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Problem 1
Tate obtained the monopoly of burritos in town, whose demand is

wtp units demand revenues ∆R ∆R/∆q
10 2
9 4
8 4
7 3
6 2
5 1
4 2
3 1
2 2
1 1

1. Help him complete the table above (20 points).

2. His professor recommended him to set a price of 2 for all his burritos, do you agree? why? (5
points)

3. Park is very excited about the new concept of elasticity he learned. He challenges you to
compute it when the price goes from 3 to 2, and when it goes from 9 to 8. (5 points)

4. From your answers above, what’s the impact of the value of elasticity on revenues? Explain
(10 points).

5. What’s the value of elasticity that makes marginal revenues equal to zero? (5 points)

6. If Tate incurs in a cost of production of 6.5 per unit produced, then how many burritos he
should prepare. What’s the price? (5 points)

Problem 2

Maddie realized that the demand for Fakebook ads (q) is pd = 100 − 2q and the total cost for
Fakebook is C = 2q

1. Maddie believes that Fakebook is a monopoly with MR = 100 − 4q. What’s the ads sold by
Fakebook? at which price? Please draw the CS and PS. (15 points)

2. The CEO of Fakebook is under scrutiny because of his nice business strategies. The Senator
from South Carolina also believes that Fakebook is a monopoly and should only sell its ads at
the marginal cost. Then, what’s the consumer surplus and producer surplus? (15 points)

3. Should the constituents of South Carolina (and other regions) be happy about the regulation
imposed by the Senator. Why? (10 points)

4. Under the case of no regulation, Fakebook also needs to pay a fixed cost for their servers of
100, then what’s the new q and profit for Fakebook? (10 points)


