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1. Monopolies are inefficient because the profit-maximizing output is too low relative to the efficient output.  The result is a deadweight loss, which is a loss of consumer surplus not redistributed to producer profit.  Monopolies are potentially beneficial in encouraging innovation and creativity (with patents and copyrights) and in the case of a natural monopoly with high fixed costs and large economies of scale, may be the most efficient solution.

2. a.  The MP is the change in total product with each unit of labor:  10, 12, 10, 8, 8, 5, 4, 3;  The MRP = MP x P = 20, 24, 20, 16, 16, 10, 8, 6

b.  Firms hire as long as the MRP is > or = to the wage.  At $7/hour the firm will hire up to 7 workers.  The 8th worker has a MRP = $6 which is less than the cost of $7 so the 8th worker will not be hired.  At $12/hour the firm will hire up to 5 workers.  The 6th worker has a MRP=$10 which is less than $12.

3. a.  The graph depicts a natural monopoly because of the large economies of scale: the ATC declines over the entire range of output, so it makes sense to only have 1 firm.

b. Profit maximizing quantity is at Q1 where, MR = MC.  Profit maximizing price is at P2, the highest price the firm can charge at the quantity Q1.  

c.  Under regulation the will set P = MC = ATC.  So price is P1 and quantity is Q2.  The firm earns a normal profit

4. Monopoly is one firm while monopolistic competition has many firms, no one firm having too much market power.  A monopoly has a unique product with no close substitutes while monopolistic competition involves firms with substitutable but differentiated products.  A monopoly market has barriers to entry while monopolistic competition has free entry/exit.  Because of the barriers, a monopoly may earn economic profits in the long run, while in monopolistic competition, profits encourage firm entry, so there are no long run economic profits.
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