
Professor JP Rabanal
Warm-up Exam

November 10, 2017

In the MC, -2 for every incorrect answer. Please be clear in your written answers.

The market for dim-sum in a town is driven by P = 100−Q, where P is the price
and Q the units of dim-sum. The cost of production is 10 for every additional unit. The
monopolist also pays 50 as a cost, which is independent of production.

1. What is the average variable cost?

(a) 10+50/2

(b) 10

(c) 50/10

(d) 10+50

(e) 5+1

2. What is the quantity sold on the market?

(a) 25

(b) 45

(c) 15

(d) 10

(e) None of above

3. What is the price?

(a) 90

(b) 85

(c) 55

(d) 75

(e) None of above

4. What are the profits for the monopolist ?

(a) price*quantity - 10*quantity

(b) price*quantity - 10*quantity - 10
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(c) price*quantity - 10*quantity - 50

(d) price*quantity - 50*quantity - 10

(e) None of above

5. What will be the quantity sold in the market if the monopolist can perfectly price
discriminate? (that is set a price different for every unit of demand)

(a) 80

(b) 50

(c) 90

(d) 70

(e) None of above

6. What is the DWL under perfect discrimination?

(a) 100

(b) 200

(c) 300

(d) 400

(e) None of above

7. What is the CS under perfect discrimination?

(a) CS=PS

(b) CS=PS-cost

(c) CS=0

(d) PS<CS

(e) None of above

8. The market for burgers can be characterized as perfectly competitive, where the
demand is P = 2000−5Q and the supply is described as a horizontal line with value
equal to 500. What is quantity sold in the market?

(a) (2000-500)/5

(b) (2000-500)

(c) 1000

(d) 2000/5
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(e) None of above

9. The horizontal supply curve represents

(a) the average fixed cost

(b) the total cost

(c) the marginal cost

(d) the profits of sellers

(e) the willigness to pay for burgers

10. What is the market price?

(a) 100

(b) 200

(c) 300

(d) 400

(e) None of above

Panera has three types of consumers (A, B, C) and three different products (W, E
and T). Their willigness to pay is summarized in the following table

Type W E T
A 10 5 1
B 6 8 2
C 8 9 3

11. What is the optimal price for T?

(a) 0

(b) 1

(c) 2

(d) 3

(e) 4

12. What is the CS for T?

(a) 0
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(b) 1

(c) 2

(d) 3

(e) 4

13. The new CEO of Panera decides to sell E and T as a bundle. What is the price that
maximizes profits under this strategy?

(a) 8

(b) 12

(c) 18

(d) 10

(e) 20

14. What do you recommend to the CEO?

(a) Bundle E and T

(b) Sell separately E and T with the prices you found before

(c) Stop producing E

(d) Stop producing T

(e) It does not matter. The profits under bundling and selling each product sepa-
rately are the same.

15. What are the profits for Panera for selling W, E and T individually at optimal prices?

(a) 28

(b) 39

(c) 30

(d) 38

(e) 29

16. If the willigness to pay for product E changes to (12,6,8) for consumers A,B,C,
respectively, then what do you recommend to the CEO?

(a) Bundle E and T

(b) Sell separately E and T with the prices you found before

(c) Stop producing E
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(d) Stop producing T

(e) It does not matter. The profits under bundling and selling each product sepa-
rately are the same.

17. Assume that a firm only needs labor to produce and that a unit of labor makes one
additional unit of output, what is the marginal cost?, what is the variable cost? If the
firm pays a fixed cost of $100 and a salary of $10 for each unit of labor, graph the
MC and the AC.

18. Illustrate with graphs why a monopoly might be a better market structure than a
competitive market.

19. The incumbent firm and all potential entrants in an industry make exactly the same
product at exactly the same marginal cost, 4. Industry demand is well approximated
by the function Q = 48− p. All customers buy only from the lowest price firm.

(a) Before other firms can enter, what is the maximum profit for the incumbent?

(b) After entry is possible, what is the maximum profit for the incumbent?

(c) The incumbent has a unique option to lower marginal cost to 2 before entry is
possible. How much would he be willing to pay to exercise this option?

20. Consider the following game

 S H

S 20,20 0,10
H 10,0 3,3


(a) Compute the payoff of playing S,H, respectively (2 pts).

(b) Find all pure NE. (5 pts)

(c) Why is strategy (H,H) called risk dominant? (2 pts)

21. Messi and CR are the only players in a team. Messi’s inverse demand for cleats is
P = 5−Q and CR is P = 5−Q/4 .

(a) What is the team demand function for cleats? (10 points )

(b) Calculate the elasticity of team demand when the price is (1/4) and 3, respec-
tively. (5 points).
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