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Instructions for Candidates

1. Write your Roll No. on the top immediately on receipt of this question paper.
2. Sub parts of the questions to be attempted together.

3  Use of Simple Calculator is allowed.

4. Attempt any 5 questions out of 7 questions.

5.

6.

Each question carries equal (18) marks.
Answers may be written either in English or Hindi; but the same medium should

be used throughout the paper.
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1. (a) Explain Bertrand trap with the help of a diagram. How does price
competition with different costs solve the problem of Bertrand trap? Draw
to explain. )]

(b) How is the Bertrand trap avoided in the capacity constraint model? Why is
the price set at P(K, + K,) in equilibrium, where K| and K, are the capacities
of two firms? ©)

2. (a) Consider a homogeneous product industry with inverse demand p = 140 — 2Q),
where Q = g, + q,. Assume firm 1 which produces q, is the leader and firm
2 produces q, as a follower. If both firms have same marginal cost (c) and
no fixed cost, then show that leader produces more and earns higher profits
than the follower if it is a quantity model of Stackelberg. )
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(b) Explain the concept of ‘Efficient component pricing rule’ that is used to
determine access charges for common essential facility? How does it help in
maintaining competition and improving efficiency? ©

3. (a) Compute the equilibrium in Salop’s circular city model, with linear transport
cost t and show that market generates too many firms in relation to the
social optimum. ®) .

(b) Discuss three factors that may facilitate the formation and maintenance of

collusive agreements. 9

4. What are the economic effects of horizontal mergers? Assume three Cournot
firms facing a linear market demand

P=a-Q
They have symmetric cost function before the merger :
C=F+cq.

where F is the fixed cost and c is the constant marginal cost

The merger results in cost efficiencies of the merged firm with its cost function 3
given as
C=F +c"q, suchthat c¢' <c

|
(a) Use the analytical approach to determine the impact of a horizontal merger i
of two firms on the profits of merging firms. ]

(b) How is the competing (non-merged) firm affected by this merger? Further,
analyze its impact on consumer surplus. (18)

5. Consider a structure consisting of Manufacturer (M) and a Retailer (R). There is 3
a demand for the final product (supplied by R), given by D(p) = 50 — q. Assume |
that to produce one unit of output, retailer needs one unit of input from
manufacturer. Suppose that R has no costs in addition to the wholesale price, w,
that it pays to its supplier. Firm M has a constant marginal cost 10.

(a) Find the equilibrium quantity, price and profit for both Manufacturer and
Retailer. 9

(b) Now suppose, both the firms merge, then what will be the profit of the
merged firm. Are they better under vertical merger? Prove and justify with
an economic argument. €))

6. Write a note on :

(a) Resale Price Maintenance as a measure of vertical restraint ®
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7.

(b) Regulatory mechanism for natural monopolies. )

(a) Leading firms have a greater incentive to innovate when the threat of
competition by a laggard is high (preemption effect). Otherwise, leading
firms have a lower incentive to innovate (replacement effect). Analyse the
above statement. 9)

(b) Suppose that the market demand for a given product is given by
Q =a - p, and the marginal cost is constant at c. Let pre —innovation values
be Let a; = 10, ¢, = 5; and a, = 20, ¢, = 2 be the corresponding post-
innovation values. Find the social value of innovation. Is it product
improvement innovation? Cost reducing innovation? )]
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