Sample Exam 1 
Six Multiple choice questions

Questions 1.
A profit-maximizing firm sells computers and screens. The marginal cost of a computer is $1,000 and the marginal cost of a screen is $300. The willingness to pay for computers is:
	Customer
	Computer

	1
	900

	2
	1,100

	3
	1,300

	4
	1,500


If the firm sells computers separately, what price maximizes profit from computers?
A. $900
B. $1,100
C. $1,300
D. $1,500

Question 2.
The probabilities of the health states are:
The demand functions for medical services are: , , 
The marginal cost of medical treatment is: .  What is the individual's expected medical expenditure if he is uninsured?
A. 
B. 
C. 
D. 





Question 3.
Continuing with the data from the previous question, the actuarially fair premium for full insurance. Which of the following statements is correct?
A. A risk-averse individual will always purchase full insurance.
B. A risk-averse individual will never purchase full insurance because moral hazard exists.
C. It is impossible to determine with certainty whether the individual will purchase full insurance; the answer depends on the degree of risk aversion relative to the welfare loss caused by moral hazard.
D. A risk-averse individual will always prefer partial insurance to full insurance.

Question 4
The public demand curve for the monopolist’s product is: 
The marginal cost of producing the product is: 
The government is willing to buy up to 10 units from the monopolist at a price of 50 per unit. Assume the monopolist can price discriminate between the public and the government.
How much will the monopolist sell?
A. 10 units to the government at 50 and 40 units to the public at 60.
B. 5 units to the government at 50 and 40 units to the public at 60.
C. 10 units to the government at 50 and 30 units to the public at 70.
D. 5 units to the government at 50 and 35 units to the public at 65.
E. None of the answers is correct.

Question 5
Two players, A and B, play an “odd or even” game. Each player chooses a number. If the sum of the numbers is even, Player A wins. If the sum is odd, Player B wins. Which statement is correct?
A. There is an equilibrium in dominant strategies, and therefore there is a unique Nash equilibrium.
B. There is no equilibrium in dominant strategies and no Nash equilibrium.
C. There is no equilibrium in dominant strategies, but there is a unique Nash equilibrium.
D. There is no equilibrium in dominant strategies, but there are exactly four Nash equilibria.
E. None of the answers is correct.





Question 6
In market , two producers, A and B, compete in prices à la Bertrand. Producer A has a higher marginal cost than Producer B. Which statement is correct?
A. The product price may be Producer A’s monopoly price.
B. The product price may be Producer B’s monopoly price.
C. The product price may be Producer A’s marginal cost.
D. The product price may be Producer B’s marginal cost.
E. Answers B and C are correct.

Open Part – Two Questions

Question 1
Two firms, 1 and 2, produce differentiated products and compete by simultaneously setting prices and . Both firms have the same constant marginal cost:  and no fixed costs.
Demand is given by:

a. Find the equilibrium prices, quantities, and profits of each firm.
Now, the firms may jointly adopt a common product standard that makes products easier to compare and substitute. Demand becomes:
Adopting the standard requires each firm to incur a fixed cost: . The standard is adopted only if both firms agree.
b.  Assume both firms adopt the standard. Find equilibrium prices, quantities, and profits after subtracting the adoption cost. Compare prices, quantities, and profits with part (a).
c.  Suppose firms simultaneously decide whether to adopt the standard. Is there an equilibrium in which both firms adopt?
d.  For which values of  is adoption by both firms guaranteed in equilibrium? (Hint:  may be also a subsidy, i.e., negative values).





Question 2
Four coffee carts operate in a perfectly competitive market.
Each cart has cost: .  Market demand:.
a.  Find the industry supply function and the short-run equilibrium.
b. Suppose the four carts merge into a monopoly with: 
The monopoly sells a coffee card at price that includes several free coffees. Find .
c. MBA demand: ,  Other students: .  The monopoly cannot price discriminate. Find the monopoly price.
d. Now MBA students attend only on Fridays, and all other students attend only during weekdays. The monopoly can price discriminate. Find the prices.
