ECO 101 830  Principles of Microeconomics


Homework #6  Key
1. How is oligopoly different from

a) perfect competition?

Oligopoly involves fewer firms than perfection competition, has more barriers to entry, the product is not identical across firms and oligopolies may earn long-run economic profit while perfectly competitive firms will not.

b) monopolistic competition?

Oligopoly involves fewer firms than monopolistic competition, has more barriers to entry, the product may be differentiated like monopolistic competition,  and oligopolies may earn long-run economic profit while monopolistically competitive firms will not.

c) monopoly?

Both oligopoly and monopoly have barriers to entry and the potential to earn a long-run economic profit.  However, oligopoly involves more firms and each firm’s product is not unique.

2.  Oligopoly firms are said to be interdependent.  What does this mean?

This interdependence means that firms in an oligopoly must closer watch the price and output decisions of its competitor firms since the impact their own price and output decisions.  As your textbook notes: “The change I the profit that any one firm realizes as a result of a change in price, output or product characteristics depends not only on how customers respond but also on how other firms in the market respond.” (page 236)

3. Explain why resource demand is a derived demand.

As your textbook states, “Firms buy resource not for their own sake but to use them as inputs in producing goods and services for sale.  The demand for any input thus is said to be a derived demand, because it ultimately reflects the demand for the product that the input is used to produce.”  (page 258)

4. Consider the case discussion on the U.S. nursing shortage on pages 283-85.  [Question #1] Analyze the U.S. nursing shortage in terms of supply and demand.  How/why have the supply and demand curves in this market shifted?

The demand for nursing has risen due to the rising demand for healthcare in general (especially with an aging population) and due to staffing demands for greater nurse to patient ratios in hospitals.  At the same time, supply has not risen and even fallen among U.S. workers due to other opportunities for women (who are 90% +  of nurses)  and the overall working conditions of nursing.  Importing nurses from other countries is designed to increase the supply of nurses.

NOTE:  The decrease in supply of nurses does NOT cause an increase in demand for nurses.  Rather, the other factors of laws and healthcare demand cause the increase in demand.

5. Many of the skills required for life-guarding are also required for guiding whitewater rafting trips.  Word gets around among students who usually do lifeguard work that whitewater guides earn $5 more per hour than lifeguards.  Explain and show on the graph below what happens to the market for lifeguards given this wage differential.

[image: image1.png]



With the wage differential between the guides and the lifeguards, some lifeguards will choose to switch over to being a guide.  This makes the supply of lifeguards decreases (S shifts left, above) and the wage will rise to be a closer match to whitewater guides.

Note:  The demand for lifeguards here is UNCHANGED.  The higher wages mean that fewer lifeguards are hired but the demand curve does not shift.
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