
Note: given the fact that you’re ‘obliged’ to answer the weekly questions, try to profit the most from the task:

- Start by reading the slides (twice).
- Then, leave the notes aside and answer the questions (I do not value answers that are transcriptions of the lecture notes). If you do this, you’ll have to study much less before for the tests.

The answers should be handed to me at the next lecture at ISEG. They should be manuscript (not typewritten) and preferably based on schemes (as I do in the slides). Keep a copy for yourself.

Reserve 4 hours per week to answer the questions. If you answer them in a serious way, you’ll need to study much less for the exam.
Warning: in June you’ll have exams of about 5 different courses in just two weeks. Therefore, if you do not study properly while answering the weekly questions, your chances of passing this course will be much lower.

Please write WEEK 5 in bold at the beginning of your answers.

Week 5
Note: economic inefficiency = waste of possible welfare
L9 and L10: International cartels + regulation of oligopoly prices + aspects that may prevent polig -> pM
1.Why can public opinion influence the price set by oligopoly firms?
2. Why firms which sell beer may have to agree on their prices through talk and not simply by following each other’s prices?
3. Why may supermarket chains have to agree on their prices through talk and not simply by following each other’s prices?
4. Why may it difficult for two duopolistic airlines to raise the fares of flights to the monopoly level?

5. A steep decline in demand may lead to the break of an implicit price agreement. In which industries is this likelier? Explain.

6. In new industries companies are less likely to follow each other’s price moves than in mature industries. Why?
7. In which types of goods are secret price discounts possible? And Impossible? Explain.

8. a) Explain why, once they have agreed on the price, each company will gain if it makes secret cuts to its customers.

b) If one makes secret cuts and the others don’t, will these collectively lose by more, by less or by the same as the cheater gains? Explain.

…
9. What is the difference between the way the price is set in a domestic cartel and the way it is set with collusion à la Chamberlin and Sweezy?

10. Why aren´t international cartels forbidden by law?

11. Does OPEC+ agree on the price of oil in world markets? Explain.

12.  Explain how international cartels determine that the exchange ends up setting the monopoly price for their product.

13. Explain why a cartel member will gain if it does not respect its quota.
14. Will it gain by more, by less or by the same as the collective losses he imposes upon the others? Explain.

15. How can a cartel member exceed its quota without being seen by the others?

16. How can a cartel prevent its members secretly exceed its quotas?

17. Why do oligopoly prices need to be regulated?

18. Why does a price above the UVC lead to economic inefficiency?

19. How do govs currently intervene in oligopoly markets?

20. Why was the vitamin cartel judged by the EC and not by a national competition authority?

21. Why was the beer cartel judged by the PCA and not by the EC?

22. Which technique have competition authorities used in their efforts to catch price agreements? Explain the logic.

23. In the case of some products, it would be simple to prevent oligopolistic companies from raising the price above the level that leads to normal profits. Which products? How?

24. a) A very high tax on oligopolistic profits will not lead them to raise the price. Why?

 b) What will then happen to economic inefficiency? Explain.
c) What will then happen to consumers? Will they still be robbed? Explain.

25. a) Why is a tax on the variable costs of oligopolistic companies passed on to consumers?

b) Is it only partly passed or fully passed? Explain.

c) What happens to the oligopolists’ profits? Explain.
d) Will consumers still be robbed? Explain.

e) What will happen to economic inefficiency? Explain. 
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