
Price 

1. 

$75 

$60 

$50 

0 

The 
a. 
b. 
c. 
d. 

50 70 

profit-maximizing 
50 and $75. 
70 and $60. 
50 and $30. 
90 and $50. 

ECONOMICS 1100 EXAM III    

Refer to the graph below to answer questions 1 - 3.

MC 

90 

quantity 

ATC 

AVC 

D 

Quantity 

and price are: 

2. At the profit-maximizing level of output, total cost (TC)
is:
a. 
b. 

C .

d. 

3. At

a.
b.

c.
d.

$1,500. 
$3,000. 
$3,750. 
$4,500. 

the profit-maximizing level of output, this firm: 
incurs an economic loss of $750. 
earns an economic profit of $750. 
incurs an economic loss of $1,500. 
earns an economic profit of $1,500. 

1 



4 -  W h i c h  o L  t h e  l o l l o w L n g  i s  D o t  t r u e  l o r  a  p r o f i L - m a x i m i z i n g
monopolist?
a ,  P r i c e  i s  g r e a t e r  t h d n  m a r g i n a l  r e v e n u e
l -  M > , ^  i  - r  l ! ! . ! r - q !  e q u d a s  1 1 6 r  9  r  t ' a r  L U r L

.  p / d f i f s  @ d r a l  t o i a l  r e v e n u e  m i n u s  b o t a l  c o s t

. ' r  M :  r ^  i n :  I  r a \ r a n , o  i  a  n 1  c ^ t  a r  I  h ^ .  ^ r  i . a

5  .  Monopo f i s t s :
- - ^ - ^ - i -  ^ r ^ f i ' a  i n  i - h A  l na .  d r w d y s  e o r  -  n g  r u n .

b. can maintain short-run economic profi ts in the Long run
i f  ba r r i e rs  to  en t r y  ex i s t .

c. cannot exit the industry in Lhe long run even if  short-
run  economic  l osses  Pers i s t .

d .  p roduce  the  ouLpu t  where  p r i ce  equa ls  marg ina l  cos t .

a  h t h i  a i - i  ^ f  r l i o  l ^ l  l ^ . ' i n ^  i c  :  F , a r  r i c i

a .  D iseconomies  o f  sca le
b- covernment franchises and l icenses
-  e ^ r  6  ^ L m a r c h i n  ^ f .  d }(ey r esource
d .  A11  o f  t he  above
e .  ( b )  a n d  ( c )  o n l y

' 7 .  W h i c h  o l  L h e  f o l l o v , / i n g  i s  o  c h a r a . t e r i s t i c  o f  d
F^n^n^  1  \ r  m :Y l . a i  2

a  r " h 6  h r ^ r l ' t - r  h : c  m : h 1 /  - l ^ < c  c , , l _ r e r  i l l ' r e e

b .  The re  a re  no  ba r r i e rs  fo  en t r y .
^  T } 1 a ' o  c a l l a r c  ^ f  i h a  6 , ^ / t " ^ r

d .  The  demand  cu rve  i s  down0 , ta rd  s lop ing .

B .  T h e  d e f  i n . i n g  c h a r a c c e r i s L i c  o l  a  n a t u r a l  m o n o p o l y  i s :
a .  economies  o f  sca le  ove r  f he  l e .LevanL  range  o f  ouLpu t .
b. diseconomies of scaLe over the relevanL range of

oucpuE.
m a r g i n a l  c o s r  i s  U  s h a p e d  o v a r  t h p  r e l e v a n l  r a n g e  o t
oucpur .

d .  m a r g i n a l  c o s t  i s  c o n s t a n f  o v e r  L h e  r e l 6 v a n F  r d n g e  o f
ou tpu t .

9. The demand curve for a monopoly f irm is:
a .  more  e las t i c  t han  the  i ndus t r y ,  o r  marke t ,  de rnand

curve  fo r  i t s  p roduc t .
b. the same as the industry, or market, demand curwe for

i t s  p roduc t .
c .  l ess  e las t i c  t han  the  i ndus t r y ,  o r  markeL ,  demand

curve  fo r  i t s  p roduc t .
d .  pe r fec t l y  i ne fas t i c  a t  t he  ou tpu t  l vhe r .e  MR=MC.



1 0 .

1 1

If MC is greater chan
monopolist should:
a. increase oubput
b. decrease output
c .  do  no th ing  s ince
d. decrease output

MR, then a profl t-maximi zing

to  i nc rease  p ro f i t .
F ^  I  h ^ ? a a c 6  - , ^ f  i  f

i t  is already maximizingr profi t .
F ^ . i a ^ r a . c 6  - , ^ f  i  i -

Refer to th€ gEalth belaw to attsrer queatioDs 11 aatt 12.

Th j  s  p ro f i  t -max im iz ing  f i rm
output and charge a Plice of
a .  0 '  ;  P , '
b .  Q ,  r  P , .

d .  Q ,  ;  P . .

w i l l  p roduce  -  un i l s  o f

1-2. The deadweight loss of this industry being monopolist ic
tather than perfectfy compeLit ive is equal to the areai

b .
c .
d .

Q,BDQ, .
ADE.

Q,ADQ, .

1 3 Government attempts to reduce Lhe ineff iciency associated
with monopoly in al l  of the fol lowing ways except:
a. enforcing antitrust laws that inclease cornpetit ion.
b. regnrlat ing the pr. ice a monopoly can charge for output.
c. operating the monopoly i tself.
d. lirnitinq the amount of output the monopoly may se1l in

o rde r  t o  l im i t  p ro f i t .



14 .  A  monopo ly  p roduces :
a. more than trhe eff icient levef of output because

m ! ' ^ i n a l  l - \ a n o  I  i  r  o v - o o r : c  h r r ^ ! n :  |  - ^ c l

b .  l ess  than  the  e f f i c i en t  l eve l  o f  ou tpu t  l l ecause
m a r g i n a l  b e n e f i  L  e x c e e d s  m a r g i n a l  . o s t .

c .  more  than  the  e f f i c i en t  1eve1  o f  ou tpu t  because
m a r g j n a l  b e n e f i L  - s  - L e s s  t h a n  m d r g i n d l  c o s L .

d .  l ess  than  the  e f f i c i en t  l eve l  o f  ou tpu t  because
marg ina l  bene f i t  i s  l ess  than  marg ina f  cos t .

I  5  .  P r  i ce  d i sc r  im inac ion  i s  rhe  p racL  -Lce  o t  :
a. charging lower prices in the short run than the long

run .
h  . h a r f t i n a  l ^ L ' a y  n - i . F s  i n  - h F  l o . o  r I n  r h a n  t h e  s h o r c

run.
.  e F l  I  i n n  '  h a  e a m a  n n ^ r r  r .  , l i f f a r p r -  n r i - o c  s e  d - i l l e - r e n L

cusEomers .
r l  e p  I  t  i n o  r n r o  n r r '  n  ' t  i .  ^ - a  m , - l . F f  h ^ .  i n  a n o l h e r

market -

Use the inforrnation in the table b61ow to aoswer the ner<t tt{o
questl,on6.

P r i ce  pe r  un i t  ouan t i l v  Demanded
s72 0

1 0  1
a 2
6 3
4 S
2 5

l b .  F o r  a  m o n o p o l i s L  L h a f  i s  u n a b l e  t o  p r r c e  d i s c r i m . i n a t e ,  L h e
marginal revenue of the 3'" unit is - and the marginal
revenue for the 4" unit is
a .  g 1 B ;  9 1 6
b .  S 6 ;  5 2
c .  $ 2 ;  $ 0
d .  9 2 ;  9 2

:  : h l F  ^  n a r f a . l  L w  ^ r i . F  d i s c ! i m i n a L e
woufd earn total revenue of - if i t 6o1d 4 un-its of
ou tpu t  and to ta f  revenue o f  -  i f  i t  so ld  5  un i ts  o f
ou tpu t .
a .  9 1 6  ;  9 1 0
b .  $ 1 6 ;  S 3 0
c .  g 2 B ;  9 3 0
d .  9 2 B ;  9 1 0



18. An industry dominated by a few large f irms whose pricing and
ou tpu t  dec i s ions  d re  dependenr  on  one  ano lhe r  i s
a .  i 11eg ra1  i n  the  Un i ted  S i :a tes .
b .  o l i g o p o l i s t i c .
-  m ^ n ^ n ^ l  i  c F i  ^

d. more eff icient than a perfectly competit ive industry.

19. The game theory model assumes that:
a .  f  i r .ms  i gno re  r i va l  f i rms '  dec i s ions  when  they  make

their own decisions -
b. f irms anticipate r ivaf f irms' decisions when they nake

the i r  own  dec i s ions .
c. markets are contestable because there are no barriers

EO enc ry .
d .  a  f i rm  w i l f  a fways  fo1 low  the  p r i c i ng  s t ra teg -y  o f  t he

dominant f irm in the industrry.

2A .  When  an  o l i gopo fy  marke t  i s  i n  a  Nash  equ i l i b r i um:
a .  marke t  p r i ce  w i l l  a lways  be  d i f f e ren t  f o r  each  f i r rn .
b .  l nd i v idua l  f i rms  w i l l  no t  behave  as  p ro f i t  max im ize ts .
c .  each  f i r n  chooses  i t s  bes t  s t ra tegy  g i ven  the

straLegies that the other f irms have chosen
d. average total cost equals marginaf revenue.

UEe th6 inforrutioa below !o analter th€ nerats queation.

SLrppose thaL two Laundry detergent producers, Proctor &
CanJc Ie  (P&G)  and  Leve r  B ro the rs ,  a re  aE tempt ing  Lo  i nc rease
the i r  p ro f i t s .  Each  i s  cons ide r ing  adve r t i s i ng ,  bu t  i s
concerned about what Lhe other wil l  do. The results of their
decisions are shown below.

P&C

l-evcr

Advenrse Don t Advenise

Advedise P&Gpro f i t s=$3b
Lrver profits = $3b

P&Gpro f i t s=$2b
I-ever profits = $5b

Don't Advcrtise P&Gpro f i rs=$5b
kver protlts - $2b

P&Gpro f i rs  =$4b
I-evcr profits = $4b

2L. When Lhis game reaches a Nash equil ibrium, P & G wil l  earn a
p ro f i L  o f  -  and  Leve r  w i l l  ea rn  a  p ro f i t  o f  - .
a .  $ 4  b i L l i o n ;  $ 4  b i l t i o n .
b .  $ 3  b i l l i o n ;  $ 3  b i f l i o n .
c .  5 5  b i  I  l i o n :  $ 2  b i l  i o n .
d .  $ 2  b i l l i o n ;  $ 5  b l 1 L i o n .



22. Mutual interdependence means that each ol igopolist ic f irm:
a .  f aces  a  pe r fec t l y  e las t i c  demand  fo r  i t s  p roduc t .
b. must consider the reactions of i ts r ivals when it

de t  e .L  m ines  i Ls  p r i ce  po1 . i cy .
c .  p roduces  a  p roduc t  i den t i ca l  t o  t hose  o f  iCs  r i va l s .
d  n r6d , , . c<  F  n rod l c t  s im i l a r  bu t  noL  i den t i ca l  t o  Lhe

produc ts  o f  i t s  r i va l s .

23. came theory is especiafly relevant to understandj 'ng:
'  a^ t  I  v  . ^Fnp-  i t i ve  ma- rKe ts .

l - ,  6 ^n^n^  1 r '  ma rL6 i  c

-  ^ 1 i  - ^ - ^  \ /  m > r L a i - c

d. none of the above is correcc.

24 -  A  ca rLe1  i s  an  o rgan iza t i on  o f  f i rms :
Lha t  a f tempLs  to  dec rease  toLa l  {o r  i ndusL ry )  demand
fo r  t he i r  p roducL .

l - ,  . h i r  r F . r r r . p c  ^ r r t - n , , -  r n . r  - r i  c p e  n ,  : . a  i n  ^ n  e l f o r t  ! o
i  n . . F : c a  i n i n r  n r o f i  c s .

c .  domina ted  by  one  f i rm ,  wh ich  i s  usua l l y  re fe r red  to  as
the  p r i ce  l eade t .

d .  t ha t  de l i be ra te l y  a t tempts  to  d i s r .up t  t he  marke t  f o r
Po I j  t  i ca l  r  easons  .

25 .  Car te l s  a re  o f ten  sho r t -1 i ved  because :
a .  l aws  o f ten  p roh ib i t  exp l i c i t  co l l us i ve  ag reemen ts  among

compe t i t o rs .
b .  se l f - i n te res t  o f ten  con f l i c t s  w i th  coope ta t i on .
c .  i t  i s  d i f f i cu l t  Lo  en fo rce  ag reenen ts  reached  by  ca r teL

mernlcers.
d .  a1L  o f  t he  above  a re  co r recL .

26. One dlfference between ol igtopoly and monopolisbic competit lon
i s  t h a t :
a- under ol igtopoly, f irms choose their best strateqy

w i r h o u t  c o n s j d e r a l  i o n  i o  L h e  s f t d L e g - i e s  . h o s e n  b y
oEners .

b. fewer f irns compete in ol igopolies than in monopolisLic
competi t ion.

c. in monopolist ic competit ion, the products are
iden t i ca l .

d. monopolist ic competit ion has many barriers to entry

2'/.  A mar:ket charactetized by many f irms producing
d i f f e r e n t i a L e o  p r o d u ^ t s  a n d  e n L r y  a n d  e x i L  a r e  l e l a L i v e l y
e a s y  i s :
a .  o l i g ropo f i s t i c .
h  n F r  ' F . l  I  v  ^ o m n a r i t i v e .

c .  monopo l  i  s t i c .
d .  monopo l i  s t i ca l  l y  compe t i t i ve .



28- A.n important similari ty between a monopoli st ical ly
c o m p e E i t i v e  t  i r m  a n d  a  m o n o p o l i s L  j s  L h a l  b o r h :
a .  r e a l i z e  a n  e c o n o m i c  p r o f i t  i n  t h e  . t o n q  r u n .
b. fai l  to produce where P = MC, result ing in deadweight

1 o s s .
c. face demand curves which are petfectfy inelastic.
A  F a . a  c i d n i  !  i - ^ n '  h ^ r r i a r c  r .  F n r  r \ /

2 9 .  S u p p o s e  a t  c h e  p r o L - i L  m a x i m i z i n g ' l o s s  m i n j m i z i n g  t e v e . L  o f
ou tpu t ,  P  =  $10 ,  ATC =  $13 ,  and  AVC =  S11 .  A  f i rm  in  th i s
pos i t i on  wou ld :
a, earn a short-run economic profi t ,  so iE should continue

,  ^  ^ r^ / r  . -a  , . ,hora  MR _  MC.

b. in the short run minimize its losses by shutt ing down
aEs  ope raE lons  .

c. in the short run minimize its losses by continuing to
nrndf l .c  uhFrF r ' ' lR -  MC.

d .  conL inue  to  p roduce ,  bu t  cu l  back  p roduc l i on  to  a  po in t
where MR < MC to reduce production costs.

30 .  Compared  to  a  monopo l i s t ,  a  monopo l i s t i ca l l y  compe t iL i ve
f i rm  p roduces  a  good  w i th  subs t i t u tes ,  so  i t  has
a  _  e las t i c  demand  cu rve .
a ,  f ewer ;  more
b .  f ewer ;  l ess
c .  more ;  more
d .  more ;  l ess

m ^ n ^ h ^ l i c i - i ^ : l l  i r i l t a  f i t m  ^ ^ < i l - i I F

a - ^ n ^ m i ^  ^ r ^ f i i  i n  i - h a  c h ^ , ,  r , , n  i F  u , i  I  |  ; .  r h e  1 ^ n d  r r n '

a. earn posit ive economic profi ts because of barriers to
entry.

b. earn a nornal profi t  (zero economic profi t) due to the
absence of bart iers to entry.

c. earn an economic loss because there are no barriers to

d .  e x i  c  r h e  i n d u s t r y

32 .  I n  Lhe  l ong  run ,  a  monopo l i s t i ca l l y  compe t i t i ve  f i r rd  w i l l
produce where:

llc = t4R - P r ATc.
b .  M C = M R < A T C = P .
C .  M C = M R = P = A T C .
d .  M C = M R = A T C < P .



13. Tn a gr.aph i l lustrating a perfectly competit ive labor market,
the supply curve of labor for the individual f irm is

and the tDarket supply curve of labor is -
a  n o r r a - r ' 1 1 '  a l z c F i ^ .  r r n l ' - r , ' l  c l ^ ^ i n ^

b .  p e r f e c r  l y  i n e l a s L ; c ;  u p w a r d  s l o p i n g
c -  L p w a  r d - s  l o p  i  n g ;  u p w a r d - s l o p i n g
d .  u p w a r d - s l o p i n g ;  p e r  f e c '  l y  e l a s t i c

34. The demand for: fabor.:
a. is derived from the demand for the outout the labor

helps produce.
b- cannot be analyzed using conventional supply and denand

graphs.
c. depends on the cost of labor.
d. j"s per:fectfy elastic for the market as a who1e, but

downlvard-sloping for an indiwidual enployei.

35. A decrease in the Ea-rket supplv of labor wil l
equil ibrium vrage and cause a r  n 6 7 F a ^ t l  \ .

competit ive f irm's value of the marginal product curve.
a .  ra i se ;  sh i f t  i n
b. raise; movement afong
c .  l ower ;  sh i f t  i n
d. lowet; movemenc afong

36 .  I f  t he  p r i ce  o f  t e lev i s ions  dec rea€es ,  t he  va lue  o f  t he
marg ina l  p roduc t  o f  wo rke rs  mak ing  Le fev i s ions  w i l I :
a .  dec rease .
b .  i nc rease .
c .  noc  cnange .
d .  r i se  then  fa l l  .

3 ' 7 .  A  compe t i t i ve ,  p ro f i b -nax im iz ing  f i rm  w i f l  choose  to  h i re
w o r k e r s  u p  t o  L h e  p o i n t  i n  w h i c h  r h F  v a l u e  o [  L ] e  n a r o i n a l

p roduc t :
:  h a ^ i  n c  r ^  A 6 ^ . o > c -

b- is equal to the wage.
c .  i s  equa l  t o  ze ro .
d- is equal to tbe price of the grood being pioduced.



• 

Refer to the table below of a firm in a perfectly competitive 
labor market to answer questions 38 - 40. 

(LI (TP=Q) (MP) ( P) 

# of Output {per Marginal Price of 
workers Hour) Product Output 

0 0 ---- $3 

1 9 $3 

2 24 15 $3 

3 30 $3 

4 35 $3 

5 34 -1 $3 

38. Marginal product (MP) of the fourth worker is

39. 

a. 8. 75
b. 10
C. 5
d. 35

Value of 
is 
a. $9
b. $27
C. $15
d. $30

the marginal product (VMP) of the 

(VMP) 

Value of 
Marginal 
Product 

(per hour) 

----

$18 

first worker 

40. According to the table above, if the wage rate is $15 per 
hour, what is the amount of labor that this firm should hire 
to maximize profits?
a. 5 workers
b. 4 workers
c. 2 workers
d. 1 worker. 

9 



1. A

2. B

3. B

4. D

5. B

6. E

7. D

8. A

9. B

10. B

11. B

12. B

13. D

14. B
15. C

16. D

17. C

18. B

19. B

20. C

21. B

22. B

23. C

24. B

25. D

26. B

27. D

28. B

29. B

30. C

31. B

32. B

33. A

34. A

35. B

36. A

37. B

38. C

39. B

40. B

Answer Key:




