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Economics Questions
Question I
Using the information, it means that at 210 units,. This is represented in the following graph
[image: ]
Question II
For the profit maximization, produce at P = MC 
In this case, the price has to be at $5.50. Since the company’s current MC is $8.5, this is higher than the $5.50, hence the firm is not currently operating at its profit maximization position. The firm would need to decrease its outpiut position, since MC decreases with the decrease in output. Therefore, to reach the 45.50, it is required to decrease the output position to reach the profit maximization position.
Question III
Marginal Revenue 
Q = 210
MC  = P = $8.5
ATC = $6.25
Therefore, the MR = 8.5-6.25 = $2.25 per unit
Question IV
At profit maximizing position, 
MC =P=MR 
In this case, the economic profit or loss is calculated as 
P = $5.50
ATC = 45.50
Therefore economic profit = 5.5 – 5.5 =$0.0
Therefore the company is operating at zero profits.
Question V
If the firm continues to make the profit calculated above, then since other players in the industry have all the perfect information, they will be attracted to the industry. This will be because of the profit earned by the firm. Consequently, more players will enter the market to earn the excess profit earned currently.
Question VI
If the market reestablishes itself to equilibrium, the final equilibrium prices will decrease. Similarly, firms will start making zero profits due to the decline in the prices. Furthermore, there will be excess supply of goods due to the increased suppliers who were attracted to the industry. The consequence will be price reducing further with respect to demand and supply law. The excess supply will lead to further decline in the equilibrium price from $5.50. In the long-run, the excess supply will further lower the equilibrium prices to the extent that firms start making losses.
Question VII
[image: ]
From the above figure, the firm was making a positive profit since it was selling at P2. Then the high profit attracted other firm, which led to the firms to enter the industry. As they entered the industry, the result is an industry expansion, leading to the supply curve to shift from S1 to S3. Therefore, the quantity produced in the market further rise from Q2 to Q3. Consequently, as the quantity has risen, the law of demand and supply sets in and reduces the equilibrium price from P2 to P1. In turn, the companies begin making losses again as they are unable to make the excess profit that the firm was making initially. In the long run, some of the firms will then leave the industry due to the negative profits earned. This will again lead the industry to remain with fewer players as shown below
[image: ]
[bookmark: _GoBack]The result will be a shift to the left of the supply curve from S1 to S3, and an increase in prices from P1 to p3, making the profits to be zero again.
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