Solutions to SELECTED End of Chapter Exercises
19.1
Examples of monopolistically competitive industries - soap, detergent, toothpastes, deodorants, retailing.  There are many firms in these industries, selling similar, but slightly different products.

19.3
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Figure 19.1

19.5
Excess capacity is the difference between the perfectly competitive level of output and that for a monopolistically competitive firm in long run equilibrium.


It exists because of the slight degree of product differentiation among the goods comprising the product group.  As a result, each firm has a small degree of monopoly power, with the incentive to restrict its output.  Thus, they do not operate at the minimum point on their long run average cost curves.


The disadvantage of excess capacity is that the firms are not cost efficient in the sense that they do not realize all economies of scale.  As a result, consumers pay higher prices for the goods than would be the case if these markets were perfectly competitive.  The major advantage associated with excess capacity is that it simply reflects the higher cost associated with having a slight variety of products, rather than having them homogeneous.
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