Exercise 4.7

a) 

Market Demand  = 
[image: image1.wmf]b

p

-

2


Market Supply =  
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Equating demand with supply, we obtain
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b)

The monopolist in this case would equate MR = MC and the optimum number of firms in the industry = 1, i.e.  J= 1

In this case,  
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c)

We have decreasing returns to scale in this case.  In this case J 
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This is because, as new industry attracted by positive profits, this will lower the market price and will make the existing firms become smaller.
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