COST OF PRODUCTION (QUESTION 1)
 

a. What is the relationship between the marginal cost of production and average total cost of production?

 

b. What is efficient scale of production?

 

c. Why is the average total cost curve  (ATC) U-shaped in the short run?

 

d. Why is the average total cost curve  (ATC) U-shaped in the long run?

 

e. What are the shapes of the average variable cost curve (AVC) and the average fixed cost curve (AFC)? 

Question 2
 

PERFECTLY COMPETITIVE MARKETS - I (5 pts each for a total of 25 pts)
 

a. What are the characteristics of a perfectly competitive market? 

 

b. What is the criterion used by individual firms in perfectly competitive markets when deciding whether to shutdown or continue production in the short run?

 

c.  What is the criterion used by individual firms in perfectly competitive markets when deciding whether to exit the market or continue production in the long run?

 

d. What does the market supply curve in a perfectly competitive market look like in the short run and in the long run? Explain the reason behind the shapes of these market supply curves.

 

e. What is the theoretical justification for supporting the creation of competitive markets? (Hint: Think about welfare economics, ie: consumer surplus, producer surplus, total surplus.)
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Question 3

a. Suppose that the market for gold is perfectly competitive. Illustrate the long run equilibrium in the gold market. (10 pts)

 

b. Now suppose that the demand for gold increases due to an increase in demand for jewellery (as an example, during the wedding season in India, global demand for gold increases. It is customary in India to gift the newly wed couple jewellry.) Illusrate in your plot from part a, what happens to the long run equilibrium for gold. (10 pts)

 

c. Compare the initial and the final equilibrium with gold. What happens to equilibrium quantity and price of gold? (5 pts)
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MONOPOLISTIC MARKETS (5 pts each for a total of 25 pts)
 

Suppose the demand curve for a good produced in a monopolistic market is given by the equation 𝑃=300−10𝑄P=300−10Q . Further suppose that the total cost of producing this good is equal to  𝑇𝐶=5𝑄2TC=5Q2 . Given these equations

 

a. Calculate the profit maximizing quantity and the price chosen by the monopolist.

 

b. Calculate the mark-up of the monopolist at the profit maximizing quantity.

 

c. Calculate the price elasticity of demand at the profit maximizing quantity.

 

d. Calculate the Lerner Index of the monopolist.

 

e. Illustrate the deadweight loss created by the monopolist using the supply and demand curves. 

