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(c) Now assume that the monopolist produces 10 units. Using the numbers given in the graph, calculate each of 
the following. Show your work. 

 (i) The monopolist’s economic profit 

 (ii) The consumer surplus 

 (iii) The deadweight loss 

(d) At what quantity is demand unit elastic?  

(e) Suppose the monopolist perfectly price discriminates and chooses the quantity that maximizes profit. 
Determine the dollar value of each of the following. 

 (i) The monopolist’s profit 

 (ii) The consumer surplus 

 

 

 2. Ray’s Stable hires workers in a perfectly competitive factor market for unskilled labor. 

(a) Using correctly labeled side-by-side graphs for the labor market and Ray’s Stable, show each of the 
following. 

 (i) The equilibrium wage and quantity for unskilled labor, labeled WE and QE, respectively 

 (ii) The wage paid by Ray’s Stable and the quantity of unskilled labor hired, labeled WR and QR, 
respectively 

(b) Is the marginal factor cost of unskilled labor for Ray’s Stable greater than, less than, or equal to WE? 
Explain. 

(c) Now assume that the government imposes an effective minimum wage for unskilled labor.  

 (i) Show the minimum wage on your graphs in part (a), labeled WMIN. 

 (ii) On the labor market graph in part (a), show the quantity of unskilled labor supplied in the labor market 
as a result of the minimum wage, labeled QS. 

 (iii) As a result of the new minimum wage, will the marginal revenue product of the last worker hired by 
Ray’s Stable increase, decrease, or stay the same?  
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 3. Assume that gasoline is sold in a competitive market in which demand is relatively inelastic and supply is 
relatively elastic. 

(a) Draw a correctly labeled graph of the gasoline market. On your graph show the equilibrium price and 
quantity of gasoline, labeled PE and QE. 

(b) Suppose the government imposes a $2 per unit tax on the producers of gasoline. On your graph from  
part (a), show each of the following after the tax is imposed. 

 (i) The price paid by buyers, labeled PB 

 (ii) The after-tax price received by sellers, labeled PS  

 (iii) The quantity, labeled QT 

(c) Using the labeling on your graph, explain how to calculate the total tax revenue collected by the 
government. 

(d) Will the tax burden fall entirely on buyers, entirely on sellers, more on buyers and less on sellers, more on 
sellers and less on buyers, or equally on buyers and sellers? Explain. 
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Question 2 

6 points (?. + 1 + 3) 

(a) 2 points: 
• One point is earned for drnwing a conectly la bclcd graph of the labor market with an 

upward-sloping labor supply c,iive and a downward-sloping labor demand curve and for 
correctly identifying the equilibrium wnge, W

1 
, and quantity, 0 _

• One poinL.is earned Ior clrnvving a correclly laheled graph show.ing Ray's SLable demand 
curve for labor c1nd c1 horizontc.1.l !cJ.bor supply curve and shovving the equilibrium wage, Wr,, 
c1nd q uc1nLiLy, O:(· 

 (b) 1 point: 
• One point is r,Hrnc)d for st,-Jting thHt Ri-ly's St,i-Jhlc's mcngirn--:11 factor cost is {)(flli:11 to W,,:, Hnd 

for expla.irung LhaL Lhe Iirm is a wage Laker in Lhe tabor markeL and/or Lhe markeL seLc; Lhe 
1ivage. 

 (c) 3 points: 
• One point is earned for showing the minimum wage, W,,mr, on the graph in part (a) above 

the equilibrium wc3gc w,,:-
• Onc point is enrncd for shovving the quantity supplied of unskilled labor, 0,,, derived from 

Lhe s1.1pply curve aL W-.m-· 
• One poinL.is earned for sLaLing LhaL Lhe marg.inal revenue producL oI Lhe lasL worker hired 

will increase. 
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