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Answer Section
SHORT ANSWER

1.
ANS:


Books, CDs, movies, computer games, and piano lessons are some examples.

2.
ANS:


Business-stealing effect:  incumbent firms are affected through the loss of sales; consumers are affected by lower price.

Product-variety effect:  incumbent firms face a market with more substitutes; consumers have more product variety from which to choose.

3.
ANS:


Advertising manipulates people's tastes and is psychological rather than informational. As a result, advertising creates a desire for a product that might not otherwise exist. Advertising may also impede competition by convincing consumers that products that are identical have significant differences.

4.
ANS:


Advertising provides information to consumers and thus allows consumers to make more informed (and therefore better) choices. Advertising fosters competition by making consumers more aware of prices and product characteristics in a market.
