Answers to the multiple choice questions for ec480 paper (now ec215 ) on www.kevinhinde.com
1. C

For Perfect Competition to exist there must be free entry and exit to the industry by other firms, products must be identical (homogenous), producers and consumers must have complete and perfect information and cost curves must be U-shaped.  If there are horizontal cost curves then this assumes that there are constant returns to scale and we get no equilibrium. (Hence c is not a condition of perfect competition)

Perfect competition is an idealised benchmark against which competition regulators can measure how competitive an industry is.

2. C

In perfect competition demand must equal supply or the willingness to pay for the last unit bought by a consumer (as indicated by its price) must be equal to the cost of supplying that unit (i.e. its marginal cost)

3. B

The best response to q 3 is B. The optimal allocation of resources over time is concerned with economic growth. Productive efficiency is concerned with how we transfer inputs into outputs in the most effective way given the existence of scarce resources.

B is therefore the right answer to Q 3.

4. B

This is the classic monopoly diagram. The answer is best illustrated by question 1 on the following link

http://www.kevinhinde.com/elearning/Monopoly/Monopoly1/monopolymc.htm
5. B

Here consumer surplus is measured by the willingness to pay. Under monopoly some people are prepared to pay more than the market price of Pm but get this price. They have therefore benefited.  See question 3 on this link http://www.kevinhinde.com/elearning/Monopoly/Monopoly1/monopolymc.htm
6. C

7. A

For both 6 and 7  but look at question 6 on this link http://www.kevinhinde.com/elearning/Monopoly/Monopoly1/monopolymc.htm
8. D

Normal profit is a return to keep an entrepreneur in that business rather than go elsewhere. Remember profit is quite natural.  Millions of individuals invest in the stock market and want to get a return that would at least equate with putting their money in say a bank account (plus a little extra for the risk they take).  This is quite normal. Competition policy regulators only get interested if they can see profits that arise because of the existence of market power (say where there is only one or maybe a few firms in the industry) though they are more interested in the abuse of market power, i.e. acting against the public to keep prices artificially high or restricting consumer choice.  They call this profit supernormal or abnormal pofit.

9. A

This is a definition question.  Go to the following link and try question 1 or 3

http://www.kevinhinde.com/elearning/Strategic%20Management/smgames/gamesmultiplechoice.htm
10. A

Question 10 is a game in which dominant strategies apply. Here if you are either player 1 or Player 2 playing X is always better than playing Y. For example, if you are player 2 then your payoffs are going to be either 35 or 70 which is always better than 30 or 15. It doesn't matter what your opponent does you will always play X (The same reasoning can be applied to player 1). A dominant strategy is always a Nash Equilibrium strategy but as I haven't taught you that this would be difficult to answer. You can infer from this whether this sort of question will be on the paper.

11. D

Try questions 6 and 8 on this link to help see the answer to this.

http://www.kevinhinde.com/elearning/Strategic%20Management/smgames/gamesmultiplechoice.htm
12. D

The standard Industrial Classification has been used in the UK to determine what industry a firm (say Nissan) might be in for statistical purposes.  It is a definition based on the technology in the sector.

13. B

Structure, conduct and  performance are the three ways of viewing elements of an industry or market.  For example the structure of a perfectly competitive industry involves many buyers and sellers, free entry and exit, homogenous products, perfect information, etc and this leads to firms being price takers (ie their conduct is one of price taking ) and the consumer is sovereign (Firms cannot raise prices without their being undercut by a new entrant, etc).  The performance in this industry is that of optimal allocation resources in which among other things there is allocative efficiency, productive efficiency and growth.  Contrast that with monopoly where the structure is one firm is the industry and many sellers, entry is blockaded (There are no competitors) and the product is unique.  This gives rise to conduct from a monopolist that involves price making or quantity setting and a performance in which prices do not equal marginal cost and possibly other problems.

Look at the following link for questions 12 and 13 http://www.kevinhinde.com/elearning/Industrial/Industrialmc.htm
14. D

The intersection is known as the Cournot equilibrium after the mathematician Augustine Cournot.  I have tried to explain this equilibrium in the following streaming audio presentations

http://www.kevinhinde.com/elearning/oligopoly%20cournot%20equilibrium.htm
http://www.kevinhinde.com/elearning/Cournot%20and%20Welfare%20using%20monopoly%20diagrams.htm
You will need the sound turned up (and a headset so as not to disturb those around you if you are in a lab), windows media player and internet explorer 5 and above.

It should help with questions 14 and 15. These are the non-mathematical approaches.  Although I do use some numbers it is possible to see the welfare outcome using a monopoly diagram and this is something I try to do.

15. B

See answer to 14 above.

16. B

Go to question 8 at the following link 

http://www.kevinhinde.com/elearning/Monopoly/Monopoly1/monopolymc.htm
17. D

This is a situation in which firms earn the most profit (normal and abnormal). If you want to see how to see a detailed answer to this question and monopoly in general go to the following streaming audio slide show

http://www.kevinhinde.com/elearning/Monopoly/monopoly%20profit.htm
Again, you will need the sound turned up (and a headset so as not to disturb those around you if you are in a lab), windows media player and internet explorer 5 and above.

Alternatively download the PowerPoint slideshow with a script from http://www.kevinhinde.com/elearning/Monopoly/monopoly%20profit.ppt
18. C

Here the answer requires that you look at the conditions under which collusion may arise. Clearly, collusion is more likely where there is less chance of players in the game defecting (cheating ) on each other.  So you need a small number of players, stable demand, similar products little (at least in the eyes of consumers) with similar cost structures prevailing. Thus, technologically dynamic industries are less likely to see cartels and collusion.

19. D

This is a situation in which there may be a monopoly provider. Try question 1 in the following link to help you http://www.kevinhinde.com/elearning/Introduction%20to%20regulation/mcquestions.htm
You will also benefit from looking at the following slideshow http://www.kevinhinde.com/competition/ec480%20lecture2.ppt
20. C

This is a definition but you will get some more information from question 3 at http://www.kevinhinde.com/elearning/Introduction%20to%20regulation/mcquestions.htm
21. A

Self regulatory bodies are not incorporated by Statute.

22. C

You will get some more information from question 5 at http://www.kevinhinde.com/elearning/Introduction%20to%20regulation/mcquestions.htm
23. C

You will get some more information from question 6 at http://www.kevinhinde.com/elearning/Introduction%20to%20regulation/mcquestions.htm
24. B

This is one measure (the simplest?) of market share. See question 3 at http://www.kevinhinde.com/elearning/Industrial/Industrialmc.htm
 For an alternative measure.

25. B

There are many views of what form competition policy should take. The Austrian view is that less government is better.

26. A

See question 4  at http://www.kevinhinde.com/elearning/Industrial/Industrialmc.htm
27. C

Go to question 7 at http://www.kevinhinde.com/elearning/Strategic%20Management/smgames/gamesmultiplechoice.htm
 Or look at the following streaming media slide show

http://www.kevinhinde.com/elearning/pdgamelong.htm
Again, you will need the sound turned up (and a headset so as not to disturb those around you if you are in a lab), windows media player and internet explorer 5 and above.

28. C

See the material at question 14 to help you.

29. B

All of these are examples where firm as are agreeing to keep prices, output or market share fixed.

30. B

This is a definition.  Presumably one you’ve met before.

