Concise answers are rewarded, though you must “explain” your answers (or show your work steps).  Extraneous, irrelevant and redundant answers are penalized.  Use an exam booklet.  No calculators or cheating!!  You must turn in your notes.

1.  Microsoft has been sued on the claim that Microsoft illegally monopolized the market for operating systems to run PCs.

A.  Microsoft claims that they do not have any monopoly power since only about 20 percent of computer calculations are performed under their operating system.  Would you consider this to be a valid “relevant” market share?

B.  “Since the marginal cost of installing an operating system on an additional computer is near zero, any successful operating system vendor will be judged to have significant monopoly power.”  Do you agree?  How would you define monopoly power for operating systems?

C.  Microsoft is also accused of generally withholding operating system information from developers and thereby favoring its internal app developers. Under what (if any) economic conditions would Microsoft have an incentive to raise the cost to third parties of writing DOS or Windows applications?  Discuss both efficiency and "market power" incentives.

2.   A.   Explain the “Cellophane Fallacy.”

B.  Hybestosis Inc. has a patent on clutch pads used in the transmissions for heavy earth moving equipment.  They sell about 95% of clutch pads used in such equipment.  Hybetosis recommends the pads be replaced after 500 hours of use though the use can be extended to about 700 hours though the installation of stronger springs and tensioners.  Hybestosis has a deal with the transmission manufacturers under which failure to use the Hybestosis springs and tensioners voids the manufacturer warranty on the transmissions.

i.  Provide two alternative explanations for why do you think Hybestosis would effectively “require” the use of Hybestosis springs and tensioners?


ii.  How would the following relate to your explanations:  



a.  whether Hybestosis’s market share is 45% or 95%.

b.  whether the Hybestosis springs and tensioners are priced competitively;



c.  whether Hybestosis has been selling clutch pads for 1 year or 10 years.

