









Spring 11
Student's Name____________________________________________  
Seat Number_________
Problem on Monopoly

Use these long run supply and demand curves about Cable Maxa to answer these questions.

2 pts.   3.1 Cable Maxa, your local cable company has the only local franchise. It is best described as:



a.
natural monopoly  .

   

b. 
monopolistic competitor



c. oligopolist



d. 
perfect competitor

2 pts.
 3.2 If the owner of Cable Maxa, could set her own output and price levels, she would choose

_____ as an output level. Qm    Hint: MR= MC => Qm
_____ as a price.              Pm     Hint: What is the highest price they can sell Qm.
4 pts.     3.3.  Sketch, shade and label  on the graph and write below



the total revenue her company would earn  TR=Qm*Pm


her total costs  TC=AC (at Qm)*Qm


and her economic profit, if any. Eco. Profit = (P-AC at Qm)*Qm

4 pts.     3.5.   What are socially most efficient output level and 
price.  
Hint: P=MSB=MSC

_______socially most efficient output level 

_______socially most efficient price
Mark with with Q* and P* for Cable Maxa on the graph.

4 pts.     3.4. Shade in the deadweight loss to society caused by Cable Maxa’s rent seeking behavior, if any.  Careful!!!!!!   Explain in a paragraph

in terms of opportunity cost and with the above graph, why, nevertheless, there is a deadweight loss to society if Cable Maxa produces 

less than the socially optimal  level of output. 

       Explanation:

4.1, Would a socially most efficient price and

       socially most efficient output level eliminate

       monopoly (economic) profit? 
4.2  Is producing too little the source of social losses.  Why?
5.    What would happen if the public utility commission would allow Cable Maxa to earn only the normal rate of profit already included in the average cost curve.  Hint:  Where the AC crosses the DD curve. 

a. Better, no monopoly profit.


b. Good,  prices lower, more can be bought.


c. Worse. MC > P, which causes a deadweight loss because the opportunity cost of what it costs to   
produce the extra unit is less than the consumers would be willing to pay for them.
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