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ANSWERS

Question #1: Monopolistic Competition

Question 1. 15 poits (6 + 2 + 3. +4)

{a) 6 pomts {1 point for each:graph showing the appropriate cost curves, 1 point each for identifying profit
maximizing quatiity 2t MC=MR, and 1 point each for showing price for each firm-read off the correct demand

curve)

1 poniteach: two graphs with appropriate cost curves
1 point each: Q indicated for each finm where MR=MC
I point each: P for each figm read off the correct Dcurve atcorrect Q

by Zpomts '{E poinit for the price comparison and 1 poist for quantity comipanson)

i pomt: Pin verfect competition s lower than P in mencoolistc competition.

I pont Quantity in perfect competition is greater than in monopolistic competition
¢} 3points {1 point each for indkicating zeso economic profit for each fim and 1 pount for explanation)
1 point : firm i perfect competition earns zera economic profis
1 point - finm m monopaolistic competition earns zero econonuc profit
Ipomy  entry of new firms increases industry owpus, individual fim’s output decreases. prices will
fall to level of ATC (Correct explanation consistent with the exit of firms is also accepted)

(dy dpoints (T point each for correctly identifving elasticaty for each firmy, 1 pomt each for correct

explanation)

1 point. - for the perfectly competitive fiom, demand s petfectly elastic
1 point ~because P is constant, the percentage change mn P15 zero

¥ pamt :for the monopolistically competitive firn demand 5 elastic
Tpoint MR s posttive in the elastic portion of the demand curve

MONOPOLISTIC COMPETITION
8 MC
Z ATC
P?\i o
; b
Ou \ QUANTITY
MK
TERPECT COMPETTTION
W MC
%’ ATC
e \ D= MR

t
H
i
t
i
§
i

Ge.  QUANTITY

Question #2: Monopoly

9 points (1+4+5+1+1)

{a) 1 point: Brunslles must lower ite price on all units to gell additions] units. Thus, the additional revenus

fram the last unit 2old 1o the price minus the loss on unite that would otherwise zell at a higher

prics.

(1) 4 points

1 — Conectly labeled graph with dowrward-sloping dernamnd and meargingl revenues below demand

1 - Fer OQF at MO=MR
1 - Fex P* at the height of the dermand cures above MO=MR

1 - For shading the correct area of profit (F*-ATCH0*
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(o) 2 pointe:
1 - Por Iflentifying &F at MR =0

1 - Fer identifying P at the height of the dernand ourve above OF

e 1 point Brunesll's dermand ourve will shift inveard to the l=ft
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ey 1 point: Erunslle is not producing the allocatively efficient level of output heaosuse PabC (MSB = MO



