
ECO 150: Worksheet for March 1.

One of the goals of this worksheet is to encourage students to use the supply and demand frame-

work to craft their answers.

One of the most famous monopolies in American economic history was Standard Oil which refined

over 90% of petroleum in the United States. Suppose that Standard Oil faced the following demand

curve and that it had a constant marginal cost of $5 per barrel:

Table 1: Utility of Petroleum

Units Marginal Utility

1 $20

2 $17

3 $14

4 $11

5 $8

6 $5

7 $2
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https://jpt.spe.org/twa/the-antitrust-legacy-of-standard-oil-in-todays-world


1. (Review) Assume that market is perfectly competitive. Calculate price, quantity, consumer

surplus, and producer surplus.

2. Now suppose that the monopolist chooses the point on the demand curve where it wants to be.

If it sets a price of $20, for example, then it sells one unit leading to revenue of $20. Its variable

costs are $5 (one unit at a marginal cost of $5) for a producer surplus of $15.

2



3.For possible prices of $20, $17, $14, $11, $8, and $5, calculate the monopolist’s producer surplus.

4. What price does the monopolist set? How do consumer and producer surplus compare to #1?
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5. Show that monopoly leads to deadweight loss in this example, assuming that there are no other

market failures.

6. What policy was employed to eliminate the Standard Oil monopoly? Illustrate how this policy

worked in a model of supply and demand.
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Another form of market power is price fixing where different firms collude on a common price. In

January, a Federal lawsuit was filed against sixteen American universities alleging price fixing.

7. Using a model of supply and demand, explain how the allegations, if true, could lead to dead-

weight loss.

8. In 2021, the U.S. Department of Justice filed a lawsuit seeking to prevent the merger of two

large publishers.

Explain why this is an example of monopsony.
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https://www.cbsnews.com/news/universities-price-fixing-lawsuit-columbia-penn-vanderbilt-duke-gergetown-dartmouth-notre-dame/
https://www.natlawreview.com/article/stop-presses-doj-sues-to-prevent-monopsony-resulting-penguin-random-house


9. Using a model of supply and demand, show how a monopsonist creates deadweight loss.

10. Labor unions are another form of market power. Using supply and demand for a labor market,

show how a labor union might produce deadweight loss.
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11. This article argues that if firms have monosony power, labor unions might offset this and

improve efficiency. Show how this could work in a model of supply and demand.
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https://www.vox.com/the-big-idea/2018/4/6/17204808/wages-employers-workers-monopsony-growth-stagnation-inequality

