Solutions to SELECTED End of Chapter Exercises
15.1
The characteristics of a monopolistic market structure are:  a) a single seller of a good, b) a product that is substantially differentiated from other goods, c) barriers to entry that prevent other firms from entering the market, and d) possibly imperfect information on the part of consumers.  Thus, the monopolist possesses significant influence in pricing its output.

15.3
The own-price demand curve faced by a monopolist is the market own-price demand curve.  This curve is downward sloping because the monopolist can affect the price of the good by changing its level of output.  Perfectly competitive firms faces horizontal, or perfectly elastic, own-price demand curves since each firm individually cannot affect the market price by altering its level of output.  A monopolist's MR function is downward sloping, meaning its MR is inversely related to its level of output.  This is due to the fact that, as the monopolist increases its level of output, causing the price to fall, demand becomes less elastic thus causing its MR to decrease.  A perfectly competitive firm's MR function is horizontal and equal to the market price, since the additional revenue the perfectly competitive firm receives for selling an additional unit of output is a constant value, equal to the market price.

 15.5
a.
P = PD (Q) = 10 - 0.10Q



TC (Q) = 2Q + 0.025 Q2


TR = P ∙ Q = (10 - 0.10Q) Q = 10Q - 0.10Q2


π = TR - TC = 10Q - 0.10Q2 - (2Q + 0.025Q2)



π = 8Q - 0.125Q2
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d

dQ

= 8 - 0.25Q = 0




    0.25Q = 8




       Q* = 32



π* = 8 (32) - 0.125 (32)2 = $128



P* = 10 - 0.10 (Q*) = 10 - 0.10 (32) = $6.80
 b.
The results in part a. correspond to a long run outcome since 

TC = 2Q + 0.025Q2 does not include any fixed cost.

15.7
SRπ = TR - SRTC = 25Q - Q2 - 
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-0.25Q2 + 3Q - 5 = 0


0.25Q2 - 3Q + 5 = 0

Q2 - 12Q + 20 = 0


 (Q - 2) (Q - 10) = 0


Q = 2 or Q = 10

If Q = 2, then

P = 25 - 2 = $23.


SRπ = TR - SRTC


        = PQ - 
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If Q = 10, then

P = 25 - 10 = $15.

SRπ = 15 (10) 
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         = 150 - 83.33 + 250 - 300 - 100

         = - $83.33.

Therefore, the short run profit is maximized when Q = 10, and SRπ = $-83.33.
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