Sample Exam 2 
Six Multiple Choice Questions
Question 1
A profit-maximizing firm sells computers and screens.  The willingness to pay for screens is:
	Customer
	Screen

	1
	800

	2
	600

	3
	400

	4
	200


The marginal cost of a screen is $300. If the firm sells screens separately, what price maximizes profit from screens?
A. $200
B. $400
C. $600
D. $800

The following data is for questions 2-3
Two treatment alternatives are available:
	Treatment
	Cost
	Probability of Success

	A
	1,200
	0.5

	B
	2,400
	0.75


Treatment (B) yields 20 utility units and treatment (A) yields 4 utility units. 
Question 2
A physician seeks to maximize the expected utility units of an individual patient.
Which treatment will the physician choose?
A. Treatment A because it is less expensive.
B. Treatment A because it generates more utility units per dollar.
C. Treatment B because its expected utility units is 16 compared to 12 for Treatment A.
D. The physician is indifferent between the two treatments.

Question 3
Suppose the Health Maintenance Organization (HMO) seeks to maximize total expected utility units subject to a fixed budget. Which statement is correct?
A. The physician and the HMO will always choose the same treatment.
B. Treatment B provides more utility units per dollar than Treatment A.
C. Treatment A provides more utility units per dollar than Treatment B.
D. Moral hazard can arise because treatment goals between the physician and the HMO.
E. Both C and D are correct.

Question 4
Two producers, and , produce similar substitute products. 
Producer faces demand: 
Producer faces demand: 
Both have constant marginal cost equal to zero. Which statement is correct?
A. In equilibrium, the two prices will be equal.
B. Total market welfare from the two products is higher in equilibrium than it would be if the two products were sold as independent products.
C. Total market welfare from the two products is lower in equilibrium than it would be if the two products were sold as independent products.
D. Answers A and B are correct.
E. Answers A and C are correct.

Question 5
Ronit and Dan want to go to the movies. Each must choose between “Rambo 5” and “Sense and Sensibility.” Ronit has already seen “Rambo 5,” so she prefers “Sense and Sensibility.” However, if Dan goes to “Rambo 5,” she prefers watching “Rambo 5” with him over watching “Sense and Sensibility” alone. Dan has not seen “Rambo 5” and prefers it to “Sense and Sensibility.” However, he prefers watching “Sense and Sensibility” with Ronit over watching “Rambo 5” alone. How many Nash equilibria does this game have?
A. 1
B. 2
C. 3
D. 4
E. 0



Question 6
A monopolist produces a product for two consumers.
Consumer 1's demand is: 
Consumer 2's demand is: 
The monopolist has a constant marginal cost of: 
The monopolist cannot distinguish between consumers and must offer the same two-part tariff (TPT) to both consumers. A private investigation company offers to identify each consumer type.
Assuming the monopolist sells only once, what is the maximum amount it should be willing to pay the investigation company?
A. 97.75
B. 124
C. 51.25
D. 49
E. None of the answers is correct.

Two Open Questions

Question 1 
A monopolist sells a product to two consumers, Consumer 1 and Consumer 2. The monopolist’s cost function is: , where: 
Consumer 1’s demand is: 
Consumer 2’s demand is: 
A.  Assume the monopolist can pay a fixed one-time amount , allowing it to distinguish between the two consumers and offer each consumer a separate two-part tariff: , where is the per-unit price and is the fixed fee. Find the tariffs chosen by the monopolist.
B.  If the monopolist does not pay , it must charge a uniform two-part tariff:  to both consumers. Find the maximum the monopolist is willing to pay.
C.  Now the monopolist must set a uniform tariff , and Consumer 2’s demand is:
  where: . Assume the monopolist wants to sell to both consumers. 
Find the optimal tariff as a function of . How does depend on ?
D. Following section C, for which values of A the monopolist will prefer to sell only to one consumer?


Question 2 
Two firms produce differentiated products and . Inverse demands are:
Marginal costs are zero.
A. Find the Simultaneous quantity competition equilibrium and profit.
B. Find the Simultaneous Price competition equilibrium and profit (Hint: find both demand functions qi as a function of p1 and p2)
C. Find Equilibrium results if Firm 1 chooses quantity and Firm 2 chooses price (Hint: firm 2 price responses to q1, and firm 1 quantity responds to p2)
D. Show in a matrix the two strategies each firm faces and find Nash Equilibrium. 
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