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ACTIVITY 38 .

Pure Monopoly

Like other producers in a market economy, a pure monopolist tries to maximize profit by
producing at an output where marginal cost (MC) equals marginal revenue (MR). For a firm in
a competitive market, price and marginal revenue are the same, but for a monopolist, who
“sees” the entire market demand curve and who must charge all buyers the same price, marginal
revenue is below price. This activity considers the choice of output level by a monopolist.

Part A.
‘1. The table Pure Monopoly: Cost and Revenue Datg presents a summary of the relevant

cost and revenue data facing a pure monopoely firm. Fill in the blanks in the table.

2. Complete the job of plotting the data for MC, MR, ATC (average total cost), and AR
(average revenue) in the graph Profit-Maximizing Eguilibriumn for a Monopoly. Since in
this problem output cannot increase by a fraction of a unit, the plotted data should
connect the points at the eutput intervals shewn.-in the table . N
' Next whele aumbey (See ;.’-‘ph en Nock of T“‘j ¢ )
a

Pure Monopoly: Cost and Revenue D

Average Average
Quantity Total Marginal Total Total Marginal  Revenue
of Output Cost Cost Cost Revenue Revenue (Price)
0 s0 $0 $0 $0
--------------- $900 -==-------51,200
1 900 900 1,200 1,200
--------------- 700 R 900
2 1,600 800 2,100 1,050
3 2,100 700 2,700 900
D TR R 300
4 2,400 3,000
--------------- 600 AR
5 3,000 3,000
--------------- 1,200 ' mmee----- 2300
[ 4,200 2,700

Part B. -
After you have completed the table and the graph, answer the questions in Part B by filling in the ~

blanks and shading in the area indicated in question 5. In order to make the mathematics easier,
plot marginal revenue and marginal. cost at the whole numbers. not between the numbers.

1. A profit-maximizing monopolist would produce an output of units.

2. Atthislevel of output, MCis§ __ per unit and MR is § per unit.

3. At this level of output, the ACis § —— perunit and the AR (price) is$ ______ per unit.

4. This gives the monopolist an economic profit of § per unit for a total eco-
nomic profit of §
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ACTIVITY 38 continued .

5. Shade in the area on the graph that represents the total economic profit ﬁguré
indicated in vour answer to question 4.

Profit-Maximizing Equilibrium for a Monopoly
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Nore: Each small sguare = 520 on the vertical axis and 1/10 unit of ousz:: on te horizontal axis.
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Visual 3.10

Price and Marginal Revenue
for a Monopolist
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(b) Total revenue curve
204 From Campbell R. McConnell and Stanley L. Brue: Economics, 12th edition. Copyright © by McGraw-Hill, Inc., New York,

1993. All rights reserved.
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Visual 3.11

The Profit-Maximizing Position of
a Monopoly
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