Econ 211 Marietta College
Exam 4

Part I: Each isworth 2 points.

1. Suppose a new vaccine for Lyme disease is deeelby Merck, a large drug company. Which of tHe¥ang is
most likely to occur?

A) Merck will apply for a patent on the vaccinettlgaants it the monopoly rights to the vaccinerf@any years.

B) Merck will have a monopoly on this vaccine besmof economies of scale.

C) Other firms will quickly copy the formula makinige market for the vaccine perfectly competitive.

D) Merck will not tell anyone about this breakthgbu

2. Which of the following is a characteristic o$iagle-price monopoly?
A) The firm is a price taker.
B) Price exceeds marginal revenue.
03] There are many close substitutes for the fippnéduct.
D) Demand is perfectly elastic.
3. Which of the following statements_is FALSE
A) Monopolists can set their price while perfectmeetitors cannot.
B) Monopolists can earn an economic profit in tveg run but perfect competitors cannot.
03] In the short run, monopolists may operate ekiengh they are incurring an economic loss buténstfort run
perfect competitors always shut down if they ameiinng an economic loss.
D) Monopolists are protected by barriers to enthjlevperfect competitors are not.
Rooms rented Price Total cost
monthly (dollars per room) (dollars)
0 201 100
1 191 200
2 181 290
3 171 370
4 161 440
5 151 520
6 141 610
7 131 710
8 121 820
9 111 940
10 101 1090
11 91 1290
4. The table above shows the demand and totakchstdule for a monopolist hotel. What is the maxigiavenue
from renting out the fifth room each night?
A) $141
B) $151
C) $161
D) $111
5. The table above shows the demand and totaschstule for a monopolist hotel. What price sholé
monopolist charge if it is a profit maximizer?
A) $171
B) $161
C) $151

D)  $141



11.

A)

12.

A)
B)

D)

Relative to a perfectly competitive industrylwihe same cost and demand, a single-price mombpotiduces
more output and has a higher price.

less output and has a higher price.

more output and has a lower price.

less output and has a lower price.

Price discrimination is the practice of chargilifferent prices to
different customers even though cost of seltmgach is the same.
different customers because the costs of sedlireglifferent.

the same customers because of changes in cost.

different countries because of tariffs and tpanation costs.

It is easier for a monopolist to price discriat® between groups for a service than for a praoeciuse
it is easier to calculate average willingnesgpdy for services.

it is easier for consumers to resell producéstbervices.

it is easier to distinguish between groups atamers for services than customers for products.
customers for products usually do not differhaiéspect to their average willingness-to-pay.

Which of the following is true for a perfect gegidiscriminating monopoly?
P = MC for each unit sold

P = ATC for each unit sold.

P = MR for each unit sold.

P > MC for each unit sold.

For a good to be nonrival, which of the follagiimust be true?

A person is willing to pay any price to ensunattthe product is available.

A person cannot be prevented from consuminggdbat even if he or she did not pay for it.

One person’s consumption of that good does eotedise another person’s consumption of that good.

A person is not willing to pay for the good besa even without paying for it, the person can soresthe good

anyway.

The above table shows the marginal benefit §abmarines for the only two citizens of a counBybmarines
are a public good. If submarines cost $175 a pie@eoduce, what is the efficient quantity of sulpimas?

3 B)

c) 1 D)

The cause of externalities is that
the marginal social benefit of an activity deases as the activity is increased.
the marginal social cost of an activity incresaae that activity is increased.

property rights are not established resultinthainefficient use of a resource.
Both answers A and B are correct.

0

Kathy Bobby
Quantity Marginal benefit Quantity Marginal benefit
(dollars per submarine) (dollars per submarine)

1 100 1 150
2 75 2 100
3 50 3 50
4 25 4 10
5 0 5 0




13.

A)
B)

D)

The Coase Theorem points out that externalidplpms can be eliminated if
property rights are granted solely to consumers.

property rights are granted solely to producers.

property rights can be obtained from the govexnmm

property rights exist and transactions costdae
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The above figure shows the marginal benefits\fpollution for two firms. If both firms receiveraarketable
permit to emit 20 tons of pollution each, whichtloé following is LEASTIikely to occur?

40 tons of pollution will be generated.

Firm A will buy some pollution rights from firrB.

Firm B will buy some pollution rights from firA.

Firm A will generate more than 20 tons of pathat

When externalities are present

competitive markets are efficient.

competitive markets are inefficient.

a tax is required to eliminate the inefficiency.
property rights have already been established.

A tax equal to the external marginal cost o&ativity yields the efficient level of pollutiorebause
it achieves the competitive equilibrium.

it forces producers to fa@ costs of production including the external cost.

it ensures greater profits for the firm.

it eliminates all pollution.

A profit maximizing monopolist sel$R = MC. Because marginal costs are positive, the monstpalil set a
price where its demand is

unit elastic.

inelastic.

elastic.

perfectly elastic.



Part I1: You must answer each question in this part.

18.
a)
b)
c)

19.

The figure below shows the demand and cosesuior a single-price monopolist.

What price and output will a profit-maximizingonopolist choose? [2 points]

How much profit will the firm earn at this outdavel? [2 points]

Suppose that the monopolist's property taxdeitireases by $50. Should the monopolist changeids and
output? Explain why or why not. [2 points]

Price and costs (dollars per unit)
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A magnet manufacturing plant is located inrttiddle of Devola, a small residential communityheTmagnet
company's production process creates consideraise and dust on a regular basis. Needless tahsanoise
and dust creates a nuisance for the 60 homeownemiading the plant. It is estimated that each émwner
suffers $3000 worth of health and home damagedalthe noise and dust pollution. The community mersb
can avoid the damage created by the noise andgusstalling better insulation and windows at atoaf $1500
per household. The magnet company can reduceige and dust emissions by installing a systenitefs at a
cost of $120,000.

If transactions costs are low and the magnepaomis given the right make noise, what outcomgalopredict
and why? [3 points]

If transactions costs are low and the local comity is given the right to a noise- and dust-feegironment,
what outcome do you predict and why? [3 points]

Suppose that transactions costs are so higiptivate bargaining is impossible. If the magnehpany is
required by law to compensate the homeowners ®d#mage due to the noise and dust pollution, et
outcome do you predict and why? [3 points]

Part 111: Answer any TWO questions. Each isworth 5 points.

20.

21.

22.

Why do perfectly competitive firms maximize ithgrofits by producing so that the price is eqieamarginal
cost, but monopolists maximize their profits bytisgta price that is greater than marginal cost?

Why would the amount of immunization providedibefficient if subsidies to immunization were poovided?
Use a graph of the market for immunization to tllate your argument.

Why does the free market have difficulty pravigd"public goods"? What two characteristics defmpublic
good? Explain each.



