You have 4 hours. Answer all the questions.

Be precise and concise. Use diagrams when necessary.
Problem 1. There are two firms on the market competing by Cournot. There cost functions are C1=c1q1, C2=c2q22/2, c1>0, c2>0. Market demand is D(p)=A-p, A>0. 

(a) Which firm will be present on the market for any values of parameters? Give an intuitive answer without direct calculations.
(b) Provide an example, when only one firm is present in the market. Hint: don’t use any calculations!
(c) Find the equilibrium for all values of c1, c2, A.

Problem 2. Let firm’s profit function be π=p3/(rw) – A, where p is market price, r is cost of capital, w is wage rate, fixed cost is A. 

(a) Find firm’s production function and cost function.

(b) Find number of firms in the long run, if market demand is inelastic D=D0>>A2/(rw), assuming that long-run equilibrium exists.

Problem 3. Consider a small country that has 10 identical car plants. Each domestic firm’s cost function is 1+q2. Domestic demand for cars is 30-p.

(a) Find firms’ supply assuming that they are price takers. Find the market equilibrium in a closed economy. Suppose the government allows to import cars from abroad. The world price for cars is p*. Find production of the domestic firms for all values of p*. Does opening up the economy change the social welfare?

(b) In order to support domestic producers, the government introduces a quota of 6 cars for importers. Find production of the domestic firms. Find the deadweight loss if any. 

(c) How can the government achieve the same production of domestic firms by using taxes? What tax should be introduced? 

(d) Could the government use subsidy instead of tax? Find it. What policy is socially preferable: quota, tax or subsidy?

(e) Suppose domestic producers merge into one firm. What is production of this firm if there is no any quotas, taxes and subsidies (the world price is p*)? How many plants it uses?

Problem 4. Monopoly sels its goods, produced with costs TC(Q) = Q2/2,  on two different markets. The demand curve in the first market is given by: Q1 = 12 – P1. The demand curve in the second market is given by: Q2 = 18 – 3P2. 

a) Find monopoly output, price and quantity purchased in each market if no kind of discrimination is possible.

b) Suppose monopoly can separate markets and use third degree price discrimination policy. Find the resulting output, prices and quantities purchased in each market. 

c) Find social welfare in cases (a) and (b). Explain your results.







NEW ECONOMIC SCHOOL, 
 MICROECONOMICS 2, MAKEUP  EXAM, FALL 2001 
P.5

