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ECONOMICS 232

Exam #4
PART 1 (15 Points): Circle the letter corresponding to the answer that best answers the question, or completes the phrase:

   1)
  Which of the following is the best example of perfectly competitive markets?
A)
automobile manufactures

B)
agricultural markets (ex: corn)

C)
fast food restaurants

D)
public utilities

  2)
  Which of the following is NOT true of perfect competition, as discussed in class?
A)
firms may enter an industry in the short-run

B)
firms may enter an industry in the long-run

C)
firms may exit an industry in the long-run

D)
firms may continue to operate in the long-run

3)
  If profit for a perfectly competitive firm is negative then it must be operating where:

A)
MR>ATC

B)
MR<ATC

C)
MC>ATC

D)
MR=ATC

   4)    A monopoly has two key features, which are:

A)
many firms and barriers to entry for firms
B)
barriers to entry exist for firms and no close substitutes

C)
no barriers to entry exist and no close substitutes

D) 
barrier to entry exist and existence of close substitutes

   5)     It is possible for a monopolist to earn positive economic profit 

A)
never

B)
only in the short-run

C)
only in the long-run

D)
in the short-run and the long-run

   6)
For a perfectly competitive firm, no matter how much the firm produces, price ALWAYS equals

A)
marginal cost

B)
average total cost.

C)
minimum average total cost.

D)
marginal revenue.

   7)
If a firm is earning negative economic profit it will: 

A)
always shutdown immediately.

B)
always continue operating in the short-run.

C)
only operate in the short run if MR>AVC.

D)
only operate in the short-run if MR<AVC.

8)
  Which of following is true about oligopoly?

A)
there is free entry and exit in the long-run.

B)
there is free entry and exit in the short-run.

C)
many firms sell a slightly different product.

D)
only a few firms compete in the industry.

   9)    A single-price monopolist produces 

A)
an inefficient quantity

B)
an efficient quantity

C)     an inefficient quantity in the long-run, and an efficient quantity in the short-run

D)
an inefficient quantity in the short-run, and an efficient quantity in the long-run
 10)
  A Nash equilibrium occurs 

A)    when each player is doing the best they can, given what the other player has chosen

B)
when each player is doing the best they can, through cooperation with the other player

C)
in the long-run in monopolistic competition

D)
and is the same as a cooperative equilibrium

   11)
  Game theory is helpful in understanding

A)
perfectly competitive firms’ price choices 

B)
how firms make decisions when these decisions depend upon other firms decisions

C)
monopoly behavior

D)
why consumers decrease quantity demanded when price rises

   12)
  Which of the following is true of a monopolistically competitive firm?

A)
there are no close substitutes for the good/service

B)
there are only a few firms operating in the industry

C)
there are barriers to entry in the long-run

D)
firms earn zero economic profit in the long-run

   13)    As compared to perfect competition, in the long-run a monopolistically competitive firm will:

A)
set a lower price

B)
sell a larger quantity

C)    set a higher price

D)
sell exactly the same quantity
   14)    As compared to perfect competition, in the long-run a monopolistically competitive firm will:

A)
earn more economic profit
B)
earn the same amount of economic profit
C)    earn less economic profit
D)
earn more or less or exactly the same amount of profit
  15)
 Which of the following is the best example of oligopoly? 

A)
legal services (large city)

B)
automobile manufacturing

C)
automobile sales (large city)

D)
agriculture

PART 2  (40 Points): Answer each part of each question, being careful to show your work.1. 
a.) Suppose industry A has an HHI value of 30 and industry B has an HHI value of 4000.  Compare the competitiveness of the two industries.
b.) Provide and explain a shortcoming of only using the HHI to measure competitiveness.

2.)a.) Fill in the table below, for a monopolistically competitive firm.
	Q
	P
	Total Revenue
	Marginal Revenue
	Total Cost
	Marginal Cost

	0
	5
	
	-----
	1
	-----

	1
	4
	
	
	3
	

	2
	3
	
	
	7
	

	3
	2
	
	
	11
	

	4
	1
	
	
	16
	


b.) At one quantity will the monopolistically competitive firm produce?
c.) Explain in one sentence whether the above firm is operating in the short-run or the long-run.
d.) On the graph below, include an ATC and label the profit maximizing price and quantity for a monopolistically competitive firm in the long-run.

[image: image1]
 e)Agree or disagree with the following statement and explain your answer in one/two sentences: “Monopolistic competition is definitely inefficient since firms produce above the minimum of the average total cost curve.  Consumer’s are definitely worse off because of monopolistic competition.”
3. Coke and Pepsi are deciding on the pricing of 12 packs of cola.  They can either choose to set their prices high (say $4 for a 12-pack) or low (say $2 for a 12-pack).  The table below shows the strategy for each and expected profits (payoffs).

	
	Coke

	
	low price
	high price

	low price
	Profit Coke=$5, 

Profit Pepsi=$5
	Profit Coke=$4
Profit Pepsi=$12

	high price
	Profit Coke=$11
Profit Pepsi=$3
	Profit Coke=$10

Profit Pepsi=$10



a.)  Assuming they make their decisions simultaneously and only once, what is the Nash equilibrium?  Explain your answer in one sentence as to why your choice is a Nash equilibrium.
b.) How might your answer change if Coke and Pepsi expect to play this pricing game again (a repeated game/repeated competition)?  Explain your answer in one sentence.
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