Econ Review
5 in the pic
6. price=world price=1
 An equilibrium quantity is 40 million lbs and equilibrium price is 1 dollar
(b) Japan will produce 10 million lbs under free trade
(c) Japan will import 
40-10= 30million lbs
d)  new price= price +new tariff $1= $2
new equilibrium quantity=30 million lbs
(e) under new tariff Japan will produce 20 million lbs
(f) under the new tariff Japan will import (30 -20) = 10 million lbs
(g) amount Japan collects under $1 tariff= area D
(h) deadweight loss to Japan= area C and E
i) the tariff benefits the producer while the consumers are hurt by the tariff as the price increases and consumer surplus falls. 

7. (j) IMAGE SENd
(k) Determine the marginal revenue function and draw it on the graph
P = 100 – 2Q MC and AC = 16
MR=100-4Q
(l) Calculate the profit maximizing quantity for the monopolist and identify it on the graph
MR=MC MC=16
MR=100-4Q
100-4Q =16
100-16=4Q
84=4Q
Q=21
(m) Calculate the profit maximizing price for the monopolist and identify it on the graph
Price
P = 100 – 2Q
=100-2(21)
=100-42
P=58
(n) Calculate the profits of the monopolist and identify by an area on the graph.
PROFIT= (P-AC) (Q)= (58-16) (21)
	=42*21
=$882
(o) Calculate the deadweight loss of the monopoly and identify it on the graph.

8) Externalities 
a) What is a negative externality?
A negative externality is a cost that a third party outside the market suffers as a result of an economic transaction.

(b) Using pollution as an example, draw the standard diagram where both output and pollution are produced together. Identify demand, marginal private cost, marginal social cost, competitive market price and quantity and optimal price and quantity.
d) Does the existence of externalities strengthen the argument that society should rely upon Adam Smith’s “invisible hand” in free markets, or does it weaken that argument? Explain. 
e) Why is the optimal amount of pollution in general greater than zero. Explain in terms of the opportunity cost of perfectly clean air.
The optimal level of pollution is not zero because the optimal level is obtained by equating the marginal benefit to the marginal cost.
9) Public goods are non-excludable and non-rivalrous
 a) Explain what non-excludable means. Using examples, compare public and private goods in your explanation. 
Non-excludable goods are public goods that cannot exclude a person from using such goods. In other words, restricting access to consumption of those goods is almost impossible. For example, public roads and street lighting. 
b) Explain what non-rivalrous means. Using examples, compare public and private goods in your explanation. 
Non-rivalrous goods are goods that can be consumed by community and people without limiting availability of the goods to others. For example, in case the government puts on firework display, everyone can watch it. 
c) Under perfect competition conditions, free markets will provide the optimal amount of private goods (Adam Smith’s invisible hand). Will free markets provide the optimal amount of public goods? Explain why or why not.
Optimal amount of public goods will be provided where marginal benefit intersects marginal cost. When the MC is greater than marginal benefit the public good is over allocated. If the marginal benefit is greater than marginal cost, the public good is under allocated. However, where the MC equals the MB, there is an optimal allocation of public goods. In a free market, the market equilibrium is achieved without government intervention. Therefore, in free market provision of optimal amount of public goods is not possible. 

10. Monopolistic competition
(a) In what way are monopolistically competitive firms like perfectly competitive firms?
In both monopolistic competitive and perfectly competitive markets there are many firms providing goods and services. Barriers to entry are few and firms can enter and exit the market freely in the long run. Firms can also make decisions independently. 
(b) In what way are monopolistically competitive firms like monopolies?
monopolistically competitive firms and monopolies are both price makers rather than price takers. 
(c) The monopolistically competitive firm is in short run equilibrium. This is because in the short run, the monopolistically competitive firm will maximize profit or minimize losses by producing where Marginal revenue equals marginal cost. The average total cost is below the market price (economic profit) or below market price (economic loss). In long run monopolistically competitive firm will make normal profits which is not the case as indicated in the diagram. 
(d) Other firms will firms will enter the market in the long run because the firms are earning an economic profit. More firms will continue entering until the firms earn only normal profits.
(e) the long-term equilibrium for the monopolistic competitive firm will equate market price to the average total cost so that average total cost includes a normal profit. 

11 Game Theory
a) Firm A has a dominant strategy. When Firm B plays low price (5), Firm A responds by low price as payoff (2). When Firm B plays high price, firm A responds by low price as payoff. Firm A therefore always plays the low price hence making the low price the dominant strategy. 
(b) firm B has no dominant strategy. This is because when firm A plays low price, firm B responds with low price as its payoff. When firm A plays high price, firm B responds with high price as its payoff. Therefore, firm B has no dominant strategy.
(c) yes. Nash equilibrium exists in the game when both firms play with low price (low price, low price). In Nash equilibrium, each firm is playing the best response to the other player’s response. Therefore, Nash equilibrium is low price, low price. 

