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Spring 2004

Econ 431

Professor Leffler


Answer both questions.  Think before writing.  Be concise and to the point.

1.  The merger guidelines of the Department of Justice and the Federal Trade Commission set out the standard used in defining a relevant market for most antitrust purposes.  The standard expands the product and the geographical market until a "hypothetical monopolist controlling all of the proposed market could profitably raise price significantly above the competitive level."  A significant price increase is defined in the guidelines as an increase of 5 percent.

     Use the Dominant Firm Model to evaluate what the minimal changes in the market share of a dominant firm would need to be to lead to a 5 percent price increase.

     The Merger Guidelines also note that a merger in which the post-merger HHI is above 1800 (highly concentrated) and the change in the HHI from the merger is 50 or greater will be opposed by the agencies.  Is that rule consistent with you analysis above?

2.  The gasoline refining and marketing industry is frequently subject of allegations of price fixing.  

A.  Discuss what facts about this particular industry you would like to know to assess the likelihood that this is an industry in which successful price fixing might be expected.  Be sure to consider “market definition” issues. 
B.  “Expert” commentators suggest that the price of gasoline may increase to as high as $3 per gallon this summer.  Assume this comes to pass even though the cost of crude oil is relatively unchanged from today.  What facts would you seek to determine whether such a price change were the result of “competition” or rather of collusion?  

