ECON 2106: Exam 3 (Ch14-17)
Student Name___________________________________
Student ID #________________ 
MULTIPLE CHOICE.  Choose the one alternative that best completes the statement or answers the question. 
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The figure above shows a firm's total revenue and total cost curves.
1) 


To maximize its profit, the firm in the figure above produces ________ cans per day and ________. 
A) 


10; earns an economic profit of $29 
B) 


10; earns an economic profit of $2.90 
C) 


more than 10; earns an economic profit 
D) 


between 3 to 5 cans; earns a normal profit 
E) 


0; incurs an economic loss of less than $20 
2) 


Technology reduces the average cost of production, so in the long run
i.
perfectly competitive firms produce at a lower average cost.
ii.
the market price of the good falls.
iii.
firms with older plants either exit the market or adopt the new technology. 
A) 


iii only. 


B) 


i and ii. 


C) 


i only. 


D) 


i and iii. 


E) 


i, ii, and iii. 
3) 


Suppose a perfectly competitive market is in short-run equilibrium. Firms that are incurring a ________ economic loss ________. 
A) 


persistent; exit the industry and shift the market supply curve rightward 
B) 


persistent; increase their output to increase their profit 
C) 


temporary; exit the industry 
D) 


persistent; exit the industry and shift the market supply curve leftward 
E) 


temporary; decrease their production but definitely stay open 
4) 


If a perfectly competitive firm's average total cost is less than the price, then the firm 
A) 


earns an economic profit. 
B) 


earns a normal profit. 
C) 


earns either a normal profit or an economic profit depending on whether the marginal revenue is equal to or greater than the price. 
D) 


incurs an economic loss. 
E) 


None of the above answers is correct because the relationship between the price and average total cost has nothing to do with the firm's profit.  
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The above figure shows a market.
5) 


If the market in the figure above is a profit-maximizing single-price monopoly, consumer surplus is the area ________. 
A) 


BFGH 


B) 


ACE 


C) 


ACG 


D) 


ABH 


E) 


BCD 
6) 


Gene's Car Wash is a natural monopoly. To wash 100 cars a week, if Gene is unregulated, he would charge a price of $10. Gene's average total cost for washing 100 cars is $8, his average variable cost is $6, and his marginal cost is $4. If Gene is regulated using a marginal cost pricing rule, the price he is allowed to charge to wash 100 cars is 
A) 


$6. 


B) 


$4. 


C) 


$8. 


D) 


$400. 


E) 


$10. 
7) 


How should a natural monopoly be regulated under the social interest theory of regulation? 
A) 


by using rate of return regulation 
B) 


by allowing a price that maximizes the profit of the natural monopoly 
C) 


by setting price equal to the average cost of production 
D) 


by using a marginal cost pricing rule 
E) 


by subsidizing other producers to compete with the monopoly 
[image: image3.jpg]Price and cost (dollars per unit)

0 Qi Q2 Q3

Quantity (units per hour)



 
8) 


In the above figure, a perfectly competitive market will have a price of ________ and a single-price monopoly will have a price of ________. 
A) 


P3 and quantity of Q3; P1 and quantity of Q1 
B) 


P1 and quantity of Q1; P2 and quantity of Q2 
C) 


P2 and quantity of Q1; P1 and quantity of Q1 
D) 


P2 and quantity of Q2; P1 and quantity of Q1 
E) 


P2 and quantity of Q2; P3 and quantity of Q1 
9) 


With perfect price discrimination, a monopoly can extract the ________ price each customer is willing to pay and thereby obtain the entire ________ surplus. 
A) 


minimum; producer 
B) 


maximum; consumer 
C) 


maximum; producer 
D) 


minimum; consumer 
E) 


None of the above answers are correct. 
10) 


A single-price monopoly has marginal revenue and marginal cost equal to $19 at 15 units of output where the price on the demand curve is $38. What is the firm's total revenue? 
A) 


$285 
B) 


$570 
C) 


$19 
D) 


$38 
E) 


There is not enough information given to answer the question. 
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11) 


The figure above shows the demand curve, marginal revenue curve, and marginal cost curve. The amount of consumer surplus when the market has a monopoly producer is ________ and the amount of consumer surplus when the market is perfectly competitive is ________. 
A) 


abf; bcd 


B) 


ace; bcd 


C) 


bcd; ace 


D) 


abf; ace 


E) 


ace; abf 
[image: image5.jpg]Price and cost (dollars per pair)

150

100

75

50

25

0 50 100 125 150 200 250
Quantity (Tommy jeans per day)




The figure above illustrates a firm's demand and marginal revenue curves and its cost curves.
12) 


If the firm in the figure above attempted to minimize its average total cost by producing 100 pairs of Tommy jeans per day at an average total cost of $20 per pair and it sold those jeans for $80 per pair, the firm would ________.  
A) 


incur an economic loss 
B) 


achieve an efficient use of resources 
C) 


earn a smaller economic profit than a firm that produced 125 jeans 
D) 


earn a larger economic profit that a firm that produced 125 jeans because the ATC of producing 125 jeans is higher than the ATC of producing 100 jeans 
E) 


earn zero economic profit 
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13) 


The above figure shows a motel engaged in monopolistic competition with other motels. The equilibrium price at this motel is ________ per room. 
A) 


$20 


B) 


$50 


C) 


$30 


D) 


$10 


E) 


$40 
14) 


In monopolistic competition there are ________ barriers to entry, so therefore in the long run, economic profit ________. 
A) 


many; might be earned depending on the degree of product differentiation 
B) 


many; equals zero 
C) 


many; is substantial 
D) 


no; equals zero 
E) 


no; is substantial 
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15) 


The above figure shows a motel engaged in monopolistic competition with other motels. The equilibrium quantity at this motel is ________ rooms per day. 
A) 


100 


B) 


200 


C) 


300 


D) 


400 


E) 


500 
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The figure above shows the market for airplanes.
16) 


Suppose the airplane market is an oligopoly. According to the figure above, the quantity produced can range as high as ________ planes per week and as low as ________ planes per week. 
A) 


12; 0 
B) 


0; 6 
C) 


12; 6 
D) 


6; 12 
E) 


None of the above answers is correct. 
17) 


Economists are skeptical that ________ occurs very often because firms engaging in it are certain to suffer an economic loss for a period of time. 
A) 


predatory pricing 
B) 


inefficient resale price maintenance 
C) 


exclusive dealing 
D) 


efficient resale price maintenance 
E) 


a tying arrangement 
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18) 


Intel and AMD are a duopoly that produce CPU chips. Intel and AMD can conduct R&D or they can not conduct R&D. The table above shows the payoff matrix for the two firms. The numbers are millions of dollars of profit. The Nash equilibrium is for Intel to ________ and for AMD to ________ . 
A) 


conduct R&D; conduct R&D 
B) 


conduct R&D; not conduct R&D 
C) 


not conduct R&D; conduct R&D 
D) 


conduct R&D; either conduct R&D or not conduct R&D, the equilibrium could be either choice for AMD 
E) 


not conduct R&D; not conduct R&D 
19) 


The first antitrust act was ________ passed in ________. 
A) 


the Clayton Act; 1914 
B) 


the Sherman Act; 1890 
C) 


the Rockefeller Act; 1890 
D) 


the Clayton Act; 1890 
E) 


the Clinton Act; 1999 
20) 


Game theory reveals that 
A) 


firms in an oligopoly choose their actions without regard for what the other firms might do. 
B) 


the equilibrium might not be the best solution for the parties involved. 
C) 


each player looks after what is best for the industry. 
D) 


if all firms in an oligopoly take the action that maximizes their profit, then the equilibrium will have the largest possible combined profit of all the firms. 
E) 


firms in oligopoly are not interdependent. 
21) 


The prisoners' dilemma game 
A) 


shows that prisoners are better off if they cooperate. 
B) 


has an equilibrium in which both prisoners are made as well off as possible. 
C) 


shows it is easy to cooperate. 
D) 


has an equilibrium in which one prisoner is made as well off as possible and the other prisoner is made as worse off as possible. 
E) 


would have the same outcome even if the prisoners can communicate and cooperate. 
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22) 


Which of the following is true? In the above figure, if the market is  
A) 


perfect competition, output will be Q3 and price will be P3. 
B) 


a monopoly, output will be Q3 and price will be P3. 
C) 


perfect competition, output will be Q1 and price will be P1. 
D) 


perfect competition, output will be Q2 and price will be P2. 
E) 


a monopoly, output will be Q1 and price will be P3. 
23) 


For a duopoly, the maximum total profit is reached when the duopoly produces 
A) 


more output than the competitive outcome. 
B) 


less output than the monopoly outcome. 
C) 


the same amount of output as the monopoly outcome. 
D) 


an amount of output that lies between the competitive outcome and the monopoly outcome. 
E) 


the same amount of output as the competitive outcome. 
24) 


A Nash equilibrium in the duopoly game 
A) 


occurs when each player takes the best possible action regardless of the strategy chosen by other firms. 
B) 


will always lead to equilibrium in which the firms' total profit is the largest. 
C) 


can occur only if firms cooperate with each other. 
D) 


means that a firm must be able to determine its actions and the actions of its competitor. 
E) 


means that one player has greater market power. 
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25) 


In the above figure, the output of an oligopoly will range between 
A) 


Q1 and Q2. 


B) 


0 and Q2. 


C) 


0 and Q1. 


D) 


Q2 and Q3. 


E) 


Q1 and Q3. 
26) 


Price fixing 
A) 


is allowed only if otherwise a firm would go bankrupt. 
B) 


is one of the business practices prohibited by the Clayton Act. 
C) 


a violation of the law only when it is combined with predatory pricing. 
D) 


always is a violation of the law. 
E) 


is legal if the businesses have received prior clearance from the Justice Department.  
27) 


In monopolistic competition in the long run, firms ________. 
A) 


make an economic profit and require more capacity 
B) 


make zero economic profit and require more capacity 
C) 


make an economic profit and have excess capacity 
D) 


make zero economic profit and have excess capacity 
E) 


incur an economic loss and require more capacity 
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The figure above illustrates a firm's demand and marginal revenue curves and its cost curves.
28) 


The darkened area in the figure above is the 
A) 


firm's total cost. 
B) 


deadweight loss. 
C) 


consumer surplus. 
D) 


firm's economic profit. 
E) 


firm's total revenue. 
29) 


In which of the following ways do advertising and other selling costs affect a firm's cost curves? 
i.
Advertising expenditures increase total fixed costs.
ii.
Selling costs increase total fixed costs.
iii.
Advertising and other selling costs per unit of output decrease as output increases. 
A) 


i and ii 


B) 


iii only 


C) 


i, ii, and iii 


D) 


i and iii 


E) 


i only 
30) 


If a monopoly can perfectly price discriminate, then its marginal revenue curve will be  
A) 


the same as its supply curve. 
B) 


the same as its demand curve. 
C) 


the same as its marginal cost curve. 
D) 


a vertical line at the profit-maximizing quantity of output. 
E) 


undefined because it does not exist. 
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31) 


The above figure represents the market for cable television in Oakland, Florida. Time Warner Communications (TWC) is the sole provider of cable television to the residents of this Central Florida community. If TWC operated under a marginal cost pricing rule, how many households in Oakland are served? 
A) 


20,000 


B) 


30,000 


C) 


10,000 


D) 


50,000 


E) 


40,000 
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The above figure shows a market.
32) 


If the market was a monopoly, the quantity would be ________ and the price would be ________; if the market tis perfectly competitive, the quantity would be ________ and the price would be ________.  
A) 


Q2; P1; Q1; P2 
B) 


Q1; P1; Q2; P1 
C) 


Q1; P1; Q2; P2 
D) 


Q1; P2; Q1; P1 
E) 


Q1; P2; Q2; P1 
[image: image15.jpg]Total revenue and total cost (dollars per hour)

0 | 2 3 4 5 6
Quantity (haircuts per hour)





The figure above shows a  monopoly's total revenue and total cost curves.
33) 


Using the figure above, which of the following statements are correct?
i.
When 3 haircuts are produced, the firm's ATC is $10.
ii.
If the firm charges each customer the same price for a haircut, the price of a haircut is $14.
iii.
The firm's is NOT a perfect competitor. 
A) 


i only 


B) 


ii only 


C) 


i and ii 


D) 


i and iii 


E) 


i, ii, and iii 
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34) 


The figure above shows a perfectly competitive firm. If the market price is $40 per unit, then the firm produces ________ units and has an economic profit that is ________. 
A) 


30; equal to zero because the firm earns a normal profit 
B) 


40; more than $400 
C) 


more than 45; more than $400 
D) 


40; less than $400 
E) 


30; more than $250 
35) 


A permanent decrease in demand definitely 
A) 


creates diseconomies for individual firms. 
B) 


decreases the number of firms in the industry. 
C) 


lowers the market price. 
D) 


shifts a firm's average total cost curve downward. 
E) 


shifts a firm's average total cost curve upward. 
36) 


In the long run, a perfectly competitive firm will 
A) 


produce but incur an economic loss. 
B) 


not produce but not have an economic loss. 
C) 


not produce and will have an economic loss equal to its total fixed cost. 
D) 


be able to earn an economic profit. 
E) 


make zero economic profit.  
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The figure above shows the cost curves and marginal revenue curve for a perfectly competitive firm.
37) 


The firm in the figure above is ________ that is equal to ________. 
A) 


incurring an economic loss; ($5.14 - $3.00) × 7 
B) 


earning an economic profit; $5.14 × 7 
C) 


incurring an economic loss; $5.14 × 7 
D) 


earning an economic profit; ($5.14 - $3.00) × 7 
E) 


earning an economic profit; $3.00 × 7 
38) 


Suppose the price of a can was $5.14. In this case, to maximize its profit the firm illustrated in the figure above would 
A) 


not change its production and would earn an economic profit. 
B) 


increase its production and would incur an economic loss. 
C) 


not change its production and would earn a normal profit. 
D) 


not change its production and would incur an economic loss. 
E) 


increase its production and would earn an economic profit. 
39) 


Based on the figure above, if the firm produces 7 cans per day, the firm ________ maximizing its profit and is ________. 
A) 


is; earning a normal profit 
B) 


is not; incurring an economic loss 
C) 


is; earning an economic profit 
D) 


is; incurring an economic loss 
E) 


is not; earning a normal profit 
40) 


Based on the figure above, what is the price of a can? 
A) 


$3.00 per can 
B) 


$0. 
C) 


$5.14 per can 
D) 


None of the above prices is correct. 
E) 


More information is needed to determine the price of a can. 
SHORT ANSWER.  Write the word or phrase that best completes each statement or answers the question. 
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41) 


The above figure represents Tony's Pizza Parlor, a firm in monopolistic competition.
a. 
What quantity will be produced?
b. 
What price will be charged?
c. 
What is Tony's total cost?
d. 
What is Tony's total revenue?
e. 
What is Tony's economic profit or loss?
f.  
Is this a long-run equilibrium? Why or why not? 
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42) 


Farmer Brown produces corn in a perfectly competitive market. Farmer Brown produces and sells 500 bushels of corn. The market supply and demand curves are illustrated in the above figure.
a. 
What is Farmer Brown's total revenue?
b. 
What is Farmer Brown's marginal revenue? 
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43) 


Acme is a perfectly competitive firm. It has the total cost schedule given in the above table. Acme's product sells for $8.00 per unit. What amount of output is the most profitable and what is Acme's economic profit or economic loss? 
44) 


Draw an example of a firm in monopolistic competition that is earning an economic profit. Be sure to label all the curves. Indicate the area that equals the firm's economic profit. 
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