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Part I:  Multiple Choice (60 points)

Read each question carefully and select the best response.  Circle the appropriate letter of the response and fill in the corresponding circle on your answer sheet. 

1. Monopolistic competition differs from perfect competition in that

a) monopolistic competition has barriers to entry.

b) monopolistic competition allows for economic profits in the long run.

c) monopolistic competitive firms sell a product differentiated through marketing and advertising.

d) all of the above.

2. A firm will hire a resource 

a) until the extra revenue from employing that resource is equal to the extra cost of hiring that resource.

b) as long as the resource brings in a positive amount of revenue.

c) as long as its marginal product is positive.

d) both b and c.

3. The demand for automobile workers will rise if

a) the wage of automobile workers rises.

b) the wage of automobile workers falls.

c) the demand for automobiles rises.

d) both b and c.

4. Oligopoly is a market structure characterized by

a) a horizontal demand curve.

b) a large number of small firms.

c) one single firm and many buyers

d) interdependence among firms in decision making

5. If UPS hires another worker, UPS will be able to deliver an additional 20 packages an hour. The price of each package is $5. The marginal revenue product (MRP) of this additional worker is equal to

a) $5.

b) $100.

c) $4.

d) 20 packages.

6. The U.S. Justice Dept. scrutinizes mergers in industries where the HHI index is already

a) over 10,000.

b) over 1800.

c) over 500.

d) over 100.

7. A permanent price differential for a resources across two alternative uses suggests that

a) there are nonmonetary differences between the two uses.

b) there is a market failure.

c) the resource demand curve has shifted.

d) the resource supply curve has shifted
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8. Consider the graph above.  The profit-maximizing price and output for a firm under monopolistic competition is

a) a price of $2 and a quantity of 30.

b) a price of $1 and a quantity of 20.

c) a price of $3 and a quantity of 30.

d) a price of $3 and a quantity of 20.

9. When the wage increases, a consumer will work more because the opportunity cost of leisure and nonmarket work have risen.  This is known as the

a) substitution effect.

b) income effect.

c) leisure effect.

d) backward-bending effect.

10. For a monopoly, the deadweight loss represents

a) the diversion of consumer surplus to producer profits.

b) the loss of consumer surplus due to the lower output of a monopoly relative to perfect competition.

c) the loss of consumer surplus due to price discrimination.

d) the costs of antitrust regulation.

11. All else being equal, earnings are higher for jobs that

a) involve greater risk or injury or layoff.

b) require greater training or education.

c) are unionized.

d) all of the above.

12. For a monopoly,

a) marginal revenue is less than price (MR <P) due to a downward sloping demand curve.

b) marginal revenue equals price (MR=P) due to a perfectly elastic demand curve.

c) marginal revenue is greater than price (MR >P) due to price discrimination.

d) marginal revenue is less than marginal cost (MR < MC), guaranteeing a profit.

13. In the anti-trust case of the U.S. vs. Microsoft

a) Microsoft was forced to break up portions of its software, browser and operating system businesses.

b) Microsoft was acquitted.

c) the outcome is currently pending on appeal.

d) the case was settled in 2001, with Microsoft agreeing to certain conditions of behavior.

14. When price discrimination occurs

a) the monopolist charges the same profit-maximizing price to all buyers.

b) the firm attempts to convert consumer surplus to economic profit.

c) the buyers with the most inelastic demand will pay the lowest price.

d) both b and c.
15. When firms collude to act as a single monopolist, this is known as

a) price discrimination.

b) a cartel.

c) monopolistic competition.

d) a natural monopoly.

16. A natural monopoly will result when 

a) a firm is granted by the government a patent for the exclusive right to make and sell a product.

b) a firm owns most or all of the natural resources needed to produce a product.

c) there are large fixed costs, so the long-run average cost declines over a wide range of output.

d) all of the above.

17. Under the Clayton Act, it is illegal for firms to prohibit a purchaser from dealing with that firm’s competitor.  This is known as

a) a cartel.

b) price discrimination.

c) price fixing.

d) tying contracts.

18. In order for price discrimination to occur

a) a firm must have some pricing power, i.e. not be a price taker.

b) a firm must be able to identify and separate buyers according to their willingness to pay.

c) a firm must be able to prevent the low-price buyers from reselling to the high-price buyers.

d) all of the above.

19. A legal monopoly results from

a) a patent or copyright.

b) large fixed costs.

c) a cartel

d) price discrimination

20. A feature of oligopoly that makes it similar to monopoly is

a) marginal revenue is equal to price.

b) zero economic profit in the long run.

c) barriers to entry into the industry.

d) all of the above.

Part II:  Short Answer (40 points)
Answer each question in the space provided.  Be sure to answer each question completely. 

1. Why is a monopoly inefficient?  What are the potential benefits to monopolies?

2. Consider the table below

Price of yogurt smoothie = $2.00

	Units of Labor
	Total Product (# of smoothies per hour)
	Marginal Product (MP) of labor
	Marginal Revenue Product (MRP)

	0
	0
	--
	--

	1
	10
	
	

	2
	22
	
	

	3
	32
	
	

	4
	40
	
	

	5
	48
	
	

	6
	53
	
	

	7
	57
	
	

	8
	60
	
	


a) Fill in the MP and MRP columns in the table above.

b) How much labor will the firm hire if the wage = $7/hour?    if the wage = $12/hour?

3. Consider the graph below:
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a. Why does the graph above depict a natural monopoly?
b. In the absence of regulation, what is the profit-maximizing price and quantity for this monopoly?
c. What price and quantity would result under regulation?
4. Contrast monopoly and monopolistic competition in terms of the number of firms, the product, firm entry/exit, and long run economic profit.  (You can do this with a table if you wish.)

































