Econ 300 Section 10 Fall 1995
Conpr ehensi ve Exam Prof. Arvan

Fi nal

Part |I. Mul tiple Choice (75 Points): For each of the follow ng
choose the best answer.

1. In the von Stackel berg duopoly nodel:
a) Each firmtakes its rival's reaction function as given.
b) The strategic variable is price.
c) The | eader has higher costs than the follower.
d) The leader clains the lion's share of the market.

2. |If cartel behavior is properly nodelled as the equilibrium
outcome of a twi ce repeated Prisoner's Dilemm gane, then which of
the following is true?

a) The profit maxinmizing joint output for the cartel exceeds
the nonopoly out put.

b) The stable cartel outcome requires dividing the nonopoly
profits equally.

c) The cartel will necessarily break down because cheating on
the output quota is a dom nant strategy.

d) Cooperation is possible if the discount factor is near one.

3. Limt pricing is a form of:
a) Tacit collusion.
b) Strategic entry deterrence.
c) Price discrimnation.
d) Bertrand Conpetition.

4. Rel ative to the case of uniform pricing by a nonopolist, the
i nposition of a two-part tariff:

a) I ncreases social surplus.

b) Lowers the monopolist's profit.

c) Decreases the surplus that goes to the nonopolist.

d) Makes consuners better off.

5. Suppose a monopolist sells in tw distinct nmarkets, A & B,
which are naturally separated.

a) The nonopolist prices so that the price differential
between markets A & B reflects the cost differential between A &
B.

b) The nonopolist prices so that the quantity denmanded in
mar ket A equals the quantity demanded in narket B.

c) The nonopolist prices so that the elasticity of demand in
mar ket A equals the elasticity of demand in market B.

d) If the nonopolists sets the price in market A higher than
in market B, it nust be that demand in A is less elastic than in
mar ket B.

6. Wiich of the followi ng does not characterize conpetitive
mar ket s?
a) A large nunber of buyers and sellers.
b) A differentiated product.
c) No buyer or seller can influence the product price.
d) Mar ket price determ ned by supply and demand.



Questions 7 - 9 refer to the follow ng diagrans
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ACin LR
ACin LR
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7. Const ant

a) A
b) B.
c) C
d) D

8. | ncr easi ng

a) A
b) B.
c) C
d) D

9. Initial
returns,

a) A
b) B.
c) C
d) D

increasing returns, followed by
and then followed by decreasing

returns to scale corresponds to:

returns to scale corresponds to:

a range of constant

returns corresponds to:

10. An allocation of resources is Pareto Optimal if:

a)
b)
| ar ger
c)

The distribution of
Conpared to the status quo,

than the | osses of the | osers.

There is no reallocation of

peopl e better off

d)

wi t hout maki ng sone ot her

i ncome is equitable.
the gains to the winners are

resources that will make sone

peopl e worse off.

Everybody consunes positive amunts of each good.



Questions 11 - 13 refer to the follow ng diagram
$/Q

Mar ket Denand

Q
11. The output that maxin zes social surplus is given by:
a) J.
b) K
c) L.
d M
12. If a regulator wanted to naxim ze social surplus but was

constrained to ensure a fair rate of return for the firm the
regul ator would set price at:

a) J.
b) K
c) L.
d ™M
13. If a regulator wanted to maxi m ze social surplus and could

make up losses the firm mght incur with a lunp sum transfer out
of general tax revenues, the regqulator would set price at:

a) J.
b) K
c) L.
d M

14. When econonists refer to, "noral hazard," they nean:

a) Religion and capitalism should be legally separated.

b) Purchasers of insurance can affect the probability of I|oss
via costly actions which providers of insurance cannot observe.

c) Purchasers of insurance know their individual probability
of loss while providers of insurance only know the distribution of
t hese probabilities.

d) Governnent should provide insurance if markets fail to do
so.



15. If the governnment institutes a health care plan for the needy
by providing health insurance for the heretofore uninsured, then

a) More doctor visits would be made under the plan than under
an alternative plan where the needy sinply received the cash
equi val ent .

b) Fewer doctor visits would be nade under the plan than under
an alternative plan where the needy sinply received the cash
equi val ent .

c) The needy would prefer the plan to receiving the cash
equi val ent.

d) The needy would be nmade worse off by the plan.

Part 11. Essay (25 Points): Wite a paragraph or two to argue in
support or against the follow ng statenent. You must justify the
position you take.

A "Match-the-Conpetition" clause in a contract is a promise by a
seller to: Match the price for any one buyer if that buyer gets
a lower price offer from another firm Such cl auses prompte tacit
col I usi on.

Part I11. Probl enms (50 Points): Do each of the follow ng. Dr aw
any graph you deem appropriate. Provi de enough of a textua

expl anation to make sure | understand your reasoning.

1. Here we reconsider a firms |abor demand. Suppose the firmis

a price taker in both the intput and output nmarkets. The price at
which the firmcan sell its output is fixed at $100 per wunit.

a) G ven the total product schedule below, derive the firms
| abor demand curve and graph it.

Wor ker 0 1 2 3 4 5
Days

Qut put 0 10 19 27 34 40
Units

b) Suppose that the firm can hire as many workers as it would
i ke at a wage of $650 per day. On the sane graph as you drew for
part (a), draw the |abor supply curve.

c) At this wage, how many workers would the firmhire? |Is there
a unique optinmal enploynent level in this case?

d) Do the data in the table conformwith the "Law of Di m nishing
Ret ur ns?"



2. Consider a market where the inverse demand curve is
P(Q = 200 - 2Q

where Q denotes the industry output. Suppose the cost function
for firmi is given by
C(QI) = 80 QI
wher e QI denotes the output of firmi, for i = 1 or 2.
a) Suppose the market is characterized by nonopoly. Find the

monopolist's output and the nonopoly price.

b) Now suppose the market is characterized by duopoly and the
firms conpete in quantity. Find the Cournot equilibrium
gquantities and the Cournot equilibrium price.

c) Finally, suppose the market is characterized by duopoly but
now the firns conpete in price. Find the Bertrand equilibrium
price.



