	ECONOMICS
MONOPOLISTIC COMPETITION: BRAND WARS
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	1.
	The MOST distinctive feature of monopolistic competition compared to perfect competition is:



	A. Free entry of new firms
	B. PRODUCT DIFFERENTIATION - each firm sells a unique product

	
	

	C. Many sellers in the market
	D. Government regulation of prices


Answer:
	2.
	In the long run, even successful MC brands like Starbucks earn ZERO economic profit because:



	A. Free entry attracts new competitors that compete profits away over time
	B. They spend all their revenue on advertising

	
	

	C. Government taxes their profits to zero
	D. Customers refuse to pay premium prices over the long run


Answer:
	3.
	MC firms compete heavily through ADVERTISING because:



	A. Government requires it for monopolistically competitive firms

	

	B. Their costs are lower than oligopoly firms

	

	C. Price cuts are easily matched by rivals - advertising builds differentiation that price cannot

	

	D. Their products are identical and ads are the only differentiator possible


Answer:
QUICK WRITE
Open Response
In 5-7 complete sentences, explain to a friend who has never studied economics why MONOPOLISTIC COMPETITION is the most common real market structure in the U.S. economy. Use the words MONOPOLISTIC COMPETITION, PRODUCT DIFFERENTIATION, NON-PRICE COMPETITION, and ZERO ECONOMIC PROFIT at least once each. End with ONE specific real-world MC example AND name which of the four differentiation types (physical, service, location, brand image) it relies on most.
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