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Attempt all the groups 

Group A 

Answer any five questions (5x2) = 10 

1. What is durable good monopoly? 

2. A firm is a monopolist in a market for good X. The government has perfect 

information about AC and MC curves and the demand for X. Consider a claim that 

the economy will reach an efficient outcome if the government sets a price ceiling 

that equalises price with the marginal cost, evaluated at the quantity where marginal 

cost intersects the demand curve. Is the claim justified? 

3. Show why a monopolist will not produce on the inelastic range of the demand 

curve? 

4. Prove or disprove: The market demand curve for a good is -3. Suppose that the 

market is one of monopoly and the monopolist’s average cost curve is a horizontal 

straight line. Then the monopolist’s profit will be one third of his total cost. 

5. What is meant by mark up pricing? 

6. Explain the concept of first degree price discrimination? 

7. The demand curve facing the firms in a duopoly is P = 16 – Q, where Q is industry 

output. Each firm’s total cost function is Ci = 4Qi for i = 1,2. What will be price in 

Bertrand equilibrium? 

8. Explain the difference between adverse selection and moral hazard problem. Can 

one exist without the other? 

9.  Can you find supply curve under monopoly? 

10. When does excess capacity arises in monopolistic market? 

Group B 

Answer any two questions (2x4 = 8) 



11. The equations of the total cost curve for a natural monopoly is LTC = 20Q –
 

 
Q2 

and the demand function is P = 50 – Q.  

i) If regulators force the monopolist to follow the marginal pricing rule, how much 

will she produce and what price will she charge?     

ii) If she is forced to follow the average cost pricing rule, how much will she produce 

and what price will she charge?       2+2 

12. Show that a lump-sum or a profit tax (with a marginal rate less than 100%) will 

reduce the profit after taxes of a profit maximizing monopolist but will not affect her 

optimum price-quantity combination, but a sales tax, whether based upon quantity 

sold or value of sales, will reduce her profit and output level and increase her price.    

4              

13. Explain concepts of first mover advantage and subgame - perfect equilibrium 

through the game of Battle of Sexes.       2+2 

14. Use Prisoner’s Dilemma to determine why individual maximization does not 

result in best outcomes for the players.   4 

Group C 

Answer any four questions (4x8 = 32) 

15.  The demand function in a duopoly market is : Q = 150 – P, where Q is total 

industry output sold by the two firms. The firms have total cost functions Ci = 30 qi, I 

= 1,2. 

i) If the firms collude to act as monopoly, what will be the industry output? 

ii) What will be the price and outputs in a Cournot’ equilibrium What will be the 

profits of each firm? 

iii) If firm 1 acts as a Stackelberg leader and firm 2 as a Stackelberg follower, what 

will be the leader’s output and profit in equilibrium?   4+4 

16. The demand curve faced by a monopolist is Q = 30 – P, and the cost function is 

C(Q) =
  

 
. Assume government puts a price ceiling as p = 18. Find the price charged 

by the monopolist, the quantity sold by him and the amount of deadweight lost. 

          3+3+2 

17. Consider the inverse demand curve: p = 100 – qd – qf, where qd is the amount 

produced by the dominant firm and qf is the amount produced by the fringe firm. 



The total cost of dominant firm is represented by the equation: C = 20q + 0.1   
 . He 

supply curve of fringe firms is represented by p = 20 + 2qf. Find the output sold by 

the dominant firm and the fringe firms.  4+4 

18. Define Pareto efficiency. A has 16 litres of Coca-Cola and 4 sandwiches. B has 4 

litres of Coca-cola and 8 sandwiches. With these endowments, A’s MRS of Coca-Cola 

for sandwiches is 2 and B’s MRS of Coca-Cola for sandwiches is 1. Draw an 

Edgeworth’s Box diagram to show whether this allocation is Pareto efficient. Explain 

your answer.    2+6 

19. a) In an economy, A and B are produced with the help of two inputs X and Y. 

Suppose that input costs are equal and both can be obtained at  Rs.6. In the 

production of A, the ratio of MPx and MPy is supposed to be 2 and the same in the 

production of B, is supposed to be ½. Is the economy efficient in production? If not, 

how should it reallocate its production? 

b) State the first fundamental theorem of welfare maximization. Mention the 

intuition behind the theorem.    4+4 

20. A monopolist can be thought of as choosing the price to determine how much 

quantity to sell. Show that you get the same profit maximizing condition as in the 

case when the monopolist chooses quantity to determine price.   8. 

21. Explain a formal model of monopolistic competition with love for variety of 

consumers.          8 

22. A monopolist selling in two different markets faces the demand curves p1 = 164 – 

2q1 and p2 = 108 – 5q2. His marginal cost is Rs. 8. He has no fixed costs. If the 

monopolist charges different prices in two markets, what prices will he charge in 

each? What will be the amounts of profit in two markets?  4+4 

        

 

 

 

 


