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ACTIVITY 41 ,
Regulating Monopoly

Suppose you are an analyst for a regulatory board that is in charge of the regulation of local

monopolies. Your supervisor has given you a list of the three questions below. Given the informa-

tion on the graph Regulating a Monopoly, answer your supervisor’s questions.

Regulating a Monopoly

\ |
HARNE
.

\\ | /’MC

Doliars

ol LN N

|

!

- N~
D |

I MR
1000 2000 3000 4000 5000
Output per Unit Time
1. If this monopolist is not regulated, what will be the leve] of:

a. output?

b. price?

c. total revenue?
d. total costs?

e. profit or loss?

2. 1f this monopolist is regulated by marginal cost pricing (i.e., the soc1allv optimal

price), what will be the level of:
a. output?
b. price?
total revenue?

c
d. total costs?

I

profit or loss?

—

Will the monopoly need a subsidy?

g. If so, how much?
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Adapted from Robert W. Pulsinelli and Roger LeRoy Miller, Student Learning Guide to Accompany Economics Today, 8th edition

(New York: HarperCollins College Publishers, 1994), p. 411,
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ACTIVITY 471 continued

3. If cost-of-service regulation (fair-return frice) is imposed on this monopolist, what
will be the level of:

a. output?
b. price? -
c. total revenue? i

a8

total costs?

e. profit or loss?
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