BECN 150 ONL – Microeconomics

Assignment No. 3: 45 Marks - 5%, Due Date April 4, 2020  
 

Question 1 – 12 Marks 

		A firm in perfect competition has cost curves as shown in the diagram below.
		
		[image: ]
		
a) Is the AFC curve shown in the above diagram? 2 Mark the AFC curve is not shown in the diagram above. The AFC curve is a down ward slope that cuts through the MC curve at the lowest point towards the right.
b) Regarding costs, what is the difference between the short run and the long run?    2  Marks short run costs include both fixed and variable costs that impact production while in the long run there are no fixed costs.
c) How can you tell if these cost curves are for the short run or the long run?		 2 Marks  these cost curves are in the short run since in the curve, the ATC,MC and AVC are for one size of plant. In short run there are both fixed and variable cost which are present in the curve. In long run all costs are variable.
d) Calculate the following, what is:  
1. AVC at 6,000 units of output? 2 Marks AVC= 6000*4=24000. This means that when the price per unit is $4 the variable cost is 24,000.
2. ATC at 6,000 units of output? 2 Marks  ATC= 6000*5.5= 33,000
3. If the Market Price is $9/unit, what is the profit on each unit sells? 2 Marks 
TR=9*7=63 
TC=5.5*7=38.5
Profit= 63-39
=$24

12 Marks 



Question 2 – 8 Marks  

This firm is one of a 1,000, exactly the same, operating in a perfectly competition market.
Based on the diagram below complete the questions in Parts 1, 2, 3 and 4. 

[image: ]
Part 1
a) If the equilibrium price in the industry market is $7, what is the Marginal Revenue for this firm? Marginal revenue = 7. At the equilibrium price of $7 the demand and marginal revenue curves are horizontal at the equilibrium price. 
b) At a market price of $7 what is the Average Revenue for this firm? The AR is 7. In perfectly competition, the MR=AR=D =P at the market price.
c) At a price of $7 how many units will this firm produce in the short run to maximize profit? (look for MR = MC, Round off your answer to the nearest 100 units)
6.5 units- where MC=MR  
d) What is the unit cost at the level of output in c), ? unit cost= 6.5*5.5
=36
e) What will be its profit or loss per unit at this level of output? TR-TC
TC= 6.5*5.5
=36
TR= 6.5*7
46
Profit= 46-36
=$10
	 5 Marks 

		  Part 2  
a) At a price of $5.50 how many units will this firm produce in the short run to maximize profit?  Where MC=MR= 6 units
b) What is the cost per unit at this level of output? 5.5*6=33
c) What will be its profit or loss per unit at this level of output? Profit=TR-TC
TR= 5.5*6=33
TC= 5.5*6=33
Profit=33-33
=0
The firm breaks even at this point
	 3 Marks  











Question 3 – 20 Marks  (Study Textbook page 298)

		The table below shows costs and demand data for a monopoly.
		
	Quantity
	  
	Marginal
	Average unit
	Marginal

	Demanded
	Price
	Revenue
	Cost
	cost

	0
	$35.00
	  
	  
	  

	100
	32.00
	$ 32.00
	$48.00
	$48.00

	200
	29.00
	26.00
	30.00
	12.00

	300
	26.00
	20.00
	23.34
	10.00

	400
	23.00
	14.00
	21.00
	14.00

	500
	20.00
	8.00
	20.00
	16.00

	600
	17.00
	2.00
	19.50
	17.00

	700
	14.00
	–4.00
	19.28
	18.00

	800
	11.00
	–10.00
	18.68
	18.50

	900
	8.00
	–16.00
	18.72
	19.00
			



(a) If the monopoly is unregulated by the government: 
i.) what price will they charge? Explain why?  2 Mark 
It will charge $23. In unregulated monopoly, the profit maximization is at point where MR=MC.
ii.) what output will they produce?   Output produced at p=$23 where MR=MC= 400 units 2 Marks 
iii.) How much profit will they make? Profit = 
= 2 Marks 
		
(b) If the monopoly is regulated by the government and is only allowed to sell their product at a price equal to their marginal cost, (Socially Optimal price) using the data in the table:
i.) 	what price can they charge? Explain why?  $17. socially optimal price is attained where price equals the marginal cost
ii.) 	what output will they produce? 600 units  2 Marks 
iii.) 	How much profit will they make?  2  Marks 
		
(c) If the monopoly is regulated to charge their average unit cost, (Fair-return price) using the data in the table:
i.) what price will they charge? Explain why $20. fair return price I achieved where price equals the average total cost.
ii.) what output will they produce? 500 units 2 Marks 
iii.) How much profit will they make?  2 Marks 
(d) [bookmark: _GoBack]When it comes to a monopoly, why do we need the government to help. 2 Marks government help is need to subsidize the monopoly in cases where a monopoly is likely to incur negative economic profits.

	Overall Total 45 Marks + 5 Marks for Quality. = 45 Marks :                                    Reminder! All assignments need to be typed 
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