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→ sudden economic recession → Consumer's purchasing power → goes down

→ Units of labor hired by this firm?
qlfactormkt
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due to the demand of goods / services in the production market.
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same optimal labor d- a firm at 12 .
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↳ A = 50%
,
B--20%

,
C. = 30% of market share

↳ All companies
'

marginal cost = $0.2
unit
,

1mn .

2A) Lerner 's index for company A ?

(=P-MC
→ L = I -0.2

= OY = 0.8
P y

↳ LE 0,1 : Lerner 's index for company A is 0.8 which leans
to the

monopoly market since 0.8 is closer to 1 .

→ In this case
,
the marginal cost is $0.2 but if it is o, then

it will possess all the market power.

( determine how much competition in this industry)

2b ) HHI index for this industry
↳ summation of each firm market share square .

HH -1--27=1 sit
A B C

HHI = d. 5) 2+10.2121-10.35 = 0.38
y

24 Company D } -1 decides to merge their company .

↳ New HHI index = ?
(A) (merged/2

HHI = (0.5121-10.5) = 0.251-0.25 = 0.5
,
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3. Consider these statements and indicate which one of the choices fits with each statement and 

roughly explain why. 

 Choices 

1. Not a market failure 

2. Market power 

3. Externalities 

4. Public goods 

5. Moral hazard 

6. Adverse selection 

 

3.a) People feel that price level is hiking.  

3.b) Morpheus always hears a loud fight coming from a room next to his. 

3.c) Trinity does not receive her full-benefit until her first 3-month of her work position.  

3.d) In Chiang Mai, there is no earthquake alarming system.        

3.e) Starbucks coffee is more expensive than Amazon coffee.  

 

*********** 

 

I 1

, ) '

3at market power : monopolist control the price which
is hiking

in this case .

3b) externalities : Morpheus hears the noise
as an effect as a (3rd party)

which he does not have anything to
do with it and thus

it is a negative extranality.

3C) moral hazard : Trinity had a ion tract]
with the company she

works

for but she does not receive her full
benefit

until her first 3-month . She had
her advantage /

benefit taken .
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3d) Public goods : There is no organization to allow Chiang Mai to

have earthquake alarming systems as the public

goods that is categorized in club goods for residents

who pay taxes in other
areas

.

3 e) not a market failure : Starbucks coffee and amazon coffee

set the price in their own firm .

So
,
it is not relevant .


