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Lecture 11
Lecture Topic: Assessment and Revision
Lecturer: Dr. Daniel Kungu Njau

QUESTION ONE
Consider the following diagram showing a monopolist. To maximise profit this firm should produce where MC=MR, hence charge 10 and produce 100 units, but to maximise consumer surplus, this firm should charge 10 but produce 200 units. True/False/Uncertain. Explain.
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QUESTION TWO
The long run equilibrium of a competitive firm is achieved by setting price=minimum (average variable cost). True/False/Uncertain




QUESTION THREE
[bookmark: _Hlk125030447]Yi has $450 and buys two commodities, X and Y. Price and utility information of these two goods are given in the following table. Given that total utility derived from consuming good Y (2000) is higher than total utility derived from good X (800), Yi should buy more Y and less X. True/False/Uncertain.
	Good
	Price per unit ($)
	Total purchased
	Total utility
	Marginal Utility

	X
	45
	6
	800
	90

	Y
	20
	9
	2000
	30



QUESTION FOUR
Assume demand for a good is given by P=40-0.3X, where X is the number of units of the good produced. The marginal private cost of producing the good is constant and equal to 10. Production of the good is associated with an external cost and hence marginal social cost of production is MSC=10+0.1X. If we impose a tax of 7.5 on the producer social optimum will be achieved. True/False/Uncertain. Explain.

QUESTION FIVE
a) Explain how a pure monopolist determines price and quantity. Make sure you use a diagram to show this.
b) Show the relationship between price and elasticity of demand in this case and discuss why the monopolist will not produce on the inelastic part of the demand curve.
c) Consider a monopolist with the demand curve Q=240-0.25P and total cost of TC=50Q-0.5Q2.  Find the equilibrium price and quantity of this monopolist.
d) Suggest a simple method of measuring the power of this monopolist.
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