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Eco 102 Prof. Dohan Comparison of  Competition and Monopoly


These are the industry long-run revenue

and cost curves for producing milk on dairy

farms.  Initially, this is a perfectly competitive

industry with hundreds of farmers.

2.1 What is the equilibrium price and quantity in 

this industry .


P =  $_________                Q = ________liter.


2.2 What is the marginal benefit to society of having

one more liter of milk at equilibrium? MB = _______

2.3 What is the marginal cost to society of producing one more liter of milk at equilibrium? MC=_______
Problem 2 B Monopoly

Dairy Farmers Association (DFA)

Dairy farms have grown to be very large in size because of economies of scale in milking machines and transport

The few remaining dairy farmers get together to form the Dairy Farmers Association and meet secretly to set the price of milk to maximize net income of its members.


2.4  What price will the DFA trade association “recommend” to its members and how much will it sell? 


P= _______   Q=_______

2.5 What are the DFA’s total revenues $________?  Total costs $_______.   Total economic profit $_______.

2.6  How much would a “rent-seeking trade association” be willing to spend (lobbying, etc.) in order to be granted 

the right to represent milk producers and to set “fair” prices? $_________

2.7  What is the marginal benefit now to society of having one more liter of milk at the new monopoly price and quantity? . MB = $_____   
And marginal costs to society of producing one more liter of milk.   MC = ______

2.8  Show by shading in the diagram the loss in social welfare (the deadweight loss to society) from centralization of the milk industry.    

2.9  Now calculate the deadweight loss = $_________

Problem 3 Regulating Monopolies

VIP Questions 14 points

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


2 pts.   ____3.1 CableMine, your local cable company 

         has the only local franchise. It is best described as:



a.

perfect competitor 

   

b. 
monopolistic competitor



c. 
oligopolist



d. 
natural monopoly  


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

_____as an output level. 
_____ as a price. 

4 pts.     3.3.  Sketch, shade and label  on the graph and write below



the total revenue her company would earn



her total costs



and her economic profit, if any.

2 pts.     3.4.   What are socially most efficient output level and price. with Q* and P* for CableMine. Hint: P=MSB=MSC

_______socially most efficient output level 

_______socially most efficient price
4 pts.     3.5.  Shade in the deadweight loss to society caused by CableMine’s rent seeking behavior, if any.  Careful!!!!!!   Even though CableMine is a good corporate citizen and supports local charities, explain in a paragraph and with the above graph, why, nevertheless, there is a deadweight loss to society if CableMine produces less than the socially optimal  level of output. 

       Explanation:

2 pts.       3.6.  If CableMine was regulated to allow only a normal rate of return of capital, then the lowest regulated price (ceiling) that should be imposed on Maxa’s firm (measured along the vertical axis) would be about_______.

_________Regulated price:                       Deadweight loss from overconsumption at low regulated price.____________

Extra credit:  Evaluate the new regulated price in term of economic efficiency.  Is there any new type of deadweight loss associated with the new price and quantity. Why.  Show.+ 4 pt.

Problem 7  Externalities, Excise Taxes and Efficient Prices 

The market demand for gasoline is Qd=12,000 - 40Pb  where  Pb is the price paid by the buyer in cents per gallon.

The market supply of gasoline is Qs = - 3000+60Ps where  Ps is the price received by the seller in cents per gallon.


The original equilibrium price and quantity before tax  
  150 =Ps = Pb (no tax)

6000 = Qs= Qd
These are the the original S & D curves on the graph to the right

Dealing with externalities,

The Environmental Protection Agency is concerned about the external costs of driving on the environmental (pollution from the engine.) which costs smog and global warming.

Researchers estimate the external costs are about $1.00/gallon (100 cents per gallon).  

Draw 7.1 Sketch in the total social cost curve (SMC) from driving which would reflect the actual cost to society.

7.2 Describe the loss to society.  Do we consume too much or too little.

7.3 Identify the optimal price and quantity of gasoline consumption from the viewpoint of society.

_______Optimal price

_______Optimal quantity

7.4 Show on graph and shade in the loss on the graph incurred by society. 
The concerned Congress vote to impose an excise tax on the sellers of 100 cents per gallon of gasoline.

7.5.  Calculate the new equilibrium price to the buyer (Pb) and to the seller (Ps) and equilibrium quantity after this tax is imposed. Show your algebraic solution. Hint:  Ps + tax = Pb. 

 Ps = _______,     Pb=_________,       Q= __________

Draw 7.6 Plot the new supply curve (including the tax). Hint: You may have already plotted it in an earlier part of the question
________7.8.  How much of the tax is paid by drivers.

________7.9..  How much of the tax is paid by the oil companies.

6.6.  Explain the fact that the consumers paid part of the tax even though the tax was imposed on the seller.

6.8  Explain in what sense is this a socially efficient price?
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