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Chapter 5
Three 
It is quite possible that there are many people in business who do not consider their implicit costs. If so, what effect do you think this is likely to have on the nation’s economic efficiency?
Implicit costs is the opportunity cost equal to what a firm must give up in order to use a factor of production for which it already owns. It negatively affects a nation’s economic efficiency since this resources could have been channeled into the economy. Once any economic resources are channeled into the economy, they keep on circulating and getting utilized to increase on its economic value and that of other resources, thus the economy grows (Baumol, 2012). If it is held up in a firm then, it can be regarded as not helpful within the economy hence the latter’s efficiency is negatively affected.
Four
Why is normal profit necessary if a market system is to operate efficiently? What about economic profits? Are they necessary too?
Normal profit is necessary if a market system is to operate efficiently because it enables the firm to remain competitive in the market. Normal profit is an economic condition when the difference between the revenues and the total costs equals to zero. If the company’s costs are greater than the revenues then the company will incur a loss and will not be in a position to remain in the market; soon it will be competed by the rest of the firms that are making profit in the industry.
Economic profit is necessary too just as normal profit is. Economic profit refers to the difference between the total revenue that is got by a company and the total implicit and explicit costs for the firm (Baumol, 2012).  Economic profit is necessary too since it enables the company to pay for its running costs so that it can remain operational.
Six
List as many reasons as you can why the law of diminishing returns or variable proportions is likely to take effect in the short run in the operation of a business.
· During the short run, at least one factor of production is fixed and hence cannot be altered.
· The resources that are available at that given time are considered not to be perfect substitutes.
· In order to obtain an additional unit of output, it is only the variable input that can be increased.
· Lack of perfect substitutes.
· Scarce factors of production.
· Optimum production.

Nine
Can you think of any firms (or industries) in which long-run average cost is likely to
a. Fall
Oligopoly market
b. Remain constant
Competitive market
c. Rise, as output increases?

Monopoly market
Eleven
Alpha Lumber Co. has the following short-run total costs:
Total explicit cost= $40,000
Total implicit costs= $20,000
How profitable (Economic profit, normal profit or economic loss) is the company in each of the following cases:
a. Total revenue= $65,000
Profit= ((revenue-(implicit costs + explicit costs))
65000-(40000+20000) = $5000 (economic profits)
b. Total revenue= $60,000
60000-(40000+20000) = $0 (normal profits)
c. Total revenue= $55,000
55,000-(40000+20000) = -$5000 (loss)
Chapter 7
One 
Why should you classify general agriculture as a purely competitive industry? What characteristics of modern agricultural industry do not seem to conform to the concept of pure competition?
Agriculture can be classified as a purely competitive industry because it has the characteristics of a perfect competitive market. One, there are many farmers and buyers, the products are homogenous, it is easy to enter and leave agriculture, and information concerning farming is readily available.
Some of the characteristics that are making the modern agricultural industry to seem not to conform to the concepts of pure competition is that, there might be instances whereby land lacks alternative use. This will mean that the farmers will keep on producing food products even if the market price for the agricultural prices are declining (Dunne, 2008).  It is not uncommon to hear that it is not easy to enter in the agricultural industry, it is not easy for all people to plant the agricultural products.
Three
Explain the origin of the purely competitive firm’s conjectural demand curve. How does this lend to P=AR=MR and a perfectly elastic demand condition for the individual firm?
A firm recognizes that an increase in its output will lower the current market-clearing price, which will cause the competitors within the market to think that the demand curve has shifted downwards, and thus induce them to decrease their output in the days to come. Thus the lowering of output will lead to P=AR=MR, which will lead to the firm hitting its production maximization. 

Four 
The following figure represents a purely competitive firm in the short run with average total, average variable, and marginal costs as shown. 
a. The most profitable output will be 15. The firm will still earn profit
b. The most profitable output will be at 20 units. The firm will still make profit, it will be earning normal profit.
c. The most profitable output will be at 25 units and the firm will be earning economic profit.
d. The most profitable output will be at 30 units and it will be earning accounting profit. Accounting profit is normally higher than economic profit.
e. Breakeven point is at point B, shut-down point is at point C.
Five
Using diagrams wherever possible, explain the long-run equilibrium of a purely competitive firm in a constant-cost industry. Show what would happen to price, output, and costs if market demand were to (a) decrease, (b) increase. 
The initial equilibrium and output are determined by the intersection of the demand and supply curves. The equilibrium points are point A and point B.
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Decrease in market demand
If the market demand decreases, the prices of the products or services within the market normally goes down; the situation obeys the law of demand. The output will also decrease as the demand for the same products goes down (Dunne, 2008).
The marginal cost will decrease with a decrease in the market demand.
Increase in Market Demand
If demand for services or products offered within the market increases, the prices will also go up and the output will also increase to meet the increasing demand within the market.
The marginal cost will increase with increase in the market demand.
Nine
Explain the concept of consumers’ surplus. Do the same for producers’ surplus. Why does competitive equilibrium pricing and output lead to a maximization of these surpluses?
Consumers’ surplus
It is the difference between the amount that the buyers are willing and able to pay for a product or service and the amount that they actually pay.
Producers’ surplus
It is the amount that a producer is willing to supply his or her products for and the actual amount that he or she receives after conducting the trade.
Competitive equilibrium pricing and output lead to maximization of the above surpluses because it usually operate in an efficient manner. The firms will end up producing the quantity that is demanded at the equilibrium price. At the competitive equilibrium there will be producer surplus which will indicate the profit for the company, and a consumer surplus which will indicate the gains to the purchaser. The purchasers will be willing to buy more than the market price, and since they are able to pay less than their value of the product, they normally benefit (Dunne, 2008).
Chapter 8
One
In a pure monopoly, the monopolistic firm is the only one selling the product; therefore there are no constraints on what the firm can charge or on the profit it can make. Do you agree? Why? 
No, I do not agree. A monopoly company does not charge the highest possible price.  A monopoly has extensive power over the price it will want to charge its customers; it is sometimes referred to as the price maker. It must be noted however, the amount charged on a product produced by a monopoly company is reached for by restricting output.
Two
“Monopolies always earn economic profits because of their privileged market positions.” How would you evaluate this statement?
Monopolies do earn profits because of their privileged positions in the market. A monopoly has extensive power over the price it might sell its products at. But, the companies with monopoly powers do not charge the highest possible price, they charge a price at which they will maximize on their profits (Kew, 2005).
Five
What is a natural monopoly? Discuss the relative degree and timing of utilization and development of technology in (a) a purely monopolistic and (b) a purely competitive system. What is an example of a natural monopoly in your area?
A natural monopoly refers to the kind of monopoly that exists because of the high start-up costs of carrying out a business in a certain industry.
In a purely monopolistic system there is no other companies and thus there is no competition. Hence, the relative degree and timing of utilization and development is normally low compared to a purely competitive system.  In a purely competitive market, there are many firms trying to compete each other in business and thus the relative degree and timing of utilization of technology is normally high due to congestion of the firms within the industry (Ebert, 2000).
An example of the natural monopoly in my area is the cable company.
Seven
In long-run equilibrium, what does P= MR= MC= AC mean? What is economic capacity?
This means that the company is at equilibrium. The price at which it sells its output is determined by the demand and supply forces within the market. Thus the demand curve will be horizontal at that given price so that P= MR=MC=AC.
Economic capacity refers to the amount that an economy can produce by utilizing the current workers, capital, equipment and any other resources at full tilt.
Thirteen
We maintain that the supply of agricultural products is highly variable in the short run and shows a long-run tendency toward increases. What creates these results?
There are technological advances which are important in agriculture supply. Individual people can consume a limited amount of agricultural products, but technology has greatly contributed to the ability of farmers to grow more. Thus, the adoption of technology in agricultural sector has been a key factor that has been contributing to the shifting of supply curve rapidly outward (Sanders, 2011).
Chapter 9
One
Define monopolistic competition, and discuss the importance of product differentiation. Give a number of examples of monopolistically competitive industries. In each case, what is the basis of its product differentiation?
Monopolistic competition refers to a type of imperfect competition where there are many producers within the market selling products that are differentiated from each other thus they are not perfect substitutes.
With there being so many new products within the market, it is important for a firm to stand out in terms of quality. Customers want to know what they are buying will last and be useful (Ebert, 2000).
Examples of monopolistically industries include;
The restaurant business; the quality of services offered
Consumer services such as barber shops; the quality of services offered
General retailing; materials used and quality of make.
Three
What are the possible long-run situations with respect to profits or losses for firms in monopolistic competition? Draw the appropriate diagrams.
The possible long-run situations with respect to profits or losses for firms in monopolistic competition is that in the long-run there is a possibility that new firms can enter the market, especially if the already existing firms are making profits.  The firms make profits if they sell their products within the shown area below; the area abcd is the profit zone. If they happen to sell their products within the area below the line bc, then they earn a loss.
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Five
In the previous hypothetical figure, we see a typical monopolistically competitive firm in long-run equilibrium. Answer the following questions about its market position.
a. P1, Q1
b. Normal profit
c. P0, Q0
d. OP1
e. At point(Q0, P0)
Eight
What is the difference between pure competition and monopolistic competition?
Monopolistic competition
Prices are generally high for services and goods.
The firms are the price makers.
Barriers to entry and exit.
There is only one seller and many buyers.
Perfect competition
Prices are set by supply and demand forces.
The firms are price takers; no one firm has total market control.
The firms have a small market share.
Barriers to entry are relatively low and firms can exit easily.
There are many buyers and sellers.
Ten
Name three monopolistically competitive industries, and identify their chief form of product differentiation. What would be required in order that these industries become purely competitive?
The restaurant business; the quality of services offered
Consumer services such as barber shops; the quality of services offered
General retailing; quality of make and materials used.
The industries are supposed to sale same products and services; products and services that are not differentiated.
Eleven
Is monopolistic competition as close in many retailing industries as we can usually get to pure competition in the U.S.? Why or why not?
Yes it is because many business only differentiate their products but they cannot set the prices at which the products ought to be sold within the market. 
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Figure 1
Long-run profit maximization by a monopolistically competitive firm




