Econ 201 Tutorial #10
Date: Week of Nov.21-27, 2011

Coverage: Chapter 10 Monopoly     








I. Multiple Choice Questions:

1. What is a natural monopoly?


A)
A market where a single producer is able to produce at a lower cost than competing firms could.


B)
A monopoly created by government decree.


C)
A monopoly created as the result of mergers and takeovers.


D)
A market where the demand is very high in relation to the costs of production.

2. The monopoly firm faces a downward-sloping demand curve for its product. The reason for this is that:


A)
it is the only supplier of a product which has no close substitutes.


B)
its average total cost increases as output increases.


C)
the firm must raise the price of its product in order to sell an additional unit.


D)
the monopolistic producer is essentially a price-taker in the marketplace.

3. If an industry consists of only one firm, its marginal revenue is less than product price at all levels of output because:


A)
in order to sell an additional unit of output, it must lower the price on all units that could have been sold at a higher price.


B)
in order to maximize profits, marginal revenue must equal marginal cost, and marginal cost must be less than price.


C)
after a certain level of output is produced, the law of diminishing returns applies.


D)
as additional units of output are sold, total revenue increases, reaches a maximum, and then falls.

Use the following to answer questions 4-6:

	Quantity
	Price

	1
	65

	2
	60

	3
	55

	4
	50

	5
	45

	6
	40

	7
	35

	8
	30

	9
	25

	10
	20



4. Referring to table 10.1, what is the marginal revenue of the 6th unit?


A)
$6.


B)
$10.


C)
$15.


D)
$45.


5. Referring to table 10.1, at what level of output is total revenue highest?


A)
5 units.


B)
7 units.


C)
9 units.


D)
10 units.


6. Referring to table 10.1, what is the value of marginal revenue at the output which maximizes the monopolist's total revenue?


A)
$0.


B)
$10.


C)
$5.


D)
$35.

Part II: Short Questions

1. Let the demand curves for a monopolist who sells its product in two separated markets to be given by:

Q1=50-P1, so marginal revenue for this market is given by MR1=50-2Q1.

Q2=50-2P2, so marginal revenue for this market is given by MR2=25-Q2.

For simplicity, let the monopolist to have a constant marginal cost of $6 per Q, and fixed cost is zero, so that ATC=AVC=MC=$6. We want to simplify costs and focus on price discrimination.

(i) What is the quantity that the monopolist will choose to supply in each market and what will be the price in each market? 

(ii) Calculate the total profits for the monopolist.

For the next three questions, assume that the monopoly has to pursue a single-price policy. Let the total demand function be equal to Q=100-3P, or P=(100/3)-(1/3)Q.

(iii) For the single-price monopoly, marginal revenue for this market is given by MR=(100/3)-(2/3)Q. What is the equilibrium price and quantity?

(iv) Calculate profits. Compare these profits with the profits in the case where the monopolist could charge different prices. Does this relative magnitude (one set of profits always at least as high as the other set) make any sense? 

2. What is meant by barriers to entry? Give three examples.
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