Solutions to SELECTED End of Chapter Exercises
16.1
Letting the subscript M pertain to monopoly and the subscript C pertain to perfect competition, then at the corresponding profit maximizing levels of output:


a.
PM > PC

b.
QM < QC

c.
For monopoly, PM > MCM, indicating an inefficient allocation of resources, whereas for perfect competition, PC = MCC, reflecting an efficient allocation of resources.


d.
CSM < CSC

e.
PSM > PSC

f.
For monopoly, deadweight loss (DWL) > 0, whereas for perfect competition, DWL = 0.
16.3
a.
QD = 500 - 10P
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P = 50 - 0.1Q
      
 b.
TR = PQ
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SRTC = 25 + 2Q
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MR = SRMC
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50 - 0.2Q = 2

                   
0.2Q = 48
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e.
P = 50 - 0.1Q



P* = 50 - 0.1 (240)

    
       
= 50 - 24 = $26



SRπ = TR - SRTC

         = PQ - (25 + 2Q)

                     = 26 (240) - 25 - 2 (240)


        = 6240 - 25 - 40 = $573
16.5
MR1 = MR2 = MC


SRTC = 100 + 0.25Q2, where Q = QT = Q1 + Q2
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In submarket 1
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4P = 1000 - 
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P 1 = 250 - 
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TR1 = P 1Q1 = (250 - 0.25Q1) Q1

= 250Q1 - 0.25Q12
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MR1 = MC


250 - 0.5 Q1 = 0.5 (Q1 + Q2)


250 - 0.5Q1 = 0.5Q1 + 0.5Q2

Q1 = 250 - 0.5 Q2

In submarket 2

Q2d = 1200 - 4P2

4P2 = 1200 - Q2

P2 = 300 - 0.25 Q2


TR2 = P 2Q2 = (300 - 0.25 Q2) Q2


= 300 Q2 - 0.25 Q22
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MR2 = MC



300 - 0.5 Q2 = 0.5 (Q1 + Q2)



300 - 0.5 Q2 = 0.5 Q1 + 0.5 Q2


Q2 = 300 - 0.5 Q1


      = 300 - 0.5 (250 - 0.5 Q2)



 = 300 - 125 + 0.25 Q2


0.75 Q2 = 175



Q2* = 
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Q1* = 250 - 0.5 (233.33) = 133.33
       
b.
This firm is engaging in third degree price discrimination.

16.7
The more efficient plant is characterized by having the lower positioned marginal cost curve.  However, the value of its marginal cost rises with increases in its production of output.  In the short run, this is due to the law of diminishing marginal productivity.  Thus, eventually it becomes cheaper to produce some of the additional units in the other plant, even though its marginal cost curve is positioned higher.
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Figure 16.3


The first two units will be produced in plant 1, however, the third unit will be produced in plant 2, because MC2,1 < MC1,3.
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