Economics 2010 – Microeconomics

Practice Exam – 4 

Dr. Goodman – Sections 007 – 012


.
One characteristic of an oligopoly market structure is:


a.
firms in the industry are typically characterized by very diverse product lines.


b.
firms in the industry have some degree of market power.


c.
products typically sell at a price that reflects their marginal cost of production.


d.
the actions of one seller have no impact on the profitability of other sellers.

Imagine a small town in which only two residents, Tony and Jill, own wells that produce water for safe drinking. Each Saturday, Tony and Jill work together to decide how many gallons of water to pump, bring the water to town, and sell it at whatever price the market will bear. To keep things simple, suppose that Tony and Jill can pump as much water as they want without cost; therefore, the marginal cost of water equals zero.


The weekly town demand schedule and total revenue schedule for water is reflected in the table below.


Weekly

Weekly


Quantity

Total Revenue


(in gallons)
Price
(and Total Profit)


0
$12
$0


10
11
110


20
10
200


30
9
270


40
8
320


50
7
350


60
6
360


70
5
350


80
4
320


90
3
270


100
2
200


110
1
110


120
0
0


.
As long as Tony and Jill operate as a profit-maximizing monopoly, what will their weekly revenue equal?


a.
$200


b.
$270


c.
$350


d.
$360


.
When an oligopoly market is in Nash equilibrium,


a.
market price will be different for each firm.


b.
firms will not behave as profit maximizers.


c.
a firm will choose its best pricing strategy, given the strategies that it observes other firms taking.


d.
a firm will not take into account the strategies of competing firms.



.
Equilibrium quantity in markets characterized by oligopoly are


a.
higher than in monopoly markets and higher than in perfectly competitive markets.


b.
higher than in monopoly markets and lower than in perfectly competitive markets.


c.
lower than in monopoly markets and higher than in perfectly competitive markets.


c.
lower than in monopoly markets and lower than in perfectly competitive markets.


.
The prisoners’ dilemma provides insights into the


a.
difficulty of maintaining cooperation.


b.
benefits of avoiding cooperation.


c.
benefits of government ownership of monopoly.


d.
ease with which oligopoly firms maintain high prices.


.
In a game, a dominant strategy is, by definition,


a.
the best strategy for a player to follow only if other players are cooperative.


b.
the best strategy for a player to follow, regardless of the strategies followed by other players.


c.
a strategy that always leads to a Nash equilibrium.


d.
a strategy that leads to one player’s interests dominating the interests of the other players.

Two discount superstores (Ultimate Saver and SuperDuper Saver) in a growing urban area are interested in expanding their market share. Both are interested in expanding the size of their store and parking lot to accommodate potential growth in their customer base. The following game depicts the strategic outcomes that result from the game. Growth-related profits of the two discount superstores under two scenarios are reflected in the table below.

	
	
	SuperDuper Saver
	

	
	
	Increase the size of store and parking lot
	Do not increase the size of store and parking lot

	Ultimate Saver
	Increase the size of store and parking lot
	SuperDuper Saver = $50

Ultimate Saver = $65
	SuperDuper Saver = $25

Ultimate Saver = $275

	
	Do not increase the size of store and parking lot
	SuperDuper Saver = $250

Ultimate Saver = $35
	SuperDuper Saver = $85

Ultimate Saver = $135



.
The dominant strategy is to increase the size of its store and parking lot for


a.
SuperDuper Saver, but not for Ultimate Saver.


b.
Ultimate Saver, but not for SuperDuper Saver.


c.
both stores.


d.
neither store.


.
When this game reaches a Nash equilibrium, the dollar value of growth-related profits will be


a.
Ultimate Saver $35 and SuperDuper Saver $250.


b.
Ultimate Saver $65 and SuperDuper Saver $50.


c.
Ultimate Saver $275 and SuperDuper Saver $25.


d.
Ultimate Saver $135 and SuperDuper Saver $85.



.
Very often, the reason that players can solve the prisoners’ dilemma game and reach the most profitable outcome is that


a.
each player tries to capture a large portion of the market share.


b.
the players play the game not once but many times.


c.
the game becomes more competitive.


d.
All of the above can solve the prisoners dilemma.

Consider two cigarette companies, PM Inc. and Brown Inc. If neither company advertises, the two companies split the market. If they both advertise, they again split the market, but profits are lower, since each company must bear the cost of advertising. Yet if one company advertises while the other does not, the one that advertises attracts customers from the other.


.
What will these two companies do if they behave as individual profit maximizers?


a.
Neither company will advertise.


b.
Both companies will advertise.


c.
One company will advertise, the other will not.


d.
None of the above are correct; there is no way of knowing without more information.


.
In a monopolistically competitive industry, price is


a.
equal to marginal cost since each firm is a price taker.


b.
below marginal cost since each firm is a price taker.


c.
above marginal cost since each firm is a price setter.


d.
always a fraction of marginal cost since each firm is a price setter.


.
The profit-maximizing rule for a firm in a monopolistically competitive market is to select the quantity at which


a.
marginal revenue is equal to marginal cost.


b.
average total cost is equal to marginal revenue.


c.
average total cost is at its minimum value.


d.
average revenue exceeds average total cost.
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.
Which of the graphs shown would be consistent with a firm in a monopolistically competitive market that is earning a positive profit?


a.
panel a


b.
panel b


c.
panel c


d.
panel d


.
If firms in a monopolistically competitive market are earning positive profits,


a.
firms will likely be subject to regulation.


b.
barriers to entry will be strengthened.


c.
some firms must exit the market.


d.
new firms will enter the market.

[image: image2.png]Price

Price

MR

Quantity

MR

Quantity

Price

MC
ATC

Quantity

\ //A:)C

Quantity





.
Panel (a) shows a profit-maximizing monopolistically competitive firm that is


a.
earning a zero profit.


b.
in long-run equilibrium.


c.
charging a price that is equal to average total cost.


d.
All of the above are correct.


.
Which of the panels shown could characterize short-run equilibrium for a firm in a monopolistically competitive market?


a.
panel a


b.
panel b

c. panel c

d. All of the above are correct.


.
In the long run, a firm in a perfectly competitive market operates at


a.
efficient scale and a monopolistically competitive firm operates at efficient scale.


b.
efficient scale and a monopolistically competitive firm operates with excess capacity.


c.
excess capacity and a monopolistically competitive firm operates with excess capacity.


d.
excess capacity and a monopolistically competitive firm operates at efficient scale.



.
A firm in a monopolistically competitive market is similar to a monopoly in the sense that


(i)
they both face downward-sloping demand curves.


(ii)
they both charge a price that exceeds marginal cost.


(iii)
both markets are characterized by free entry and exit.


a.
(i) only


b.
(ii) only


c.
(i) and (ii)


d.
(i) and (iii)


.
Suppose that monopolistically competitive firms in a certain market are experiencing losses. In the transition from this initial situation to a long-run equilibrium,


a.
the number of firms in the market decreases.


b.
each incumbent firm experiences a decrease in demand for its product.


c.
each firm experiences upward shifts of its marginal-cost and average-total-cost curves.


d.
All of the above are correct.


.
A monopolistically competitive firm faces the following demand curve for its product:

	Price ($)
	10
	9
	8
	7
	6
	5
	4
	3
	2
	1

	Quantity
	2
	4
	6
	9
	10
	12
	14
	16
	18
	20



The firm has total fixed costs of $20 and a constant marginal cost of $2 per unit. The firm will


a.
produce nine units; firms will enter the market in the long run.


b.
produce 10 units; firms will enter the market in the long run.


c.
produce 12 units; firms will enter the market in the long run.


d.
produce 10 units; firms will exit the market in the long run.


.
When firms in a monopolistically competitive market engage in price-related advertising, defenders of advertising argue that


a.
the quality of products sold in the market always increases.


b.
customers are less likely to be informed about other characteristics of the product.


c.
new firms are discouraged from entering the market.


d.
each firm has less market power.


.
Because a firm’s demand for a factor of production is derived from its decision to supply a good in the market, we call this type of demand


a.
differentiated demand.


b.
secondary demand.


c.
derived demand.


d.
hybrid demand-supply.


.
Which of the following best illustrates the concept of “derived demand?”


a.
An increase in the wages of autoworkers will lead to an increase in the demand for robots in automobile factories.


b.
An automobile producer's decision to supply more cars will lead to an increase in the demand for automobile production workers.


c.
An automobile producer's decision to supply more minivans results from a decrease in the demand for station wagons.


d.
An increase in the price of gasoline will lead to an increase in the demand for small cars.

Gertrude Kelp owns three boats, which participate in commercial fishing for fresh Pacific salmon off the coast of Alaska. As part of her business she hires a captain and several crewmembers for each boat. In the market for fresh Pacific salmon, there are thousands of firms like Gertrude’s. While Gertrude usually catches a significant number of fish each year, her contribution to the entire harvest of salmon is negligible relative to the size of the market.


.
Based on the given information, it is likely that Gertrude’s firm has


a.
some influence over the wages paid to crewmembers, but no influence over the price of salmon.


b.
some influence over the price of salmon, but no influence over the wages paid to crewmembers.


c.
some influence over both the price of salmon and over the wages paid to crewmembers.


d.
no influence over either the price of salmon or over the wages paid to crewmembers.


.
If hiring more workers results in each additional worker contributing successively smaller amounts of output, then


a.
diminishing profitability is present.


b.
diminishing marginal cost is present.


c.
diminishing marginal product is present.


d.
increasing marginal product is present.


.
A competitive, profit-maximizing firm hires workers up to the point where the


a.
marginal product equals zero.


b.
marginal revenue product equals zero.


c.
marginal product equals the wage.


d.
value of the marginal product equals the wage.


.
If the price of airline tickets falls, what will happen to the demand curve for flight attendants?


a.
It will shift upward.


b.
It will shift to the left.


c.
It will shift to the right.


d.
It will remain unchanged; price changes do not shift demand curves.

Use the following table to answer questions 28 through 30.

	Number of Workers
	Output
	Marginal Product 

of Labor
	Value of Marginal Product 
of Labor
	Wage
	Marginal Profit

	0
	0
	
	
	
	

	1
	100
	
	$1,000
	$500
	$500

	2
	
	80
	$800
	$500
	

	3
	
	60
	
	$500
	$100

	4
	280
	
	$400
	$500
	

	5
	
	20
	
	$500
	



.
What is the market price of the final good?


a.
$5


b.
$6


c.
$8


d.
$10



.
It is apparent from this table that increasing marginal product


a.
occurs only after the first worker is hired.


b.
occurs only after the second worker is hired.


c.
occurs only after the third worker is hired.


d.
never occurs.


.
To maximize its profit, how many workers will the firm hire?


a.
2


b.
3


c.
4


d.
5
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.
The value of the marginal-product curve shown in this figure is the same as which of the following?


a.
the labor-supply curve


b.
the labor-demand curve


c.
the marginal-revenue curve


d.
the total-revenue curve


.
What does an upward-sloping supply curve mean?


a.
It means that workers prefer to buy more leisure time when their incomes increase.


b.
It means that workers prefer to supply less labor when wages are high.


c.
It means that an increase in the opportunity cost of leisure leads workers to increase the quantity of labor they supply.


d.
All of the above are correct.
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.
If the apple pickers start working fewer hours (by taking more vacation time), the equilibrium wage will


a.
fall below w1 due to a shift in demand.


b.
fall below w1 due to a shift in supply.


c.
rise above w1 due to a shift in demand.


d.
rise above w1 due to a shift in supply.


.
Both theory and history point to a close relationship between increases in


a.
labor demand and increases in labor supply.


b.
labor demand and decreases in real wages.


c.
the productivity of labor and increases in real wages.


d.
interest rates and decreases in real wages.


.
As a result of a severe flooding, a farmer loses one half of his productive farmland. He should expect to see the marginal productivity of his remaining land


a.
increase.


b.
remain unchanged.


c.
decrease, but remain positive.


d.
decrease and become negative.







� ANSWER: b.	Firms in the industry have some degree of market power.


TYPE: M DIFFICULTY: 2 SECTION: 16.1





� ANSWER: d.	$360


TYPE: M DIFFICULTY: 2 SECTION: 16.2





� ANSWER: c.	a firm will choose its best pricing strategy, given the strategies that it observes other firms taking.


TYPE: M DIFFICULTY: 2 SECTION: 16.2





� ANSWER: b.	higher than in monopoly markets and lower than in perfectly competitive markets.


TYPE: M DIFFICULTY: 1 SECTION: 16.2





� ANSWER: a.	difficulty of maintaining cooperation.


TYPE: M DIFFICULTY: 2 SECTION: 16.3





� ANSWER: b.	the best strategy for a player to follow, regardless of the strategies followed by other players.


TYPE: M DIFFICULTY: 2 SECTION: 16.3





� ANSWER: c.	both stores.


TYPE: M DIFFICULTY: 2 SECTION: 16.3





� ANSWER: b.	Ultimate Saver $65 and SuperDuper Saver $50.


TYPE: M DIFFICULTY: 2 SECTION: 16.3





� ANSWER: b.	the players play the game not once but many times.


TYPE: M DIFFICULTY: 2 SECTION: 16.3





� ANSWER: b.	Both companies will advertise.


TYPE: M DIFFICULTY: 2 SECTION: 16.3





� ANSWER: c.	above marginal cost since each firm is a price setter.


TYPE: M DIFFICULTY: 2 SECTION: 17.1





� ANSWER: a.	marginal revenue is equal to marginal cost.


TYPE: M DIFFICULTY: 2 SECTION: 17.1





� ANSWER: c.	panel c


TYPE: M DIFFICULTY: 2 SECTION: 17.1





� ANSWER: d.	new firms will enter the market.


TYPE: M DIFFICULTY: 2 SECTION: 17.1





� ANSWER: d.	All of the above are correct.


TYPE: M DIFFICULTY: 2 SECTION: 17.1





� ANSWER: d.	All of the above are correct.


TYPE: M DIFFICULTY: 2 SECTION: 17.1





� ANSWER: b.	efficient scale and a monopolistically competitive firm operates with excess capacity.


TYPE: M DIFFICULTY: 2 SECTION: 17.1





� ANSWER: c.	(i) and (ii)


TYPE: M DIFFICULTY: 2 SECTION: 17.1





� ANSWER: a.	the number of firms in the market decreases.


TYPE: M DIFFICULTY: 2 SECTION: 17.1





� ANSWER: a.	produce nine units; firms will enter the market in the long run.


TYPE: M DIFFICULTY: 3 SECTION: 17.1





� ANSWER: d.	each firm has less market power.


TYPE: M DIFFICULTY: 2 SECTION: 17.2





� ANSWER: c.	derived demand.


TYPE: M DIFFICULTY: 1 SECTION: 18.1





� ANSWER: b.	An automobile producer's decision to supply more cars will lead to an increase in the demand for automobile production workers.


TYPE: M DIFFICULTY: 2 SECTION: 18.1





� ANSWER: d.	no influence over either the price of salmon or over the wages paid to crewmembers.


TYPE: M DIFFICULTY: 2 SECTION: 18.1





� ANSWER: c.	diminishing marginal product is present.


TYPE: M DIFFICULTY: 1 SECTION: 18.1





� ANSWER: d.	value of the marginal product equals the wage.


TYPE: M DIFFICULTY: 2 SECTION: 18.1





� ANSWER: b.	It will shift to the left.


TYPE: M DIFFICULTY: 2 SECTION: 18.1





� ANSWER: d.	$10


TYPE: M DIFFICULTY: 2 SECTION: 18.1





� ANSWER: d.	never occurs.


TYPE: M DIFFICULTY: 2 SECTION: 18.1





� ANSWER: b.	3


TYPE: M DIFFICULTY: 2 SECTION: 18.1





� ANSWER: b.	the labor-demand curve


TYPE: M DIFFICULTY: 2 SECTION: 18.1





� ANSWER: c.	It means that an increase in the opportunity cost of leisure leads workers to increase the quantity of labor they supply.


TYPE: M DIFFICULTY: 2 SECTION: 18.2





� ANSWER: d.	rise above w1 due to a shift in supply.


TYPE: M DIFFICULTY: 2 SECTION: 18.3





� ANSWER: c.	the productivity of labor and increases in real wages.


TYPE: M DIFFICULTY: 2 SECTION: 18.3





� ANSWER: a.	increase.


TYPE: M DIFFICULTY: 2 SECTION: 18.4








