Homework 4
Econ 1101.01: Principles of Microeconomics

Katherine Lande Schmeiser

Due April 4, 2008
Note: Type everything but graphs and calculations for full credit. Completely label all graphs for full credit.

Homeworks may not be submitted electronically. For full credit, TA’s name and section number must be on the homework.
Problem 1 (10 points):

Consider a monopolistic competitive firm. Graphically, show the firm’s problem when profits are initially negative. What happens in the long run (to number of firms, quantity and price, demand, etc.)? What are long run profits? Graphically show this. You may use two separate graphs, one to show the short run situation, one to show the long run.

Problem 2 (10 points):

Consider a monopolistic competitive firm. Graphically, show the firm’s problem when profits are initially positive. What happens in the long run (to number of firms, quantity and price, demand, etc.)? What are long run profits? Graphically show this. You may use two separate graphs, one to show the short run situation, one to show the long run.

Problem 2 (4 points):

Define the following concepts:

a) Dominant Strategy

b) Nash Equilibrium

Problem 3 (5 points):

List the two characteristics of a Prisoner’s Dilemma which we mentioned in class.
Problem 4 (7 points): 

Consider the following game:

	
	Homer

	Marge
	
	Going to Moe’s
	Taking a Walk

	
	Going to Moe’s
	(5, 10)
	(-10, -10)

	
	Taking a Walk
	(3,3)
	(10, 5)


What is the Nash equilibrium of this game? Justify your answer.

Do Marge or Homer have dominant strategies? If so, what are they?

Problem 5 (10 points):

Consider the following Oligopoly example of a Prisoner’s Dilemma.
	
	Firm 2

	Firm 1
	
	High Q
	Low Q

	
	High Q
	(100, 100)
	(550, 50)

	
	Low Q
	(50,550)
	(500, 500)


What is the Nash equilibrium of this game? Justify your answer.

Do Firm 1 or Firm 2 have dominant strategies? If so, what are they?

Problem 6 (4 points):
If the game in Problem 5 is repeated many times, is it optimal for our firms to play the Nash equilibrium strategy every time? If not, what is the best strategy for them to play and why?
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