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1. When a firm with market power practices third-degree price discrimination, it charges the highest

price to the group that

A) has the most elastic demand.

B) has the most inelastic demand.

C) purchases the highest quantity.

D) purchases the lowest quantity. 

E) has the highest income.

2. Which of the following is an implication of the Coase Theorem?

A) Government intervention is not necessary to solve externality problems.

B) Negotiation leads to an efficient outcome if transaction costs are high.

C) Bargaining always lead to an efficient allocation of resources.

D) Granting the polluter the rights to pollute will lead to as efficient allocation of resources as

granting the pollution victims the rights to the clean environment does.

E) Taxation leads to an efficient allocation of resources regardless of who holds the property

right:;.

The matrix below shows the payoffs to two firms when they choose between two different strategies. 

The first number listed in each cell is the payoff to Firm 1 and the second number listed is the payoff 

to Firm 2. 

Firm2 
Strategy A Strategy B 

Strategy A 
-L o. 
1Firml 
o. 3. 

Strategy B 
。 -3

3. Refer to the scenario above. Which of the following is true about this game?

A) This game has two dominant strategy equilibria.

B) This game has multiple Nash equilibria.

C) This game has a unique Nash equilibrium.

D) This game does not have a dominant strategy equilibrium.

E) This is a symmetric game.

4. Refer to the scenario above. Among the four outcomes (four pairs of payoffs), how many are

considered as Pareto efficient?

A)O

B) 1

C) 2

0)3

E)4
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(A) What is the individual inversed demand function of streetlights? Please use P and l to denote

price and individual quantity demanded. Draw the demand curve in a price-quantity diagram.

Clearly denote you diagram.

(B) What is the aggregate inversed demand function of streetlights? Please use P and L to denote

price and aggregate quantity demanded. Draw both the demand curve and supply curve in a price­

quantity diagram. Clearly denote you diagram.

(C) What is the most efficient number of streetlights to provide from the point of view of a central

planner whose intention is to maximize social welfare?
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