Chapter 11 – Pure Monopoly

Directed Reading Questions

What is the primary reason that pure monopolies develop?

How are pure monopolies able to remain in existence in the long run?


What does the demand curve for the purely monopolistic firm look like? 

What does this imply (state) about the price elasticity of demand for the purely monopolistic firm’s product? Why?

At what level of output should the purely monopolistic firm produce? What price should the purely monopolistic firm charge? Why? Is it economically logical for the pure monopolist to charge the highest possible price? 


What is (are) the short run equilibrium position (possible equilibrium positions) for the purely monopolistic firm? 

What is the purely monopolistic firm’s short run supply curve?

Given the same cost data, how does the price that will be charged by the purely monopolistic firm compare to the price that would exist in the purely competitive industry?

Given the same cost data, how does the output level that will be produced by the purely monopolistic firm compare to the output level that would be produced by the purely competitive industry?

What is the long run equilibrium position for the purely monopolistic firm? 

Is it possible for the purely monopolistic firm to earn economic profits in the long run? Why or why not?

Does pure monopoly achieve productive efficiency? Why or why not? 

Does pure monopoly achieve allocative efficiency? Why or why not?

What are the two types of price regulation can the government use when regulating the pure monopolist? 

What is the goal of each of these pricing methods? 

What are the advantages of each pricing method? 

What are the disadvantages of each pricing method? 

What is price discrimination? 

Why may a monopolist choose to price discriminate? 

How is price, output produced, and economic profit earned altered when the pure monopolist chooses to price discriminate rather than charge consumers a single price?

What is consumer surplus? 

How does price discrimination affect consumer surplus?

How does price discrimination affect productive efficiency and allocative efficiency?

Chapter 12 – Monopolistic Competition and Oligopoly

Directed Reading Questions

 What does the demand curve for the monopolistically competitive firm look like? Does the monopolistically competitive firm’s demand differ depending on the number of firms in the industry and the degree of product differentiation?

What does this imply (state) about the price elasticity of demand for the monopolistically competitive firm’s product? Why?

At what level of output should the monopolistically competitive firm produce? Why?
What is (are) the short run equilibrium position (possible equilibrium positions) for the monopolistically competitive firm? 

In the short run, when (and why) will a monopolistically competitive firm produce even if it is incurring losses?

What long run adjustments will occur if the average monopolistically competitive firm is earning economic profits in the short run?

What long run adjustments will occur if the average monopolistically competitive firm is incurring economic losses in the short run?

What type of profit is the monopolistically competitive firm most likely to earn in the long run? Why? (Again, does your answer depend on the number of firms in the industry and the degree of product differentiation?)

Why are some monopolistically competitive firms able to earn more economic profits in the long run than other monopolistically competitive firms?

Does monopolistic competition achieve productive efficiency? Why or why not? 

Does monopolistic competition achieve allocative efficiency? Why or why not?

What is excess capacity and why does it tend to exist in monopolistically competitive industries?

Why do oligopolistic firms experience mutual interdependence while firms in pure competition and monopolistic competition do not?

What assumptions lead to the kinked demand curve?

Why doe the kinked demand curve encourage oligopolistic firms to act in collusion?

Why doe the kinked demand curve lead to infrequent rice changes in oligopolistic industries?

What is game theory?
What is the game theory matrix?

What are the different types of collusion that can exist?
Which forms of collusion are used by oligopolistic firms in the U.S.?

What are the three types of mergers (acquisitions, combinations)?


What are the two methods of enforcing antitrust laws?

What are the two primary methods of determining (calculating) the degree of concentration in an oligopolistic industry?

Chapter 14 – The Demand for Resources

Directed Reading Questions

What does it mean that the demand for resources is a derived demand?

What are the two basic factors that determine the demand for a resource (i.e., the marginal revenue product of a resource)?

Chapter 15 – Wage Determination

Directed Reading Questions

What is a monopsony?
How does the wage rate (level) determined in a monopsony labor market compare to the rate (level) determined in a purely competitive labor market?

How does the quantity of labor employed in a monopsony labor market compare to the quantity of labor employed in a purely competitive labor market?

What is an exclusive (craft) union? 

What technique does an exclusive (craft) union use to increase the wage rate paid to their members?

What is an inclusive (industrial) union? 

What techniques does an inclusive (industrial) union use to increase the wage rate paid to their members?

How can unions increase the demand for labor and increase both wage rates and the number of workers employed? 

Chapter 24 – International Trade

Directed Reading Questions

What is the concept of comparative advantage, and why is it the basis of international trade?

What is the difference between a tariff and a quota?

How do these trade barriers impact the market to which they are applied?

What are some of the reasons people give to justify the use of trade barriers?

(Review pages 485-488)

Chapter 25 – Exchange Rates

Directed Reading Questions

What is the difference between a fixed exchange rate system and a flexible (floating) exchange rate system? What are the advantages and disadvantages of each system?

What does it mean that a currency appreciates compared to the currency of another country?

What does it mean that a currency depreciates compared to the currency of another country?

What determines the supply of a currency on the international market?

What determines the demand for a currency on the international market?
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