Economics 103B.

Problem Set 7.            MONOPOLY

A monopolist faces a demand schedule given by:

Q = 16 - P.  The long-run marginal cost of output is constant and equals $5.  

a.  Graph the demand and the marginal revenue schedule for the monopolist.

b.  What is the profit maximizing price and output for the monopolist?  What are the monopolist's profits at this point?  

c.  Suppose that output were set where price = marginal cost.  How much greater would output be compared to the monopoly level?

d.  Calculate the consumer's surplus associated with (b) and with (c) above.

e.  Calculate the deadweight loss, or the welfare loss due to monopoly, in (b).

