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The following exam consists of 20 multiple-choice questions. Each question is worth 5 points for a total of 100 points. Please answer each question by picking the option that you think represents the best answer. Enter the relevant letter on the answer sheet provided. If you write more than one letter I will automatically mark it wrong. 

1. In recent months the price of fresh salmon has risen and the quantity sold has fallen. Which of the following events is consistent with this observation?

a. consumers have acquired a renewed taste for fresh salmon

b. the price of meat rose

c. the cost of gasoline fell

d. fresh salmon catches have been down in recent months**

2. In order to maximize profit, a perfectly competitive firm must continue producing until

a. it reaches full capacity

b. the cost of producing the last unit (marginal cost) equals the market price**

c. the cost per unit is maximized

d. the revenue per unit is maximized

3. In the long run, perfectly competitive firms will most likely 

a. suffer economic losses

b. earn positive economic profit due to barriers to entry

c. earn zero economic profit**

d. shut down because of their inability to cover overhead costs

4. A monopolist will maximize profit by producing

a. a large amount of output

b. a large amount of output and charging a very high price

c. until marginal cost equals marginal revenue**

d. until marginal cost equals market price

5. Positive economic profit will most likely persist in the long run in a monopoly due to

a. barriers to entry**

b. a perfectly elastic demand function

c. optimal plant size

d. diseconomies of scale

6. Perhaps the most distinguishing feature of monopolistic competition is

a. barriers to entry

b. homogeneous goods

c. one single seller

d. differentiated products and brand preference**

7. The force that leads to zero economic profit for monopolistically competitive firms in the long run is 

a. entry of new firms into the industry**

b. excessive advertising

c. collusive behavior

d. excess capacity

8.
Two players are going to sell a similar product. Each has a choice of setting a high price or a low price. If they both set high prices, they make $300 each. If they both set low prices, they each make $100. If one sets a low price and the other sets a high price then the player with the low price makes $400, while the player with the high price makes $0. Assuming the two individuals do not collude, the Nash equilibrium in best responses of this game is

a. both choosing high price

b. both choosing low price**

c. one to set high price and the other to set low price

d. there does not exist a Pure Strategy Nash Equilibrium for this game

Refer to the following two-person game for Question 9.  






Player 2





Left 

Right

Player 1
Top

0, 10

0, 10



Bottom
-2, -5

6, 6

9.
Suppose Player 1 moves first and decides on Top or Bottom. Player 2 gets to see Player 1’s choice and then decides on his choice - Left or Right. Then the subgame perfect equilibrium (using backward induction) i.e. the most likely outcome of the of this game is for Player #1 to choose _____ and for Player #2 to choose ________.

a. (Top, Left)

b. (Top, Right)

c. (Bottom, Left)

d. (Bottom, Right)**

10.
Suppose you have the opportunity of investing $1,000 in a specific venture that has 60% 

chance of success and a 40% chance of failure. If it is successful then you will get back $1500 (i.e. $500 more), but if the venture fails then you will lose $400 and get back $600. The expected monetary value of this venture is ____.

a. $500

b. $100

c. $1140**

d. $1000

11.
Suppose you have the opportunity of investing $1,000 in a specific venture that has 60% 

chance of success and a 40% chance of failure. If it is successful then you will get back $1500 (i.e. $500 more), but if the venture fails then you will lose $400 and get back $600.

Your expected utility from $1500 is 50 units, and that from $600 is 25 units. The maximum amount of money that you are willing to pay for this venture is one which corresponds to ____ units of utility. 

a. 50

b. 25

c. 30

d. 40**

12.
Suppose you have the opportunity of investing $1,000 in a specific venture that has 60% 

chance of success and a 40% chance of failure. If it is successful then you will get back $1500 (i.e. $500 more), but if the venture fails then you will lose $400 and get back $600.

Jack is willing to pay $1200 for this venture while Jill is willing to pay only $800. This implies that Jack is  ______ while Jill is _______.

a. risk neutral, risk neutral

b. risk loving, risk averse**

c. risk neutral, risk averse

d. risk averse, risk loving

QUESTIONS (13) THROUGH (18) REFER TO THE FOLLOWING INFORMATION

Consider a industry with two firms. The aggregate demand curve for the industry is given by 

P = 26 – Q, where Q is the total output produced by the two firms or Q = Q1 + Q2. Each firm produces it output at a constant marginal cost of  $2. 

13.
Suppose the two firms operate as Cournot Duopolists, that is each firm decides its output SIMULTANEOUSLY, so that neither firm knows that the other firsm is choosing. Then to maximize profits each firm should produce an output of  

a. 2 units

b. 4 units

c. 6 units

d. 8 units**

14. Given your answer to Question 13, the resulting market price in this case is $_____ and each firm makes a profit of  $_____.

a. $10, $64**

b. $10, $32

c. $8, $32

d. $8, $100

15.
Continue to use the information from above. Now assume that the two firms form a cartel. Then you expect the cartel to produce an output of 

a. 2 units

b. 4 units

c. 8 units

d. 12 units**

16.
If the cartel produces the output that you find in Question 15, then the resulting market price will be $______.

a. $12

b. $14**

c. $16

d. $10

17.
Now assume that one of the two firms moves first and decides it output. The second firm observes the output of the first firm and then decides on its own output level. We can conclude that the first firm will produce ________ units of output and the second firm will produce ______ units of output.

a. 6, 3

b. 3, 6

c. 8, 8

d. 12, 6**

18.
When the two firms operate as Stackelberg duopolists as in the previous question, that is they move SEQUENTIALLY, then the resulting market price is 

a. $4

b. $6

c. $8**

d. $10

Consider the following 2-person game. 






Player #2






Left

Right








Top

3, 3

0, 4

Player #1




Bottom
4, 0

1,1

19. The Nash equilibrium of this game is best responses is for player #1 to choose _____ and for player #2 to choose ______.

a. Top, Left

b. Top, Right

c. Bottom, Left

d. Bottom, Right**

20. In this game playing ____ is a dominant strategy for Player #1 and playing _____ is  dominant strategy for Player #2.

a. Top, Left

b. Top. Right
c. Bottom, Left
d. Bottom, Right**
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