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STRATEGY

(Licenciatura)

Final Exam (second call)

Answer each question on a separate sheet of paper. Good luck!

1. [15 minutes; 4 points] A former student of this course said that:

“When considering an investment, the strategic effect may induce a firm not to

act.”

State whether this statement is true or false and justify your conclusion while writing at

most 10 lines (graphs do not count towards the ten lines).

2. [15 minutes; 4 points] Joe Theory, the best student in his class, has said that:

“When entry is not blockaded, a monopolist may not be able to charge the monopoly

price.”

Classify this statement as true or false and justify your conclusion while writing at most 10

lines (graphs do not count towards the ten lines).

3. [45 minutes; 6 points] Two firms, 1 and 2, who compete in prices, both produce a good

whose demand equals q = 10 � p at a constant marginal and average cost of 2. When both

firms quote the same price, they share the market equally.

(i) What is the equilibrium in this market? Quantify.

Suppose that the manager of firm 2 says, referring to firm 1: “We are so competitive that we

will always match our opponent’s price!”

(ii) What should the manager of firm 1 do? Quantify and explain.

(iii) What is the profit of firm 1? And firm 2? Quantify.

(iv) Is firm 2’s announcement really competitive? Explain verbally.

4. [45 minutes; 6 points] A good whose demand in a country is given by p = 10 � q is

currently supplied by an incumbent monopolist at constant marginal and average cost of 6.

This good can also be sold in the world market, where the price is 2.

(i) What is the equilibrium in the domestic market?

Suppose now that the technology used by the domestic monopolist is subject to scale

economies such that the average cost is constant and equal to 6 if the firm produces less

than 10 units, and equals to 2 if the firm produces 10 or more units. The average cost curve

is thus a “decreasing step” function.
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(ii) Draw the average cost curve.

(iii) Should the firm export? Explain and quantify.

Suppose now that the world price, rather than being 2, equals 1.

(iv) Should the firm export? Explain and quantify.

– 2 –

Leonor Goncalves Brigas



