PRINCIPLES OF MICROECONOMICS
SPRING, 2021-
QUESTION ONE
Perfect competition- a situation in the market where there are many buyers and sellers and are knowledgeable about the market. No single buyer or seller is large enough to influence the market prices.
Marginal revenue- is the change in revenue as a result of an additional unit of output
Monopolistic competition-is a market structure where there are many buyers and sellers and the products are differentiated but highly substitutes, for instance tooth paste. Individuals have influence over the prices.
Oligopoly- a situation in the market where there are few large sellers or suppliers that supply the whole market.
Cartel- is where sellers come in one organization with the aim of controlling supply.
QUESTION TWO
TR=P.Q
TR=200Q
TC=500+120Q+2.5Q2
Profit= TR-TC
200Q-500-120Q-2.5Q2
80Q-500-2.5Q2
FOC of profit function=0
80-5Q=0
Q=16 units.
Short run equilibrium MR=MC
MR= 200
MC= 120+5(16)
MC =200
MR=MC
Long run equilibrium
MC=AVC=MR=P
Q= 16 units
P= AVC= 500/16+120+2.5(16)
P= $191.25
QUESTION THREE
At equilibrium MC=MR
TR=100Q-Q2
MR=100-2Q
[bookmark: _GoBack]100-2Q=60+2Q
4Q=40
Q=10units.
Price= 100-40= 60
P=$60
In a competitive market
AC=P
AC= 60+Q
60+Q=100-Q
Q=20units
P=100-20=80
P=$80

QUESTION FOUR
MC= 90+q	
P1=200-q1
P2=220-2q2
The revenue for each market;
Market one; P.Q = (200-q1) q1 = 200q1-q12
MR1= ΔTR/Δq = 200 – 2q1
Market two = P.Q = (220-2q2) q2 =220q2- 2q22
MR2= ΔTR/Δq = 220- 4q2
Monopolist will maximize profit where MR is equal to MC;
MR1=MC
200- 2q1= 90+ (q1+q2)
110-q2=3q1
Q1= 110/3-1/3q2
MR2=MC
220-4q2= 90+q1+q2
130- Q1= 5q2
Q2=26-0.2q1
Q1= 110/3-1/3(26-0.2q1)             Q2= 26- 0.2(30)
Q1 = 30                                             Q2= 20
P1= 200-30                                       P2= 220 – 2(20)
P1= 170                                            P2=180


QUESTION FIVE
P= 260 – 2q
MC1=50 + 2q1
MC2= 80 + 4q1
a) Cournot solution;
Calculate the marginal revenue for both firms;
Firm one; TR= p.q 
TR= (260 - 2q1 -2q2) q1      = 206q1 - 2q12 -2q1q2
MR= ΔTR/Δq = 260 -4q1 -2q2
Firm two; TR= p.q
TR= (260-2q1-2q2) q2       = 260q2 –2q22- 2q1q2
MR= ΔTR/Δq = 260 -4q2 –2q1
Compute the maximizing output for each firm;
Firm one;
MR=MC
260- 4q1-2q2=50+2q1
6q1=210-2q2 
Q1= 35-1/3q2
Firm two;
260-4q2-2q1=80+4q2
Q2=22.5-1/4q1
Solving by substitution;
Q1= 35-1/3(22.5-1/4q1)                   Q2= 22.5- ¼(30)
Q1=30                                                  q2= 15
P=260-2(30+15)
P=170
b) Cartel solution;
Industry total revenue = (260-2q) q   =260q-2q2
Marginal revenue = 260-4q
= 260-4q1-4q2
The profit maximizing output for each firm is;
 MR=MC
Firm one; 260- 4q1- 4q2=50+2q1
Q1=35- 2/3 q2
Firm two; 260 - 4q1-4q2 =80+4q2
Q2=22.5-1/2 q1
Solving by substitution;
Q1= 35-2/3(22.5-1/2q1)                         Q2= 22.5 – ½(30)
Q1=30                                                         Q2=7.5
P= 260-2(30+7.5)
P=185


