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Assumptions for this exam: 
Assume that you have a friend who owns a pizza restaurant. The friend asks you to assist them as a consultant, given your experience in microeconomics. The friend is looking for advice on business decisions. A few questions will ask your advice for the restaurant assuming normal market conditions while a few others will ask how the friend can adapt their business model given the current situation with the coronavirus. 





1. Your restaurant-owning friend wants to understand the market structures discussed in microeconomics in general. Please be sure to include appropriate detail. Explain the following to your friend:
a. What are the characteristics of a perfectly competitive market? Provide an example. Discuss the pros/cons associated with operating a business in this industry.
A market structure that generally leads to a Pareto-efficient allocation of all available economic resources is what is referred to as a perfectly competitive market. A perfectly competitive market has several essential characteristics including; all producers are price takers, buyers and sellers have perfect market information, all products are homogeneous, all producers significantly contribute to the market, there are free entry and exit to the market by the producers, no transaction costs are involved, and in the long run, the producers earn zero economic profit (Garcia et al., 2018). Generally, all the buyers and sellers in this market have all the market information about production methods, quality, utility, and the price of the products. Additionally, since the producers can only take the market-determined prices, an increase or decrease in the process for personal advantages is impossible. In the long run, since they are price takers, they make zero economic profits (the difference between total revenue earned from sales and the total opportunity cost of all resources used is zero). A good example of a perfectly competitive market is an agricultural market where many farmers sell identical products to many buyers. Another example is the foreign exchange market.
Operating business in a perfectly competitive market has advantages and disadvantages. One of the advantages is that one is able to receive all market information without failure since information is spread evenly. Secondly, one is assured of the normal profits hence being able to cover up their opportunity costs. Additionally, one is able to receive all necessary resources since they are allocated efficiently in the long run. However, there are several disadvantages, including a lack of scope of economies of scale due to the large number of firms operating in the market. Due to perfect knowledge, someone operating in this market will be unable to develop new technology due to shared information. Lastly, the lack of supernormal profits will keep open in a move for the investment of research for better investments (Garcia et al., 2018).
b. What are the characteristics of a monopolistic competition market? Provide an example. Discuss the pros/cons associated with operating a business in this industry (note: this is not a monopoly!) 
A monopolistic competition market can be considered to be an imperfect competition market that exhibits many producers who sell goods and services that are distinct from one another. Some of the characteristics of a monopolistic competition market include sellers and buyers have imperfect market information, firms make a decision independently, in the long run, firms can freely enter and exit, man firms to provide goods and services are available, products are highly differentiated, and their high degree of market power (Gabuthy & Lambert, 2018). Generally, the producers have some control over the prices they charge. Additionally, goods in the market are different due to other reasons other than price. A good example of a monopolistic competition type of business is the restaurant business, where people engage in pubs and hotels offering different services and goods but are in control of the prices. Hairdressing business is also a good example of a monopolistic competition market.  
Some of the advantages of operating a business in a monopolistic competition market include being able to freely exit the market in case of continuous loss-making or after achieving the intended purpose. Additionally, one can freely increase or reduce prices to be able to achieve certain profit levels. One of the disadvantages of operating business in this market is that independency in making a decision can lead one to make poor decisions hence ending up making continuous losses. Additionally, the availability of differentiated products can make one make losses due to the existence of close substitutes. In this market, quality is not considered as much as prices are considered (Gabuthy & Lambert, 2018). 
c. What are the characteristics of an oligopoly market? Provide an example. Discuss the pros/cons associated with operating a business in this industry.
An oligopoly is a market structure that is dominated by a few sellers who use returns to scale to maintain market power. The main characteristics of an oligopoly include interdependence, barriers to entry of firms, competition, price rigidity, lack of unique pattern of price behavior, and lack of uniformity (Garcia et al., 2018). Generally, each firm in this type of market structure has to pick their own prices. At a point, no one is willing to increase or reduce the prices, although they depend on each other in making decisions. A good example of an oligopoly includes the auto industry in the U.S, which consists of few car sellers. Air travel and cable television industries are also good examples of oligopoly.  
One of the advantages of operating a business in an oligopoly market structure is that one is able to make high profits due to the aspect of price rigidity, one can get better information about the market, and one can adjust the prices to enjoy economies of scale. The biggest disadvantage of operating in an oligopoly market structure is not fear of competition hence ending up being less innovative and successful (Garcia et al., 2018).
d. What are the characteristics of a monopoly market? Provide an example. Discuss the pros/cons associated with operating a business in this industry.
A monopoly is a market structure in which only one enterprise or person is the only supplier of specific goods and services. The characteristics of a monopoly include price maker, profit maximizer, barriers to entry, a single seller, and price discrimination (Gabuthy & Lambert, 2018). Generally, a monopoly consists of only one seller who produces all outputs in the market. The seller decides the prices of the products he or she is selling; hence is able to maximize profits due to lack of competition. Other sellers are unable to enter the market, and here the seller enjoys the liberty to change the quantity and price of goods. A good example of a monopoly is Con Edison, who is the only producer of gas, water, and electricity in the U.S.  De Beers can also be classified as a monopoly.
One advantage of a monopoly is that one is able to enjoy monopolies of scale due to lower average costs. Also, one can enjoy high profits, which they can use in research as development. Also, firms operating as monopolies are likely to become more innovative and successful. Some of the disadvantages that a business is operating as monopoly faces include less choice for consumers and allocative inefficiency with fewer Incentives to cut costs (Gabuthy & Lambert, 2018). 

2) Use the info below to help your friend determine the optimal price and quantity. The friend shares monthly information regarding their business in the graph below:
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a) What quantity and price should your friend select to maximize profit? Be sure to explain why they should select the price and quantity.
Quantity = 5,000 units of pizzas
Price = $20
My friend should select the price and quantity at the point where MR = MC. Considering the above graph, this point is where the Marginal revenue curve cuts the Marginal Revenue line. My friend should continue producing at a quantity of output where the marginal revenue exceeds re profit that marginal costs since each further marginal unit are earning to profit since more revenues as compared to costs are achieved. My friend should produce up to the quantity where MR is equal to MC (Garcia et al., 2018).
b) Is your friend earning an economic profit, loss, or normal returns? How do you know?
My friend is making an economic profit. This is because the price P is determined by the point at which MR=MC cuts the Demand curve is greater than the Average Total cost C. the average total costs are determined by the point at which MR=MC cuts the ATC curve.
c) Could this be a long-run equilibrium for the industry? In other words, would you expect the restaurant to continue to earn the profits, losses, or normal returns over time that you described in part b) above?  Why or why not?
This is a long-run equilibrium for the industry since the Demand is above the Average total costs at the equilibrium quantity. Therefore, in the long run, my friend will still earn profits. Considering the profit maximization point that is MC=MR, my friend will be able to maintain the profit even in the long run. This implies that my friend does not face close substitutes in the market.




3) Cost Calculations – assume that the data below represent all economic costs for your friend’s restaurant. Please note that part a) and b) are two different questions.

a) Here are your friend’s monthly revenues and costs for the month before the start of the coronavirus lockdown:
· The price of pizzas at your friend’s restaurant is $20.
· Your friend can sell 5000 pizzas per month at the current price point.
· Their monthly total monthly fixed costs are $30,000. 
· The average variable cost (per pizza variable cost) is $12.

Calculate total revenue and total cost. Was your friend earning an economic profit, loss, or breaking even? Show your calculations.
Total costs = Fixed  Costs + Total variable costs
Fixed Costs = $30,000
Total variable costs = $12*5,000 = $60,000
Total costs = $30,000 + $60,000 = $90,000
Total Revenue = total sales*Price
Total Revenue = 5,000*$20 = $100,000
Profit = Total revenue – Total costs
Profit = $100,000 - $90,000 = $10,000
My friend was making an economic profit of $10,000 per month
b) Here are your friend’s monthly revenues and costs for the month after the start of the coronavirus lockdown. They are now trying to decide if they should offer delivery service:
· The price of pizzas at your friend’s restaurant is $15.
· Your friend can sell 2500 pizzas per month at the current price point.
· Their monthly total monthly fixed costs are $30,000. 
· The average variable cost (per pizza variable cost) is $10.
Calculate total revenue and total cost for delivery. Would your friend earn an economic profit, loss, or break-even? Show your calculations.
Total costs = Fixed  Costs + Total variable costs
Fixed Costs = $30,000
Total variable costs = $10*2,500 = $25,000
Total costs = $30,000 + $25,000 = $55,000
Total Revenue = total sales*Price
Total Revenue = 2,500*$15 = $37,500
Profit = Total revenue – Total costs
Profit = $37,500 - $55,000 = -$17,500
My friend would make a loss of $17,500 per month
Given this data, is it a good idea to offer delivery service, or should they temporarily close down the restaurant entirely? Be sure to explain your answer.
Since after the state of the coronavirus, my find is making a loss, it advisable to temporarily close down the restaurant. Offering delivery services will increase the costs of operating the business further. She should wait until the end of the pandemic and re-open the business again. 

4. The current situation presents serious challenges for the restaurant industry. The two WSJ articles below provide some information on issues that restaurants need to consider and how small restaurants are thinking about delivery services:
Simon, R., 2020, March 2021. For Small Business, It's a Virus Chain Reaction. WSJ. https://www.wsj.com/articles/for-small-businesses-its-a-virus-chain-reaction-11584763203
Rana, P., and H. Haddon. 2020 April 1. Coronavirus Lockdowns Prompt Smaller Restaurants to Rethink Delivery. WSJ. https://www.wsj.com/articles/coronavirus-lockdowns-prompt-smaller-restaurants-to-rethink-delivery-11585743246
After reviewing the articles above, what advice would you give to your friend who owns the small pizza shop? Please be sure to consider the following:
a) What are some of the primary issues that restaurants are facing at this point in time?
As depicted in the first article, most of the restaurant businesses are facing reduced profit margins after covering up all their costs, including payroll, insurance, and rent (Simon, 2020). The partnership owned type of restaurants has the specific owners taking home a very small figure of revenues caused by a reduced number of sales during this pandemic. Restaurants are facing greater uncertainty since governments are coming up with different orders on a daily basis to help combat the coronavirus disease. The social distancing requirements, travel limitation, and government stay at home orders have made most restaurants to start operating at small, fractions of closed. Additionally, most propel are avoiding restaurants to avoid possible infections hence making the restaurants receive very few customers in a day as compared to the past.
Additionally, most individuals are working from home hence are able to eat from their homes. The number of office employees that the restaurants were receiving to offer lunch services are no longer showing up. Therefore, due to the unpredictable sales during this period, most of the restaurants are forced to close down while others have tried to reduce the operations costs as much as possible. Most of the restaurants have reduced their employees by almost more than half.  
b) Based on the second article, some restaurants are rethinking delivery. What are the main issues restaurants are considering delivery? What suggestions do you have for a small restaurant regarding delivery?
There are various issues that restaurants are considering regarding the delivery of food during this pandemic. First, they are considering the safety of both their employees and customers. They are ensuring that their drivers and the people preparing the deliveries are safe and do not take any chances of getting infected with the disease (Preetika & Haddon, 2020). Therefore, safety calls for increased operations costs. The restaurant's management is ensuring that its drivers and delivery teams follow all preventive measures and have all the necessary gear to protect them from the virus. Additionally, more resources have been acquired to help keep the restaurants safe for food preparation according to WHO guidelines. The increased operations costs have to lead to most restaurants limiting the number of employees, with some still battling with the prices for their products.  
The small restaurants should partner with nearby restaurants to make effective deliveries and be able to meet the operational costs and make some reasonable profits. The partnering would imply that they will share kitchen space, resources, staff, and supplies hence minimizing all possible costs. Restaurant competition is not applicable to the current situation, but partnership can make the small restaurants continue making their normal profits. The small restaurants should also stay on top of the stimulus options, especially where the different levels of governments are offering emergency fiscal stimuli to help small businesses to survive during this pandemic. The stimuli would help the small restaurants be able to meet the operating costs. 
c) While there are no easy answers, please offer your thoughts on how small restaurants can try to survive the coronavirus situation.
Apart from partnering with other restaurants and seeking for the business stimulus, the small restaurants should also consider making a precise analysis of the POS data for possible food costs savings. The restaurants need to identify, which means that their loyal customers prefer and temporarily eliminate some items on their menu to save on costs.  This would ensure that a restaurant only acquires the inventories that would be effectively utilized.
I also think that it could be cheaper if the small restaurants adopt hiring delivery services rather than using their own delivery services. In this case, the extra costs of equipping the delivery personnel with personal protective equipment will be incurred by the hired company and not the restaurant. Additionally, they also need to engage in research and coke with ideas of making unique meals that probably people can't male at their homes in order to continue expanding their market share.
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