Study Guide for Second Exam

1. Vertical Integration 


Rationales for -
Successive price searchers





Technological economies





Monitoring economies





Price discrimination





Variable proportions problem

How is the appropriate market share impacted by reason that a firm partially integrates forward?

2.  The Cellophane Problem.

What is it?  How do we identify close substitutes if a seller has market power? 
3.  Exclusionary Practices and how they can perpetuate monopolies.


Microsoft - per processor contracts.



Other alleged exclusionary acts to think about

Vaporware - announcing a “shortly” forthcoming product at the same time that a competitor introduces a product that has improvements on the existing offering.  For example, when DR-DOS included a disk compression utility, MS “announced” MS DOS 5.0 would be forthcoming with disk compression.

Withholding Development Information - providing “beta” releases (operating systems in development) to application developers that did not write apps for alternative platforms.

Bundling MS centric OS extensions - including potential platform threats in MS operating systems, for example, Internet Explorer and making the MS version incompatible with alternative platforms.

??.  In addition to the monopolization of operating systems claim, Microsoft has been accused of deliberately including secret "bugs" in its operating systems that make compatibility of applications by third party vendors very difficult.

    i.  Under what (if any) economic conditions would Microsoft have an incentive to raise the cost to third parties of writing DOS or Windows applications?  Again, if you can, suggest both efficiency and "market power" incentives.

    ii.  Discuss what additional information you would seek to test your explanation(s).

Product pre-emption.  

What are the incentives for a monopolist to control a potential substitute versus that of a competitor.

4.  Hytrin question
Does the brandname drug have market power before entry if it faces many therapeutic alternatives? 

Can the therapeutic effects of alternative brand name drugs be used to determine which products are substitutes? 

Does the brandname drug have market power after generic entry?

Why do brandname drugs typically not lower (sometimes raising) price with generic entry?

If patents are intended to increase the return from innovation, won’t private agreements limiting competition between a patent holder and a non-fringing entrant be efficient?

