2008 – Additional Questions on Material from ECMC41 (see also last year’s review questions)

1. What is a contestable market?  What features are required to be able to say a market is contestable (i.e., what creates contestability)?  Is contestability consistent with the Structure-Conduct-Performance paradigm or not?  Explain and justify your position.

2. Is the theory of monopsony consistent with the Structure-Conduct-Performance paradigm?  Why or why not?  Justify your position, while explaining the theory of monopsony.

3. Can economic rent exist in the long run?  Explain why or why not?

4. Why is it necessary to assume that a good is “homogeneous” in order to have a perfectly competitive market?  What would happen without homogeneity?  Why is it necessary to assume freedom of entry and exit for a perfectly competitive market?

5. For the perfectly competitive model, we normally assume that all firms have the same costs.  Is this necessary or just useful?  What would happen if different firms had different costs?  Explain.

6. It is normal to say that the Gain to Society can be calculated as the sum of consumer and producer surpluses.  Explain why both CS and PS measure gains to society.  Are there other things you might include in the Gain to Society?  Under what circumstances would you include these?

7. If demand is inelastic, this implies that a rise in price would increase total revenue.  Can a perfectly competitive market exist if the market demand curve is inelastic?  Explain and justify your position.

8. Can a monopoly exist if the market demand curve is inelastic?  Explain and justify your position.  Does the monopolist care how elastic the demand curve is?

9. There are bigger adjustments of quantity traded in competitive markets in the long run than in the short run.  Why?

10. Draw the diagram of the dominant firm – competitive fringe model.  Show the equilibrium prices and quantities.  Now change the cost curve for the dominant firm so that it has the incentive to drive the competitive fringe out of business.  Show the new equilibrium price and quantity.  

11. What is a residual demand curve?  Why do we draw (and calculate) a firm’s residual demand curve, rather than just the market demand curve?  Give some examples (at least two) of residual demand curves.

12. What advantage does price discrimination provide for the monopolist?  Is it possible for consumers to be better off under price discrimination?

13. Under second degree price discrimination, firms are able to convince some consumers to pay a higher price than other consumers for what appears to be the same good.  How is this trick possible?  Or, is that what is really happening?

14. What is the objective of limit pricing?  What is the key assumption about behaviour that firms make when they engage in limit pricing?  Is this credible?

15. Explain how and why asymmetric information matters in a “market for lemons” problem.  What effect, eventually, does this asymmetric information have on the market (if no solution to the information problems is found)?

16. Define and give good examples of search, experience and credence goods.  Explain why your examples are good ones.

17. What is dumping?  How would we know when it was happening?  Some people say that dumping is predatory; others say it is a form of price discrimination.  Explain these points of view.

18. Tariffs, quotas, subsidies – which are better and why?  Justify your point of view.

19. Show that the regulation of a natural monopoly to set P = AC delivers better overall results for society.  Then present an argument against this point of view.  How would a regulatory lag help?

20. What is “market power”?  How might we measure the market power of an individual firm?  Are there problems with these measures?  Explain.

21. To apply Competition Law, we need to be able to define the “market” in which a firm participates.  What considerations would we take into account in defining a market?  What is the role of demand and supply substitutes.  Explain what these are.

