Econ 201 Tutorial #11 
Date: Week of Nov.28-Dec.4, 2011

Coverage: Chapter 11 Imperfect Competition

   Chapter 15 International Trade + General Questions from Students                                                                                                                                                                                                                   


I. Multiple Choice Questions:

1. All of the following statements are incorrect except:


A)
A monopolist is a price taker.


B)
Firms in a monopolistic competitive market have no control over the market price of their product.


C)
Sometimes it is difficult to distinguish between firms that are monopolistically competitive and those that are oligopolistic.


D)
In a monopoly market structure, there are few barriers to new firms entering the market.

2. Which of the following is not a requirement of a game?


A)
Players.


B)
Payoffs.


C)
Dominant strategies.


D)
Knowledge of the payoffs.

3. Which of the following situations does not involve game theory?


A)
Buying a pair of pants at the Gap.


B)
Government deciding to spend more on nuclear weapons.


C)
A married couple discussing work and family choices.


D)
A student considering cheating on this exam.

4. All of the following statements are correct except:


A)
International trade brings higher living standards by permitting greater specialization.


B)
In the short run, all individuals benefit from international trade.


C)
A country will always have a comparative advantage in something.


D)
Self-sufficiency on the part of a nation will lower the real income levels of its inhabitants.

5. Beginning with a free trade equilibrium and imposing an import tariff _________ the domestic price of imports leading to monetary transfers and to _______ .


A)
increases, deadweight loss


B)
increases, benefits


C)
decreases, deadweight


D)
decreases, benefits

6. Suppose Canada eliminates tariffs on Chinese bicycles.     As a result, we would expect:


A)
the price of Chinese bicycles to decline in Canada.


B)
employment to increase in the Chinese bicycle industry.


C)
employment to decrease in the Canadian bicycle industry.


D)
all of the above to occur.

II. Short Question

1. The sidewalk jewellery market in Montreal is monopolistically competitive. One of the sidewalk stand faces the demand curve for its own brand of jewellery that is given by Q=152-P. Total Cost for this stand is given by TC=0.5Q2+2Q+1, marginal cost is MC=2+Q, and marginal revenue is MR=152-2Q.

(i)   Calculate the maximum profit for this firm.

(ii) Predict what is going to happen in the long run to this firm. 

2. Two pet food manufacturers (Firms A and Firm B) are faced with lawsuits from the U.S. and Canada regarding tainted pet food. Pet owners want to be compensated for the veterinarian care related expenses associated with pet food contamination and emotional suffering due to pets killed. Each firm has been presented with an opportunity to lower their liability in the suit if they cooperate with attorneys representing the pet owners. If firm A concedes that it is liable while Firm B does not concede, then A’s payment will be $5 (minimum lawyer fees, quick plea) and B’s payment will be $50 (will still be guilty, but has to hire many lawyers and drag on the case for years). If firm A does not concede but B does, then A’s payment will be $50 and B’s payment will be $5. If, on the other hand, both firms argue that there is no evidence, the payment will be $10 for each firm. Finally, if both firms concede that they are both liable and plea bargain, A’s payment is $20 and B’s payment is $20.

(i) Fill in the payoff matrix below. Enter the payments as negative numbers because they are payments. 

	
	Firm B

	Firm A
	
	Concede
	No evidence

	
	Concede
	
	

	
	No evidence
	
	


(ii) Is there a dominant strategy for each firm? Explain.

(iii) What is the Nash equilibrium outcome of the game? Explain in words how you found the equilibrium? Is this the best equilibrium for the firms? Explain.

3.  You have to hire a new worker for your food processing plant. There are two candidates, Andreu and Jerry. Andreu is quite good at packing brats. In fact, he can pack 100 brats per hour. And he is not that bad at packing pizza; he can pack 50 pizzas per hour. Jerry, in contrast, can pack 75 brats per hour or 75 pizzas per hour.

(i) 
First of all, consider the case of Andreu. What is the opportunity cost of packing one brat for Andreu? And what is the opportunity cost of packing one pizza for Andreu? 

(ii)
Then, take into account the case of Jerry. What is the opportunity cost of packing one brat for Jerry? And what is the opportunity cost of packing one pizza for Jerry? 

(iii)
Now, consider that the new worker will work 8 hours a day. Suppose you want 900 pizzas and 600 brats to be packed and that you can hire only one worker. Who will be able to do both things in less time? 

(iv) 
Finally, the tougher question: You can hire either of them or both of them on an hourly basis. They make the same hourly salary. Again, you want 900 pizzas and 600 brats to be packed. What would you do in this case?
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