1. Suppose that the demand and supply functions for good X are:


Qd = 50 – 8P


Qs = -17.5 + 10P

a. What are equilibrium price and quantity?

50-8P = - 17.5 + 10P

18P = 67.5

P= 3.75

Q = 50 – 8*3.75= 20 

2.  Do you think that pure exist? Explain. 

A firm is a monopoly if it is the sole seller of its product and if its product does not have close substitutes.  The fundamental cause of monopoly is barriers to entry. Thus to answer the question if the pure monopoly exists we should answer the question if these barriers exist, how long they can exist and how efficient they are. 

Barriers have three sources: a) a key resource is owned by a single firm b) the government gives a single firm the exclusive right to produce some good c) the cost of production make a single producer more efficient than a large number of producers. 

Lets start with the first source of barriers. Although exclusive ownership of a key resource is a potential cause of monopoly, in practice monopolies rarely arise for this reason. Actual economies  are large and resources are owned by many people.  And moreover, many resources are traded internationally.  Thus each resource has some substitutes and I do not think that this may be a reason for a pure monopoly to exist, even if they arise they do not exist for a long time. 

Patents and copyright laws are the example of how the government creates a monopoly. In this case the producer becomes a sole seller of this product. And I think that sometimes this is a reason why pure monopoly can exist in reality. For example, some drugs have no substitutes at all and then its producer is a pure monopoly. And the government guarantees than no one can produce this drug, that is the barriers are efficient. But also such monopolies arise very rarely because the majority of drugs have some substitutes. Also such barriers are temporary. 

As for the natural monopoly, it is not attractive to enter  such market as the new entrants can not achieve such low costs.  As the natural monopolist enjoy. Natural monopolies exists for a long periods of time and the such barrier as low costs is very efficient but the government tries to regulate its activity and do not allow t get a high monopoly profits. Government agencies regulate their prices. 

Thus we can conclude that even if pure monopolies exist it does not exist for a long time or if it exists for a long time that the government starts regulating it and does not allow to charge any prices they want. 

The study of monopoly is not redundant at all. If it were redundant then the study of perfect competition would be redundant as well. Economic theory studies models and monopoly is one of them. We cannot study real world economy as there are too many variables. Studying pure monopoly model is very helpful for our understanding of the behavior of real companies. 

3. Suppose a manufacturing firm currently dumps sewage into a nearby river.  Local residents use the river for recreational purposes.  The manufacturer can reduce the danger to the river (and recreational users) by installing a treatment facility.  Recreational users have estimated their value of using the river at $200,000.

a. Describe the transaction(s) that may take place if the recreational users own the rights to the river and the cost of installing the treatment facility is $250,000.

As the cost of installing the treatment facility is $250,000 and recreational users have estimated their value of using the river at $200,000 and they own the rights to the river then the manufacture can offer them minimum $200,000 and maximum $250,000 for the right to dump sewage into the river. The outcome will be polluted river.
b. Describe the transaction(s) that may take place if the firm owns the rights to the river and the cost of installing the treatment facility is $150,000. 
In this case the recreational users can offer the firm minimum $150,000 and maximum $200,000 for the clean water in the river.  The outcome is clean water.
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