An industry with one very large firm and 100 very small firms experiences an increase in the demand for its product. Use the dominant firm model to explain the effects on the price, output and economic profit of 
a.  The large firm

As the demand for products increase, the prices would rise, the output would increase and the economic profits would increase. Under the dominant firm model, the dominant firm in the industry sets the price and produce the quantity in such a manner so that its profits are maximized. Due to increase in demand, the demand curve shifts upward and hence the marginal revenue curve for the dominant firm also shifts upward i.e. marginal revenues increase at every level of production. Thus, the firm would produce more output. Hence, the output will increase, the highest price at which the dominant firm can sell its output also increases. Since the firm is selling its products at a price which is greater than marginal costs, the economic profits would also increase. 

b.  A typical small firm 

The story would be similar for the smaller firms also. Their output will increase, the price they charge would increase as they would follow the leader in pricing and their economic profits would increase. The small firms are price takers and they follow the dominant firm in pricing their products. As the dominant firm has increased its price, the price charged by these firms would also be same. As marginal revenues increase, the output would increase as the marginal cost curve has remained same. The economic profits would increase as the price charged is more than the marginal cost.

