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1. What are the characteristics of a monopoly?





2. Briefly describe barriers to entry?



3. Explain why the patent system is necessary to encourage innovation.



4. According to class lecture, pressuring pharmaceutical companies to lower their prices on medications is ultimately a bad idea.  Why?



5. Instead of pressuring pharmaceutical companies to lower their prices on new AIDS medications, economists believe there was a batter solution.  Explain.



ANSWERS

1. A monopoly market results when there is a single firm and barriers to entry preventing competitors.

2. Barriers to entry can exist because a single firm controls all of the resources of production or because a firm acquires a patent.  The paten gives a single firm the exclusive right to produce a product for a period of time.  In addition, a firm could have barriers to entry because it is a natural monopoly, a situation where a single firm is the lowest cost provider.

3. Creating new products requires a firm to invest in Research and Development(R and D).  If the new product was not protected by a patent, another firm could copy it and sell it at a lower price.  Therefore, no rational firm would choose to invest in R and D without the protection of a patent.  

4. Facing pressure to lower prices effectively undoes the patent protection, as was the case in the development of some AIDS medications.  This is ultimately a bad idea because pharmaceutical companies will alter their R and D budget, thereby lessening the chances for new medications.

5. [bookmark: _GoBack]An outside organization like the World Health Organization (WHO) could have purchased the patents and produced the medication for poor people.  This would have left the incentives in place for firms to continue R and D on new medications.
