
Presentation #13:  Monopolistic Competition PRACTICE KEY 

 

 

 

 

10) Which of the following is NOT a characteristic of monopolistic 

competition? 

a. A large number of firms     

 b. Firms are price takers   
c. Very easy entry into the market    

 d. Sellers offer differentiated products 

 

11) In which of the following market structures does easy entry & 

exit to the market play an important role in the long run equilibrium?  i) Perfect Competition  ii) 

Monopolistic Competition  iii) Oligopoly 
a. i only   b. i and ii only   c. ii and iii only     d. I, ii and iii  

 

12) A profit-maximizing firm in a monopolistically competitive market differs from a firm in a perfectly competitive market 

because the firm in the monopolistically competitive market  

 a. is characterized by market share maximization  b. has no barriers to entry 

 c. faces a downward sloping demand curve for its product d. faces a horizontal demand curve at the market price 

 

13) When a firm operates with excess capacity, 

 a. additional production would lower the average total cost b. additional production would increase the average total cost 

 c. it must be a perfectly competitive firm   d. it must be a monopolistically competitive firm 

 

14) In the long run, a firm in a perfectly competitive market operates 
 a. efficiently and a monopolistically competitive firm also operates efficiently 

 b. efficiently and a monopolistically competitive firm operates with excess capacity 

 c. with excess capacity and a monopolistically competitive firm operates with excess capacity 

 d. with excess capacity and a monopolistically competitive firm operates efficiently 

 

15) The deadweight loss that is associated with a monopolistically competitive market is the result of 

 a. price falling short of marginal cost   b. price exceeding marginal cost 

 c. government regulations    d. the high costs of non-price competition (ex: advertising) 

 

Indicate the letter or letters on the graph to the left 

that illustrate the following: 

 

1) Profit Maximizing Quantity L 

 

2) Profit Maximizing Price E 

 

3) Area of Profit ECFH 

 

4) Area of Total Revenue EF0L 

 

5) Area of Total Cost CH0L 

 

6) At Profit Maximizing Price from #2,  

is this firm allocative efficient?  No 

 

is this firm socially optimal?  No 

 

WHY? Allocative Efficient & Socially Optimal the 

point where MC=D (Quantity=M & Price=D in this 

case) 

 

7) At Profit Maximizing Price from #2,  

is this firm productively efficient?  No 

 

WHY? Productively efficient is the minimum of ATC 

(Point H in this case) with a Price of C & Quantity of L 

in this case 

 

8) If Billy’s Burgers is making a profit in the short run, 

can they maintain those profits in the long run? No   

WHY? There is relatively easy entry & exit into a 

monopolistically competitive market and the profits 

Billy’s Burgers earns would attract competition 

 

9) What will happen to the demand for Billy’s Burgers 

in the long run?  

With the increase in long run competition, the demand 

for Billy’s Burgers would decrease (shift left) 

 



 

 


