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1. Suppose that the total industry demand for crude oil is given by:
0, =-1,000P + 65,000
Where
0, is the quantity of oil in thousands of barrels per year, and
P is dollar price per barrel.

There are one dominant firm and 100 small firms in the crude oil market.

Each small producer possesses identical marginal cost: MC =0.1g +5 where

g is the output of the typical firm.

(1)Find the supply function of all 100 small firms.

(2)Find the demand function for dominant firm’s product.

(3)If the dominant firm can produce crude oil at constant cost AC = MC =$15
per barrel, find the leader’s price and output. Find the leader’s profits and
price elasticity of demand at this point. How much does each small firm
produce at leader’s price?

(4)Determine the consumer surplus in the market as a result of this dominant
firm model. What would the consumer surplus be if crude oil were
supplied competitively? (839 E4HF)
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