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Question 1: 
 
A reason why people in the United States are not able to afford private rental housing 
that is of decent quality is because several Americans live at or below the poverty line. 
According to a 2017 study,12.3 percent of the U.S. population were members of families 
with incomes below the poverty line for their family size (Mankiw). Additionally, it is no 
surprise that, unfortunately, people of color are usually the ones who suffer a lack of 
decent rental housing as Hispanics and blacks are twice as likely to live in poverty 
compared to whites.  
 
Rent levels are determined by supply and demand in a market that is free of 
governmental regulations. For example, in the case of housing demanded and house 
prices, in a competitive market, there will be many landlords who are selling and many 
renters who are willing to rent. Therefore, each renter and landlord have a negligible 
impact on the market price.  
 
However, not all markets for goods are perfectly competitive. That is, there is a 
relationship between price and quantity demanded that must be taken into consideration 
when talking about rent levels in a housing market. When rent increases there is a 
decrease in quantity demanded for homes/apartments and vice-versa. This is the Law 
of Demand. For supply, the quantity of homes being rented increases when the price of 
rent increases and the quantity of homes falls when the cost of rent falls. This is the Law 
of Supply. Other variables such as input prices; labor; technology; expectations, the 
belief that a firm will sell more in the future; and the number of sellers in a given market, 
can also influence quantity supplied. 
 
Government has experimented with policies aimed at making quality renting affordable 
through rent controls. However, because short-run supply and demand for housing are 
both relatively inelastic, the effects of such policies are not noticeable until the long run. 
In the long run, landlords respond to low rents by not building or renting anymore homes 
and fail to maintain existing ones. In addition, rent caps encourage people to seek 
housing. Thus, supply and demand are both elastic in the long run.  
 
One of the Ten Principles of Economics states that people respond to incentives 
(Mankiw). With market equilibrium prices, landlords have incentives to keep their 
housing clean and safe; but, with rent controls that incentive is gone, and landlords are 
more less likely to produce more housing and will less likely have safe and clean 
existing rents.  
 
What governments should to alleviate quality rental shortages for people is to provide 
rent subsidies. Such subsidies do not reduce the quantity of housing supplied and does 
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not cap the amount landlords can profit from. Landlords are not disincentivized from 
keeping their homes safe and clean.  
 
Ultimately, to increase affordability of rental homes, the government must expand on 
rental subsidies while providing wage subsidies for workers to earn more. Overall, it 
must address the income inequality in this country.  
 
Question 2: 
 
A firm is a monopoly if it is the sole seller of its product and if its product does not have 
any close substitutes (Mankiw). Monopolies arise if they have a monopoly over a 
resource, if government gives them the exclusive right to produce some good or 
service, and/or the firm can produce the output at a lower cost. Governments allow 
some firms, such as cable companies, to be monopolies in cities because they can 
supply the good or service to the entire city at a lower cost than could two or more firms. 
That is, a cable company is like a natural monopoly.  
 
Governments allow some companies to be monopolies because it is viewed to be in 
society’s best interest. For example, patent and copyright laws allow certain firms to 
retain exclusive rights to create and sell products or services. The benefits are that 
there is an increased incentive for these monopolistic firms to create more products. For 
cable companies, governments allow them to be a monopoly because the fixed costs 
are very high, and it is not cost-effective for more than one cable company to be on the 
market. This leads to a single firm being able to produce any amount of output at the 
lowest cost.  
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The figure above demonstrates that when production is divided among more firms, each firm produces 
less and average total cost rises. Thus, a single firm can produce any given amount at the lowest cost. 

 

On the flip side, because monopolies charge prices that exceed marginal costs, unlike 
in competitive markets where price equals marginal cost, government-created 
monopolies fail to maximize total economic well-being. That is, a cable company, like 
other monopolies, can create deadweight losses because it produces and sells less a 
quantity output below the level that maximizes total surplus. Additionally, while it is a 
normative judgment, government-created monopolies, like cable companies, do not 
produce an equitable market since monopolies profit more than consumers do.  
 

 
The figure above shows the deadweight loss that occurs because monopolies produce and sell below the 

socially efficient level.  
 

Furthermore, while government-created monopolies may not always be beneficial for 
society, they can raise economic welfare by price discriminating. That is, a cable 
company can charge each customer a different price based on their exact willingness to 
pay for that service. Cable companies can do this by providing discounts such as senior 
citizen discounts or student discounts.  
 
Moreover, government-created monopolies allow societies to exert some control if and 
when monopolies become too powerful. Governments can do this by increasing 
competition with antitrust laws to prevent powerful mergers; it can regulate the prices 
monopolies charge; it can take public ownership of the monopoly; or it can do nothing at 
all if the market failure is small compared to the imperfections of other policies.  
 
Question 3:  
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A monopolistic competitive market is a market structure in which there are many firms 
selling similar but not identical products (Mankiw). In a monopolistic competitive market, 
there are various sellers; each firm in the market produces a product that is different 
from those of other firms, and while each product may be a close substitute, they are 
not perfect substitutes; and the various sellers can enter or exit the market without 
restrictions. Furthermore, a monopolistic competitive market is a type of imperfectly 
competitive market since it falls in between markets of perfect competition and 
monopolies (Mankiw).  
 
A good that closely resembles a monopolistic competitive market is that of 
smartphones. In the smartphone market, there are various sellers including Apple, 
Samsung, LG, Motorola, Blackberry, etc. These various sellers sell similar smartphones 
but are not identical phones, i.e., Apple iPhone v. Samsung Galaxy, and therefore are 
not perfect substitutes for one another. Since the products are different from those 
offered by different firms, in a smartphone market, like a monopolistic competitive 
market, the demand curve faces a downward slope. Thus, in a smartphone market the 
seller maximizes its profit by producing a number of smartphones where marginal 
revenue equals marginal cost. Similar to a monopoly firm, a smartphone firm is not a 
price taker—meaning that they charge prices higher than marginal costs since each firm 
produces a slightly different model or version of a smartphone.  
 

 
Figure 2, Monopolistic Competitors in the Short Run (Mankiw) 

 

As shown in panel a, Figure 2, a smartphone seller, like a monopoly, makes revenue 
when price is greater than average total cost. However, it loses profit when price is less 
than average total cost.  
 
Since each seller in a smartphone market sells similar but slightly different 
smartphones, profit encourages entry into the market by other firms and losses 
encourage exits by other firms. For example, when Blackberry smartphones were 
driving profits for the firm, Apple decided to enter the market with their iPhones. As a 
result, the economic profit of a smartphone firm is driven to zero in the long run.  
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Figure 3, A Monopolistic Competitor in the Long Run (Mankiw) 
 

Figure 3 shows that in the long-run equilibrium, due to shifts in demand, smartphone 
competitors (a monopolistic competitive firm) will earn zero profit as price equals total 
cost. 
 
Furthermore, since smartphones sell differentiated products and charge prices above 
marginal cost, similarly to a monopolistic firm, it must rely on advertising to attract more 
buyers to its particular smartphone. In the smartphone world, brand is also very 
important for a seller to be able to sell their products at a higher price. For example, the 
Apple brand continues to be marketed as a smartphone that is of quality and has 
exclusive features that other smartphone firms do not offer or if they do offer, is of less 
quality. This brand feature gives Apple the upper hand in the smartphone market.  
 
Question 4: 
 
The Tragedy of Commons is a parable that illustrates why common resources are used 
more than is desirable from the standpoint of society as a whole (Mankiw). A common 
resource is a type of good that is rival in consumption—one person’s use of the good 
reduces another person’s use of it—but it is not excludable meaning people cannot be 
prevented from using the good. 
 
 A real-life example of a common resource is congested roads. When several people 
use a road, it becomes heavily congested and therefore yields a negative externality. 
With each additional driver who uses the road, the more crowded it becomes, and other 
people must drive more slowly. Additionally, when roads become heavily congested not 
only do drivers have to drive much slower, but sometimes it causes standstills which 
causes a negative externality of pollution to the environment.  
 
During the Summer, Sussex County sees a heavy increase in traffic on Rt. 1 due to out-
of-staters visiting Delaware beaches. I live in the City of Milford, which lies in route to 
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the beaches, and congestion on Rt. 1 affects our city since travelers will find alternative 
backroads to travel on to get ahead of traffic. This causes a negative externality 
because residents of the city are unable to easily travel to the store or essential places. 
To alleviate some of the negative externalities of congestion, our city council (in 
partnership with DelDOT) renovated and built several overpasses to connect the west 
side of our city to the east side of the city. This initiative made it safer for local residents 
to travel from east parts of the city to the west parts without having to deal with 
uncontrolled intersections that usually led to car accidents, which further exacerbated 
congestion. Additionally, these overpasses decreased congestion because prior to them 
being built, drivers often had to stop at controlled intersections.  
 
At the local level, I do believe that road congestion was handled well considering the 
limitations it has on state roads. However, I believe there is more that can be done at 
the state level to reduce congestion during the summer on Sussex County roads. If I 
had the authority, I would charge drivers a toll to reduce congestion. Such a toll would 
be a corrective tax on the negative externality of congestion. While in the short run this 
would not reduce congestion, in the long run the price of the toll would alter behaviors. 
In other words, people would have an incentive to alter their schedules when coming to 
the beaches.  Another policy I would consider is a gas tax increase. A gas tax increase 
would serve two purposes: reducing congestion and reducing emissions. In the long 
run, people would have an incentive to alter their behavior. In other words, people 
coming to the beaches would use public transportation or buy gas efficient cars.  
 
Ultimately, addressing the tragedy of commons requires government intervention 
because people respond to incentives.   
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