No Excel Answer workbook
Edgeworth Box Monopoly Answers
1) Find the monopoly allocation when B's preference for x1 falls so that cB = 0.5.

Take a picture of the final monopoly position graph and paste it in your Word document.
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p1/p2 x1B x2B

0.4 26.666667 21.33333

0.67 16.59204 22.23333

1 11.666667 23.33333

2 6.6666667 26.66667

3 5 30

4 4.1666667 33.33333

5 3.6666667 36.66667

6 3.3333333 40

7 3.0952381 43.33333

8 2.9166667 46.66667

9 2.7777778 50
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2) Is the monopoly solution for cB = 0.5, Pareto Optimal? Why or why not?

No. The monopoly solution is not Pareto Optimal. Clearly, there are Pareto Superior points because at the monopoly solution, A’s and B’s indifference curves intersect.

3) If A were a perfectly discriminating monopolist, what would she do?

She would be able to charge different prices for each unit. This would enable her to crawl along B’s indifference curve that goes through the initial endowment point until she maximized her own satisfaction (shown as point Z, where the badly drawn, dashed indifferences curves are tangent).

4) Is the perfectly discriminating monopoly allocation Pareto Optimal? Why or why not?

Yes. The perfectly discriminating monopoly solution is Pareto Optimal. B is not worse off compared to the initial endowment because B is on the same indifference curve and because the indifference curves are tangent, we know there are no Pareto Superior points to the perfectly discriminating monopolist’s solution. This is the same result as in partial equilibrium, in which a perfectly price discriminating monopolist chooses output where demand intersects MC because it takes all of the consumers’ surplus.
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