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MULTIPLE CHOICE. Choose the one alternative that best completes the statement or answers the question.

1) If there are open first-class seats available on a particular flight, some airlines allow customers 1)
with coach (discount) tickets to upgrade to first-class tickets during the electronic check-in process.
Suppose the regular price of a first-class ticket is $800, the total price of the upgrade ticket (original
price plus the upgrade) is $400, the marginal cost of serving both types of customers (full-fare and
upgrade first-class flyers) is $100, and the airline maximizes profits. Which of the following
statements is true?

A) MR must be the same for both full-fare and upgrade customers.

B) MR = MC for the full-fare customers, but the airline is willing to collect any positive amount
from the upgrade customers.

C) MR for the full-fare customers may be higher or lower than the MR from upgrades.

D) MR for the full-fare customers must be higher than the MR from upgrade customers.

2) Your local grocery store offers a coupon that reduces the price of milk during the coming week. 2)
The regular retail price of milk in the store is $3.00 per gallon, and the coupon price is $2.00 per
gallon for the next week. If the store maximizes profits and the price elasticity of demand for milk
is -2 for coupon users, what is the price elasticity of demand for non-users?
A) -15
B) -0.67
Q) -1.0
)

D) We do not have enough information to answer the question.

3) The manager of a firm is attempting to practice third degree price discrimination. She has equated  3)
the marginal revenue in each of her markets. By doing this her
A) costs are minimized given her level of output.
B) profits are maximized.
C) revenues are maximized given her level of output.
D) all of the above

4) When a monopolist engages in perfect price discrimination, 4)
A) the marginal revenue curve lies below the demand curve.
B) marginal cost becomes zero.
C) the marginal revenue curve becomes horizontal.
D) the demand curve and the marginal revenue curve are identical.

5) Under perfect price discrimination, consumer surplus 5)
A) is maximized. B) is greater than zero.
C) equals zero. D) is less than zero.

6) Under perfect price discrimination, marginal profit at each level of output equal 6)
A) P- AC. B) P - MC. QN D) P- AR.



7) A firm sells an identical product to two groups of consumers, A and B. The firm has decided that 7)
third-degree price discrimination is feasible and wishes to set prices that maximize profits. Which

of the following best describes the price and output strategy that will maximize profits?
B) PA=PB=MC.

A) MRA = MRB = MC.
C) (MRA - MRB) = (1 - MC). D) MRA = MRB.
8)

8) Suppose a firm produces identical goods for two separate markets and practices third-degree price
discrimination. In the first market the firm charges $30 per unit, and it charges $22 per unit in the
second market. Which of the following represents the ratio of price elasticities of demand in the

two markets?
A) E2=El
B) E2 = (29/21)E1
C) E2 = (22/30)E1
D) E2 = (21/29)E1
E) none of these
9)

9) For a perfect first-degree price discriminator, incremental revenue is
A) the same as the marginal revenue curve if the firm is a non-discriminating monopolist.

B) equal to the price paid for each unit of output.
C) greater than price if the demand curve is downward sloping.
D) less than the marginal revenue for a non-discriminating monopolist.

10) You produce stereo components for sale in two markets, foreign and domestic, and the two groups  10)

of consumers cannot trade with one another. You will charge the higher price in the market with

the
A) greater consumer incomes.
B) lower own price elasticity of demand (more inelastic demand).

)
)

C) higher own price elasticity of demand (more elastic demand).
)

D) larger teenage population.
11)

11) Suppose that the marginal cost of an additional ton of steel produced by a Japanese firm is the
same whether the steel is set aside for domestic use or exported abroad. If the price elasticity of
demand for steel is greater abroad than it is in Japan, which of the following will be correct?

A) The Japanese firm will sell steel at a lower price abroad than they will charge domestic users.

B) The Japanese firm will sell steel at a higher price abroad than they will charge domestic
users.
C) Insufficient information exists to determine whether the price or quantity will be higher or

lower abroad.
D) The Japanese firm will sell more steel abroad than they will sell in Japan.

E) The Japanese firm will sell more steel in Japan than they will sell abroad.
12) A third-degree price discriminating monopolist can sell its output either in the local market or on 12)
an internet auction site (or both). After selling all of its output, the firm discovers that the marginal
revenue earned in the local market was $20 while its marginal revenue on the internet auction site

was $30. To maximize profits the firm should
A) have sold more output in the local market and less at the internet auction site.

B) have sold less output in the local market and more on the internet auction site.
C
D

E

sell more in both markets until marginal cost is zero.
do nothing until it acquires more information on costs.
sell less in both markets until marginal revenue is zero.
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