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A → C substitution effect
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start firm produces at an → Profit = RABC

later competitor will enter the market

market price b = profit b = 0
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3A .

profit {

"
MR = MC (maximize profit ) Q = 10 10=80

TR =P . Q = 800

AC = 65

TC = AC - On = 650

profit : TR - TC = 150

3b
. profit 150 m$



3C
. Monopoly → price very high

gov . intervenes the market → fair price

fair price = 50 Q = 18

3d
.

10=40

AC = 48

loss 48 - 40 = 8$ / dose

↳ 8×20 = 160 m $

subsidy = 160m$


