Review Questions for ECN 2103 Microeconomics, Part 2 Chapters 10, 11, 12 and 14.

Chapter 10: Firms in Perfect Competition
10.1 Which are the characteristics of a perfectly competitive market?
10.2 Which condition determines the profit maximizing supply of a firm in a competitive market? Use a graph to illustrate and indicate the profit which the firm earns.

10.3 Suppose at the profit maximizing output as determined in question 10.2 the firm realizes a loss. Describe the considerations by which a firm will decide of whether to produce this output or to shut down!
10.4 It has been claimed that in the long run firms in competitive markets do not realize an economic profit. Explain and illustrate this claim in a market where two firms with identical production technology earn an economic profit and a third firm considers market entry.
10.5 A café at the airport can charge higher prices and still has more customers than a café in the town center. Do you think that the café at the airport will make higher profits than the café in the town center? Does it matter for your answer whether the airport company owns the site or whether the café chain which operates it owns the site? In your answer distinguish between economic and accounting profits!
Chapter 11: Monopoly 

11.1 Which are typical barriers to entry which support a monopoly?
11.2 What is a natural monopoly? Use a graph to illustrate! What would happen if a natural monopoly sets price equal to marginal cost?
11.3 Why is marginal revenue different for a monopoly, unlike for a competitive firm, not equal to price? In a graph construct demand curve and marginal revenue curve for the monopolist!
11.4 In a graph, construct the monopoly price and the monopoly profit! Which is the deadweight loss created by the monopoly?

11.5 Name some strategies which a monopolist can use in order to differentiate between customers! If perfect discrimination were possible, which are output, consumer surplus, deadweight loss and profits?

11.6 Which problem does the monopolist have to overcome if he/she wants to sell the same product at different prices to different customers? 

Chapter 12: Oligopoly and Game Theory
12.1 Which properties define an oligopolistic market? Why does it make sense to use game theory to study oligopolistic markets?

12.2 Suppose two firms (or countries as in our world oil market example) operate in a market. If they collude: Which quantity would they want to jointly provide and which price would they want to charge? Justify your answer!

12.3 Which problem arises once both have agreed on jointly producing the outcome in question 12.2? Which has been the experience with members of OPEC when it comes to abiding by OPEC targets?

12.4 Define: Dominant strategy. Explain why it is rational for a player to play a dominant strategy.

12.5 Define: Nash equilibrium. Why it is rational for a player to play a Nash equilibrium strategy?

12.6 Which of the following statements is true?

(a) Every equilibrium in dominant strategies is also a Nash equilibrium

(b) Every Nash equilibrium is also an equilibrium in dominant strategies.

12.7 How is it conceivable that two persons make an appointment in New York without specifying a particular place and, according to Thomas Shelling, they still have a fair chance of managing to meet each other?

Chapter 14: Public Goods
14.1 Which are the properties of a public good? In how far is the criterion for efficiently providing a public good different form the efficiency criterion for providing private goods in markets?

14.2 In the context of public good provision: What is a free rider?

