
Questions: 

1)                  Government Demand 

Consider a competitive market for land with a standard downward-sloping demand curve in which supply is 

perfectly inelastic. Suppose the government needs GD units of land for herself, and has two alternative ways of 

obtaining them. The first option is to simply expropriate the GD units of land (without compensating the 

owners). The second option is to participate in the competitive market and shift overall demand to the right by 

GD units (while paying the resulting equilibrium price for the land it buys). 

a)      Graph the competitive equilibrium and show in a graph how each option affects the equilibrium price. 

b)      Which option would private consumers prefer? Why? 

c)       Which option would private land owners prefer? Why? 

2)                  Government Intervention 

Consider a labor market with standard supply and demand curves. The government is considering an 

immigration policy that would have the effect of shifting labor supply in this market to the right by 20 million 

workers. Assume that the elasticity of the original supply curve is one fourth the size of the elasticity of demand 

(and so S= 1/5 and D=  4/5). 

a)      How many of those workers employed under the original equilibrium will stop working in this market if 

the policy is adopted? 

b)      What would be the qualitative effect on market wages? (that is, argue if you expect a “large” or “small” 

change in the wage). 

3)                  Game Theory 

Consider the following game between Player R and Player C, where Player R can choose between Q=50, 100 or 

150 and Player C can choose between Q=50, 100 or 150. 

      
Player 

C 

      Q=50 Q=100 Q=150 

Player 

R 
  Q=50 37, 37 30, 38 10, 34 

    Q=100 30, 30 32, 32 20, 25 

    Q=150 36, 10 31, 15 25, 12 

  



a)      Suppose that Player R and Player C choose strategies simultaneously. Does any player have a dominant 

strategy? Does any player have a dominated strategy? Derive all Nash equilibria of this game. 

b)      Suppose that players R and C play this game sequentially. In particular, Player R selects an action first, 

and then Player C observes the action chosen by Player R and selects an action himself. If we look for an 

equilibrium in which players look forward and reason back, what would you expect Player R to choose? 

c)       Suppose that players R and C play this game sequentially. In particular, Player C selects an action first, 

and then Player R observes the action chosen by Player C and selects an action himself. If we look for an 

equilibrium in which players look forward and reason back, what would you expect Player C to choose? 

d)      Is there any difference between the equilibrium outcomes in questions 3.a, 3.b and 3.c? If so, use the 

notion of commitment to explain the difference. If not, explain why commitment by player R or player C did 

not improve her payoffs. 

4)                  “Damaged Goods” 

Suppose a discriminating monopolist faces two types of consumers: high and low. Suppose there is one 

consumer of each type. Each consumer wants at most one printer sold by the monopolist. The printer can come 

in two qualities: fast and slow. Due to the production process, it is more expensive to produce the slow printer 

as it requires to first build the fast printer and then program it to purposefully slow down printing. Suppose it 

costs C dollars to transform a fast printer into a slow printer. 

The consumers’ willingness to pay for each kind of printer is: 

  Fast Printer Slow Printer 

High Type 1000 450 

Low Type 500 400 

  

Suppose the monopolist wishes to sell one printer to each consumer, and therefore will simply select the prices 

and quantities that maximize profits minus cost C whenever the printer is “slowed down”. In addition, the 

monopolist cannot distinguish one type of customer from the other, and therefore consumers must self-select, 

i.e., each consumer must be at least as happy with the option designed for her. 

a)      What qualities and prices will be offered to the consumers when C = 0?    

b)      What is the highest level of C such that it is optimal to offer a slow chip to the low type and a fast chip to 

the high type instead of a fast chip to both?    

5)                  Market Segmentation 

A monopolist is deciding how to allocate output between two geographically separated markets (East Coast and 

West Coast).  Demand and marginal revenue for the two markets are: 

                                                P1 = 15 - Q1                                                        MR1 = 15 - 2Q1 

                                                P2 = 12 - Q2/2                                                     MR2 = 12 - Q2. 



Subscript 1 refers to the East Coast, while subscript 2 refers to the West Coast. The monopolist’s total cost is C 

= 3(Q1 + Q2).  Note also that if both markets are treated as a single market, then demand is (this is valid for price 

lower than 12) 

                                                P = (39 – Q)/3                                                    MR = (39 –2 Q)/3 

a)      Suppose first that the law forbids the monopolist from charging different prices in the East Coast and in 

the West Coast. What is then the monopolist’s optimal price, output, and deadweight loss? (Assume that the 

optimal monopolist price is lower than 9 so that the above demand function holds) 

b)      Suppose that the regulator allows the monopolist to set different prices in the East Coast and West Coast. 

What is then the monopolist’s optimal price, output, and deadweight loss in each market? 

c)       Are all consumers worse off as a result of the regulator allowing the monopolist to set different prices 

across markets? 

6)                  Sequential Games – The Good, the Bad, and the Ugly 

Blondie, Angel Eyes and Tuco meet in a desolate stone circle for a final showdown. Blondie is a fantastic 

shooter and never misses. Angel Eyes is a good shooter and he has a success rate of 80% any time he shoots an 

opponent. Finally, Tuco is an able charlatan with no skill with the gun and has only a success rate of 50% when 

he aims at an opponent. Unlike the original movie,[1] they each have a single bullet in their guns and they have 

agreed to shoot sequentially: First Tuco will decide who to shoot, then Angel Eyes (if he is still alive), and 

finally Blondie (if he is still alive). The goal of each player is to survive this showdown to claim a share of the 

treasure (the payoff of a surviving player is 1/n where n is the number of surviving players and 0 if they get 

killed). Note that players don’t obtain a direct payoff from killing a rival (but it improves its share). 

a)      Who should Tuco shoot? 

b)      What is your prediction for this game? What is the probability of survival of each shooter? 

[1] Although not required for the assessment, it has highly recommend it that you watch Sergio Leone’s “The 

good, the bad, and the ugly” which serves as an inspiration for this problem. 

file://///deptshared.lse.ac.uk/d/DOM/dom/Programmes/Postgraduate/EGMiM/Programme/EGMiM%202019/Exams%20and%20Assessments/MG440/Summative/Question/MG440%202018%20Summative%20Assessment.docx%23_ftn1
file://///deptshared.lse.ac.uk/d/DOM/dom/Programmes/Postgraduate/EGMiM/Programme/EGMiM%202019/Exams%20and%20Assessments/MG440/Summative/Question/MG440%202018%20Summative%20Assessment.docx%23_ftnref1

