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Homework No. 8 Monopoly





1. In your own words explain why marginal revenue is less than average revenue under conditions of monopoly.  














2. List as many barriers to entry as you can think of, ranking them in order of effectiveness.  

















3. Should the government subsidize monopolies that are losing money to keep them in business?  Does the government engage in this practice?  Explain.  














4. How does a monopolist maximize profits?

















5. Why will a monopolist never attempt to produce in the inelastic portion of its demand curve?




















6. What is a natural monopoly?  Give an example of a natural monopoly?














7. Here is a classified ad from a recent copy of the Dallas Morning News:





1-WAY-TICKET to Hawaii, male, $300.  555-1111.  





How does this secondary market for airplane tickets affect the ability of airlines to engage in price discrimination?  Why do you suppose the ad notes that the ticket is “male”?














8. The Baylor Athletic Department estimates that it faces the following demand schedule for each home football game.  


Price per ticket�
Tickets sold per game�
�
50�
         0�
�
40�
10,000�
�
30�
20,000�
�
20�
30,000�
�
10�
40,000�
�
  0�
50,000�
�
Floyd Casey would bust at the seams with 50,000 fans in attendance.  Additionally, it is estimated that the marginal cost of attendance, and thus for tickets sold, is zero.  


a. Draw the demand curve and marginal revenue curve in the diagram below.  Compute the profit-maximizing price and the number of tickets sold at that price.  





�























�


b. Determine the price elasticity of demand at the price you determined in part a.  

















9. Consider the following cost and demand information about a monopolist.  Complete the table.  





Output


�
Price


�
Total Revenue


�
Marginal Revenue�
Total Costs�
Marginal Cost�
�
1�
14.00�
�
�
16�
�
�
2�
12.00�
�
�
20�
�
�
3�
10.00�
�
�
25�
�
�
4�
  8.50�
�
�
33�
�
�
5�
  7.00�
�
�
41�
�
�
6�
  5.50�
�
�
50�
�
�



a. Determine how much the monopolist will produce if it is maximizing profits.  What price will the monopoly charge?  What are its profits?




















b. What quantity maximizes total revenue for the monopoly?  Explain why producing the revenue-maximizing output will not maximize profits.  














