C

	11) C
	12) B
	13) C
	14) B
	15) D

	16) B
	17) B
	18) C
	19) C
	20) A

	21) C
	22) A
	23) A
	24) A
	25) B

	26) A
	27) B
	28) B
	29) E
	30) D

	31) D
	32) A
	33) D
	34) E
	35) E

	36) B
	37) A
	38) D
	39) C
	40) C

	41) E
	42) A
	43) D
	44) E
	45) A

	46) B
	47) B
	48) A
	49) C
	50) B
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