B. 10 Points. , v //U Sw :f] a4’

are manufactured by Japanese firms and sold in the United States. Japanese imports are currently
arifT is keeping prices too high and recommends a

Computer chips
subject to a $60 per unit tariff. A government official argues that the t

policy that would climinate the $60 tariff on imports.

Suppose that the supply of computer chips is characterized by an upward sloping supply curve and U.S. demand is
characterized by a normal downward sloping demand curve.
below. illustrate the impact of the policy recommendation. Label the original (w/tarifT) price and

ff) price and quantity Pnew and Qnew. In words, what effect does the removal
as a result of the policy?

i. Using the space
quantity. Ptand Qt. Label the new (no tari
of the tariff have on U.S. welfare? Under what condition would expect welfare to increase

Explain. 4pts c
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Now suppose these curves are given by the following equations: fons 4 FCLARLEY ¢ = g I e 9
U.S. Demand equation: P=-20Q + 240 ) el A
Supply equation: P=40Q + 60
ii. Calculate Pt Qt Pnew and Qnew: Pt=1 [¥0 Q=20 “Pnew= " """  Qnew= 10 2pts.
iii. Calculate consumer surplus before and after the removal of the tariff. 2pts.
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iv. According to _lhc efficiency criterion (and assuming we care only about the welfare of Americans) should we reject
or accepl the policy recommendation? Why? 2pts,
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C. 10 Points. (2 points each) (\J I 0

Widgets arc provided by a competitive constant cost industry. Each firm has $200 in fixed costs, Each firm has the
following variable cost and marginal cost curves.
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Suppose the current market price is $32. Industry demand is given by the following equation: p= 320 - 2Q,

S

i. How many units will each firm produce at this price? A M= ¥ lbq * 5&

ii. Will firms shutdown in the short run? How do vou know?
I P>ANC then the Arme will no! td o
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1ii. How many firms are currently in the industry? 72 29 :320-20 #Ahrms - /a,
Suppose the industry adjusts to its long-run equilibrium. 28T
iv. What is the break-even price? < 20 Z

v. How many firms leave the industry? ¢ AL TR

72-24=M2% firms leaye 2R = 240 #Rims In LR — -3y Frms



D. 6 points. Consider a firm with constant (horizontal) marginal cost that behaves competitively. A horizontal merger
lowers the firm’s marginal cost and causes the firm to behave like a monopoly. How does the merger affect producer’s
surplus, consumers’ surplus and social gain? Illustrate graphically and explain.
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“ ' E. Suppose a monopolist sells in two distinct markets. The demand and marginal revenue for the first market are given
\\\\l\ by P, = 240 - 2Q, and MR, = 240 - 4Q,. respectively. where Q, is the quantity demanded and P, is the price paid by the
first group. The demand and marginal revenue for the second market are given by P> = 120 - Q; and MR, = 120 - 2Q,.

respectively. where Qs is the quantity demanded and P; is the price paid by the second group. The monopoly's marginal
cost is given by MC = 4/9 (Q, + Q.). 4 pts.

i. How much does the monopolist supply in each market (Q1. Q2)?
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ii. What prices docs the monopoly charge in each market (P1. P2)?
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