
Professor JP Rabanal
Midterm 2 Econ 133

Closed Book. Calculators Allowed. Write only in space alloted. Please show ALL
your work.

Note that a wrong MC answer will cost you 4 points if you do not show your work.

Multiple Choice [5 pts each]

1. A firm should never set prices where MR is

(a) positive

(b) decreasing

(c) negative

(d) constant

(e) None of above

2. A firm is making a positive profit as long as

(a) P > AC

(b) P < AFC

(c) P < AC

(d) P = AC

(e) None of above

3. Suppose that a monopolist faces the following demand: Q = 400− 4P and the fol-
lowing cost: C = 2Q. What is the output that maximizes profit?

(a) 204

(b) 200

(c) 196

(d) 192

(e) None of above

4. Suppose that in the industry above, the patent expired for the monopoly and there
are no other significant costs to entry. What is the industry output?

(a) 196
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(b) 200

(c) 392

(d) 396

(e) None of above

5. The Nash Equilibrium of the game played in class, in which there are two sellers
setting high and low prices and all consumers are informed, is

(a) High Prices

(b) Low Prices

(c) A mixed of prices

(d) It is high prices if one firm does not offer price matching and a discount.

(e) None of above

6. Who benefits the most more from subsidies to new clean technologies?

(a) The producers of new clean technologies

(b) The consumers of new clean technologies

(c) The government because it does not incur in any government expenditure.

(d) It depends on the elasticitity of demand and supply.

(e) None of above
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Problems

Problem 1 (30 pts)

Draw a situation in which a competitive firm should not shut-down and obtains positive
profits. What do you think is going to occur in the industry and firm supply? Explain your
answers in detail. [Note: Please draw the AC, AVC and MC in one graph, and the industry
supply and demand in another.]
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Problem 2 (20 pts)

Maleah Parties have three types of consumers (A, B, C) and two different products (Salsa -
S - and Hip-hop -H - ). The consumers’ willingness to pay is summarized in the following
table

Type H S
A 10 3
B 8 6
C 3 7

1. If Maleah offers the parties separately, then what are her revenues? [5 pts]

2. Maleah is not sure whether she should offer both parties jointly. What do you rec-
ommend? [10 pts]

3. Do you think that Maleah can perfectly price discriminate? Why or Why not? [5
pts]
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Problem 3 (20 pts)

Hailey manufactures bicycle frames with an increasing marginal cost of MCF = 10Q and
fixed cost 500. Frames of precisely the sort Hailey manufactures can be bought and sold
in the wholesale market at a price of $400.

1. In order to maximize Hailey’s profits, what price and output should you choose?
What’s her profit? [8]

2. Hailey firm merges with a bicycle assembly firm with increasing marginal cost ap-
proximated by MCA = 8Q. Final demand for completed bicycles is approximated
by P = 1150−2.5Q. What’s the output that maximizes profit? [12 pts]
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